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Sources: Bloomberg L.P., Standard & Poor’s, Invesco, 03/31/21. Notes: Operating EPS = Income from products (goods and services), excluding corporate (M&A, financing, layoffs) and 

unusual items. EPS = Earnings per share. P/E = Price-to-earnings ratio or multiple of EPS. Economic recessions are defined by the National Bureau of Economic Research (NBER). An 

investment cannot be made in an index. Past performance does not guarantee future results.
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1. What happened to earnings and multiples in past economic recessions?
Like clockwork, earnings fell and multiples rose during each of the last 3 recessions, 
and this one was no exception.
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In a recession,

what multiple of earnings

would you pay for stocks?
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S&P 500 trailing 12-month operating EPS “round trips” entering and exiting different recession scenarios

The current glide path of earnings 

appears to be tracking the early 

2000s episode.
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2. What was the peak-to-trough decline in earnings and how long did it take?
History warned that earnings could fall at least 20%, which happened over the past 
year.



US earnings growth and economic recessions since 1990
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Sources: Standard & Poor’s, Invesco, 03/31/21. Notes: Shaded areas denote NBER-defined US economic recessions. An investment cannot be made in an index. Past performance does 

not guarantee future results.

3. Are corporate profits at a major turning point?
As expected, earnings fell over 20%—a typical recessionary experience. Now, 
business fundamentals are showing signs of bottoming.
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NBER US Recessions S&P 500 S&P 500 TTM Operating EPS

US stock market returns (pushed forward 3 months) and earnings 

growth since 1990

US cyclical relative to defensive sector returns (pushed forward 5 

months) and earnings growth since 1990

Sources: Bloomberg L.P., Standard & Poor’s, Invesco, 03/31/21. Notes: In the left and right charts, equity returns have been multiplied by factors of 1.67 and 2.50, respectively, to show 

both series on the same scale as earnings growth. *Trailing 12 month (TTM). There is no guarantee that forecasts will come to pass. An investment cannot be made in an index. Past 

performance does not guarantee future results.

4. What kind of earnings growth are stocks pricing in?
Robust stock market returns over the past year suggest at least 20% earnings 
growth this year.
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Sources: Bloomberg, Institute for Supply Management, Standard & Poor’s, Invesco, 03/31/21. Notes: PMI = Purchasing Managers Index. Correlation coefficient = 0.7. An investment cannot 

be made in an index. Past performance does not guarantee future results.
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US manufacturing activity (pushed forward half a year) and earnings growth (up/downside thresholds) since 1990

5. What do other leading indicators suggest?
Manufacturing activity signals that a rebound in corporate profits may be imminent. 
In fact, earnings could enjoy a V-shaped recovery, which would be far from unusual.
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>20% earnings growth

by Q3 2021?



Sources: Capital IQ, Standard & Poor’s, Invesco, 03/31/21. Note: The baseline comes from specific issues, built from the bottom up to the index level. There is no guarantee that forecasts 

will come to pass. An investment cannot be made in an index. Past performance does not guarantee future results.
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6. What level of earnings seems reasonable this year and next? 
The early 2000s experience implies earnings of $122 in 2021 and $143 in 2022. 
That would be an improvement from $119 in 2020 but far below the baseline.
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Sources: Bloomberg L.P., Standard & Poor’s, Invesco, 03/31/21. Notes: *Trailing 12-month operating. An investment cannot be made in an index. Past performance does not guarantee 

future results.

7. So, earnings fell and multiples expanded. Now what?
Stocks may be on the verge of growing into their multiple, which they did after each 
recession since the early 1990s.
S&P 500 P/E* entering and exiting: The early 1990s recession The early 2000s recession

The 2020 recession
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Sources: Bloomberg L.P., Standard & Poor’s, Invesco, 03/31/21. Notes: Y/Y = Year-over-year. *S&P 500 % change = Compound annual growth rate (CAGR). An investment cannot be 

made in an index. Past performance does not guarantee future results.

US stock market returns during periods of positive (white) and negative (gray) earnings growth since 1990

8. What’s better for stocks? Multiple expansion or earnings growth?
Multiple expansion helps, but stocks did best during periods of positive earnings 
growth, regardless of what multiples did.
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S&P 500 average return:

During + EPS growth = 13.2%

Full sample = 8.2%

S&P 500 average return:

During - EPS growth = -0.1%
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Earnings Per Share (EPS) are a company’s earnings or profits divided by its number of 

shares outstanding.

Operating EPS are income from products (goods and services), excluding corporate 

(M&A, financing, layoffs) and unusual items.

Trailing 12-month operating EPS are the sum of actual, historical earnings over the past 

year.

The price-to-earnings (P/E) ratio is a valuation metric that compares a company’s current 

share price to its EPS.

The Institute for Supply Management (ISM) Manufacturing Purchasing Managers Index 

(PMI) is a direct measure of expectations captured by business surveys of production and 

the general economic climate.

A compound annual growth rate (CAGR) is the rate of return that would be required for an 

investment to grow from its beginning value to its ending value, assuming the profits were 

reinvested at the end of each year of the investment’s lifespan.

Definitions
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Risk warnings

The value of investments and any income will fluctuate (this may partly be the result of 

exchange rate fluctuations) and investors may not get back the full amount invested.
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The opinions referenced above are those of the speaker as of April 2021. These 

comments should not be construed as recommendations, but as an illustration of broader 

themes. Forward-looking statements are not guarantees of future results. They involve 

risks, uncertainties and assumptions; there can be no assurance that actual results will not 

differ materially from expectations.
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