4 Invesco

Are stocks about to grow into their
multiples?
Equity Strategy Special Edition

April 2021

Tallev Léger This marketing document is exclusively for use by Professional Clients,
. y 9 . . Financial Advisers and Qualified Clients/Sophisticated Investors. This is
Senior Equity Strategist not for consumer use, please do not redistribute.



Contents

1 What happened to earnings and multiples in past economic recessions?

2 What was the peak-to-trough decline in earnings and how long did it take?

3 Are corporate profits at a major turning point?

4 What kind of earnings growth are stocks pricing in?

5 What do other leading indicators suggest?

6 What level of earnings seems reasonable this year and next?

7 So, earnings fell and multiples expanded. Now what?

8 What’s better for stocks? Multiple expansion or earnings growth?

4 Invesco



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.

S&P 500 trailing 12-month operating EPS contraction and P/E expansion during economic recessions
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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
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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.

S&P 500 trailing 12-month operating EPS “round trips” entering and exiting different recession scenarios
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Sources: Standard & Poor’s, Invesco, 03/31/21. Notes: An investment cannot be made in an index. Past performance does not guarantee future results.
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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.

US earnings growth and economic recessions since 1990
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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.

US stock marketreturns (pushed forward 3 months) and earnings US cyclical relative to defensive sector returns (pushed forward 5

growth since 1990 months) and earnings growth since 1990
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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.
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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.

US manufacturing activity (pushed forward half a year) and earnings growth (up/downside thresholds) since 1990
70 100

o >20% earnings growth 80
by Q320217

60
60
40
T ¥ . L T O RN N L P T onth LA TV Ry A ey W N P A 20
e
€ 50
=

Diffusion Index (%), Advanced 5
o
abueyD 9 reaA-IanQ-Tea A

30
1990 1993 1996 1999 2002 2005 2008 2011 2014 2017 2020
NBER US Recessions ISM Manufacturing PMI (L) === S&P 500 Trailing 12-Month Operating EPS (R) - - - - +/-20% (R)

-100

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
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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.

US earnings (baseline versus the early 2000s experience) since 1989
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will come to pass. An investment cannot be made in an index. Past performance does not guarantee future results.
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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
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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.
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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.

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

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.
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Disclosures

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.

Important information

This marketing document is exclusively foruse by Professional Clients and Financial
Advisers in Continental Europe as defined below, Qualified Clients/Sophisticated Investors
in Israel and Professional Clients in Cyprus, Dubai, Ireland, Isle of Man, Jersey, Guernsey,
Malta and the UK. It is not intended for and should not be distributed to, or relied upon, by
the public. By accepting this document, you consent to communicate with us in English,
unless you inform us otherwise.

This document is marketing material and is not intended as a recommendation to invest in
any particular asset class, security or strategy. Regulatory requirements that require
impartiality of investment/investment strategy recommendations are therefore not
applicable nor are any prohibitions to trade before publication. The information provided is
forillustrative purposes only, it should not be relied upon as recommendations to buy or
sell securities.

Where individuals or the business have expressed opinions, they are based on current
market conditions, they may differ from those of other investment professionals, they are
subject to change without notice and are not to be construed as investment advice.

For the distribution of this document, Continental Europe is defined as Austria,
Belgium, Bulgaria, Croatia, Czech Republic, Denmark, Finland, France, Germany,
Greece, Hungary, ltaly, Kosovo, Liechtenstein, Luxembourg, The Netherlands, North
Macedonia, Norway, Portugal, Romania, Spain, Sweden and Switzerland.
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Issued by Invesco Management S.A., President Building, 37A Avenue JF Kennedy,
L-1855 Luxembourg, regulated by the Commission de Surveillance du Secteur
Financier, Luxembourg; Invesco Asset Management, (Schweiz) AG, Talacker 34,
8001 Zurich, Switzerland; Invesco Asset Management Limited, Perpetual Park,
Perpetual Park Drive, Henley-on-Thames, Oxfordshire RG9 1HH, UK. Authorised and
regulated by the Financial Conduct Authority; Invesco Asset Management
Deutschland GmbH, An der Welle 5, 60322 Frankfurt am Main, Germany.

Israel: This document may not be reproduced or used for any other purpose, nor be
furnished to any other person other than those to whom copies have been sent. Nothing in
this document should be considered investment advice or investment marketing as defined
in the Regulation of Investment Advice, Investment Marketing and Portfolio Management
Law, 1995 (“the Investment Advice Law”). Investors are encouraged to seek competent
investment advice from a locally licensed investment advisor prior to making any
investment. Neither Invesco Ltd. Nor its subsidiaries are licensed under the Investment
Advice Law, nor does it carry the insurance as required of a licensee thereunder.

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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