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Answers to pressing questions about earnings
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Looking back, what was the cost of the shutdown, and how might it have impacted 1Q20 S&P 500 earnings?

Assuming a baseline of $154, the cost of the shutdown might've been $3 of earnings per share (EPS) each week ($154/52) for S&P 500 companies. If
half of those firms were idle ($24/2), an 8-week shutdown may have cost $12 of EPS ($154-$142). As such, we believe a broad market earnings
recession began in 1Q20 with a 7% decline from year-ago levels*, which will likely be followed by much deeper declines in later quarters.

Looking forward, what kind of earnings decrease have stocks priced in?

We judge that the stock market has priced in a 15% year-over-year (yly) drop in earnings to roughly $134. That's bad, but it could get much worse if the
2008-2009and 2001 economic recessions are any guides.

Earnings seem to have peaked in 4Q19. What does history tell us about the peak-to-trough journey for earnings
leading up to and exiting economic recessions? What about price-to-earnings (P/E) ratios in the same timeframe?

Heading into the mild early-1990s recession, earnings suffered a peak-to-trough decline of 24% over a period of 2.5 years. Leading up to the “garden
variety” early-2000s downturn, earnings dropped 32% from their peak in the ensuing 1 year and 3 months. Earnings fell 57% from their peak before the
deep late-2000s contraction, a trip that took 2 years and 3 months. Surprisingly, P/E ratios were relatively stable in the first 1.5 years after peak
earnings, but valuations diverged significantly thereatter.

From the start to the end of the last 3 recessions, what would past behavior of earnings and multiples suggest as
potential outcomes for the S&P 5007

On average, the last 3 recessions lasted about 12 months. Earnings contracted 6-52% and multiples expanded 12-30% in that timeframe. Potential
outcomes for the S&P 500 range widely from 1,600 (worst case) to 4,200 (best case) over the next year. 3,200 (median) would be a typical
experience, implying stocks would bottom during the recession and recover the bulk of their losses.

What are earnings trends looking like across countries?

European and Canadian stocks have priced in substantial declines in earnings from year-ago levels. China and Japan, not so much.

Source: National Bureau of Economic Research (NBER), Standard & Poor's*, Invesco, 04/17/20. Notes: Operating earnings per share = Income from product (goods and services),
excluding corporate (M&A, financing and layoffs) and unusual items, divided by total shares outstanding.



1. Looking back, we suspect 1Q20 S&P 500 earnings may have

been $12 lower than analysts believe invesco

We assume a baseline of $154 for first quarter 2020 S&P 500 EPS, which equates to $3 per week ($154/52). If half of
companies were shutdown for 8 weeks, hypothetically, that would imply earnings of $142 in 1Q20.

Deviation from a baseline assumption for 1Q20 S&P 500 trailing 12-month operating EPS
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Source: Standard & Poor’s, Invesco, 04/17/20. An investment cannot be made in an index.
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2. US stocks have priced in double-digit declines in earnings

from year-ago levels

Equity returns lead earnings growth by 3-6 months, a relationship that points to brutal company reporting into 3Q20 at the
very least.

Invesco
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Source: Bloomberg L.P., Standard & Poor’s, Invesco, 04/17/20. 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. Shaded areas denote NBER-defined US economic recessions. *Trailing 12 month (TTM). An investment cannot be made in an index.
Past performance does not guarantee future results.
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3. a) Past US economic recessions warn of a potential peak-to-
trough decline in earnings of at least 20% over the next year or
more!

Invesco

S&P 500 trailing 12-month operating EPS “round trips” heading into and exiting different recession scenarios
US earnings fell over 20%
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Source: Standard & Poor’s, Invesco, 04/17/20. An investment cannot be made in an index. Past performance does not guarantee future results.
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3. b) P/E ratios didn’t move much in the first 1.5 years after peak
earnings before diverging wildly

Invesco

S&P 500 trailing 12-month operating P/E heading into and exiting different recession scenarios
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Source: Bloomberg L.P., Standard & Poor’s, Invesco, 04/17/20. An investment cannot be made in an index. Past performance does not guarantee future results.
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4. a) Peak earnings aside, we know that earnings fell and multiples £
rose consistently during each of the last 3 economic recessions =~ ™

S&P 500 trailing 12-month operating EPS contraction and P/E expansion during economic recessions
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Source: Bloomberg L.P., Standard & Poor’s, Invesco, 04/17/20. Notes: Economic recessions are defined by the NBER. An investment cannot be made in an index. Past performance
does not guarantee future results.
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4. b) Extreme uncertainty makes targeting the S&P 500 an

unusually daunting task, but the last 3 economic recessions

provide a wide range of potential outcomes

Invesco

S&P 500 trailing 12-month operating EPS, P/E and index levels in different economic recession scenarios
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Source: Bloomberg L.P., Standard & Poor’s, Invesco, 04/17/20. An investment cannot be made in an index. Past performance does not guarantee future results.
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5. a) Have Chinese and Japanese stocks sufficiently priced in the

. . . . Invesco

pandemic and related earnings recession, or is there more to
come?
Chinese equity returns (advanced 3 months) and 0 Japanese equity returns (advanced 3 months) and @
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Source: Bloomberg L.P., Invesco, 04/17/20. Notes: Shaded areas denote 6-month or longer contractions in the Composite Purchasing Managers Index (PMI) of both countries. Stocks and
earnings are in local currencies. An investment cannot be made in an index. Past performance does not guarantee future results.
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5. b) European and Canadian stocks have discounted substantial
declines in earnings from year-ago levels

Invesco

Eurozone equity returns (advanced 3 months) and @ Canadian equity returns (advanced 3 months) and @
expected earnings growth since 2006 expected earnings growth since 2006
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Source: Bloomberg L.P., Invesco, 04/17/20. Notes: Shaded areas denote 6-month or longer contractions in the Composite PMI of the European Union excluding the UK. The
Manufacturing PMI was used for Canada as that country lacks a Services PMI. Stocks and earnings are in local currencies. An investment cannot be made in an index. Past performance
does not guarantee future results.
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Index definitions

Invesco

The S&P 500 Index is a market capitalization weighted index of the 500 largest domestic U.S. stocks.
The MSCI ChinaIndex is designedto measure large and mid market capitalization stocks in China.

The MSCI Japan Index is designed to measure large and mid market capitalization stocksin Japan.

The MSCI Euro Index is designed to measure large and mid market capitalization stocks in the eurozone.
The MSCI Canada Index is designedto measure large and mid market capitalization stocks in Canada.

Indexes are unmanaged and cannot be purchased directly by investors. Index performance is shown for illustrative purposes only and does not predict or depictthe
performance of any investment. Past performance does not guarantee future results.
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Investment Risks

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 amountinvested.

As with all investmentsthere are associated risks. Please obtain and review all relevant materials carefully before investing.

Invesco
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