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When we previewed fourth quarter earnings season in January, 

very few people were focused on a new virus emerging in China.  

Now, many states in the U.S. and over 100 countries have closed 

nonessential businesses and restricted their citizens’ ability to travel.  

Market sentiment revolves around coronavirus news and its’ impact 

on the economy.  Predicting the effect on earnings against this 

backdrop is a significant challenge.  Highly levered companies have 

scrambled to shore up their balance sheets, increase cash positions 

and, in some cases, reduce dividends.  Even some financially strong 

firms have issued debt or drawn down their credit lines.  Earnings 

season will be in full swing by mid April, and we will be looking 

for insights from company management on plans to navigate the 

remainder of 2020.

Consensus earnings estimates for the year have started to decline, but 

it is not a stretch to imagine that more reductions are coming as Wall 

Street analyst changes tend to lag economic developments.  Indeed, 

an informal poll of institutional investors revealed expectations for 

another 7% downside to S&P 500 earnings, to $140 in 2020, which 

would be a 14% decline year over year.  A handful of investors expect 

a decline to perhaps $100, or a 38% drop from 2019.  Earnings growth 

is expected to bottom in second quarter (-19.4%) when the largest 

number of businesses will be shut down (Exhibit 1).  To show how 

Source: I/B/E/S data from Refinitiv (as of 4/9/20) 
Note:  Numbers for 2020Q1 and beyond are estimates.  Source: I/B/E/S data from Refinitiv (as of 4/9/20)

Exhibit 1: More Cyclical Sectors Expected to Have the Largest YOY Earnings Declines

quickly expectations are changing, the expected second quarter 

decline on April 3 was -14.7%.  The current expectation is that the U.S. 

will begin a recovery in late May or early June, including many people 

going back to work.

Looking at individual sector estimates, first quarter earnings growth 

rates appear to be directionally correct.  Defensive Consumer Staples 

companies are expected to report an increase of 0.9% year over 

year in the aggregate; as they have seen an elevated sales benefit 

from “stock up” trips to the store which, will be somewhat offset 

by increased costs.  Of some concern for that sector, demand has 

already started to trail off and there will eventually be an air pocket 

when consumers decide it is OK to stockpile less toilet paper.  Energy, 

on the other hand, has the lowest expectations (-49% year over 

year earnings this quarter and -117% next) due to the dramatic oil 

price decline fueled by a collapse in demand and ongoing price war 

between large producers. Consumer Discretionary also makes the 

list for ugly expectations, with predictions for a 28.7% decrease this 

quarter.  The sector is called discretionary for a reason and consumers 

that are staying home or worried about their jobs aren’t buying things 

they don’t need.  Industrials are among the most cyclical group of 

companies, so a 29.6% earnings decline makes sense here too.
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Learning from the Past

The global financial crisis in 2008 and 2009 was a very different 

situation, with excesses in the sub-prime mortgage lending market 

tipping us into recession.  However, the economic impact was severe 

and that experience can give us a glimpse into how much earnings can 

drop.  The lowest earnings for that period occurred in fourth quarter of 

2008.  Though in September of that year, investors were hoping for a 

more than 50% rebound from 2007, but by January had concluded that 

an almost 30% decline was more realistic (Exhibit 2).  Once the final 

tally was in, reported earnings declined 65% for the quarter and 23% 

for 2008.  Financials was the most negatively impacted sector, being 

the most overexposed to the housing and mortgage markets.  Other 

sectors that contributed to declining estimates included Consumer 

Discretionary, Materials and Energy.  This time around the worst 

performing sectors are slightly different, but Energy and Discretionary 

are again in the crosshairs.    

Conclusion

The extent of the damage to the U.S. economy will become much 

clearer over the next few months as we learn how quickly consumers 

can bounce back and businesses can (hopefully) resume their normal 

functioning.  In the meantime, earnings are likely to be disappointing 

as the shut down drags on.  The sooner we are back to normal, the 

smaller the hit, and Wall Street looks to be forecasting a trough in late 

Q2 or early Q3.   Should developments prove that timeline optimistic, 

then additional downward revisions will likely be forthcoming.

Source: Refinitiv fka Thomson Reuters (1/23/2009)

Exhibit 2:  Estimate Revisions Can Be Significant 

Q4 2008: Estimate Revisions 

S&P 500: Weekly Change in Q4 2008 Earnings Growth Rate 
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Disclosure

CFA® and Chartered Financial Analyst® are registered trademarks owned by CFA 
Institute. 

This report contains our opinion as of the date of the report. It is for general 
information purposes only and is not intended to predict or guarantee the 
future performance of any investment, investment manager, market sector, or 
the markets generally. We will not update this report or advise you if there is 
any change in this report or our opinion. The information, ratings, and opinions 
in this report are based on numerous sources believed to be reliable, such as 
investment managers, custodians, mutual fund companies, and third-party data 
and service providers. We do not represent or warrant that the report is accurate 
or complete. 

To the extent this report contains information about specific companies or 
securities, including whether they are profitable or not, it is being provided 
as a means of illustrating the investment manager’s investment thesis. The 
investment manager may or may not have invested in these securities at the 
time this report was prepared or is accessed by the reader. References to specific 
companies or securities are not a complete list of securities selected and not all 
securities selected in the referenced timeframe were profitable. 

Other Bank of Montreal affiliates, and their agents and employees, may provide 
oral or written market commentary or trading strategies to clients that reflect 
opinions that are contrary to the opinions expressed in this report. These same 
persons and affiliates may make investment decisions that are inconsistent 
with the recommendations or views expressed in this report. We and our 
affiliates, directors, officers, employees and members of their households, will 
from time to time have long or short positions in, act as principal in, and buy 
or sell, the securities referred to in this report. We and our affiliates, directors, 
officers, employees and members of their households, may have positions in 
the securities mentioned that are inconsistent with the views expressed by this 
report. 

This report is not intended to be a client-specific suitability analysis or 
recommendation, an offer to participate in any investment, a recommendation to 
buy, hold or sell securities, or a recommendation of any investment manager or 
investment strategy. Do not use this report as the sole basis for your investment 
decisions. Do not select an asset class, investment product, or investment 
manager based on performance alone. Consider all relevant information, 
including your existing portfolio, investment objectives, risk tolerance, liquidity 
needs and investment time horizon. 

Any forward-looking statements in this report involve known and unknown risks, 
uncertainties and other factors that may cause the actual performance of future 
markets to differ materially from the projections depicted in the report. Past 
performance is not indicative of future results and current performance may be 
higher or lower than that shown in the report. There can be no certainty as to 
the extent or depth of any market downturn, nor any assurance regarding the 
nature, extent or timing of markets rebounding. When evaluating the report, you 
are cautioned not to place undue reliance on these forward-looking statements, 
which reflect judgments only as of the date of the report. Investment returns 
fluctuate, and investments when redeemed, may be worth more or less than the 
original investment. 

Standardized performance returns include reinvestment of dividends, other 
income and capital gains, which depict performance without adjusting for 
the effects of taxation or the timing of purchases and sales. Performance 
data is presented without deducting the investment advisory fees and other 
charges that may be applicable. The deduction of such fees and other charges 
(and the compounding effect thereof over time) will reduce portfolio return. 
Unless otherwise indicated, traditional investment performance data generally 
represents a composite or representative portfolio return and is shown gross of 
the investment manager’s advisory fees. Unless otherwise indicated, alternative 
investment performance data is shown as net of fund expenses, management 
fees, and incentive fees. Index performance data is shown as total return. You 
cannot invest directly in an index. Due to a system conversion, the ability to 
manipulate or restate client specific performance data prior to December 31, 
2007, may be limited. 

Any discussions of specific securities, investment managers, or strategies are for 
informational purposes only and should not be considered investment advice. 
The report does not constitute an offer to sell or a solicitation to buy any security 
or investment product. Any offer to sell or solicitation to buy an interest in any 
private security, investment product or fund may only be made by receiving a 
confidential private offering memorandum, prospectus, investment advisory 
agreement or similar documents from the investment manager, which describes 
the material terms and various considerations and risks relating to such security, 
investment product or fund. 

Alternative investments, such as private equity and hedge funds, contain risks 
that are amplified when compared with other asset classes, such as illiquidity, 
stock or sector concentration, financial leverage, difficulties in valuation, and 
short selling. Alternative investment vehicles have minimal regulatory oversight 
and alternative managers have the latitude to employ numerous investment 
strategies with varying degrees of risk. 

We are not licensed or registered with any financial services regulatory authority 
outside of the United States. Non-U.S. residents who maintain U.S.-based 
financial services accounts with us may not be afforded certain protections 
conferred by legislation and regulations in their country of residence with 
respect to any investments, investment solicitations, investment transactions or 
communications made with us. 

You may not copy this report or distribute or disclose the information contained 
in the report to any third party, except with our express written consent or as 
required by law or any regulatory authority. 

“BMO Wealth Management” is a brand name that refers to BMO Harris Bank, 
N.A., BMO Family Office, LLC, BMO Harris Financial Advisers, Inc., BMO Delaware 
Trust Company, and certain affiliates that provide certain investment, investment 
advisory, trust, banking, securities, insurance and brokerage products and 
services. “BMO Family Office” is a brand name that refers to BMO Harris Bank, 
N.A., BMO Family Office, LLC, and BMO Delaware Trust Company. The BMO 
Family Office brand provides family office, investment advisory, investment 
management, trust, banking, deposit and loan products and services. These 
entities are all affiliates and owned by BMO Financial Corp., a wholly-owned 
subsidiary of the Bank of Montreal. Capital Advisory Services are offered by a 
division of BMO Harris Bank, N.A. Member FDIC. 
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Broker-dealer and investment advisory services and insurance products are 
offered through BMO Harris Financial Advisors, Inc. Member FINRA/SIPC. SEC-
registered investment adviser. 

Securities, investment advisory services and insurance products are offered 
through BMO Harris Financial Advisors, Inc. Member FINRA/SIPC. SEC-registered 
investment adviser. 
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