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Corporate Profits Still Matter
SUMMARY
•	 We fear that negative business cycle risks for markets remained underpriced even as 

analysts’ estimates project a new record high for US corporate profits by the fourth quarter 
of 2023. 

•	 Even after recent analyst downward earnings revisions for 2023, our own forecast for S&P 
500 earnings per share (EPS) is about 10% below their full-year view.

•	 Some investors see either a swift return to or continuation of strong economic growth. 
Others believe that inflation will remain intransigent despite a Fed willing to continue on a 
rapid monetary tightening course to stop it. These views are inherently inconsistent with 
one another. Such is the state of this market, trying to balance contradictory signals.

•	 In our view, it may take some months before share prices fully reflect the lagged impact 
of past Fed tightening steps to discount the further weakening in business activity that 
we expect.

•	 The current unsettled market conditions suggest that our defensively positioned portfolios 
have the potential to hold value best. Our largest positions remain in the most reliable 
sources of return for portfolios: investment grade company dividends and coupon 
payments for the highest quality borrowers. By many measures, these yields are now the 
highest in 15 years or longer.
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Corporate Profits Still Matter 
We fear that negative business cycle risks for markets remained underpriced even as analysts’ estimates project a 
new record high for US corporate profits by the fourth quarter of 2023.  

We do not believe that a full-blown recession in the US is underway, though the trend in US corporate earnings is 
downwards. While the majority of firms have beaten the “low bar” of analyst estimates for the final quarter of 2022, 
this obfuscates the negative trend that is forming. The 69% “beat rate” for the roughly 90% of S&P 500 firms that 
have reported earnings was the lowest in 12 years, apart from 1H 2020. These weak results from 4Q2022 have 
sent analyst revisions for 2023 lower. But not enough, in our view (Figure 1). 

Earnings per share (EPS), a metric used for estimating corporate value, fell at a 14% annualized rate in the second 
half 2022 (Figure 2). EPS in the fourth quarter of 2022 were 4% below our own quarterly estimates. For the first half 
of 2023, we expect EPS to continue falling at roughly the same pace, leaving full-year 2023 EPS 10% below last 
year’s. 

Even after recent analyst downward earnings revisions for 2023, our own forecast for S&P 500 EPS is about 10% 
below their full-year view. So, who’s likely to be more accurate? Analysts project the spring quarter EPS to rise 31% 
(on an annualized basis). This is actually the period when we think US economic activity measures will be declining 
most rapidly, as firms address high inventories by slashing production. 

Figure 1: Net revisions to annual EPS estimates for the 
S&P 500

Figure 2: CGWI EPS estimates vs consensus

Source: Haver Analytics as of Feb. 24, 2023. Grey areas note recessions. An investor cannot invest directly in an index. They are shown for illustrative 
purposes only and do not represent the performance of any specific investment. Figure 2: Data are for S&P 500 operating EPS as reported by Factset. 
All forecasts are expressions of opinion and are subject to change without notice and are not intended to be a guarantee of future events. Indices are 
unmanaged. An investor cannot invest directly in an index. They are shown for illustrative purposes only and do not represent the performance of any 
specific investment. Index returns do not include any expenses, fees or sales charges, which would lower performance. For illustrative purposes only. Past 
performance is no guarantee of future results. Real results may vary.

Remember, Share Prices Lead EPS
Share prices lead EPS (Figure 3). Last year’s almost 20% decline in share prices – coupled with surging interest 
rates – was indicative of where corporate profits would trend in 2023. Markets are more likely than not to price 
earnings declines, not rosy estimates. In our view, it may take some months before share prices reflect current 
economic conditions, reflecting further weakening in business activity (Figure 4-5).

Later in 2023, we expect markets to begin to focus on the recovery of 2024, when we expect a 5% EPS gain, 
strengthening into 2025 and beyond. But not before a reconciliation between real earnings and valuations.
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It’s Hard to Be an Economist These Days 
For many economists, the idea that the whole US economy has had a sudden, sharp acceleration at the start of 
2023 seems implausible. Did US employers decide to double their hiring pace in January while simultaneously 
announcing the largest layoffs since the COVID shutdowns? And did US retailers, in fact, experience a sudden 
spending boom in January after reporting poor holiday sales (Figure 6)?  

The Fed is using the positive economic data and “persistent” month-over-month inflation to justify ever higher short-
term rates. Emphasizing lagging economic indicators that are calculated looking back 12 months ignores what’s 
happening now. Lagging residential rents – comparing today’s prices to those a year ago - appear to be steady or 
rising when rents have actually begun a meaningful downhill trend.

Here’s another example. Current demand for US labor reflects current production requirements. Residential homes 
started 12-18 months ago are being finished for delivery now. However, the surge in interest rates has caused 
a historically sizeable drop in home sales, with new housing permits and starts following sales lower (Figure 7). 
Construction employment across the industry will adjust to the much slower future production pace once housing 
units under construction are finished.  While this isn’t the immediate condition for housing employment, it is the 
near future.

This dynamic will occur across many industries with high inventories. It will impact related services employment, 
too, as marketing, advertising, customer service and finance activities associated with industry are curtailed. 
All of this can occur even as certain sectors, like travel and tourism, still exhibit growth due to pent-up, 
Covid-related demand.

Be Aware of Seasonal Adjustments 
The largest seasonal adjustments take place at extreme moments in the economy. Think of the hiring of extra retail 
staff for December holidays or summer employment at resorts. As Figure 6 showed, the 16% drop in unadjusted 
retail sales for January was rather ordinary. In contrast, the 3% rise reported for the month after seasonal 
adjustment was stronger than 98% of all other months over the past 55 years. The same is true for the sudden 
517,000 leap in net hiring in January. Of course, the “adjustments” are not mentioned when the press headlines are 
written.  

Data bias exists in both directions. The severe slowing reported for the US economy in November/December data 
was also likely exaggerated downward. 

Why Defensive Is Wise, for Now
Some investors see either a swift return to or continuation of strong economic growth. Others believe inflation will 
remain intransigent despite rapid US monetary tightening. These views are inherently inconsistent with one another. 
Such is the state of this market, trying to balance contradictory views and signals.

We still believe the worst of the bear market losses were felt in 2022. But the current unsettled market conditions 
suggest that our defensively positioned portfolios may hold the best value (see the Feb. 12 CIO Bulletin). 

This is why we are emphasizing greater bond exposure as real US yields (+1.5% to 2.0% in TIPS markets) are 
historically attractive against our current backdrop. Investment grade corporate bond yields are high (5.8% for 
nominal long-term issues, greater for hybrid securities).

We are also maintaining our defensive equity exposures, with the most consistent dividend growers in the US 
market remaining our largest off-index position. Aside from “high quality” exposure, other areas we like are beaten 
down biotech and life sciences, energy (both old and new), defensive industrials, preferred stocks, and local 
Chinese equities.  

More generally, our largest positions remain in reliable sources of return for portfolios: investment grade company 
dividends and coupon payments for the highest quality borrowers. By many measures, these yields are now the 
most generous in 15 years or longer. 

https://www.privatebank.citibank.com/ivc/docs/quadrant/CIOBulletin021223.pdf
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Figure 3: Global Equities (6-month lead) vs EPS Y/Y% 

Source: Bloomberg and Factset as of Feb. 8, 2023. All forecasts are expressions of opinion and are subject to change without notice and are not intended 
to be a guarantee of future events. Indices are unmanaged. An investor cannot invest directly in an index. They are shown for illustrative purposes only 
and do not represent the performance of any specific investment. Index returns do not include any expenses, fees or sales charges, which would lower 
performance. For illustrative purposes only. Past performance is no guarantee of future results. Real results may vary.

Figure 4: S&P 500 YY% vs ISM New Orders Figure 5: Change in 10yr UST Yield (24 Months) vs 
ISM New Orders

Source: Haver Analytics as of Jan. 20, 2023. Note: Fig. 4 circle displays the equity decline has coincided with the drop in ISM new orders; Fig. 5 circle 
shows that the sharp rise in bond yields has historically been followed by a further decline in economic activity. All forecasts are expressions of opinion and 
are subject to change without notice and are not intended to be a guarantee of future events. Indices are unmanaged. An investor cannot invest directly in 
an index. They are shown for illustrative purposes only and do not represent the performance of any specific investment. Index returns do not include any 
expenses, fees or sales charges, which would lower performance. Past performance is no guarantee of future results. Real results may vary.
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Figure 6: US retail sales: month/month % change before and after seasonal adjustment 

Source: Haver Analytics as of Feb. 24, 2023. Grey areas are recession.

Figure 7: New single family home sales and single family building permits

Source: Haver Analytics as of Feb. 24, 2023. Note: grey areas are recessions. 
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Citibank Europe plc, Luxembourg Branch, registered with the Luxembourg Trade and Companies Register under number B 200204, is a 

branch of Citibank Europe plc. It is subject to the joint supervision of the European Central bank and the Central Bank of Ireland. It is 

furthermore subject to limited regulation by the Commission de Surveillance du Secteur Financier (the CSSF) in its role as host Member 

State authority and registered with the CSSF under number B00000395. Its business office is at 31, Z.A. Bourmicht, 8070 Bertrange,  

Grand Duchy of Luxembourg. Citibank Europe plc is registered in Ireland with company registration number 132781. It is regulated by the 

Central Bank of Ireland under the reference number C26553 and supervised by the European Central Bank. Its registered office is at  1 

North Wall Quay, Dublin 1, Ireland.   

This document is communicated by Citibank (Switzerland) AG, which has its registered address at Hardstrasse 201, 8005 Zurich, Citibank 

N.A., Zurich Branch, which has its registered address at Hardstrasse 201, 8005 Zurich, or Citibank N.A., Geneva Branch, which has its 

registered address at 2, Quai de la Poste, 1204 Geneva. Citibank (Switzerland) AG and Citibank, N.A., Zurich and Geneva Branches are 

authorised and supervised by the Swiss Financial Supervisory Authority (FINMA). 

In Jersey, this document is communicated by Citibank N.A., Jersey Branch which has its registered address at PO Box 104, 38 Esplanade, 

St Helier, Jersey JE4 8QB. Citibank N.A., Jersey Branch is regulated by the Jersey Financial Services Commission. Citibank N.A. Jersey 

Branch is a participant in the Jersey Bank Depositors Compensation Scheme. The Scheme offers protection for eligible deposits of up to 

£50,000. The maximum total amount of compensation is capped at £100,000,000 in any 5 year period. Full details of the Scheme and 

banking groups covered are available on the States of Jersey website www.gov.je/dcs, or on request. 

In Canada, Citi Private Bank is a division of Citibank Canada, a Schedule II Canadian chartered bank. References herein to Citi Private 

Bank and its activities in Canada relate solely to Citibank Canada and do not refer to any affiliates or subsidiaries of Citibank Canada 

operating in Canada. Certain investment products are made available through Citibank Canada Investment Funds Limited (“CCIFL”), a 

wholly owned subsidiary of Citibank Canada. Investment Products are subject to investment risk, including possible loss of principal amount 

invested. Investment Products are not insured by the CDIC, FDIC or depository insurance regime of any jurisdiction and are not guaranteed 

by Citigroup or any affiliate thereof. 

This document is for information purposes only and does not constitute an offer to sell or a solicitation of an offer to buy any securities to 

any person in any jurisdiction. The information set out herein may be subject to updating, completion, revision, verification and amendment 

and such information may change materially. 

Citigroup, its affiliates and any of the officers, directors, employees, representatives or agents shall not be held liable for any direct, indirect, 

incidental, special, or consequential damages, including loss of profits, arising out of the use of information contained herein, including 

through errors whether caused by negligence or otherwise. 
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CCIFL is not currently a member, and does not intend to become a member of the Mutual Fund Dealers Association of Canada (“MFDA”); 

consequently, clients of CCIFL will not have available to them investor protection benefits that would otherwise derive from membership of 

CCIFL in the MFDA, including coverage under any investor protection plan for clients of members of the MFDA. 

Global Consumer Bank (Asia Pacific and EMEA): 

“Citi analysts” refer to investment professionals within Citi Research (“CR”), Citi Global Markets Inc. (“CGMI”), Citi Global Wealth 

Investments (“CGWI”) and voting members of the Citi Global Investment Committee. Citibank N.A. and its affiliates / subsidiaries 

provide no independent research or analysis in the substance or preparation of this document.  

The information in this document has been obtained from reports issued by CGMI and CGWI. Such information is based on sources CGMI 

and CGWI believe to be reliable. CGMI and CGWI, however, do not guarantee its accuracy and it may be incomplete or condensed. All 

opinions and estimates constitute CGMI and CGWI's judgment as of the date of the report and are subject to change without notice. This 

document is for general information purposes only and is not intended as a recommendation or an offer or solicitation for the purchase or 

sale of any security or currency. No part of this document may be reproduced in any manner without the written consent of Citibank N.A. 

Information in this document has been prepared without taking account of the objectives, financial situation, or needs of any particular 

investor. Any person considering an investment should consider the appropriateness of the investment having regard to their objectives, 

financial situation, or needs, and should seek independent advice on the suitability or otherwise of a particular investment. Investments are 

not deposits, are not obligations of, or guaranteed or insured by Citibank N.A., Citigroup Inc., or any of their affiliates or subsidiaries, or by 

any local government or insurance agency, and are subject to investment risk, including the possible loss of the principal amount invested. 

Investors investing in funds denominated in non-local currency should be aware of the risk of exchange rate fluctuations that may cause a 

loss of principal. Past performance is not indicative of future performance, prices can go up or down. Investment products are not available 

to US persons. Investors should be aware that it is his/her responsibility to seek legal and/or tax advice regarding the legal and tax 

consequences of his/her investment transactions. If an investor changes residence, citizenship, nationality, or place of work, it is his/her 

responsibility to understand how his/her investment transactions are affected by such change and comply with all applicable laws and 

regulations as and when such becomes applicable. Citibank does not provide legal and/or tax advice and is not responsible for advising an 

investor on the laws pertaining to his/her transaction. 

Citi Research (CR) is a division of Citigroup Global Markets Inc. (the "Firm"), which does and seeks to do business with companies covered 

in its research reports. As a result, investors should be aware that the Firm may have a conflict of interest that could affect the objectivity of 

this report. Investors should consider this report as only a single factor in making their investment decision.  

For more information, please refer to https://www.citivelocity.com/cvr/eppublic/citi_research_disclosures. 

Market Specific Disclosures 

Hong Kong:  This This communication is distributed in Hong Kong by Citibank (Hong Kong) Limited ("CHKL") and/or Citibank, N.A., Hong 

Kong Branch (“CBNA HK”, Citibank, N.A. is organized under the laws of U.S.A. with limited liability). CHKL and CBNA HK provide no 

independent research or analysis in the substance or preparation of this communication. Although information in this communication has 

been obtained from sources believed to be reliable, CHKL and CBNA HK do not guarantee its accuracy or completeness and accept no 

liability for any direct or consequential losses arising from its use. 

This communication is for general information only, is not intended as a recommendation or an offer or solicitation for the purchase or sale 

of any products or services and should not be relied upon as financial advice. The information herein has not taken account of the 

objectives, financial situation or needs of any particular investor. Any person considering an investment should consider the suitability of the 

investment having regard to their objectives, financial situation and needs, and should seek independent advice before making an 

investment decision. You should obtain and consider the relevant product terms and conditions and risk disclosure statement, and consider 

if it’s suitable for your objectives, financial situation or needs before making any investment decision. Investors are advised to obtain 

independent legal, financial and taxation advice prior to investing. Investments are not deposits, are not protected by the Deposit Protection 

Scheme in Hong Kong and are subject to investment risk including the possible loss of the principal amount invested. 

This communication does not constitute the distribution of any information in any jurisdiction in which it is unlawful to distribute such 

information to any person in such jurisdiction.  

India:  Citibank N.A. India (“Citi”) does NOT provide investment advisory services in any manner or form. Investment Products distributed 

by Citi (i) are not bank deposits or obligations of or guaranteed by Citibank, N.A. or Citigroup, Inc or any of its affiliates or subsidiaries; and 

(ii) are subject to investment risks, including the possible loss of the principal amount invested. Past performance is not indicative of future 

results, The ownership of any investment decision(s) shall exclusively vest with the Investor after analysing all possible risk factors and by 

exercise of his/her/its independent discretion and Citi shall not be liable or held liable for any consequences thereof. Investment products 

are not available to US and Canada persons and may not be available in all jurisdictions. Investment products are distributed by Citi on a 

non-discretionary and non-participation basis.  
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This document does not constitute the distribution of any information or the making of any offer or solicitation by anyone in any jurisdiction 

in which such distribution or offer is not authorized or to any person to whom it is unlawful to distribute such a document or make such an 

offer or solicitation. Please exercise diligence by reading & understanding the Key Information Memorandum(s)/Scheme Investment 

Document(s) & Statement of Additional Information/Term Sheet/Prospectus/ Offer Documents carefully before investing and no claim 

whatsoever shall be made against Citibank N.A. or any of its affiliates or subsidiaries and / or employees claiming any 

influence/recommendation/advice/responsibility/liability as against your decision to invest in any investment product. 

Investor should ensure to understand, accept the identities of different parties and the roles that they play in relation to the various 

Investment Product(s). Investor acknowledges that, there may be various actual or potential conflicts of interest between Citi, Citigroup 

Capital Markets Ltd., Citigroup Inc. or their affiliates or subsidiaries (collectively “Connected Persons”) and that of an investor itself,       as a 

result of the various investment and/or commercial businesses and/or activities of the Connected Persons.  

Singapore: This communication is distributed in Singapore by Citibank Singapore Limited (“CSL”) to selected Citigold/Citigold Private 

Clients. CSL provides no independent research or analysis of the substance or in preparation of this communication. Please contact your 

Citigold/Citigold Private Client Relationship Manager in CSL if you have any queries on or any matters arising from or in connection with this 

communication. Investment products are not insured under the provisions of the Deposit Insurance and Policy Owners’ Protection Schemes 

Act of Singapore and are not eligible for deposit insurance coverage under the Deposit Insurance Scheme. 

This communication is for general information only and should not be relied upon as financial advice. The information herein has no regard 

to the specific objectives, financial situation and particular needs of any specific person and is not intended to be an exhaustive discussion 

of the strategies or concepts mentioned herein or tax or legal advice. Any person interested in the strategies or concepts mentioned herein 

should consult their independent tax, legal, financial or other advisors, as appropriate. This communication does not constitute the 

distribution of any information or the making of any offer or solicitation by anyone in any jurisdiction in which such distribution or offer is not 

authorized or to any person to whom it is unlawful to distribute such information or make any offer or solicitation.  

Before making any investment, each investor must obtain the investment offering materials, which include a description of the risks, fees 

and expenses and the performance history, if any, which may be considered in connection with making an investment decision. Interested 

investors should seek the advice of their financial adviser about the issues discussed herein as appropriate. Should investors choose not to 

seek such advice, they should carefully consider the risks associated with the investment and make a determination based upon the 

investor’s own particular circumstances, that the investment is consistent with the investor’s investment objectives and assess whether the 

investment product is suitable for themselves. Although information in this document has been obtained from sources believed to be 

reliable, CSL does not guarantee its accuracy or completeness and accept no liability for any direct or consequential losses arising from its 

use. 

UAE: This document is distributed in UAE by Citibank, N.A. UAE. Citibank N.A. UAE is licensed by UAE Securities and Commodities 

Authority (“SCA”) to undertake the financial activity as Promoter under license number 602003. 

Citibank N.A. UAE is registered with Central Bank of UAE under license numbers BSD/504/83 for Al Wasl Branch Dubai, 13/184/2019 for 

Mall of the Emirates Branch Dubai, BSD/2819/9 for Sharjah Branch, and BSD/692/83 for Abu Dhabi Branch. 

This is not an official statement of Citigroup Inc. and may not reflect all of your investments with or made through Citibank. For an accurate 

record of your accounts and transactions, please consult your official statement. Before making any investment, each investor must obtain 

the investment offering materials, which include a description of the risks, fees and expenses and the performance history, if any, which 

may be considered in connection with making an investment decision. Each investor should carefully consider the risks associated with the 

investment and make a determination based upon the investor’s own particular circumstances, that the investment is consistent with the 

investor’s investment objectives. At any time, Citigroup companies may compensate affiliates and their representatives for providing 

products and services to clients.  

United Kingdom: This document is distributed in the U.K. by Citibank UK Limited and in Jersey by Citibank N.A., Jersey Branch.  

Citibank UK Limited is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the 

Prudential Regulation Authority. Our firm’s Financial Services Register number is 805574. Citibank UK Limited is a company limited by 

shares registered in England and Wales with registered address at Citigroup Centre, Canada Square, Canary Wharf, London E14 5LB, 

Companies House Registration No. 11283101.  

Citibank N.A., Jersey Branch is regulated by the Jersey Financial Services Commission. Citi International Personal Bank is registered in 

Jersey as a business name of Citibank N.A. The address of Citibank N.A., Jersey Branch is P.O. Box 104, 38 Esplanade, St Helier, Jersey 

JE4 8QB. Citibank N.A. is incorporated with limited liability in the USA. Head office: 399 Park Avenue, New York, NY 10043, USA.  

© All rights reserved Citibank UK Limited and Citibank N.A. (2023).  
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