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While we await word on a host of political events, such as a U.S.-

China trade deal, Brexit and the U.S. debt ceiling, we thought it 

might be helpful to review the Q4 earnings season and provide 

some updated thoughts on the outlook for 2019.

In general, reported results in the U.S. have been strong, with 

revenue growth of 6% and EPS of 15% projected for the S&P 

500 (331/500 companies reported). Surprise rates have been 

somewhat lower than usual for earnings (64% of companies 

beating vs. average of 70% over the last 3 years); however, 

negative revisions have been fairly consistent with historical trend 

(Chart 1). All in, clearly a stepdown from prior quarters but still 

very solid.

The real controversy surrounds guidance and the fact that Q1’19 

earnings are now forecasted to decline for the first time since 

the earnings recession in 2016. Furthermore, full year estimates 

rely heavily on a second half hockey stick recovery, which seems 

unlikely given current trends (Chart 2). So if earnings expectations 

are indeed too high, what does this mean for stocks?

Given that estimates are marked down around -5% through any 

given year, negative revisions in and of themselves are obviously 

not a barrier to rising markets. How about an “earnings recession” 

when corporate EPS growth is negative for two sequential 

quarters or more? The most recent experience from Q215-Q216 

saw multiple drawdowns in the S&P of over -10% along with a 

significant pick up in volatility. In fact, over the past 80 years 

any profit decline that extended longer than two quarters has 

triggered a bear market 78% of the time, according to Bloomberg. 

Clearly the risk of an earnings recession should not be ignored by 

investors.

That said, the earnings recession scenario still seems a step ahead 

of the current data and we will need Q1’19 results to provide 

the necessary clarity. Between now and then we expect to have 

updates on global economic growth, trade and credit, which may 

very well overwhelm any non-recessionary earnings concerns. 

It’s also important to note that markets do a very good job of 

discounting negative earnings revisions and typically turn well 

ahead of the data. Historically, markets bottom around 6 months 

in advance of positive earnings revisions (Chart 3). At minimum, it 

would seem overly aggressive to position negatively at this point 

on the basis of weak earnings, especially as the technical picture is 

positive and financial conditions have eased significantly.

Earnings Recessions & Markets
Chart 1 | Q418 Earnings Revision Trend

Chart 3 | MSCI Earnings Revisions vs. Performance (20yr)

source: Standard & Poor’s, Credit Suisse, Equium Capital

source: Bloomberg, MSCI, Equium Capital
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Chart 2 | S&P500 Earnings Growth by Quarter (5yr)
source: Bloomberg, Equium Capital

Current Quarter Historical Trend
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Chart 4 | CFTC Non-Commercial Crude Oil Futures (3Yr)
source: Bloomberg, Equium Capital

Chart 5 | 2019 Crude Oil Demand Growth Forecasts
source: IEA, OPEC, EIA, Equium Capital

Table 1 | Investment Recommendation Snapshot
source: Equium Capital

Sector Region

Overweight
Energy

Health Care
Software

U.S.
Brazil

Emerging Markets

Underweight
Credit

Financials
Discretionary

Australia
Canada

United Kingdom

Crude Reality
At the end of 2018, we viewed the rapid decline in crude oil prices 

as overdone. Although Iranian export waivers and strong global 

production certainly swung markets into near-term oversupply, 

we viewed WTI in the low $40s and $50 Brent as likely to 

disincentivize future supply growth and drive a rebound in prices.

It was therefore no surprise that OPEC responded to the low 

prices with a 1.2MBPD production cut in an effort to re-establish 

control over the market. Combined with futures positioning at the 

lowest levels since 2016 (Chart 4) and the Fed pivot towards easier 

financial conditions, oil prices rebounded +25% off lows. The 

question now is whether that rally can continue.

We see reasons for modest bullishness on the supply front. For 

one, the Saudi-Russia alliance appears strong and the commitment 

to cut is already playing out in production data with Saudi Arabia 

having pulled 1MM barrels from the market. Other disruptions in 

Venezuela and Libya, along with repeated assurances from U.S. 

officials that they will not be extending waivers on Iranian exports, 

should all lead to reduced supply as we approach the all-important 

U.S. summer driving season.

The demand picture is more mixed. With economic growth 

slowing across many key markets, such as China and the EU, 

many investors expect crude oil demand to follow. We’re not as 

convinced, as lower oil prices will help offset and economic growth 

still looks to remain around long-term trend of +3%. So far, the 

key energy agencies have made only modest changes to their 

2019 demand forecasts even as the macroeconomic data has 

deteriorated (Chart 5). A trade war ceasefire and/or a recovery in 

global economic activity would be two clear catalysts that would 

likely reverse the pessimism on demand.

All told, with Saudi Arabia back in control of the supply situation 

and an internal need for $80 to balance its budget we’d expect 

crude prices to rise through 1H’19 barring a more rapid decline in 

economic growth.
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A word on our ETF
Although we were pleased with the fund’s top quartile 

performance in 2018, we recently announced our ETF (TSX:ETAC) 

will be closing March 29 due to intensifying competition in the ETF 

market. We are continuing to offer the Global Tactical Allocation 

strategy in segregated accounts for direct clients while building 

upon recent success in Real Estate Private Equity. We thank you 

for your support and hope you will reach out with any questions as 

we shift to our exciting new phase of growth.


