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What happened 
It’s become a growing consensus on Wall Street that earnings, which have held up 
remarkably well this year, are the next shoe to drop in the market. The thinking behind this 
view is that the first part of the market decline was a reset in valuations from elevated levels, 
which has largely played out. Now, the next leg of the market decline will come from the 
effects of a slowing economy trickling down into earnings.  

 

Market decline this year driven by lower valuations while earnings trends are still rising 

 
Data source: Truist IAG, FactSet. Past performance does not guarantee future results.  

Our take 
We agree that earnings estimates are likely to soften, consistent with the downward revisions 
in the economy’s growth rate since the beginning of the year. However, our take is earnings 
are not likely to drop as sharply as some fear when looking at the average earnings 
drawdowns of close to 20% around previous recessions. A key component of our 
differentiated view is the impact of inflation on sales and profits. 
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Highlights 
• It’s become a growing 

consensus on Wall Street that 
earnings are the next shoe to 
drop in the market. 

• We agree that earnings 
estimates are likely to soften. 
However, our take is earnings 
are not likely to drop as 
sharply as some fear. A key to 
our differentiated view is the 
impact of inflation on sales 
and profits. 

• While real GDP estimates 
have been revised sharply 
lower, nominal GDP 
estimates, which include 
inflation, have risen for 2022 
and remain stable for 2023. 

• History supports our point of 
view. The inflationary period 
of the 1970s had among the 
strongest earnings growth of 
any decade. 

• As we move forward, a sharp 
breakdown in earnings from 
current levels would likely be 
accompanied by a sharp drop 
in inflation as well. Falling 
inflation would likely lead to 
some stabilization in market 
valuations and allow the 
Federal Reserve (Fed) to 
pivot from its current 
aggressive posture.  



 

 

Indeed, investors seem to be focused on earnings relative to slower “real” GDP, or inflation-
adjusted, economic growth. That makes sense insofar as inflation has not been an issue over 
the past 20 years.  

However, inflation matters when thinking about earnings. Notably, while real GDP has 
been sharply cut for 2022 and 2023 that is not the case for nominal GDP, which includes 
inflation. In fact, nominal GDP for 2022 is currently estimated to be 8.8% vs. 8.0% at the 
beginning of the year, while for 2023, estimates of 5.1% have remained relatively stable, 
especially given the cut in real GDP estimates from 2.6% to 1.9%. 

 

 

 

  
 

 

Importantly, there has been a relatively strong relationship with inflation and sales   

 
Data source: Truist IAG, S&P Global, FactSet, Haver. Inflation represented by CPI-U. Data as of 3/31/22. Past performance 
does not guarantee future results. 
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While real GDP estimates have been revised sharply lower, nominal GDP estimates have risen for                              
2022 and remain stable for 2023 relative to where they began the year 

Data source: Truist IAG, Haver, Blue Chip Consensus forecasts. Past performance does not guarantee future results. 



 

 

And while each sector, industry, and company will have varying amounts of success in 
pushing higher inflation costs to the end consumer, stocks have tended to be a decent hedge 
to inflation given earnings in aggregate tend to rise alongside higher inflation. 

 

 
Data source: Truist IAG, S&P Global, FactSet, Haver. Inflation represented by CPI-U.                                                              
Past performance does not guarantee future results. 

 

History supports our point of view. The inflationary period of the 1970s had among the 
strongest earnings growth of any decade (table below).  

 

 

 

By 
decade 

Sources of total return (%)   

Annualized 
total 

return (%) 

  Macro environment (%) 

P/E 
expansion/ 
contraction Earnings Dividends     

Average 
inflation 

YoY 
Annualized 

nominal GDP 
Annualized 
real GDP 

1950s 9.4 3.9 5.1   19.4   2.1 6.9 4.3 

1960s -1.0 

 

5.5 
 

3.3   7.8   2.3 

 

7.0 
 

4.4 

1970s -7.6 9.9 4.2   5.9   7.1 10.1 3.3 

1980s 7.2 5.0 4.4   17.6   5.6 7.8 3.1 

1990s 6.9 7.8 2.5   18.2   3.0 5.6 3.4 

2000s -3.6 1.0 1.8   -0.9   2.6 4.0 1.8 

2010s 0.5 10.7 2.1   13.6   1.8 4.0 2.2 

          

 

Footnote: the 2010s superior earnings growth, despite weak economic growth, was more of a reflection of earnings rebounding 
from very depressed levels following severe write-offs during the global financial crisis.  
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1970s had among best earnings and nominal GDP 

Data source: Truist IAG, Morningstar, Haver.  Prior to 4th quarter 1988, reported earnings are used for earnings and price-to-earnings calculations; 
otherwise, operating earnings are used.  Inflation is represented by the Consumer Price Index – All Urban Consumers (CPI-U).                                                             
Past performance does not guarantee future results. 

 



 

 

Instead, it was the higher inflation in the 1970s that led to a re-valuing of stocks 
downward that impacted the total return of stocks during that decade. Likewise, elevated 
inflation is a key reason for the steep reset in market valuations seen this year.  

 
Data source: Truist IAG, FactSet. Past performance does not guarantee future results. 

 

Bottom line 
Today’s note is meant to broaden the conversation. One of the reasons that stocks have 
historically been considered a partial hedge against inflation is because many companies 
have pricing power. This has historically shown up in the relationship between higher inflation 
and higher sales and earnings. Secondarily, many companies own hard assets. These assets 
are often revalued higher during inflationary environments. 

As we move forward, a sharp break down in earnings from current levels would likely be 
accompanied by a sharp drop in inflation as well. Falling inflation would likely lead to some 
stabilization in market valuations and allow the Fed to pivot from its current aggressive 
posture. Conversely, if inflation stays elevated, earnings are likely to stay somewhat more 
resilient than expected, but valuations could see some further pressure.  

This study does not change our overall neutral market stance (in that context we have been 
expecting a short-term rally that commenced last week). But this work provides a partial offset 
to the rising concern that the next shoe to drop is earnings. 

 

 

  

-28%

-60%

-40%

-20%

0%

20%

40%

60%

80%

1998 2000 2002 2004 2006 2008 2010 2012 2014 2016 2018 2020 2022

S&P 500: Year-over-year change in forward P/E
25% yr/yr P/E decline

Tail end of 
bear market Post-Lehman

collapse 

9/11 Fed
induced 
selloff



 

 

Disclosures 
Advisory managed account programs entail risks, including possible loss of principal and may not be suitable for all investors. Please speak to 
your advisor to request a firm brochure which includes program details, including risks, fees and expenses. 

Truist Wealth is a name used by Truist Financial Corporation.  Banking products and services, including loans, deposit accounts, trust and investment 
management services provided by Truist Bank, Member FDIC. Securities, brokerage accounts, insurance/annuities offered by Truist Investment Services, 
Inc. member FINRA, SIPC, and a licensed insurance agency where applicable.  Life insurance products offered by referral to Truist Insurance Holdings, 
Inc. and affiliates.  Investment advisory services offered by Truist Advisory Services, Inc., Sterling Capital Management, LLC, and affiliated SEC registered 
investment advisers.  Sterling Capital Funds advised by Sterling Capital Management, LLC. While this information is believed to be accurate, Truist 
Financial Corporation, including its affiliates, does not guarantee the accuracy, completeness or timeliness of, or otherwise endorse these analyses or 
market data. 

The opinions and information contained herein have been obtained or derived from sources believed to be reliable, but Truist Financial Corporation makes 
no representation or guarantee as to their timeliness, accuracy or completeness or for their fitness for any particular purpose. The information contained 
herein does not purport to be a complete analysis of any security, company, or industry involved. This material is not to be construed as an offer to sell or a 
solicitation of an offer to buy any security. 

Opinions and information expressed herein are subject to change without notice. TIS and/or its affiliates, including your Advisor, may have issued materials 
that are inconsistent with or may reach different conclusions than those represented in this commentary, and all opinions and information are believed to be 
reflective of judgments and opinions as of the date that material was originally published. TIS is under no obligation to ensure that other materials are 
brought to the attention of any recipient of this commentary. 

Comments regarding tax implications are informational only. Truist and its representatives do not provide tax or legal advice. You should consult your 
individual tax or legal professional before taking any action that may have tax or legal consequences. 

Investments involve risk and an investor may incur either profits or losses. Past performance should not be taken as an indication or guarantee of future 
performance. 

TIS/TAS shall accept no liability for any loss arising from the use of this material, nor shall TIS/TAS treat any recipient of this material as a customer or 
client simply by virtue of the receipt of this material. 

The information herein is for persons residing in the United States of America only and is not intended for any person in any other jurisdiction. Investors 
may be prohibited in certain states from purchasing some over-the-counter securities mentioned herein. 

The information contained in this material is produced and copyrighted by Truist Financial Corporation and any unauthorized use, duplication, redistribution 
or disclosure is prohibited by law. 

TIS/TAS’s officers, employees, agents and/or affiliates may have positions in securities, options, rights, or warrants mentioned or discussed in this material. 

Asset classes are represented by the following indexes. An investment cannot be made directly into an index. 

S&P 500 Index is comprised of 500 widely held securities considered to be representative of the stock market in general.  

©2022 Truist Financial Corporation.  Truist, the Truist logo and Truist purple are service marks of Truist Financial Corporation. 

CN2022- 4820798.1 EXP 06-2023 

 

 


	What happened
	Our take

