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What is the earnings season
telling us about the US

economy?
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For now, there is a lot of opacity surrounding the outlook for the US economy. On one hand,

leading indicators and sentiment trackers have been implying that a contraction is nigh. On the

other hand, recent data on employment and consumption is exceedingly strong – albeit heavily

influenced by seasonal adjustments and lingering side-effects of the pandemic. The mixed

messages are fueling a strong disagreement between bond and equity markets. While the

inverted US yield curve has been screaming out “recession”, stocks have rallied on the

prospects of a soft landing.

For further insights on how the economy is fairing amid one of the Fed’s fastest tightening

cycles on record, we can look to company earnings for clues.

With the majority of S&P 500 companies having reported their Q4 results, we can say the

results are mixed, but not dramatically bad. While revenue growth and earnings are not falling

off a cliff, they are surely softening, and margin compression is evident.

For the economy, an important question is where is the margin compression coming from?

Margin pressure might be stemming from higher interest expenses, but given how many

companies locked in low rates, it’s perhaps more likely that what we are seeing is operating

margins shrink.

That is, wage and input costs are beginning to outpace sales. In order to defend their margins,

we have already seen companies cutting staff. According to global outplacement firm

Challenger, Gray and Christmas, 2023 saw the most jobs cut in the month of January since

2009. Other firms, reluctant to let staff go in the wake of the “Great Resignation”, are avidly

cutting hours.

Indeed, this might explain why analysts expect earnings growth to decline through the first half

and pick up again later in the year. Companies are showing agility in adjusting to slower

demand. The key question now is how much the very strong labour market will weaken and

how that will affect consumption – especially as pent-up savings start to dwindle while inflation

is still more than triple the Fed’s 2% target.

Walmart, the world’s largest retailer acknowledged that there is heightened uncertainty around

these factors during its earnings call. The Chief Executive, Doug McMillon told analysts: “There’s

just a lot that we don’t know… We could tilt into a recession. We don’t know what happens to

consumer spending. We don’t know what happens to lay-offs [and] household income. And so

given that we’re so early into the year and there’s a lot of unknowns right now, we’re simply

taking a cautious outlook.”

While performance varies a lot from sector to sector, taking a bird’s eye view of the Q4 earnings

season, it does seem like US growth faces some speedbumps in the months to come, and that

January’s data might be the best it’s going to get in the near term. It is very unlikely that the path
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towards an inflation rate the Fed is comfortable with will be neither quick nor painless. The

good news is that, for now, earnings expectations do not point to an economy falling into a

deep abyss, rather a temporary setback.
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Disclaimer All financial data and/or economic information released by this Publication (the “Publication”); (the “Data” or the “Financial data and/or economic

information”), are provided for information purposes only, without warranty of any kind, including without limitation the warranties of

merchantability, fitness for a particular purpose or warranties and non-infringement of any patent, intellectual property or proprietary rights of any

party, and are not intended for trading purposes. Banque Internationale à Luxembourg SA (the “Bank”) does not guarantee expressly or impliedly,

the sequence, accuracy, adequacy, legality, completeness, reliability, usefulness or timeless of any Data. All Financial data and/or economic

information provided may be delayed or may contain errors or be incomplete. This disclaimer applies to both isolated and aggregate uses of the

Data. All Data is provided on an “as is” basis. None of the Financial data and/or economic information contained on this Publication constitutes a

solicitation, offer, opinion, or recommendation, a guarantee of results, nor a solicitation by the Bank of an offer to buy or sell any security, products

and services mentioned into it or to make investments. Moreover, none of the Financial data and/or economic information contained on this

Publication provides legal, tax accounting, financial or investment advice or services regarding the profitability or suitability of any security or

investment. This Publication has not been prepared with the aim to take an investor’s particular investment objectives, financial position or needs

into account. It is up to the investor himself to consider whether the Data contained herein this Publication is appropriate to his needs, financial

position and objectives or to seek professional independent advice before making an investment decision based upon the Data. No investment

decision whatsoever may result from solely reading this document. In order to read and understand the Financial data and/or economic information

included in this document, you will need to have knowledge and experience of financial markets. If this is not the case, please contact your

relationship manager. This Publication is prepared by the Bank and is based on data available to the public and upon information from sources

believed to be reliable and accurate, taken from stock exchanges and third parties. The Bank, including its parent,- subsidiary or affiliate entities,

agents, directors, officers, employees, representatives or suppliers, shall not, directly or indirectly, be liable, in any way, for any: inaccuracies or

errors in or omissions from the Financial data and/or economic information, including but not limited to financial data regardless of the cause of

such or for any investment decision made, action taken, or action not taken of whatever nature in reliance upon any Data provided herein, nor for

any loss or damage, direct or indirect, special or consequential, arising from any use of this Publication or of its content. This Publication is only valid

at the moment of its editing, unless otherwise specified. All Financial data and/or economic information contained herein can also quickly become

out-of- date. All Data is subject to change without notice and may not be incorporated in any new version of this Publication. The Bank has no

obligation to update this Publication upon the availability of new data, the occurrence of new events and/or other evolutions. Before making an

investment decision, the investor must read carefully the terms and conditions of the documentation relating to the specific products or services.

Past performance is no guarantee of future performance. Products or services described in this Publication may not be available in all countries and

may be subject to restrictions in some persons or in some countries. No part of this Publication may be reproduced, distributed, modified, linked to

or used for any public or commercial purpose without the prior written consent of the Bank. In any case, all Financial data and/or economic

information provided on this Publication are not intended for use by, or distribution to, any person or entity in any jurisdiction or country where

such use or distribution would be contrary to law and/or regulation. If you have obtained this Publication from a source other than the Bank

website, be aware that electronic documentation can be altered subsequent to original distribution.

As economic conditions are subject to change, the information and opinions presented in this outlook are current only as of the date indicated in

the matrix or the publication date. This publication is based on data available to the public and upon information that is considered as reliable. Even

if particular attention has been paid to its content, no guarantee, warranty or representation is given to the accuracy or completeness thereof.

Banque Internationale à Luxembourg cannot be held liable or responsible with respect to the information expressed herein. This document has

been prepared only for information purposes and does not constitute an offer or invitation to make investments. It is up to investors themselves to

consider whether the information contained herein is appropriate to their needs and objectives or to seek advice before making an investment

decision based upon this information. Banque Internationale à Luxembourg accepts no liability whatsoever for any investment decisions of

whatever nature by the user of this publication, which are in any way based on this publication, nor for any loss or damage arising from any use of

this publication or its content. This publication, prepared by Banque Internationale à Luxembourg (BIL), may not be copied or duplicated in any form

whatsoever or redistributed without the prior written consent of BIL 69, route d’Esch ı L-2953 Luxembourg ı RCS Luxembourg B-6307 ı Tel. +352
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