Mitch on the Markets
What in the World Is Happening with Earnings
Growth?
By Mitch Zacks
Portfolio Manager

The global equities bulls are back, this
time with a new term: “global
synchronous recovery.” Whatever you
want to call it, the facts are pretty
straight – the global economy has seen
broad-based growth in 2017, and we
fully expect it to continue in the second
half of the year. Our expectation is for
the global economy to grow 3% in 2017,
and perhaps a bit more in 2018. If
history is any indicator (which it is), that
kind of GDP growth usually portends
positive gains in the stock market.

The new feature of this global growth,
however, is the synchronicity of
earnings growth. That’s different from
GDP growth. For instance, in the United
States, we saw several consecutive
quarters of negative earnings for the
S&P 500, even while GDP continued to
muddle higher. The negative earnings
readings were almost entirely attributed
to the recession in Energy earnings, but
even still the broad economy managed
to grow on balance.
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In some ways, earnings growth is even
more important than GDP growth, since
stocks generally tend to respond more
to earnings growth than anything else.
And broad-based earnings growth is
something that’s been missing from the
global economy since 2010. In 2015, for
instance, the U.S., UK, Emerging
Markets, and Europe ex-UK all saw
negative earnings growth. Japan was the
only developed country to post very
modest gains that year. In 2016, the
tides turned a bit, and every
country/region was positive except for
Japan and the UK.

In 2017, however, earnings growth is set
to be positive across the board. If that
happens, it would be the first time we’ve
seen it since 2010 – an encouraging sign
for the global stock investor. Zacks
Investment Management expects
earnings growth in the U.S. to approach
double digits for the fiscal year 2017,
which actually marks the lowest rate of
expected growth amongst developed
nations! The European Union, the UK,
and Emerging Markets are expecting
earnings growth to approach the 20%
mark, which would be the strongest
readings any area has seen since 2010 –
which, keep in mind, was the first year
of this economic expansion.
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Earnings growth is not a single data
point for measuring the health of the
global economy, either. For 2017, you’d
be hard-pressed to find any country in
the developed world that has not
experienced expansionary readings in
manufacturing. You can name any
country in Europe or other developed
markets and find a 50+ (expansionary)
reading for manufacturing. For
developed countries, the June Global
PMI for manufacturing was 53.9. For
Emerging Markets, it was 50.8, for the
U.S. it was 52.0, and for the world
balance it was 52.6. That’s solid.
Bottom Line for Investors

We continue to believe that the current
environment presents opportunities in
the equities markets, and that it makes
sense for investors to have equity
exposure up to the point that their risk
tolerance and growth objectives allow.
We’ve maintained that stance
throughout this bull market and believe
the base case for equity appreciation
still exists today.
-Mitch

Disclosure:
Past performance is no guarantee of future results. Inherent in
any investment is the potential for loss.
Zacks Investment Management, Inc. is a wholly-owned subsidiary
of Zacks Investment Research. Zacks Investment Management is
an independent Registered Investment Advisory firm and acts an
investment manager for individuals and institutions. Zacks
Investment Research is a provider of earnings data and other
financial data to institutions and to individuals. This material is
being provided for informational purposes only and nothing
herein constitutes investment, legal, accounting or tax advice, or a
recommendation to buy, sell or hold a security. Do not act or rely
upon the information and advice given in this publication without
seeking the services of competent and professional legal, tax, or
accounting counsel. The information contained herein has been
obtained from sources believed to be reliable but we do not
guarantee accuracy or completeness. Publication and
distribution of this article is not intended to create, and the
information contained herein does not constitute, an attorneyclient relationship. No recommendation or advice is being given
as to whether any investment or strategy is suitable for a
particular investor. It should not be assumed that any investments
in securities, companies, sectors or markets identified and
described were or will be profitable. All information is current as
of the date of herein and is subject to change without notice. Any
views or opinions expressed may not reflect those of the firm as a
whole.
Returns for each strategy and the corresponding Morningstar
Universe reflect the annualized returns for the periods indicated.
The Morningstar Universes used for comparative analysis are
constructed by Morningstar (median performance) and data is
provided to Zacks by Zephyr Style Advisor. The percentile ranking
for each Zacks Strategy is based on the gross comparison for
Zacks Strategies vs. the indicated universe rounded up to the
nearest whole percentile. Other managers included in universe by
Morningstar may exhibit style drift when compared to Zacks
Investment Management portfolio. Neither Zacks Investment
Management nor Zacks Investment Research has any affiliation
with Morningstar. Neither Zacks Investment Management nor
Zacks Investment Research had any influence of the process
Morningstar used to determine this ranking.
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