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Earnings Estimates are Falling — and That’s Good

The first four months of the year were dominated by trade and economic policy uncertainty.
But let’s not forget what ultimately matters most for stocks: corporate earnings.

I'll dive into some details below, but the high-level takeaway is that U.S. corporations held up
relatively well in the first quarter, while also scaling back expectations for the quarters ahead.
And | see this latter point as good news for stocks.

As | write, roughly half of S&P 500 companies have reported Q1 2025 earnings, and the
results show +14.0% year-over-year earnings-per-share (EPS) growth on +4.0% higher
revenues. Approximately 72.3% of companies beat their EPS estimates, which is pretty much
in line with historical averages. All of these figures point to a solid state for U.S. corporate
profitability. 1

The real story this earnings season, however, is not what happened in Q1. It’s about what
corporations are seeing ahead. In short, they see decelerating earnings growth.

For Q2 2025, total S&P 500 earnings (based on companies that have reported) are expected
to be up +7.0% from the same period last year on +3.8% higher revenues (see chart below).
Estimates for the period have been coming down in a notable way, and we’ve also seen many
companies avoid providing guidance altogether—which is rare but understandable in this
moment. As more companies report in the coming weeks, 1'd expect this revision trend to
continue.
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Evolution of 2025 Q2 Earnings Growth Estimates
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Investors may see this trend and register it as bad news. But it actually may end up being the opposite.

Long-time readers of my columns have seen me make this argument before, whether in the context of
earnings expectations or recession fears. As consensus starts to tilt negative and expectations fall, the
bar gets lowered for the economy and U.S. corporations to ‘over-deliver” And when that happens,
stocks tend to rally.

A clear example comes from 2022—Google searches for “recession” spiked as inflation rose and the
Federal Reserve shifted into hawkish mode, and a broad majority of economists were calling for
economic contraction. But the recession never came, and the stock market delivered exceptional
returns in 2023 and 2024 even as the inflation battle was still ongoing. Today, as corporations signal an
increasing amount of caution, they are essentially setting the stage for ‘better-than-expected’ outcomes
down the road. Investors should see that as a positive.

Remember, even though the outlook for corporate profits is unclear, the underlying fundamentals of
the U.S. economy have so far remained stable. Job growth continues at a healthy pace, with the labor
market adding an average of 155,000 positions per month over the past quarter—just slightly below
last year's monthly average. Unemployment remains low, and jobless claims have yet to show signs of
significant uptick, suggesting employers are cautious about letting workers go.

Some readers may point out that the “advance” estimate of Q1 GDP showed a -0.3% contraction. But
the negative growth was largely the result of an import surge tied to tariff uncertainty, rather than a
collapse in domestic demand. Consumer spending still grew (+1.8%), and business investment held
firm. What | think we’re seeing overall is a broad shift in sentiment and expectations tilting towards the
negative, with actual economic data continuing to outperform. That’s a good thing.
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Bottom Line for Investors
Markets do not rise or fall based solely on current earnings. They move on expectations.

Today, we’re seeing a significant downshift in what corporations are expecting from an earnings
standpoint. While that may seem like a warning sign, for long-term investors it is actually a setup for
opportunity. Because while earnings growth is slowing, it is not collapsing, and the first quarter showed
solid profit margins and stable revenue gains.

The state of the U.S. economy is also under-appreciated, in my view. Job creation continues, consumer
demand is holding up, and business investment hasn’t materially weakened—despite ongoing policy
noise and tariff volatility. This combination of solid fundamentals and falling expectations creates room
for upside surprises, in my view. Historically, when sentiment gets too bearish but economic reality stays
steady, markets have a tendency to rally. Investors would be wise to lean into that dynamic rather than
fear it.

1Zacks. April 30, 2025. https://www.zacks.com/commentary/2459572/earnings-expectations-shift-lower-a-closer-look
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e Job growth remains steady
e U.S. trade deficit hits a record
e China’s services sector weakens

What to Make of the Recent U.S. GDP and
Jobs Reports

A slew of economic data hit the tape last week,
and much of it suggested that the U.S. economy
held up just fine in the first quarter. The U.S. labor
market posted solid gains in April, with employers
adding 177,000 jobs. This marks a continuation of
stable hiring momentum, with sectors such as
health care, transportation, and financial

activities leading the way. The unemployment

rate held steady at 4.2%. While the jobs market
appeared to be holding firm, the U.S. economy
experienced a -0.3% annualized contraction in the
first quarter, falling short of expectations for a
0.4% increase. The decline was not attributable to
a collapse in consumer demand, however, as it was
primarily driven by a significant 41.3% annualized
rise in imports, which subtracted 5.0 percentage
points from the headline GDP figure. The surge in
imports was largely driven by businesses
accelerating purchases ahead of anticipated tariffs.
Government spending also contributed to the GDP
decline, reducing growth by 0.25 percentage
points. Importantly, however, key private sector
components demonstrated resilience. Consumer
spending, business investment, and residential
investment collectively grew at a 2.6% annualized
rate.
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Business investment rebounded with a 9.8%
annualized increase, including a 22.5% rise in
equipment spending and gains in structures and
research & development. Residential investment
posted a positive contribution, marking an
improvement after previous periods of
contraction. Overall, while the headline GDP
number indicates a contraction, underlying
private sector activity suggests the economy
remained on solid fundamental footing in Q1.1

U.S. Trade Deficit Hits a Record in March

With imports surging in anticipation of tariffs, the
U.S. trade deficit ballooned by 14% to an all-time
high of $140.5 billion. According to Census Bureau
data, imports reached $346.8 billion, fueled by a
$22.5 billion jump in consumer goods—especially
pharmaceutical products, which were being eyed
for future tariffs. Imports of electronics, vehicles,
and automotive parts also contributed to the
increase. We would not view this as a trend but
rather as a form of “front running,” where
companies accelerated shipments to avoid future
costs. Although some firms may have continued
stockpiling into April, the intense focus on
pharmaceuticals likely crowded out spending on
other goods like clothing and toys.

While the goods deficit hit a record $163.5 billion
in March alone, it was partially balanced by a $23
billion services trade surplus, with $95 billion in
U.S. services exports—such as travel and financial
services.?

China’s Services Sector Shows Signs of
Weakening

The world’s second largest economy showed
signs of weakening as the effects of 145% tariffs
took hold. China’s services sector lost momentum
in April, as measured by the Caixin services
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purchasing managers index, which declined to
50.7 from 51.9 in March. This marked the lowest
reading since September 2024 and suggested a
slowdown in growth across the
nonmanufacturing economy. The decline in the
Caixin index was consistent with China’s official
nonmanufacturing PMI, which slipped to 50.4
from 50.8. According to Caixin and S&P Global,
the growth in new business in the services sector
was the weakest in over two years, with export
orders rising only modestly. Some companies
cited increased tourism demand, but overall
business sentiment continued to deteriorate,
reaching its second-lowest level since the survey
began in 2005. All told, the trade dispute with the
U.S. is having effects beyond manufacturing,
dampening domestic and global demand in
service-related industries as well .3
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1AP News. May 2, 2025. https://apnews.com/article/trump-jobs-economy-tariffs-unemployment-inflation-
5f06fd466b4e05da30d1d6e5ce222790

2Wall Street Journal. May 6, 2025. https://www.wsj.com/economy/trade/u-s-trade-deficit-hits-record-as-companies-front-loaded-
pharmaceuticals-5d7a1720?mod=economy lead posl

3 Reuters. May 5, 2025. https://www.reuters.com/world/china/chinas-services-growth-hits-7-month-low-tariffs-bite-caixin-pmi-shows-
2025-05-06/
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