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EARNINGS EXPECTATIONS IMPROVE AFTER DIP

Equity markets had a strong start to the year despite economic data that signals a 
deceleration in activity across the world, ongoing geopolitical tensions and concerns 
over persistent inflationary pressures. In this edition of Infocus, Joaquin Thul looks at 
the drivers of earnings growth and explains the differences in expectations for 2023 
among regions.

1. Equity markets performance, 2023 year-to-date

Global equities, measured by the MSCI All Countries World 
index (MSCI ACWI) are up by over 8% year-to-date (YTD) in local 
currency terms. The strong start of the year was driven by 
positive performance from developed economies, led by the 
European market, which is up over 11% YTD, followed by the 
US and Japan. Emerging economies, although still in positive 
territory, have so far lagged developed markets. 

The end of Q1 2023 was marked by turmoil in the financial 
sector, with the failure of two US banks and the acquisition of 
Credit Suisse by UBS. Despite this, Financials globally are up by 
almost 2% YTD, being among the worst performing sectors in 
the year, together with Energy and defensive sectors such as 
Healthcare and Real Estate (see Figure 1).

2. Revenue growth

3. EBIT margins change

Sources: Factset and EFGAM. Data as at 28 April 2023.
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In this context, company earnings in the MSCI ACWI have 
declined by 6.6% year-on-year (YoY) so far in the reporting 
season for Q1 2023. However, this decline has not been 
attributed to a fall in revenues, which have grown by over 8% 
in comparison to last year, but rather to a reduction in margins 
across regions (see Figures 2 & 3). 

Revenue growth remains positive in all regions, although 
there are some clear signals of deceleration in sales growth in 
US and China. In Europe, revenue growth deteriorated in the 
second half of 2022, but is now showing a strong improvement, 
with growth of over 9% YoY (see Figure 2). This has been due to 
the positive spill-over effect from the reopening of the Chinese 
economy.

Therefore, the decline in reported earnings is largely 
explained by a deterioration in margins. Since Q2 2022, 
margins growth has been declining as companies across the 
world faced increased cost pressures. Russia’s invasion of 
Ukraine triggered a surge in energy and food prices, adding 
to inflationary pressures which were already affected by the 
aftermath of the Covid pandemic, increasing wage costs for 
firms and ultimately driving central banks to raise interest 
rates. As a result, margins declined in the second half of 
2022 and are down by 0.7% YoY for the MSCI ACWI in Q1 2023. 
The context differs across regions and sectors (see Figure 
4). Margins in China have been declining for over a year. 
However, similarly to margins in Europe, they have shown 
signs of improvement in the first quarter of 2023 (see Figure 
3). In the rest of Asia and in Japan margins have declined for 

Source: Refinitiv and EFGAM. Data as at 28 April 2023.
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4. Earnings update, Q1 2023

5. EPS growth estimates (FY 2023, 2024, 2025)
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EPS
Q2 2022  15.2  19.6  17.2 -3.6  6.9  5.3  266.7  29.6 -5.6 -7.0  16.9  26.7 -5.3  1.9  17.6 -3.3  17.6 

Q3 2022  5.2  6.0  13.2  10.5 -0.5  4.7  179.6  5.5 -15.8 -12.6  1.0  13.0 -11.2 -0.8  13.2 -5.6  15.9 

Q4 2022 -4.3 -4.2 -3.3 -0.9 -6.5 -14.2  105.2 -6.7 -19.9 -41.5 -4.0  8.6 -15.2 -3.3 -1.3  3.7 -2.3 

Q1 2023 -6.5 -10.1  4.3  1.8 -13.2  2.7  63.9 -18.3 -15.4 -24.1 -12.4  4.4 -17.6 -6.9 -3.9 -12.0 -11.1 

Revenue
Q2 2022  7.1  15.2 -2.0  16.4  8.1  12.5  57.1  13.7 -10.6  0.0  7.8  4.3  2.2  3.8  10.0  23.3  7.4 

Q3 2022  5.4  13.9 -3.2  21.1  4.2  15.5  52.3  7.5 -10.5 -3.5  3.8  3.0  2.5  3.5  7.7  19.4  5.6 

Q4 2022  9.4  11.7  7.3  9.3  5.8  17.3  45.8  8.9  1.3 -1.2  4.6  9.7  9.2  8.0  7.3  18.9  1.8 

Q1 2023  8.3  9.7  9.4  9.1  2.7  18.2  28.8  3.0  6.9  0.2  1.6  8.1  9.5  7.5  5.2  15.1 -1.4 

Margins
Q2 2022  0.7  0.8  0.2 -1.5 -0.0 -0.1  7.9 -0.8 -6.7 -2.2  1.5  1.7 -0.4 -0.7  1.0 -2.2 -1.7 

Q3 2022  0.0  0.1  0.0 -1.2 -0.8 -1.0  6.5 -2.4 -8.3 -3.6  0.7  1.3 -0.5 -0.9  0.2 -2.3 -1.5 

Q4 2022 -0.2 -0.4  0.7 -0.4 -1.3 -1.0  5.1 -2.8 -10.5 -2.8 -0.8  0.7 -0.1 -0.7 -0.3 -0.4 -0.1 

Q1 2023 -0.7 -0.9  0.5 -0.4 -2.0 -0.7  2.9 -4.3 -5.8 -2.5 -1.9  0.2  0.1 -0.5 -1.1 -0.1 -0.2 

Source: Factset and EFGAM. Data as at 16 May 2023.

four consecutive quarters, and in the US margins growth has 
declined by almost 1% YoY. 

Companies in the Energy sector benefited in 2022 from the 
increase in oil and gas prices. This helped revenues and 
margins, which have now started to decelerate as the year-
on-year comparison reflects the moderation in energy prices 
globally. The slowdown in economic activity in the second half 
of 2022 and the start of 2023 has not only impacted earnings in 
cyclical sectors such as Communication Services, Technology, 
Consumer Discretionary and Financials, but also defensive 
ones such as Consumer Staples, Utilities, and Healthcare. For 
the latter, their defensive nature meant the decline in earnings 

has been attributed to a deterioration in margins rather than a 
decline in revenues.

Projections for earnings in 2023 fiscal year (FY) show double-
digit earnings growth in China, with strong expectations also 
for the coming years. US earnings are expected to decline, 
but remain positive, reflecting a less negative outlook for 
the corporate sector. Earnings in Europe and Japan are also 
expected to be positive for this year (see Figure 5). 

EFGAM forecasts for quarterly earnings growth
According to our models’ forecasts, earnings growth is 
expected to differ across countries and regions.1 In the US 
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EPS growth (%)
FY 2022  1.7  3.7  6.4 -4.1 -11.6  14.4  91.7 -8.2 -15.6 -27.8  4.3  16.9 -3.7  3.3  4.7 -1.2 -3.4 

FY 2023  0.6  1.0  4.2  13.0 -2.3  2.1 -22.8 -19.2  17.3  17.9 -6.4 -0.6  18.2  4.6 -4.3  12.9  0.9 

FY 2024  10.8  11.6  7.1  15.0  21.2  8.0 -3.1  5.4  8.4  18.0  20.4  10.4  16.9  9.6  10.5  11.2  6.0 

FY 2025  10.1  11.3  7.8  13.8  15.0  7.8 -1.1  4.5  10.4  13.8  13.5  12.1  12.7  8.9  11.7  7.1  6.1 

Source: Factset and EFGAM. Data as at 16 May 2023.
1	 Using quarterly data since Q4 2003, EFGAM’s models include GDP YoY growth, headline annual inflation, share buybacks YoY and interest rates as 

independent variables to forecast quarterly earnings growth YoY.
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9. Quarterly earnings growth forecast: MSCI Japan

Sources: Factset, Refinitv and EFGAM calculations. Data as of 2 May 2023.
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8. Quarterly earnings growth forecast: MSCI Europe ex-UK

Sources: Factset, Refinitv and EFGAM calculations. Data as of 2 May 2023.
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and UK, earnings growth is expected to decline at least until 
Q1 2024 (see Figures 6 & 7). In the US, earnings growth is 
expected to turn negative in the second half of the year, under 
pressure from the contraction in margins. The MSCI UK index, 
generates almost 80% of its revenue from outside the UK, 
and is therefore more exposed to the global economic cycle. 
Although UK earnings growth is expected to decelerate from 
the high levels seen in 2022, it is expected to remain positive 
in the coming quarters. So far in the earnings season, the 
better-than-expected performance has been driven by positive 
surprises in Financials and Healthcare. 

Sources: Factset, Refinitv and EFGAM calculations. Data as of 2 May 2023.
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7. Quarterly earnings growth forecast: MSCI UK

6. Quarterly earnings growth forecast: MSCI US

-40

-20

0

20

40

60

80

%

2019 2020 2021 2022 2023 2024

Earnings growth forecast Earnings growth, year-on-year

Sources: Factset, Refinitv and EFGAM calculations. Data as of 2 May 2023.

Conversely, in Europe ex-UK and Japan, earnings growth is 
expected to decline in the first two quarters of 2023 before 
picking up again in the second half of the year (see Figures 8 & 
9). Expectations for a short-lived pain in Europe ex-UK reflects 
both strong revenues and improving margins in recent months, 
possibly associated with the deceleration of cost pressures 
and a positive impact from China’s reopening economy. In 
Japan, weaker earnings guidance from companies has set 
expectations low for 2023. The Japanese yen has weakened 

against the US dollar by over 3% YTD, contributing to the positive 
stock market performance. Although weak margins are expected 
to weigh on earnings in the coming months, the latest BoJ survey 
of the Japanese corporate sector showed expectations for 
improved economic conditions in non-manufacturing sectors.2

Conclusion
Earnings reports have started to reflect a deceleration in 
economic conditions across the board. This has been mostly 
attributed to a contraction in margins, rather than a decline in 
revenues. Looking at fiscal year (FY) projections for earnings in 
2023, China is expected to reflect double-digit earnings growth 
close to 13% following the reopening of the economy since 
November 2022. Europe and Japan are the other two regions 
where analysts currently expect positive earnings growth 
for this year, supported by our models’ forecasts. However, 
earnings projections in the US are expected to be weak in FY 
2023, before a recovery in FY 2024 and FY 2025. Nevertheless, 
consensus estimates for US earnings reflect expectations of a 
mild recession. As such, it remains important to be selective in 
the regional exposure to equities. 

2	 BoJ Tankan March 2023 Survey https://www.boj.or.jp/en/statistics/tk/gaiyo/2021/tka2303.pdf
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