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COVID-19 

Over the next several quarters, we see two major market 
drivers: COVID-19’s path, including the governmental 
response to cases and the timing of a vaccine, and the 
path of corporate earnings. While we are neither doctors 
nor epidemiologists, it is clear COVID-19 is not going away anytime soon, and the pandemic’s progression, in many ways, is 
dictating the path of economic recovery. It is not the number of cases that directly affects the economy and corporate 
earnings—it is the governmental response to the cases. As cases and hospitalizations have risen in a number of regions in 
the United States, many states have paused or issued new orders to lessen the spread of COVID-19. As of July 31, the vast 
majority of states are at least partially open, as full-fledged stay-at-home orders have expired. The degree of reopening varies 
and a number of states have partially reversed reopening, including California, Florida, and Texas, among others. Another sizeable 
set of states have delayed reopening plans—North Carolina, Georgia, New York, and Illinois, to name a few (See Figure 1).  

Figure 1, Source: Morgan Stanley Research 

Today’s Topics: 

1. COVID-19: Where Are We Now?
2. Second Quarter Corporate Earnings Season



COVID-19 and the Path of Corporate Earnings 
July 31, 2020 

July 31, 2020 Available Online at FirstCitizens.com 2 

How do reopening reversals and delays fit into our thesis of a W-shaped economic recovery? 
First, we must remind ourselves that markets are not the economy, and the economy is not 
the markets. While related to each other, they are not always in harmony. Markets are a 
forward-looking pricing mechanism, moving in anticipation of the future. Most broad economic 
data tells us what has previously occurred. When we think about a W-shaped recovery, we are 
thinking in terms of the fits and starts we expect in economic data as states and municipalities 
address COVID-19 flare-ups. Markets, on the other hand, might look through economic 
uncertainty to better times ahead—nonetheless, while we are bullish long-term, we do 
expect some market volatility in the final five months of 2020. In terms of US economic 
growth, the ten largest US states by GDP account for 57% of total US GDP. Just as mega-cap 
stocks drive index-level stock market performance, the largest states drive a disproportionate 
percentage of the US economy. Of these ten states, one remains closed with delays, five have reversed reopening plans, and 
four have delayed reopening plans (See Figure 2). These course corrections will inevitably affect the path of GDP growth, the 
labor market, and corporate earnings in coming quarters. As states and municipalities navigate the turbulent COVID waters, more 
delays and reversals are inevitable, and while the scale of these actions’ impact on GDP is difficult to estimate, a negative impact 
is likely.  

As we witnessed in the first COVID-
19 wave, hospital and ICU capacity 
is a major driver of not only effective 
patient treatment but also the scale 
of state and local orders and 
restrictions. In many ways, it is not 
the number of cases that directly 
affects the economy and 
corporate earnings—it is the 
governmental response to the 
cases, particularly where hospital 
systems are stretched. The map 
(See Figure 3) depicts the number of 
days before hospital and ICU beds 
are at full capacity, assuming current 
trends remain in place. As we have
seen throughout this pandemic, key 
variables can change quickly, but 

hospital capacity at the state level is worth monitoring closely for both health and economic reasons. The color of each state 
indicates the remaining days before hospital or ICU beds are at full capacity: red/orange/yellow/blue/green indicates 0-10 / 11-
30 / 31-60 / 61-100 / 101+ remaining days. Fortunately, no states are currently red. The vast majority of states with some level 
of capacity concerns (orange or yellow) are in the south and west, including three of the four largest state economies in the US. 

While cases are on the rise, we are seeing hopeful news on the COVID-19 vaccine front. With a number of vaccines currently 
in human trials, there is a chance we could see vaccines available on a limited basis late this year and more broadly available in 
2021. In particular, progress toward potential vaccines from AstraZeneca, Pfizer, and Moderna give us reasons for optimism. If 
pharmaceutical companies are able to deliver vaccines late this year or early in 2021, even with limited availability, the 
development speed will be historic (See Figure 4). It will take considerable time for large populations in the US and the globe to 
receive the vaccine, but material progress in that direction makes us more optimistic on the shape of the economic recovery and 
corporate earnings growth, particularly next year and in 2022.  

% of US 
GDP

Status of 
Reopening

California 14.8% Reversal
Texas 9.5% Reversal
New York 7.7% Delayed
Florida 5.0% Reversal
Illinois 4.1% Delayed
Pennsylvania 3.9% Reversal
Ohio 3.3% Delayed
New Jersey 3.0% Reversal
Georgia 2.9% Delayed
Washington 2.8% Closed

State

Figure 2, Source: Bureau of 
Economic Analysis, First Citizens 
Wealth Management, Morgan 
Stanley Research 

Figure 3, Source:  Morgan Stanley Research and Alphawise Research, Tableau. The COVID Tracking 
Project, University of Maryland Platform 
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Corporate Earnings 

Even as investors closely monitor 
COVID-19 headlines, they are also 
studying earnings releases for the 
impact of the economic shutdown and 
any indication of the path forward. We 
are in the midst of the second 
quarter earnings season, which 
encompassed the worst of the 
COVID-related economic shutdowns 
both in the US and globally. With 
63% of S&P 500 companies 
reported, 1  84% have reported a 
positive earnings surprise versus 
expectations, well above the five-year 

average. Expectations were low coming into earnings season, meaning companies are exceeding a lowered bar, but a high 
frequency of positive earnings surprises is a positive, nonetheless. Second quarter earnings are on pace for a 35.7% year-over-
year decline—an incredible decline but still better than the 69.1% year-over-year decline in the fourth quarter of 2008. In top-
line results, 69% of companies have reported a positive revenue surprise, also above the five-year average.  

The lack of company 
guidance coming into Q2 
earnings season has led to 
an unusually high number 
of large company beats 
and misses compared to 
analysts’ forecasts (See 
Figure 6). As was the case 
last quarter, the vast 
majority of companies 
have declined to provide 
forward EPS guidance in 
their earnings reports 
given the uncertain path to 
recovery. 

1 FactSet Earnings Insight, July 31, 2020 
July 31, 2020  

Figure 5 

Figure 4, Source: NEJM, Strategas 
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If we look ahead to future quarters and years, we are likely 
through the worst of it. Analysts expect year-over-year 
earnings to decline 22.9% and 12.1% in the third and fourth 
quarter, respectively—substantial earnings declines for sure, 
but both would be an improvement over Q2. Analysts now 
expect full-year 2020 earnings to decline 19.4%, followed by 
a sizeable 27.0% earnings growth in 2021. With limited 
company guidance and uncertainty around the path of COVID-
19 and governmental reaction, these forecasts are, to a 
certain extent, educated guesses. Just as the path to 
economic recovery will have bumps along the way, 
corporate earnings will likely have fits and starts, but we 
do believe Q2 2020 will be the low point.  

The market is expensive with the 12-
month forward price-to-earnings ratio 
at 22.0, well above both the five and 
10-year average (See Figure 8).
Depressed earnings in the third and
fourth quarter are included in forward
P/E, which lowers the denominator
(earnings) just as the numerator (price)
has sharply recovered. It is worth
remembering that many assets
classes are currently expensive. For
example, the 10-year Treasury is
currently yielding just 0.55%, meaning
an investor lends to the US government
for 10 years and is paid just 0.55%
annually.

The equity market is looking 
ahead in anticipation to an 
earnings recovery in 2021 and 
2022, with limited focus on the 
near-term. With COVID-19, the 
election, trade conflict, and 
uncertain corporate earnings 
looming, we would not be 
surprised to see volatility as 
the market shifts its focus to 
the here-and-now at certain 
points during the next two 
quarters. 

July 31, 2020 

Figure 7 

Figure 6 

Figure 8 
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