
A GAAPING HOLE IN CORPORATE PROFITS. 

In my previous posting entitled “The Fall in Turnovers in 2015” I suggested that the fall in profits was 

more severe than that suggested by the current reporting period for S&P 500 corporations. This was 

based on the most current rates of surplus value.  Now that the final figures for 2016/1 are coming in 

it appears that the fall in headline profits is around 7.1% on an annual basis. This is significantly less 

than the level suggested by the current fall in the rate of surplus value of 11% for manufacturing and 

17% for the entire goods producing sector up to the end of 2015. The rate of surplus value is a forward 

looking indicator, its fall predicts falls in profitability, and until it reverses direction, profitability will 

continue to decline. Currently the fall in the rate of surplus value is accelerating. 

The bulk of the S&P corporations, with the exception of banks, insurance companies, retail and 

eateries, belongs to the goods producing sector. Half belong to the manufacturing sector alone. Hence 

the rate of surplus value found in the previous posting, is sufficiently broad, so as to represent the 

conditions within the S&P as a whole. 

On the 9th May, the Financial Times published one of its insightful articles entitled MIND THE GAAP. 

This playful headline was well chosen, because this article warned about the quality of headline 

adjusted profits. Wall Street, in common with other stock exchanges, play a game with investors. 

Corporations announce future expected profits that are low enough to beat. And if there is a possibility 

this low bar will not be beaten, then there is always the option of excluding expenses thereby boosting 

profits beyond the expected. The reward: an upward pop in the share price and congratulations all 

round to the board. It is the kind of behaviour typical of a period of declining profitability. 

The article in the F.T. is based primarily on research conducted by Analyst’s Accounting Observer 

(AAO). It discovered that 90% of S&P 500 companies produced non-GAAP headline profit figures in 

2015. This was up from 72% in 2009 at the height of the financial crisis. Our readers are reminded that 

GAAP figures are profits conforming to strict accounting rules. They are unadjusted profits.  

In a more detailed study of 380 S&P companies, AAO found these companies reported a collective 

$804 billion in headline profits for the whole of 2015. (This is approximately 45% of total corporate 

pre-tax profits for the whole US economy.) This reported $804 billion represented a 6.6% 

improvement on 2014. However, when the adjustments were removed, a profit rise of 6.6% was 

translated into a profit fall of 11% to $562bn, a difference of 30%.  In other words, the available profit 

to shareholders was actually 30% smaller than reported. This difference is of sufficient magnitude to 

change the earnings per share ratios significantly. At the end of 2015 the median P/E ratio stood at 19 

(http://www.multpl.com/s-p-500-earnings/) which most analysists saw as inhabiting the sweet spot, an 

area considered normal and desirable. 

However, when the 30% shortfall in profits is factored in the P/E ratio rises to 25 which is well outside 

the sweet spot. An EPS rate of 25 is unsustainable in a period of falling profits despite the support of 

historically low interest rates. The cat is out of the bag. Any alert observer of share prices and profits 

would have questioned how it could be, that amidst falling revenue and rising labour costs in 2015, 

while facing the headwind of an appreciating dollar and stagnant productivity, US corporations could 

be making the profits they were. As it turns out, they were not. More and more investors are not 

convinced by these figures either which is why they are currently withdrawing $90 billion from the stock 

markets each month. 

The unadjusted fall in the mass of profits of at least 11% in 2015 is consistent with the results suggested 

by the fall in the rate of surplus value. To cover the first quarter of 2016, we will have to wait until the 

data release on the 21st July when turnovers essential to the rate of surplus value can be determined. 

http://www.multpl.com/s-p-500-earnings/


Please note the previous release of quarterly gross output and value appeared on the 21st April and not 

as reported in my previous posting on the 21st March. 

The current releases and projections show a further weakening of the world economy with the exception 

of Germany. The Chinese Capitalist Party CCP now recognises that binging on credit only leads to 

speculation being regurgitated. As a result, the restructuring of its economy can no longer be put off 

which will add more pain for the world economy. Britain is now in recession. If the British leave Europe 

Brexit will lead to Wrecksit as this vulnerable economy, kept afloat for so long by hot money, has all its 

numerous flaws and deficits exposed. 

The slow motion crash that is the world economy continues. The suffocating weight of fictitious capital, 

morbidly obese, with all its insatiable claims on a declining source of revenue, constitutes a precarious 

moment for world capitalism. This short posting was made in support of the rate of surplus value which 

is now sufficiently accurate so as to be predictive. 

 


