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Corporate earnings season is rapidly approaching, with nearly one-half of companies in 

the S&P 500 Index expected to report third quarter results over the next four weeks. 

The collapse in global supply chains — causing shortages of materials and pushing up 

input costs — has accentuated investor anxiety regarding the outlook for company 

revenues and profit margins in the third and fourth quarters.  

 

This heightened fear is evident in the extraordinary day-to-day volatility in the world 

equity market over the past month. Although the recent decline in the overall S&P 

500 Index has been mild, the sell-off was extremely broad-based, with nearly  

three-quarters of the individual stocks in the index declining by more than 10%.  

 

Various measures of investor sentiment have declined to the lowest level in months. 

Thus far, available evidence suggests that Wall Street analyst estimates for Q3 are 

holding up remarkably well, despite spreading economic weakness worldwide. The 

bigger issue for equity investors could be forward guidance by company managements. 

 

SUPPLY CHAINS AND THE ECONOMY 
 

▪ Disruptions to global supply chains have been the dominant economic theme over 

the past several months — the current turmoil in international commerce has 

been unprecedented in modern economic history. The basic problem is a marked 

divergence between supply and demand: Reopening of the world economy has 

proceeded at a much faster pace relative to the ability of manufacturers to 

assemble the factors of production needed to meet soaring demand. Factory 

backlogs and unfilled orders have increased significantly in all economies 

worldwide. 

 

▪ World purchasing manager (PMI) monthly surveys show that delivery times for 

factory inputs have lengthened to record-high levels. These shipment delays are 

pushing up raw material and component prices and reducing output in global 

manufacturing. Sectors most heavily impacted include autos, construction, 

electronics, industrial machinery, transportation, and computers. In the US, the 

most recent ISM Manufacturing Surveys indicated a sharp slowing in delivery 

times.  

 

 

 

 

 

Equity market turbulence 

since August is the result 

of investor anxiety over 

third quarter company 

earnings, a large 

percentage of which will 

be announced over the 

next six weeks. Although 

third quarter GDP will be 

negatively impacted by 

global supply-chain 

disruptions, all available 

evidence suggests that the 

impact on Q3 earnings will 

be modest. There will be 

numerous individual 

company disappointments 

across all sectors of the 

S&P 500, but overall 

analyst earnings estimates 

for the entire index appear 

to be stable.  
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▪ The automotive industry has been the greatest casualty of the severe worldwide 

shortage of semiconductors, resulting in depleted dealer inventories, higher 

selling prices, and reduced sales. There will be virtually no recovery in worldwide 

light vehicle sales this year from the depressed level of 75 million in 2020. A 

recovery to 82 million is projected for 2022, well below the pre-pandemic peak of 

90 million in 2019 and all-time peak of 95 million in 2017.  

 

▪ Forecasting future trends pertaining to global supply chains is a daunting task  

for economists. There are four major sources of the current disruptions: The Delta 

variant of COVID-19; unusually strong demand for consumer durable goods as 

spending on services has been depressed; double ordering of goods by many 

businesses; and zero-tolerance policies of Asian governments regarding viral 

infection, resulting in factory closures and port shutdowns.  

 

▪ The demand for consumer goods has been inflated because of a partial shutdown 

of the service economy, resulting in excess demand for consumer goods relative to 

its long-term trend. Current spending on consumer durable goods — mainly autos 

and household durables — is at an overshoot relative to its historic trend. A full 

reopening of the economy should trigger a rebalancing of consumer spending back 

to services and away from goods, providing some relief for manufacturers of 

consumer goods.  

 

▪ Manufacturing, inventory building, distribution, and shipping should gradually 

return to normal as public health conditions improve worldwide. The factory sector 

should gradually heal as vaccination rates rise and as developed countries reach 

some semblance of herd immunity early in the new year. To hedge against delivery 

delays, many companies have been double ordering to ensure that they will get 

the supplies that they need, exacerbating already severe dislocations in supply.  

 

▪ Asia is the epicenter of the supply-chain problems, which should not be surprising 

since fully 38% of global manufacturing is based in the Pacific region. Production 

and shipping problems in both China and emerging Asia appear to emanate from  

zero-tolerance policies toward virus infections by many governments in Asia. 

These policies have been successful, and new cases are currently in decline, 

suggesting that conditions within the region could begin to improve as restrictions 

on social mobility are removed. 

 

▪ While supply conditions will continue to deteriorate in the short term, these 

pressures could begin to stabilize early in the new year. However, healing could be 

a painfully slow process, and global supply chains might not be restored to normal 

until the middle of next year. In the interim, a gradually improving trend during 

the first half of next year could spark a rebound in manufacturing and world trade, 

helping to rebuild economic confidence.    
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▪ I have lowered my US GDP forecast for the second half of this year and raised my 

projections for both 2022 and 2023. Current supply-chain disruptions are 

unlikely to result in a US or global recession. To the contrary, the current 

interruption in momentum should shift growth from 2021 to 2022 and 2023. 

From a business cycle perspective, the theme of economic boom has been 

replaced by a forecast of slower but still above-average economic growth that 

could be sustained over the next two years.  

 

CORPORATE EARNINGS 
 

▪ Equity market turbulence since August is the result of investor anxiety over third 

quarter company earnings, a large percentage of which will be announced over the 

next six weeks. Although third quarter GDP will be negatively impacted by global 

supply-chain disruptions, all available evidence suggests that the impact on Q3 

earnings will be modest. There will be numerous individual company 

disappointments across all sectors of the S&P 500, but overall earnings per share 

(EPS) estimates for the entire index appear to be stable.  

 

▪ As of October 1, third quarter EPS are on course for a gain of 30%, with revenue 

growth of 15%, according to data from FactSet. One hundred companies have 

issued EPS guidance to investors during the quarter, 54% of which have been 

positive and 45% negative. The 54% of companies issuing positive EPS guidance 

is well above the five-year average of 39%. The large number of both positive and 

negative changes in company guidance imply sizable divergences in Q3 earnings 

performance on both an individual company and economic sector basis. 
 

▪ A bigger issue for the equity market could involve forward guidance by company 

managements. While reported EPS for Q3 are likely to exceed analyst estimates 

once again, forward guidance could disappoint investors, as many companies 

struggle to cope with widespread and persistent supply disruptions and spiking 

material and labor costs. 

 

▪ An extended period of more moderate economic growth could result in a more 

decisive easing of inflationary pressures beyond the short term. Consistent with 

my long-held forecast, inflation should soon peak and steadily decline in 2022.  

A more worrisome second wave of a more sustainable rise in consumer inflation 

could begin in 2023 and persist into 2024, at a minimum. 

 

▪ A modification of the trajectory of the economic cycle also implies a potential 

subtle change in central bank policies: Slowing economic growth in the short term 

could persuade the Federal Reserve to be more patient in initiating a rate-

tightening cycle. A more moderate pace of GDP growth combined with somewhat 

lower inflation during 2022 could prompt the Fed to postpone raising policy rates 

until 2023. 
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This material is intended to provide information only. This material is not intended as advice or recommendation about investing or managing your retirement 
savings. By sharing this information, Prudential Retirement® is not acting as your fiduciary as defined by the Department of Labor or otherwise. If you need 
investment advice, please consult with a qualified professional. 
 
The opinions and recommendations herein do not take into account individual client circumstances, objectives, or needs and are not intended as 
recommendations of particular securities, financial instruments or strategies to particular clients or prospects. No determination has been made regarding 
the suitability of any securities, financial instruments or strategies for particular clients or prospects. For any securities or financial instruments mentioned 
herein, the recipient(s) of this report must make its own independent decisions. 
 
Certain information contained herein may constitute “forward-looking statements,” (including observations about markets and industry and regulatory 
trends as of the original date of this document). Due to various risks and uncertainties, actual events or results may differ materially from those reflected or 
contemplated in such forward-looking statements. As a result, you should not rely on such forward-looking statements in making any decisions. No 
representation or warranty is made as to future performance or such forward-looking statements. 
 
The financial indices referenced herein are provided for informational purposes only. You cannot invest directly in an index. The statistical data regarding 
such indices has been obtained from sources believed to be reliable but has not been independently verified. 

Bloomberg Barclays US Aggregate Bond Index: is a broad base, market capitalization-weighted bond market index representing intermediate term 
investment grade bonds traded in the United States. Investors frequently use the index as a stand-in for measuring the performance of the US bond market. 

Dow Jones Industrial Average: is a stock market index that measures the stock performance of 30 large companies listed on stock exchanges in the 

United States. 
 
MSCI World Excluding US Equity Index: is a stock market index comprising of non-U.S. stocks from 23 developed markets and 26 emerging markets. 

The index is calculated with a methodology that focuses on liquidity, investability, and replicability.  
 
NASDAQ: is an American stock exchange at One Liberty Plaza in New York City. It is ranked second on the list of stock exchanges by market capitalization 
of shares traded, behind the New York Stock. 
 
Russell 2000 Index: is a small-cap stock market index of the smallest 2,000 stocks in the Russell 3000 Index. It was started by the Frank Russell 
Company in 1984. The index is maintained by FTSE Russell, a subsidiary of the London Stock Exchange Group. 
 
Russell 3000 Growth Index: is a market capitalization-weighted index based on the Russell 3000 index. The Russell 3000 Growth Index includes 
companies that display signs of above-average growth. The index is used to provide a gauge of the performance of growth stocks in the United States. 
 
Russell 3000 Value Index: : is a market-capitalization weighted equity index maintained by the Russell Investment Group and based on the Russell 3000 
Index, which measures how U.S. stocks in the equity value segment perform by including only value stocks. 
 
S&P 500® Index: Measures the performance of 500 widely held stocks in US equity market. Standard and Poor's chooses member companies for the index 
based on market size, liquidity and industry group representation. Included are the stocks of industrial, financial, utility, and transportation companies. Since 
mid-1989, this composition has been more flexible and the number of issues in each sector has varied. It is market capitalization-weighted. 
 
These materials are not intended as an offer or solicitation with respect to the purchase or sale of any security or other financial 
instrument or any investment management services and should not be used as the basis for any investment decision. Past performance is 
not a guarantee or reliable indicator of future results. 

The information provided is not intended to provide investment advice and should not be construed as an investment recommendation by Prudential 
Financial or any of its subsidiaries.     

 
©2021 Prudential Financial, Inc. and its related entities. Prudential, the Prudential logo, and the Rock symbol are service marks of Prudential Financial, Inc., 
and its related entities, registered in many jurisdictions worldwide. 
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