
 

1001317-00203-00  
         Available for Participant Use 
 

1 

November 8, 2021 

 
 

MORE UPSIDE SURPRISES   

FOR US CORPORATE EARNINGS  
 

 
by Robert F. DeLucia, CFA 
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Summary and Major Conclusions: 
 

▪ Headlines have been dominated by a consistent narrative of weakening final demand, massive 

disruptions to global supply chains, and surging costs of raw materials, labor, shipping, and 

transportation, resulting in widespread pessimism among investors regarding third quarter 

company earnings. 

 

▪ However, operating results for a large percentage of companies have been exceeding market 

expectations by a wide margin, with Q3 earnings per share (EPS) growing at a very rapid pace. 

The clear message is that the corporate sector has demonstrated that it is able to grow revenues 

and earnings with remarkable skill. 

 

▪ Through the end of October, more than one-half of companies in the index have reported Q3 

results, and 82% of companies have posted better than expected EPS, well above the five-year 

average of 76%. 

 

▪ Of the 55% of companies reporting Q3 financial results through the month of October, the 

blended growth rate in EPS is 37%. This actual quarterly growth rate exceeded analyst 

estimates at the beginning of the quarter by 13.5%, well above the five-year average “beat” of 

8.5%. 

 

▪ Based on the 55% of companies that have reported operating results, profit margins for Q3 are 

running at a rate of 12.8%, the second highest level on record, trailing only the 13.1% margin 

of the previous quarter. Margins for Q3 are comfortably in excess of year-ago profit margins of 

10.5%. 

 

▪ How were companies able to beat pessimistic pre-quarter expectations? There are a variety of 

factors contributing to the surprising growth rate, including aggressive selling price increases, 

large productivity increases, and corporate reorganizations designed to reduce overhead 

expenses and increase efficiencies.   

 

▪ All 11 sectors within the S&P 500 are reporting higher EPS in the quarter, but the energy 

sector has been the leader. Earnings reports from the materials, industrials, financials, and 

information technology sectors have all outperformed the 37% growth rate for the aggregate 

index.   

 

▪ According to FactSet, Wall Street analysts are forecasting EPS growth of 20% in 2022 on 

revenue growth of 10%. However, there is a high likelihood that these estimates will prove 

conservative and understate the actual growth in 2022.  

 

▪ The most important implications pertain to business expansion plans in 2022 and 2023. 

Another year of healthy earnings and cash flow growth along with strengthening final demand 

should encourage businesses to invest heavily in plant and equipment and add to payrolls. 

 

 

The corporate sector is 

significantly outperforming 

the overall economy. 

Businesses have 

demonstrated an uncanny 

ability to grow revenues 

and earnings under 

extremely challenging 

circumstances.            

Most companies in the 

S&P 500 that have 

reported third quarter 

earnings through the end 

of October are beating Wall 

Street analyst estimates by 

a wide margin, with an 

average year-over-year 

growth rate of 37%. 

Moreover, analysts 

continue to raise their 

estimates for the fourth 

quarter and for all            

of 2022.  
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▪ The direction of company earnings is generally a good indicator of the direction of stock prices. 

The rate of increase in equity prices is dependent upon the trend in long-term interest rates, 

the thrust of Federal Reserve policy, and equity market valuations. 

 

▪ The combination of a sustained cyclical uptrend in government bond yields, increasingly less 

accommodative monetary stimulus as 2022 unfolds, and elevated valuations suggests that 

equity returns could trail earnings growth over the next year, possibly by a wide gap.  

 

▪ The S&P 500 is valued at 21 times 12-month forward EPS but more than 25 times trailing 12-

month earnings. These rich valuations should act as a headwind to the equity market over the 

next year. 

 

▪ Economically sensitive stocks and value managers have generally performed best in an 

environment of rapid earnings growth, high inflation, and rising interest rates. 

 

 

 
“A dangerous combination of logistics logjams, widespread parts shortages, hiring difficulties 

and rising inflation had threatened to make this earnings season a particularly ugly one for the 

manufacturing sector. But the early rounds of manufacturing and transportation earnings 

indicate that customers aren’t yet pushing back on price increases to offset the inflationary 

knock-on effects of these supply-chain snarls.  

 

Appetite for both new industrial equipment and freight services to haul it remains robust and 

is showing no signs of wavering. Managements are increasingly willing to invest in new 

capacity, suggesting they don’t expect demand to disintegrate.”  
 

          Bloomberg News 

          October 24, 2021 

 

 

 

 

 

 

A consistent narrative of weakening final demand, disruptions to global supply 

chains, and surging costs of raw materials, labor, shipping, and transportation has 

dominated headlines in recent months. For their part, investors have responded 

with extreme anxiety and caution in anticipation of third quarter earnings 

announcements in view of the challenging economic environment.  

 

However, based upon actual financial reports in recent weeks, companies appear 

to be executing extremely well under current difficult circumstances, to the 

surprise of many analysts and investors. Earnings per share and revenue for 

companies in the S&P 500 are growing at very rapid rates. This week’s Economic 

Perspective answers questions regarding the trend in company earnings at the 

midpoint of the third quarter earnings season. 

 

https://www.bloomberg.com/opinion/articles/2021-09-10/earnings-crunch-is-getting-real-for-manufacturers?sref=jJ5dcbrU
https://www.bloomberg.com/opinion/articles/2021-10-08/industrial-strength-will-supply-snarls-force-capital-spending-kuip8ax1?sref=jJ5dcbrU
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WHAT IS THE MESSAGE OF THIRD QUARTER EARNINGS ANNOUNCEMENTS? 

 

The clear message is that the corporate sector has demonstrated the ability to grow 

revenues and earnings with remarkable skill under extremely challenging 

circumstances. On a preliminary basis, most companies in the S&P 500 are 

beating Wall Street analyst estimates by a wide margin. Through October 31, 55% 

of companies in the index have reported third quarter earnings per share (EPS), 

with fully 82% of companies beating analyst estimates. This was well above the 

five-year average of 76%. In terms of revenues, 75% of S&P 500 companies have 

exceeded estimates, also above the five-year average of 67%. 

 

ARE GROWTH RATES ALSO EXCEEDING PRIOR ESTIMATES? 

 

Yes, of the companies reporting Q3 financial results through the end of October, 

the blended growth rate in EPS is 37%. This actual year-over-year growth rate 

exceeded analyst estimates at the beginning of the quarter by 13.5%, well above 

the five-year average “beat” of 8.5%. Companies are also beating revenue 

estimates with year-over-year growth of nearly 16%. 

 

WHAT IS THE CURRENT TREND IN ANALYST ESTIMATES? 

 

Analyst EPS estimates remain in a solid uptrend. Compared with the most recent 

third quarter estimated growth of 37%, analysts predicted a 27% increase in Q3 

earnings on September 30 and a 32% gain one week ago. The rising trend in 

estimates can be attributed to both positive surprises in the quarter and upward 

revisions to estimates.  

 

WHAT IS THE OUTLOOK FOR PROFIT MARGINS? 

 

Based on the 55% of companies that have reported operating results, after-tax 

profit margins for the third quarter are averaging 12.8%, the second highest level 

on record, trailing only the 13.1% margin of the previous quarter. Margins for Q3 

are comfortably exceeding year-ago net profit margins of 10.8%. The message is 

that companies have done an excellent job in offsetting rising input costs with 

higher selling prices, increased unit volume, and strong productivity gains.  

 

However, on a sequential quarter-to-quarter basis, Q3 profit margins showed 

modest signs of slippage, suggesting that selling prices have failed to march in 

unison with higher input costs. While average wages in Q3 rose by 3.7% on a  

year-over-year basis, the annual growth versus the previous quarter (sequentially) 

was 6.5%. Third quarter selling prices rose by only 4.5% on a sequential basis, 
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lagging the 6.5% rise in wages, resulting in a mild erosion in profit margins versus 

the all-time high in Q2.    

 

 

 

THERE WAS WIDESPREAD INVESTOR ANXIETY AS THIRD QUARTER 

REPORTING SEASON APPROACHED. HOW DO YOU EXPLAIN THE 

SURPRISINGLY STRONG RESULTS? 

 

There are a variety of factors contributing to the surprising strength in third quarter 

earnings, including strong selling price increases, rapid growth in labor 

productivity, and corporate reorganizations designed to reduce overhead expenses 

and increase operating efficiencies. Many investors were rattled by the negative 

economic headlines, particularly horror stories about scrambled supply chains and 

surging costs for components and freight.  

 

The actual outcome has been extremely impressive, primarily the result of highly 

proactive operating strategies by managements: 

 

▪ Businesses in Q3 initiated the most aggressive selling price increases in years 

 

▪ Rapid growth in end demand provided companies with strong operating 

leverage, as revenue growth (16%) outdistanced the growth in total labor 

expenses (9.5%) 

 

▪ Productivity benefitted greatly from large business investments in labor-saving 

equipment and software 

 

▪ Business investment in information processing equipment is growing at an 

annual rate of 15%, well above the 5% average of the previous decade 

 

▪ Companies have made large direct investments to reconfigure and fortify 

supply chains   

 

▪ Companies have enlisted backup suppliers and altered shipping routes to avoid 

bottlenecks 

 

▪ Companies with product line breadth were able to reformulate some products 

using available components to provide customers with alternatives 

 

▪ Many companies implemented major reorganizations and restructurings to 

increase internal efficiencies and reduce overhead expenses 
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The bottom line is that company managements have been extremely adept at 

adjusting to the challenging economic and operating environment to meet and 

even exceed market expectations for profitability. 

 

 

 

 

 

WHICH ECONOMIC SECTORS HAVE PERFORMED BEST? 

 

All 11 sectors within the S&P 500 are reporting higher EPS in the quarter, but the 

energy sector has been the leader. Earnings reports from the materials, industrials, 

communication services, financials, and information technology sectors have all 

outperformed the 37% growth rate for the aggregate index.   

 

HOW HAVE INTERNATIONAL OPERATIONS AFFECTED OVERALL RESULTS? 

 

Foreign sales and earnings comprise approximately 40% of total consolidated 

revenues for companies in the S&P 500 Index. The earnings of multinational 

companies are surpassing those of domestically oriented companies. Focusing on 

companies that derive more than one-half of revenues outside the US, the data 

suggest that international operations appear to have enhanced overall earnings in 

the third quarter. Compared with 37% growth for the entire index, EPS for those 

companies with greater than one-half of consolidated earnings outside the US 

increased by 52%.  

 

WHAT IS THE OUTLOOK FOR EARNINGS GROWTH IN 2022? 

 

According to FactSet, Wall Street analysts are forecasting EPS growth of 20% in 

2022 on revenue growth of 10%. However, there is a high likelihood that these 

estimates will prove conservative and therefore understate the actual growth in 

2022. Assuming the normal tendency of managements to offer very conservative 

guidance to analysts, earnings growth for 2022 could potentially exceed 20%.  

My economic assumptions are more aggressive than those of the consensus and 

include real GDP growth of 5%, selling price increases of 3.5%, and slightly higher 

profit margins for all of 2022. 

 

WHAT ARE THE MOST IMPORTANT ECONOMIC IMPLICATIONS? 

 

The most important implications pertain to business expansion plans in 2022 and 

2023. Another year of healthy growth in earnings and cash flow along with 

strengthening final demand should encourage businesses to both invest heavily in 

plant and equipment and add to payrolls. Following a record year in 2021, merger 

and acquisition activity should enjoy another year of solid growth. 

 



 

1001317-00203-00  
         Available for Participant Use 
 

6 

November 8, 2021 

Another implication for the economic outlook pertains to actions taken by 

businesses to adjust to current shortages of goods and workers through price and 

wage increases. Firms have been aggressive in raising wages to attract and retain 

workers, but also in raising selling prices to support profit margins. The major 

economic risk is that this process becomes ingrained, potentially resulting in a 

vicious wage/price cycle. 

 

 

 

HOW WILL THE OUTLOOK FOR COMPANY EARNINGS AFFECT THE EQUITY 

MARKET? 

 

The direction of corporate earnings has generally been a reliable indicator of the 

direction of stock prices. However, the rate of increase in equity prices is 

dependent upon the trend in long-term interest rates, the thrust of Federal Reserve 

policy, and equity market valuations. My forecast assumes positive equity returns 

over the next six to nine months, but only modest stock price appreciation. 

 

The combination of rising bond yields, increasingly less accommodative monetary 

stimulus, and elevated valuations suggests that equity returns could trail earnings 

growth by a wide margin. The S&P 500 is valued at 21 times 12-month forward 

EPS and more than 25 times trailing 12-month earnings. These rich valuations 

should act as a headwind to the equity market over the next year. 

 

Generous equity market valuations can be mainly attributed to elevated valuations 

for technology stocks and other mega-cap growth companies. From a historical 

perspective, the environment I anticipate over the next one to two years has 

typically been hostile to growth stocks generally and technology stocks in 

particular. Economically sensitive stocks and value stock managers have generally 

performed best in an environment of rapid earnings growth and rising inflation and 

interest rates. 
 

 

 

 

 

 



 

1001317-00203-00  
         Available for Participant Use 
 

7 

November 8, 2021 

 

 
 

 

 

 

 

 

 

 

 

 
 

 

 

 

 

 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

 

 

 

 

 

 

 

 

 

 

 
 

 

 

 

Robert F. DeLucia, CFA, was formerly Senior 
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as Chief Economist and Senior Portfolio Manager. He 

currently serves as the Consulting Economist for 

Prudential Retirement. Bob has 45 years of 

investment experience. 
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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. 


