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Summary and Major Conclusions: 

 
▪ The world economy was on a robust recovery path during the first five months of this 

year, with US GDP increasing at the fastest rate in decades. Then economic growth 

slowed abruptly in June, a result of the surge in coronavirus infections and the sudden 

emergence of supply-chain disruptions.  

 

▪ The rapid spread of the highly transmissible Delta variant of COVID-19 in May and 

June led to new restrictions worldwide and some lockdowns in Asia, the manufacturing 

center of the world.  

 

▪ The reopening of productive capacity that was shuttered earlier in the pandemic was 

unable to keep pace with the resurgence of demand worldwide, causing bottlenecks, 

labor shortages, and widespread supply-chain disruptions.  

 

▪ The breakdown of global supply chains can be attributed to the pandemic and the 

extreme measures taken by governments in Asia and Europe to contain the spread of 

COVID-19. 

 

▪ These shortages are also the result of strategic decisions by multinational firms over 

many years pertaining to globalization and inventory management. In the pursuit of 

efficiency, companies reduced inventories to minimum levels while expanding capacity 

overseas in the lowest-cost regions of the world. 

 

▪ The industry most severely impacted is semiconductors. Computer chips will remain in 

short supply in the medium term, but shortages could ease gradually as the industry 

steps up production and as additions to existing capacity are completed.  

 

▪ Manufacturers of goods using semiconductors are adjusting to shortages by 

redesigning products, shifting production lines, shipping uncompleted units, and 

temporarily substituting older lower-tech models. 

 

▪ Supply-side disruptions across many products could worsen in the short term before 

conditions begin to improve during the middle of next year. Persistent shortages are 

likely to affect the Christmas shopping season, resulting in a shortfall in fourth quarter 

retail sales. 

 

▪ It is truly impressive that corporate earnings remain in a boom despite widespread 

shortages of components, the surge in the prices of raw materials, rising labor costs, 

and skyrocketing freight and shipping costs.  

 

 

 

 

The pandemic has 

graphically revealed the 

extent to which Western 

economies are dependent 

upon imported goods — 

most urgently for 

semiconductors and 

medical supplies. 

Memories of the painful 

shortages, bottlenecks, and 

cost increases this year will 

almost certainly prompt 

businesses to make 

meaningful strategic 

changes to operations.     

My long-term economic 

forecast assumes a partial 

reversal in the forces of 

globalization and 

offshoring, as businesses 

consolidate supply chains 

in closer proximity to end 

markets.  
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▪ Businesses responded to these daunting challenges through price increases, rapid 

growth in productivity, and reductions in overhead expenses. Profit margins in the 

second and third quarters rose to record levels.  

 

▪ Shortages of raw materials, components, and final product were accentuated by severe 

labor shortages. Rapid improvement in public health conditions should enable many 

unemployed workers to resume their job searches. 

 

▪ Bottlenecks have been amplified by hoarding. There is considerable evidence of 

double-ordering and stockpiling of inventory to ensure production. This buy-in-advance 

mentality means that demand for a wide range of goods could slow as 2022 unfolds. 

 

▪ The pandemic has graphically revealed the extent to which Western economies have 

become heavily dependent upon imported goods. Memories of the painful shortages, 

bottlenecks, and cost increases this year will almost certainly prompt businesses to 

make meaningful strategic changes to operations. 

 

▪ US firms are likely to ensure availability of materials and components by vertically 

integrating operations within the US, thereby prioritizing security of supplies over 

efficiency and expense reductions. 

 

▪ Emergence of a “built in America” paradigm could reinforce the current capital goods 

cycle that has gathered momentum as businesses commit capital to new investments 

in plant and equipment in the domestic market.  
 

 

 

 

 

 

 

 

Following a boom during the first five months of this year, both US and world 

economic growth slowed significantly and abruptly during the third quarter, 

manifested in weakness in aggregate spending, output, and employment. Financial 

markets reacted to the sharp slowdown with a stampede into safe-haven asset classes, 

including US Treasury securities, high-quality growth stocks, and the US dollar.   

There were two powerful forces responsible for the sudden weakness in growth:  

 

▪ The surge in the highly transmissible Delta variant of COVID-19 in May and June 

led to new restrictions worldwide and some lockdowns in Asia, the manufacturing 

center of the world.  

 

▪ The reopening of productive capacity that was shuttered earlier in the pandemic 

was unable to keep pace with the resurgence of demand worldwide, causing 

bottlenecks, labor shortages, and widespread supply-chain disruptions.  
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Global Supply Chains: The term global supply chain refers to a linear network among 

companies and their suppliers to produce a specific product. A typical supply chain 

consists of long and complex linkages among manufacturers beginning with raw 

materials and components that are upgraded and transformed into end products for 

resale by distributors and wholesalers. The business functions along a typical supply 

chain incorporate product development, marketing, finance, distribution, logistics, and 

customer service. 

 

Chain Reaction: The breakdown of global supply chains can be attributed to the 

pandemic and the extreme measures taken by governments in Asia and Europe to 

contain the spread of COVID-19. What followed was the sequence of events that 

resulted in widespread shortages of manufactured goods: 

 

▪ Factories in China, South Korea, Taiwan, Malaysia, and Vietnam were forced to 

either shut down or reduce production because of lockdowns. The Chinese 

government adopted a zero-tolerance policy for infections, undermining 

commerce. Nearly 40% of world manufacturing is concentrated in Asia.  

 

▪ At the onset of the pandemic, businesses around the world slashed inventories 

and reduced output in preparation for a slump in demand. In addition, factories 

were closed in anticipation of a slump in demand.  

 

▪ Shipping companies also cut their schedules in preparation for a prolonged 

slowdown in final demand. A shortage of steel shipping containers developed. 

 

▪ The pandemic did result in a steep decline in final demand, but mainly in the 

form of consumer services, while the demand for consumer goods exploded. Flush 

with cash from generous government payouts, households spent lavishly on 

durable goods, mainly autos, new homes, personal computers, and household 

goods.  

 

▪ The upsurge in production to meet the growing demand for consumer goods and 

business equipment during the first half of this year eventually overwhelmed 

already compromised supply chains, sending prices higher.  

 

▪ Supply chain disruptions have been accentuated by widespread labor shortages, 

most notably for truck drivers and dockworkers, but also workers in the restaurant 

and health care industries.    

 

▪ These shortages are also the result of strategic decisions by multinational firms 

over many years, pertaining to globalization and inventory management. In the 

pursuit of efficiency, companies reduced inventories to minimum levels while 

expanding capacity worldwide in the lowest-cost regions of the world. 
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Long-Term Factors: The emergence of globalization in recent decades allowed 

companies to locate production in lower-cost regions of the world to maximize profit 

margins. But shifting production to Asia and other low-wage countries reduced 

company control while increasing the risk of disruptions. 

 

▪  Adoption of just-in-time inventory (JIT) systems in recent decades also 

accentuated supply chain problems. JIT inventory system streamlines inventory 

management by minimizing the quantity of materials for a given level of sales. 

Under this system, materials and components are received from suppliers only as 

needed and as close in time to when the final good is produced. The main 

objectives are to increase inventory turnover, reduce inventory waste, and 

minimize warehouse holding costs.  

 

Computer Chip Shortage: The global semiconductor crisis is expected to ease over the 

next year or two, gradually at first but at a more rapid pace in the second half of 2022 

and during 2023. The industry has announced large capacity additions during the 

past year, many of which are targeted for the US.  

 

▪ New Capacity: Intel announced earlier in the year that it would commit $20 

billion to two new chip factories in Arizona. Taiwan Semiconductor Manufacturing 

Company, Ltd. (TSMC), the world’s largest producer, is building a $12 billion 

factory in Arizona. However, these facilities are unlikely to come on stream until 

2023. Overall, TSMC announced in May that it would invest $100 billion over the 

next three years for capacity additions worldwide.  

 

▪ Factory Adjustments: Chip manufacturers have ramped up output as the year has 

unfolded. According to the Census Bureau, semiconductor plants have been 

operating at an average 73 hours per week, well above the 45-to-50-hour pace 

prior to the pandemic. Some companies are using fewer computer chips in each 

product. Instead of multiple components to control multiple features, redesigned 

products are using a centralized integrated board with a single processor. 

 

Nonetheless, computer chips will remain in short supply in the medium term, but 

shortages could ease gradually in coming months as further adjustments are made and 

as additions to existing capacity are completed.  

 

Outlook: The implication is that production of many products will remain short of 

existing global demand over the next year. Supply-side disruptions could worsen in the 

short term before conditions begin to improve during the first half of next year. 

Bottlenecks are likely to affect the Christmas shopping season, resulting in a shortfall 

in fourth quarter retail sales. Conditions should begin to improve gradually during the 

first half of 2022, with rapid improvement during the third and fourth quarters.  
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Reasons for Hope: There are several developments currently underway that should 

contribute to an improvement in supply-chain functioning: 

 

▪ Improving public health conditions should result in a shift in spending from 

consumer goods to services, thereby alleviating pressure on the manufactured 

goods sector.  

 

▪ Regional manufacturing surveys provide preliminary signs that supply-chain 

disruptions may have improved in November. New orders are rising, and delivery 

times fell to their lowest levels since August.  

 

▪ Shipping rates have declined somewhat, and the number of containers being 

offloaded at the Port of Long Beach is exceeding pre-pandemic volumes. 

  

▪ Companies are in the process of diversifying, fortifying, and localizing their supply 

chains, although this is primarily a long-term development. 

 

▪ Conditions in Asia should improve in the new year. China is relying more on coal 

to avoid power outages to industrial plants, while governments in Southeast Asia 

are opening more storage space and hiring more port workers.    

 

▪ There is considerable evidence of double-ordering and stockpiling of inventory to 

ensure production. This buy-in-advance mentality means that pressure on 

suppliers could ease as 2022 unfolds. 

 

▪ Companies are utilizing technical innovations to streamline supply chains, 

including automated equipment and software, new processing technologies, and 

artificial intelligence. 

 

▪ Manufacturers of goods using semiconductors are adjusting effectively to 

shortages by redesigning products, shifting production lines, shipping 

uncompleted units, and substituting older lower-tech models. 

 

Conditions should improve gradually as 2022 unfolds. In the medium term, unit 

shipments should recover, although in an environment of higher input costs and 

selling prices. 

 

Corporate Earnings: It is truly impressive that corporate earnings remain in a boom 

despite widespread shortages of components, a sharp rise in the prices of raw 

materials, rising labor costs, and skyrocketing freight and shipping costs. Businesses 

responded to these daunting challenges through price increases, rapid growth in 

productivity, and reductions in overhead expenses. Profit margins in Q2 and Q3 rose 

to record levels.  
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▪ Profit Margins: However, these pressures are likely to persist into early 2022, 

implying that companies could face escalating cost pressures over the next several 

quarters. Investors should be prepared for earnings disappointments in Q4, most 

notably for firms in the manufacturing and transportation industries. 
 

Labor Shortages: There is already preliminary evidence of improvement in the supply 

of labor. Following several months of very disappointing employment growth, private 

sector payrolls jumped by more than 600,000 in October, the largest increase since 

July. Growth was especially strong in leisure and hospitality, with a monthly increase 

of 165,000 workers. There are several factors that will allow labor market conditions 

to loosen in coming months: 
 

▪ Rapid improvement in public health conditions should enable many unemployed 

workers to resume their job searches 
 

▪ Expiration of the government’s emergency unemployment benefit program should 

encourage previous beneficiaries to reenter the job market 
 

▪ A return to in-person schooling should allow many parents to resume work 
 

▪ Rapidly rising wages augmented by signing bonuses should attract workers 

currently on the sidelines 
 

It is important to understand that the shortage of high-skilled workers is likely to be a 

long-term structural problem — but the short-term reopening-induced worker squeeze 

could be resolved by the middle of next year. Most importantly for global commerce, 

the supply of truck drivers and dockworkers should improve significantly over the next 

year, although the next several months will remain challenging. 
 

ECONOMIC IMPLICATIONS 
 

The pandemic has graphically revealed the extent to which Western economies are 

dependent upon imported goods — most urgently for semiconductors and medical 

supplies. Memories of the painful shortages, bottlenecks, and cost increases this year 

will almost certainly prompt businesses to make meaningful strategic changes to 

operations. Investors should expect a partial reversal in the forces of globalization and 

offshoring as businesses consolidate supply chains in closer proximity to end markets.  
 

Policymakers in the US and Europe are becoming increasingly convinced that vital 

goods should be sourced domestically, especially for national security and public 

health reasons. US firms are likely to seek stability with respect to the availability of 

materials and components by vertically integrating operations within the US, thereby 

prioritizing security of supplies over efficiency and expense reductions. Emergence of 

a “built in America” paradigm could reinforce the current capital goods cycle that has 

gathered momentum as businesses invest cash flow in new investments in plant and 

equipment in the domestic market.  
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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.     
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