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Shortages? Not in the nexus between the physical 
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 _ Supply-side constrained physical economy induces digital solutions/ alterna-
tives 

_ Opportunities in the nexus: We favor firms that provide or utilize digital solu-
tions 

_ Energy – Little control over pricing, or regulations or in delivering the alterna-
tives 

_ Health Care – Productivity of more medicines, innovative devices, telemedi-
cine 

_ 3Q S&P EPS reporting: A strong start with Financials beat by 22% 

 

Supply-side constrained physical economy induces digital solutions/ alternatives 

The makers and movers of physical goods still warn of heightened costs and operational challenges likely lasting at least 

through the end of the year. Shortages of materials, supply chain delays, consequent higher input costs, along with intensifying 

labor supply strains in the industries of hard work has been the manager announcement on repeat play this autumn. The 

causes are many, ranging from what should pass pandemic supply-side disruptions against still lopsided goods demand given 

the lingering everything from home lifestyle. Also, perhaps less of a stick and carrot in the labor market and challenging 

demographics; continued trade tensions and import tariffs; uncertainty on taxes and regulations that affect the supply side, 

especially fossil fuels. These issues are getting plenty of attention and last week we discussed the risks to the companies 

raising prices to address these challenges, as price hikes discourage customers and encourage competitors. This week, we 

revisit the opportunities that these physical challenges present digital firms and the solutions that the digital world can provide 

physical companies looking to raise productivity instead of price. 

Opportunities in the nexus: We favor firms that provide or utilize digital solutions 

We expect another good quarter of revenue and earnings growth from most digital firms (Tech/Communications) in 3Q, as 

most of these firms aren’t supply chain or labor constrained. But, it will be interesting to observe where the digital and physical 

world intersect. We think some physical firms will point to increased usage of digital tools and presence to mitigate cost 

pressures and deliver goods to customers as promised, on time with stable pricing. Some big retailers, fast food restaurants 

and financial services are pointing to more digital customer interface derived cost savings. Yet some digital world firms are 

feeling physical economy pressures, internet retailers (shipping costs) and cheaper tech hardware/devices. That said, we 

expect biggest supply pressures at Auto, Consumer Goods, Materials, Industrials. Some of these firms will likely raise prices 

to protect margins, thus longer-term risks. 

 

Energy – Little control over pricing, or regulations or in delivering the alternatives 

Energy firms have little to no control over product pricing, as quintessential price takers. Yet, the recent surge in oil and natural 

gas prices benefits their profitability.  We’re skeptical about the sustainability of current oil prices given a firm US dollar with 

recent strength on rising short-term yields. The bond market seems confident the Fed will fight inflation. But slower growth in 

China, with RMB interest rate and foreign exchange (FX) implications poses risk to oil prices. And reducing carbon emission 

goals continues to gain public policy support and from private enterprise, consumers and many investors. Regulations might 
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keep US oil production well below potential, but global supply should temper prices. If not, US supply potential exists. Maybe 

oil prices are just rising in response to broad inflation, a switch in the usual causality. The falling share of energy of US gross 

domestic product (GDP) limits the risk to the economy from upward oil prices. Higher oil still adds to S&P earnings per share 

(EPS), but Energy’s small share of profits and the likely limited upturn in capital expenditures (capex) on materials and equip-

ment this time suggests a minor S&P EPS benefit. 

Health Care – Productivity of more medicines, innovative devices, telemedicine 

We think healthcare is where the economy’s next major inflation vs. productivity battle will be fought. Healthcare is the biggest 

part of personal consumption expenditures and rising. Healthcare is where demand is likely to pressure physical economy 

supply over the long-term, especially for skilled labor. For this reason, we expect healthcare providers to continue to seek 

productivity enhancers of medicines to reduce sickness and extend longevity and more innovative medical devices and tele-

medicine to save valuable healthcare worker time. 

3Q S&P EPS reporting: A strong start with Financials beat by 22% 

The first week of 3Q earnings season is mostly Financials. Big banks beat analyst expectations on revenue and strongly on 

EPS with more loan reserve release and strong capital market activities. Close to 65% of Financials sector by earnings have 

reported and in aggregate they beat on EPS by 22% and on sales by 4.2%. This and next week are the busiest of this earnings 

season with 41% and 18% of the index earnings to be reported. We did expect strong beats at Banks and good beats at digital 

companies of Tech/Communications and also Health Care. But we expect the rest of companies will have less than 5% beats. 

3Q S&P EPS likely finishes at roughly $53, sequentially flattish vs. 2Q21, signaling that the giant leaps in sequential quarterly 

S&P EPS of the past 5 quarters may be coming to an end. 
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GLOSSARY 

Capital expenditure (Capex) are funds used by a company to acquire or upgrade physical assets such as property, industrial 

buildings or equipment. 

Earnings per share (EPS) is calculated as a company's net income minus dividends of preferred stock, all divided by the 

total number of shares outstanding. 

FX or foreign exchange is the currency — literally foreign money — used in the settlement of international trade between 

countries. 

The gross domestic product (GDP) is the monetary value of all the finished goods and services produced within a country's 

borders in a specific time period. 

Inflation is the rate at which the general level of prices for goods and services is rising and, subsequently, purchasing power 

is falling. 

The personal consumption expenditure (PCE) measure is the component statistic for consumption in gross domestic prod-

uct (GDP) collected by the United States Bureau of Economic Analysis (BEA). 

Productivity measures how much economic output is produced for a given level of inputs (such as capital and labor). 

The S&P 500 is an index that includes 500 leading U.S. companies capturing approximately 80% coverage of available U.S. 

market capitalization. 

Telemedicine refers to diagnostics and therapy bridging a spatial or temporal distance between docotor and patient. 
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IMPORTANT INFORMATION – EMEA, APAC & LATAM 

DWS is the brand name of DWS Group GmbH & Co. KGaA and its subsidiaries under which they do business. The DWS legal entities offering products or 
services are specified in the relevant documentation. DWS, through DWS Group GmbH & Co. KGaA, its affiliated companies and its officers and employees 
(collectively “DWS”) are communicating this document in good faith and on the following basis. 

This document is for information/discussion purposes only and does not constitute an offer, recommendation or solicitation to conclude a transaction and should 
not be treated as investment advice. 

This document is intended to be a marketing communication, not a financial analysis. Accordingly, it may not comply with legal obligations requiring the impartiality 
of financial analysis or prohibiting trading prior to the publication of a financial analysis. 

This document contains forward looking statements. Forward looking statements include, but are not limited to assumptions, estimates, projections, opinions, 
models and hypothetical performance analysis. No representation or warranty is made by DWS as to the reasonableness or completeness of such forward looking 
statements. Past performance is no guarantee of future results. 

The information contained in this document is obtained from sources believed to be reliable. DWS does not guarantee the accuracy, completeness or fairness of 
such information. All third party data is copyrighted by and proprietary to the provider. DWS has no obligation to update, modify or amend this document or to 
otherwise notify the recipient in the event that any matter stated herein, or any opinion, projection, forecast or estimate set forth herein, changes or subsequently 
becomes inaccurate. 

Investments are subject to various risks. Detailed information on risks is contained in the relevant offering documents. 

No liability for any error or omission is accepted by DWS. Opinions and estimates may be changed without notice and involve a number of assumptions which 
may not prove valid. 

DWS does not give taxation or legal advice.  

This document may not be reproduced or circulated without DWS’s written authority.  

This document is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country 
or other jurisdiction, including the United States, where such distribution, publication, availability or use would be contrary to law or regulation or which would 
subject DWS to any registration or licensing requirement within such jurisdiction not currently met within such jurisdiction. Persons into whose possession this 
document may come are required to inform themselves of, and to observe, such restrictions. 

For institutional / professional investors in Taiwan: 

This document is distributed to professional investors only and not others. Investing involves risk. The value of an investment and the income from it will fluctuate 
and investors may not get back the principal invested. Past performance is not indicative of future performance. This is a marketing communication. It is for 
informational purposes only. This document does not constitute investment advice or a recommendation to buy, sell or hold any security and shall not be deemed 
an offer to sell or a solicitation of an offer to buy any security. The views and opinions expressed herein, which are subject to change without notice, are those of 
the issuer or its affiliated companies at the time of publication. Certain data used are derived from various sources believed to be reliable, but the accuracy or 
completeness of the data is not guaranteed and no liability is assumed for any direct or consequential losses arising from their use. The duplication, publication, 
extraction or transmission of the contents, irrespective of the form, is not permitted. 

© 2021 DWS Investment GmbH 

Issued in the UK by DWS Investments UK Limited which is authorised and regulated in the UK by the Financial Conduct Authority. 

© 2021 DWS Investments UK Limited 

In Hong Kong, this document is issued by DWS Investments Hong Kong Limited. The content of this document has not been reviewed by the Securities and 
Futures Commission. 

© 2021 DWS Investments Hong Kong Limited 

In Singapore, this document is issued by DWS Investments Singapore Limited. The content of this document has not been reviewed by the Monetary Authority 
of Singapore. 

© 2021 DWS Investments Singapore Limited 

In Australia, this document is issued by DWS Investments Australia Limited (ABN: 52 074 599 401) (AFSL 499640). The content of this document has not been 
reviewed by the Australian Securities and Investments Commission. 

© 2021 DWS Investments Australia Limited 

as of 10/20/21; 086135_1 (10/2021) 

IMPORTANT INFORMATION – NORTH AMERICA 

The brand DWS represents DWS Group GmbH & Co. KGaA and any of its subsidiaries, such as DWS Distributors, Inc., which offers investment products, or 
DWS Investment Management Americas Inc. and RREEF America L.L.C., which offer advisory services. 

This document has been prepared without consideration of the investment needs, objectives or financial circumstances of any investor. Before making an invest-
ment decision, investors need to consider, with or without the assistance of an investment adviser, whether the investments and strategies described or provided 
by DWS, are appropriate, in light of their particular investment needs, objectives and financial circumstances. Furthermore, this document is for information/dis-
cussion purposes only and does not and is not intended to constitute an offer, recommendation or solicitation to conclude a transaction or the basis for any 
contract to purchase or sell any security, or other instrument, or for DWS to enter into or arrange any type of transaction as a consequence of any information 
contained herein and should not be treated as giving investment advice. DWS, including its subsidiaries and affiliates, does not provide legal, tax or accounting 

advice. This communication was prepared solely in connection with the promotion or marketing, to the extent permitted by applicable law, of the transaction or 
matter addressed herein, and was not intended or written to be used, and cannot be relied upon, by any taxpayer for the purposes of avoiding any U.S. federal 
tax penalties. The recipient of this communication should seek advice from an independent tax advisor regarding any tax matters addressed herein based on its 
particular circumstances. Investments with DWS are not guaranteed, unless specified. Although information in this document has been obtained from sources 
believed to be reliable, we do not guarantee its accuracy, completeness or fairness, and it should not be relied upon as such. All opinions and estimates herein, 
including forecast returns, reflect our judgment on the date of this report, are subject to change without notice and involve a number of assumptions which may 
not prove valid. 

Investments are subject to various risks, including market fluctuations, regulatory change, counterparty risk, possible delays in repayment and loss of income and 
principal invested. The value of investments can fall as well as rise and you may not recover the amount originally invested at any point in time. Furthermore, 
substantial fluctuations of the value of the investment are possible even over short periods of time. Further, investment in international markets can be affected 
by a host of factors, including political or social conditions, diplomatic relations, limitations or removal of funds or assets or imposition of (or change in) exchange 
control or tax regulations in such markets. Additionally, investments denominated in an alternative currency will be subject to currency risk, changes in exchange 
rates which may have an adverse effect on the value, price or income of the investment. This document does not identify all the risks (direct and indirect) or other 
considerations which might be material to you when entering into a transaction. The terms of an investment may be exclusively subject to the detailed provisions, 
including risk considerations, contained in the Offering Documents. When making an investment decision, you should rely on the final documentation relating to 
the investment and not the summary contained in this document. 

This publication contains forward looking statements. Forward looking statements include, but are not limited to assumptions, estimates, projections, opinions, 
models and hypothetical performance analysis. The forward looking statements expressed constitute the author’s judgment as of the date of this material. Forward 


