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Seven Crucial Questions this Earnings
Season Can Answer
As investors strain to imagine the post-pandemic normal, a blurry vision is already coming
into view.
Roughly halfway through this earnings season, markets seem cautiously impressed. Aside from a little
chatroom-fueled volatility, risk assets continue to drift higher. While cheerier global economic reports have
been accumulating for weeks, they only record past measures of recovery from the pandemic shock. The
collected mosaic of corporate stories, however, offers a blurry picture of the future, or at least some tentative
answers to crucial investor questions.
1.

Is the end in sight? Yes. These are the first corporate reports since vaccines arrived and the first that
are delivering growth compared to a year ago, before widespread lockdowns. Vaccine rollouts have hit
snags and the contagious new virus strains may pose risks, but the trajectory remains unquestionably
positive. So far, more than three-quarters of the reports have beat sales and earnings estimates. That’s
good even in a world of corporate guidance that is gamed to deliver happy surprises. More important,
the tone of the conference calls has done little to undermine the broader narrative.

2.

Can stocks go higher? Can spreads get tighter? Possibly, at least a little. Much of the equities
rally last year came from multiple expansions as the world’s central banks delivered rock-bottom rates
and promised to keep them there. Higher multiples are as hard to imagine as lower rates, as are tighter
corporate spreads. This means the hard work of delivering returns will have to come from rising
earnings. So far, so good.

3.

Are banks sound? Yes, whew! There are few thoughts more chilling than a pandemic that might have
struck in 2008, shutting down the global economy and taking the undercapitalized financial system
with it. Bank earnings have been battered by the past year, but the likes of J.P. Morgan and Citigroup
entered the crisis with plenty of capital and are already releasing reserves they had set aside as fears of
COVID-triggered defaults recede.

4.

Will we still spend more time at home? Almost certainly. Amazon, the bellwether for bringing the
world to your couch, reported $100 billion in quarterly revenue for the first time, confirming just how
much online retailing continues to embed itself in our daily patterns. Pinterest and Snap reported their
revenues were roughly two-thirds higher than the same period last year. And for those looking for
entertainment while they weren’t shopping, Activision Blizzard, designers of the famed Call of Duty
video game series, reported 24% revenue gains.

5.

Will technology continue to drive change? Absolutely. Apple reported a blowout quarter as
iPhones continue to find new hands to hold them. Microsoft beat revenue expectations for its Azure
public cloud business, while Texas Instruments reported strong demand for its line of personal
electronics. Watch for Zoom’s numbers this week, but there does not appear to be any let up in the ways
new technological tools continue to transform corporate business models and personal habits.
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6.

And climate? Corporate efforts to boost renewable energy and reduce carbon footprints were
accelerating before quarantines shut down business travel or a new U.S. administration announced
new commitments to address climate change. While missing earnings expectations this time, Tesla
predicted 50% average annual growth over the next few years. Ford reported a loss last year but
announced a whopping increase in its electric vehicle expansion to $29 billion (higher still than
General Motors’ $27 billion). Meanwhile, last year’s collapse in oil prices and grim outlook for the
industry has triggered talk of consolidation.

7.

What about supply chains? Any shock and recovery even half the scale of last year’s puts enormous
stress on the world’s supply chains, which were already shifting around geopolitical tensions and tariff
wars. The unmistakable worry now is the shortage of semiconductors that comes from the cyclical
demand for new technology and the secular transformation in many industries—including all those new
electric vehicle production lines. International Paper and Peloton reported higher supply chain costs
from surging demand. Companies that can’t manage these strains will struggle next year.

A good earnings season is hardly a guarantee of a great year ahead. The true scars of the crisis are yet to be
fully revealed and the headwinds from long-term secular stagnation remain a challenge. Still, the image
coming into view offers a dim outline of what the new “normal” may bring, and it already looks better than
we might have expected when winter struck.
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IMPORTANT INFORMATION
Any forecasts in this document are based upon Barings opinion of the market at the date of preparation and are subject to change
without notice, dependent upon many factors. Any prediction, projection or forecast is not necessarily indicative of the future or likely
performance. Investment involves risk. The value of any investments and any income generated may go down as well as up and is not
guaranteed. Past performance is no indication of current or future performance. PAST PERFORMANCE IS NOT NECESSARILY
INDICATIVE OF FUTURE RESULTS. Any investment results, portfolio compositions and or examples set forth in this document are
provided for illustrative purposes only and are not indicative of any future investment results, future portfolio composition or
investments. The composition, size of, and risks associated with an investment may differ substantially from any examples set forth in
this document. No representation is made that an investment will be profitable or will not incur losses. Where appropriate, changes in
the currency exchange rates may affect the value of investments. Prospective investors should read the offering documents, if applicable,
for the details and specific risk factors of any Fund/Strategy discussed in this document.
For Professional Investors/Institutional Investors only. This document should not be distributed to or relied on by Retail/Individual
Investors.
Barings LLC, Barings Securities LLC, Barings (U.K.) Limited, Barings Global Advisers Limited, Barings Australia Pty Ltd, Barings
Japan Limited, Baring Asset Management Limited, Baring International Investment Limited, Baring Fund Managers Limited, Baring
International Fund Managers (Ireland) Limited, Baring Asset Management (Asia) Limited, Baring SICE (Taiwan) Limited, Baring Asset
Management Switzerland Sàrl, and Baring Asset Management Korea Limited each are affiliated financial service companies owned by
Barings LLC (each, individually, an "Affiliate"), together known as "Barings." Some Affiliates may act as an introducer or distributor of
the products and services of some others and may be paid a fee for doing so.
NO OFFER:
The document is for informational purposes only and is not an offer or solicitation for the purchase or sale of any financial instrument
or service in any jurisdiction. The material herein was prepared without any consideration of the investment objectives, financial
situation or particular needs of anyone who may receive it. This document is not, and must not be treated as, investment advice, an
investment recommendation, investment research, or a recommendation about the suitability or appropriateness of any security,
commodity, investment, or particular investment strategy, and must not be construed as a projection or prediction.
In making an investment decision, prospective investors must rely on their own examination of the merits and risks involved and before
making any investment decision, it is recommended that prospective investors seek independent investment, legal, tax, accounting or
other professional advice as appropriate.
Unless otherwise mentioned, the views contained in this document are those of Barings. These views are made in good faith in relation to
the facts known at the time of preparation and are subject to change without notice. Individual portfolio management teams may hold
different views than the views expressed herein and may make different investment decisions for different clients. Parts of this document
may be based on information received from sources we believe to be reliable. Although every effort is taken to ensure that the
information contained in this document is accurate, Barings makes no representation or warranty, express or implied, regarding the
accuracy, completeness or adequacy of the information.
These materials are being provided on the express basis that they and any related communications (whether written or oral) will not
cause Barings to become an investment advice fiduciary under ERISA or the Internal Revenue Code with respect to any retirement plan,
IRA investor, individual retirement account or individual retirement annuity as the recipients are fully aware that Barings (i) is not
undertaking
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