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U.S. Corporate Cost Pressures May  
Hit Profit Margins In The Near Term 
April 27, 2021  

Key Takeaways 

– Most U.S. corporate sectors expect the pandemic, supply chain disruptions, and rising 
commodity and labor costs to drive up input prices this year. 

– Such pressures are largely manageable through cost-saving strategies, productivity gains, 
or pass-through to customers.  

– S&P Global Ratings expects profit-margin erosion to be moderate, hitting a relatively small 
percentage of companies, and unlikely to weigh too heavily on credit quality. 

As signs of rising inflation in the U.S. fuel the view among investors that the Federal Reserve will 
need to raise its benchmark interest rates sooner than it would like, corporate borrowers in many 
sectors are feeling some input-price pressures, as well.  

We believe the pickup in headline inflation is tied primarily to resurgent economic activity after the 
pandemic-induced economic standstill and corresponding depressed prices last year. Against this 
backdrop, we expect the upward trend of corporate borrowers’ cost pressures to moderate in the 
next year or two, as the economic recovery starts to level off and business activities return to more 
normal levels. Moreover, we think industries will largely be able to manage rising prices through 
cost-saving strategies, productivity gains, or by passing them through to customers. 

Still, cost pressures look set to shrink near-term profit margins in many sectors—although we 
expect any erosion to be only moderate, hitting a relatively small percentage of companies, and we 
don’t expect it to weigh too heavily on credit quality. For most, the acceleration of the recovery in 
the world’s biggest economy—which will add to revenues as demand picks up—is far more crucial 
to their bottom lines. 

Various Forces Drive Up Input Prices This Year 

The forces behind the increase in input prices are varied, with the pandemic and associated 
recession among the most cited (see chart 1). For sectors such as media and entertainment, health 
care services, and retail and restaurants, there are costs of complying with COVID-19 protocols 
onsite—including sanitation and providing personal protective equipment. For others, supply-
chain disruptions because of pandemic-induced production constraints and the subsequent 
sudden demand uptick have increased input prices. For example, semiconductor shortages mean 
the auto industry could suffer a net loss of production of as many as 3 million units this year 
(roughly 3%-5% of global production), testing automakers’ willingness to pay higher prices for 
chips. Sectors such as consumer products are also seeing a surge in shipping costs. 

Relatedly, rising commodities prices are driving up costs, especially for manufacturing sectors. 
Prices for steel and copper have hit decade highs only a year after dropping to near-decade lows. 
We’ve raised our assumptions for most metals prices for 2021-2023 as demand is rebounding while 
supplies remain stubbornly tight. Declining ore grades, producer discipline, and trade barriers are 
all contributing to a price spike this year, but we expect prices will moderate because of the 
tendency for shortages to be rectified through incremental production and substitution. 
Regardless, some of this pressure from higher commodities prices will flow downstream to 
industries such as autos, capital goods, and building materials. Transportation segments—airlines 
in particular—are also affected by higher oil and jet fuel prices. 
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Trade policies and tariffs have left the spotlight but continue to be a key cost factor for industries 
exposed to cross-border supply chains (China, in particular). These include technology, chemicals, 
capital goods, and agricultural commodities. In addition, long-standing frictions between the U.S. 
and Canada over softwood lumber continue to influence prices, weighing on the building materials 
sector. 

Chart 1 

Forces Driving Up Input Prices This Year 

 

Ongoing secular transformational changes influence input-price dynamics as well. For example, 
retailers continue to increase their investment in e-commerce infrastructure. Media and 
entertainment companies are increasingly competing for original content as streaming services 
proliferate. Higher costs associated with environmental, social, and governance factors are also a 
concern for companies, especially those in the metals and mining industry. 

Labor Costs Are Likely To Remain Manageable 

For many sectors, labor costs are always a concern—although wage pressures have yet to surface 
in earnest in the broader economy, and the desire by Democrats in Washington to raise the federal 
minimum wage to $15 has stalled for now. The Senate parliamentarian has ruled that the proposed 
minimum-wage hike doesn’t comply with the rules on budget reconciliation, which means 
Democrats would have to pass a bill through regular order—an extremely unlikely outcome, given 
the lack of Republican support. 

At the same time, while the rebound in the world’s biggest economy is accelerating, the recovery in 
jobs growth remains soft. As it stands, the labor market is more than 8 million jobs short of the pre-
pandemic peak, and while headline unemployment fell to 6.0% in March, almost 10 million people 
are still jobless—with more than four in every 10 of them long-term (27 weeks or more) 
unemployed. Adjusting for declining labor force participation (with many potential workers having 
stopped searching for jobs) and misclassification, the unemployment rate is even higher, at around 
8.7%—or about 14 million people out of work. 

Still, wages are top of mind for many companies—particularly those in service-related industries 
such as retail and restaurants, lodging and leisure, and health care. 

For retailers and restaurants overall, labor costs account for the bulk of their cost pressure, and 
the prospect of a $15 minimum wage is a risk for borrowers in these sectors—especially those 
without the scale to absorb the cost. Still, we don’t see significant pricing headwinds. For 
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restaurants, there’s been limited food-price inflation, and many can soften the effects of rising 
wages with technology (for example, by using tablet menus on tables instead of waitstaff). 

As the lodging industry starts to rebound, it will likely grapple with higher property and room taxes 
as cities try to fill budget holes. Companies in the lodging sector may also have to raise wages to 
compete for labor in the next few years, given that many hospitality workers have left the industry 
since the pandemic began, and huge retailers such as Walmart, Target, and Amazon have all raised 
wages. 

Labor expense is usually the largest single cost for most transportation companies. In some heavily 
unionized sectors, such as airlines and railroads, pay scales are set by contract and aren’t likely to 
change in the near-term. And when pay scales do change, supply/demand dynamics will largely 
frame expectations. For example, the near-term surge in demand for freight moves and the long-
term shortage of drivers will, together, push up pay rates in the trucking industry.  

Labor costs (and the costs of care) have risen also for health-care services. Shortages in certain 
sectors, such as nursing, are creating the need to use more-expensive outsourced staffing—along 
with the increased cost of personal protective equipment—though we expect these costs to 
moderate in the second half of 2021. 

Finally, for media and entertainment, the rising complexity of production is increasing the cost of 
making new content. While we’ve seen no signs that demand for scripts, talent, and crews is 
outstripping supply, the price of top-tier talent keeps increasing, which means the cost for second-
tier talent increases as well, and so on down the line. 

Cost-Cutting, Capacity Utilization, And Pass-Throughs 

To deal with rising input prices, some sectors are implementing cost-saving strategies or boosting 
productivity. For example, health care services providers are switching to volume-based payment 
models, homebuilders are adopting technology that can lower overhead, and consumer products 
companies are focusing on a more favorable product mix. 

Capacity utilization may still be below pre-pandemic levels this year for certain sectors. Therefore, 
total costs are manageable even if unit input prices go up. In the hard-hit cruise sector, for 
example, ships are in various stages of lay-up, which means they are minimally staffed and use 
very little fuel. When cruises resume, passenger capacity will be lower initially, so cruise operators 
will hire fewer employees. We also expect the industry will use less fuel since the focus will at first 
be on shorter trips, and operators have scrapped older, less efficient ships. 

Another channel for alleviating higher input prices is the pass-through channel. We see significant 
variation across and within sectors in terms of ability to pass higher prices along to consumers (see 
chart 2). In general, companies operating in highly competitive and fragmented markets (e.g., 
building materials, specialty apparel), confronting pricing scrutiny (e.g., health care services), or 
still suffering from weak demand (e.g., airlines, oil field services) may find it more difficult to pass 
on higher input prices in the near term. Conversely, homebuilders, supported by strong demand 
and historically low interest rates, have been able to pass through higher costs and expect to 
continue doing so. Agricultural commodities and data centers also rely on pass-through pricing 
mechanisms. 
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Chart 2 

Most U.S. Sectors See Rising Input Prices; Pass-Through Ability Varies 

 

What It Means For Profits 

For most U.S. corporate sectors, cost pressures will likely weigh on profit margins in the near-term. 
However, by and large, this drag will be, at worst, moderate, and will only affect a relatively small 
proportion of companies (see chart 3). Furthermore, it’s unlikely to materially hurt credit quality for 
borrowers we rate. In some cases, the strengthening of the economic recovery will add to revenues 
and more than make up for any erosion in profit margins.  

For example, many building materials companies rely on cost pass-throughs and steady volumes to 
preserve cash contributions to fixed costs, including debt service. Most building materials 
distributors have low fixed costs and low capital requirements, which should foster credit resilience 
amid cyclical market conditions. Manufacturers of products such as cabinets, roofing, or cement, 
on the other hand, face a commodity squeeze and tight labor conditions amid booming demand, 
meaning that price increases are key to sustaining margins. 

Homebuilders, too, appear well-positioned to maintain or improve earnings despite higher 
materials costs. The industry has faced higher costs for labor and land for several years, but 
consolidation has enabled steady margins. Elevated lumber prices add to cost pressure, but solid 
demand and a nimble transition to lower price points has preserved margins. Similarly, among 
capital goods companies, those more exposed to steel and lumber costs could come under more 
pressure, but an overall recovery of revenue will help drive higher margins. 
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Chart 3 

Percentage of U.S. Companies Under Profit-Margin Pressure 

 

In the leisure industry, approximately 15% percent of companies (specifically those that 
manufacture toys or outdoor recreation goods) will likely experience higher materials and freight 
costs. On the other hand, lodging, gaming, cruise, fitness, and theme parks will likely enjoy 
improved margins compared to last year, even if there is some increase in labor costs, because they 
will be ramping up revenue from very low levels. 

All airlines, as well, will face moderate margin pressure due to significantly higher oil prices and an 
inability to fully pass these higher costs onto wary travelers, regardless of any offsets that can be 
obtained from those who are likely to travel regardless of price. All told, recovery of demand is 
much more important to the overall picture. Other transportation companies face much less 
pressure, as fuel surcharges in contracts mostly cover this, and, in any case, there is a shortage of 
freight-transportation capacity. 

A substantial number of retailers and restaurants, as well, will likely see inflationary pressures this 
year, but we believe these will largely be manageable as issuers use technology, operations, 
substitution, and price increases to offset them. In the longer term, as post-pandemic optimism 
and accumulated savings both dwindle, it may be more difficult for retailers to pass on price 
increases, and competitive pressures and promotional activities will likely return. At the same time, 
consumer goods companies at the low end of the ratings spectrum, particularly those whose 
products don’t hold top positions or whose portfolios face significant competition from private 
labels, could find it difficult to raise prices and as such, could see margins erode. 

Other sectors will experience no or only minimal margin pressures, including tech and telecom. 
Semiconductor and hardware companies (representing about 40% of total rated issuers in tech) 
are seeing higher costs because of semiconductor supply shortages and the pass-through of higher 
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component costs. We however expect them to successfully pass along most, if not all, of these 
higher costs to customers. And the telecom sector seems free of any margin pressures caused by 
increased input prices, consistent with the sector’s ample ability to pass on higher costs to 
customers. 

Elsewhere, hospitals and health care services providers—which are the subsectors most exposed 
to labor costs in the health care industry—were already paying a premium because of the shortage 
of skilled workers during the pandemic. But the $2.2 trillion Coronavirus Aid, Relief, and Economic 
Security (CARES) Act along with other aid monies and significant cost-cutting have protected 
margins and covered higher costs. We also foresee a rebound in patient and procedure volumes—
and, thus, revenues—so margins may actually improve. 

All told, we expect input price pressures will be largely manageable this year. Looking ahead to the 
next two to three years, most U.S. corporate sectors expect the current pressure to moderate, as 
pandemic-related disruptions lessen, the economic recovery unfolds, and productivity and 
efficiency continue to improve. 

 

Related Research 
– Economic Research: U.S. Markets See Inflationary Ghosts; Macroeconomic Signs Disagree, 

April 12, 2021 

– Orderly Global Reflation Will Support The Recovery From COVID-19, March 22, 2021 

– Central Banks, Credit Markets, And The Catch-22 Taper, March 22, 2021 

– COVID-19 Heat Map: Some Bright Spots In Recovery Amid Signs Of Stability, Feb. 17, 2021 

 

S&P Global Ratings believes there remains high, albeit moderating, uncertainty about the evolution of the 
coronavirus pandemic and its economic effects. Vaccine production is ramping up and rollouts are gathering 
pace around the world. Widespread immunization, which will help pave the way for a return to more normal 
levels of social and economic activity, looks to be achievable by most developed economies by the end of the 
third quarter. However, some emerging markets may only be able to achieve widespread immunization by year-
end or later. We use these assumptions about vaccine timing in assessing the economic and credit implications 
associated with the pandemic (see our research here: www.spglobal.com/ratings). As the situation evolves, we 
will update our assumptions and estimates accordingly. 

This report does not constitute a rating action. 

  

https://www.spglobal.com/ratings/en/research/articles/210412-economic-research-u-s-markets-see-inflationary-ghosts-macroeconomic-signs-disagree-11906516
https://www.spglobal.com/ratings/en/research/articles/210322-economic-research-orderly-global-reflation-will-support-the-recovery-from-covid-19-11884773?utm_source
https://www.spglobal.com/ratings/en/research/articles/210322-central-banks-credit-markets-and-the-catch-22-taper-11862345
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http://www.spglobal.com/ratings


U.S. Corporate Cost Pressures May Hit Profit Margins In The Near Term  

S&P Global Ratings  April 27, 2021      7 

Appendix: List Of Analytical Contacts 
Sector Analyst Name and Contact 

Aerospace & Defense Philip Baggaley 
+1 (212) 438-7683 
philip.baggaley@spglobal.com   

Autos  Philip Baggaley 
+1 (212) 438-7683 
philip.baggaley@spglobal.com   

Building Materials, Forest 
Products  

Donald Marleau 
+1 (416) 507-2526 
donald.marleau@spglobal.com   

Capital Goods  Ana Lai 
+1 (212) 438-6895 
ana.lai@spglobal.com   

Chemicals  Paul Kurias 
+1 (212) 438-3486 
paul.kurias@spglobal.com   

Consumer Products Diane Shand 
+1 (212) 438-7860 
diane.shand@spglobal.com   

Gaming, Leisure & Lodging  Emile Courtney 
+1 (212) 438-7824 
emile.courtney@spglobal.com  

Melissa Long 
+1 (212) 438-3886 
melissa.long@spglobal.com 

Health Care & 
Pharmaceuticals  

Arthur Wong 
+1 (416) 507-2561 
arthur.wong@spglobal.com  

Homebuilders  Donald Marleau 
+1 (416) 507-2526 
donald.marleau@spglobal.com  

Media & Entertainment  Naveen Sarma 
+1 (212) 438-7833 
naveen.sarma@spglobal.com  

Metals & Mining Donald Marleau 
+1 (416) 507-2526 
donald.marleau@spglobal.com  

Midstream Energy, Oil 
Refineries 

Michael Grande 
+1 (212) 438-2242 
michael.grande@spglobal.com  

Oil & Gas Thomas Watters 
+1 (212) 438-7818 
thomas.watters@spglobal.com  

REITs Ana Lai 
+1 (212) 438-6895 
ana.lai@spglobal.com  

Retail & Restaurants Sarah Wyeth 
+1 (212) 438-5658 
sarah.wyeth@spglobal.com 

Technology David Tsui 
+1 (415) 371-5063 
david.tsui@spglobal.com  

Telecom Allyn Arden 
+1 (212) 438-7832 
allyn.arden@spglobal.com  

Transportation Philip Baggaley 
+1 (212) 438-7683 
philip.baggaley@spglobal.com  
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