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Economics
February 28 2011

Earnings season: Headwinds aplenty 
Corporate profit season 

 The profit-reporting season has largely concluded, although there are a small number of ASX 200 
companies to report. CommSec has assessed the results of the 120 companies that reported half year 
(HY) results (results for the six months to December) and 32 companies that reported for the full year (FY) 
to December. (Results are up to and including February 25). Aggregate half-year profits are up 25.2 per 
cent on a year ago while aggregate FY earnings are up 183 per cent. 

 Overall 101 companies or 84 per cent of HY companies produced a profit for the half year while only two of 
the FY companies didn’t report a profit. And 59 per cent of the HY companies reported an improvement in 
profit while 83 per cent of FY companies reported a similar lift in earnings. 

 As at June the 152 companies had cash balances of $102.5 billion, up 25 per cent on the previous 
reporting periods. 

 The vast majority of ASX 200 companies paid dividends. Of the HY reporting companies, 83 per cent 
issued a dividend while 80 per cent of the FY reporting companies issued a dividend. 

 Just like last reporting season, aggregate earnings results for Corporate Australia were solid, but analysts 
wanted more. Bloomberg reports that 29 per cent of companies beat market expectations for earnings per 
share (positive surprises) while 49 per cent disappointed. 

What do the figures show and what does it all mean? 
• In the last profit-reporting season in August 2010, analysts under-estimated the pressures being faced by 

Australian companies. That is, more companies fell short of earnings forecasts (negative earnings ‘surprises’) 
than those reporting better-than-expected results (positive earnings ‘surprises’). And it has been a similar story in 
the latest reporting period. 

• Sure, Aussie companies continue to do well, with aggregate profits for ASX 200 companies up 25.2 per cent on a 
year ago. But analysts were expecting even better results. It is clear that rising interest rates, a high Australian 
dollar, increases in raw material prices, variable weather conditions and conservative consumers have all 
provided headwinds for Australian companies over the past six months. 

• Domestic-focussed companies have hardly been effusive about the outlook, with most of the headwinds that were 
in operation over the past six months still present. And resources companies have also expressed a few 
reservations despite generally favourable operating conditions. The main concern relates to inflation in developing 
nations, especially China, and the risk that this could prompt overly tight monetary conditions and a marked 
slowdown of economic activity. 

• Interestingly it has been the variability of the weather over summer that has been frequently been noted by 
companies in the latest reporting season – and across a range of sectors. 

• A raft of companies expressed disappointment that summer arrived late with wet weather dominating across the 
eastern and southern states. Retailers, food manufacturers and mining companies were amongst those to be 
affected by the La Nina conditions.  

• In aggregate, the 120 companies reporting for the half year (FY) to December posted earnings of $28.2 billion (up 
25.2 per cent) while the 29 companies reporting for the full year (HY) to June posted earnings of $23.7 billion (up 
183 per cent).  
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• And, as was apparent last earnings season, companies have elected to maintain high cash balances. Of course 
this may prove to be good or bad news, depending on your perspective. Companies can’t just sit on the cash; 
otherwise they will earn the ire of investors. And this is especially a problem for resource companies given the 
significant income being reaped from China and other Asian nations. 

• The HY companies have cash balances of just over $76 billion (up 23.6 per cent on the previous year). The FY 
companies have cash balances of just over $26.4 billion (up 29.8 per cent on a year ago). 

• The HY companies achieved a 25.2 per cent aggregate lift in earnings with a 10.6 per cent increase in revenue 
outpacing a near 9 per cent lift in expenses. The FY companies did better with a 16.4 per cent lift in sales 
outpacing a 4.6 per cent lift in expenses or cost of sales, reflected in a 183 per cent rise in earnings. Certainly 
strong conditions in the first half of calendar 2010 served to offset any weakness in the second half of the year. 

• Compared with analyst forecasts, earnings per share (EPS) results tended to disappoint with the main errors 
being made on expenses. Bloomberg indicates that 29 per cent of HY reporting ASX 200 companies beat analyst 
forecasts on earnings per share while 49 per cent fell short. But while only 35 per cent of companies beat net 
income forecasts, 44 per cent beat analyst sales forecasts. 

• In terms of EPS, positive surprises marginally outweighed negative surprises in financials while health care and 
technology sectors had an even number of positive and negative ‘surprises’. By contrast negative surprises 
dominated in consumer goods (83 per cent of results) and in telecommunications and utilities (66 per cent of 
results). 

• Companies also continue to put the global financial crisis behind them with most issuing dividends. And of those 
HY reporting companies that paid dividends, only 16 per cent have chose to reduce the interim dividend 
compared with the same period of a year earlier. 

• Attached are tables showing the earnings results for the ASX 200 companies that have so far reported either full 
year or half-year results to December 2010. 

Outlook: 
• This may be as good as it is going to get. While mining and energy companies will continue to benefit from 

industrialisations in China and India and firmer Asian economies, domestic-focussed companies are facing more 
challenging conditions. Consumers are cautious about parting with their cash, are pushing hard for bargains and 
causing companies to trim prices and margins. The lofty Australian dollar is also adding to the deflationary 
influences in force in the domestic economy. 

• At the same time all companies are competing hard for available resources, especially labour. The challenge is to 
keep costs under control at a time when top line sales are harder to come by. And then there is the issue of rising 
raw material costs for manufacturers with agricultural, mining and energy prices marching higher. 

• Resources companies certainly don’t have it all their own way. While there is super-strong demand for their 
products, cyclones and wet weather have played havoc with iron ore and coal production in north Queensland 
and northern Western Australia over the summer months, crimping earnings. 

• Domestic-focussed companies face uncertain conditions over the next six months. While the job market is in good 
shape, wages are outstripping prices and wealth is at record highs, consumers are more inclined to put the dollars 
in the bank than either spend it or put it to work in the property or sharemarket. At the same time, home 
construction is weak with approvals to build new homes down in five of the past seven months. Competition for 
the increasingly rare consumer dollar has certainly heated up in retail and financial sectors, keeping downward 
pressure on margins and profitability. 

• CommSec remains cautious on prospects for the ASX 200. While profitability and cash-flow are strong, there is a 
growing dichotomy between domestic-focussed and resources sectors. And non-resource globally-focussed 
companies still have to contend with a high Australian dollar.  

• The domestic economy is expected to strengthen over 2011, driven by business investment, the farm sector and 
rebuilding/repair work after the floods/cyclones. But the Australian sharemarket is hardly cheap with the historic 
price earnings ratio standing at 15.38, slightly below the long-term average of 15.5. Arguably, given the 
conservatism of investors, a far lower PE ratio may be necessary to attract funds into the sharemarket than fixed 
interest. 

• Further, the high Australian dollar is still a barrier to foreign investors. Our currency strategists expect the Aussie 
dollar to ease against the greenback – but not until the second half of the year. 

• Overall CommSec remains comfortable with current forecasts with the ASX 200/All Ordinaries tipped to lift to 
5,100 points by mid-year and to 5,400 by the end of 2011. 
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