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) Q4 2010 Earnings Growth Results By Equity Sector
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Q4 2010 U.S. Earnings Update

Revenue Growth Kept Profi t Train Rolling

% Reported 
(# Cos)

Positive 
Surprises

Negative 
Surprises

S&P 500 74% (372/500) 70.4% 23.1%

Consumer Discretionary 60% (48/80) 75.0% 22.9%

Consumer Staples 76% (31/41) 48.4% 35.5%

Energy 63% (25/40) 84.0% 16.0%

Financials 88% (71/81) 64.8% 32.4%

Health Care 82% (42/51) 85.7% 4.8%

Industrials 83% (48/58) 70.8% 20.8%

Information Technology 84% (64/76) 78.1% 14.1%

Materials 83% (25/30) 68.0% 24.0%

Telecommunication Services 33% (3/9) 33.3% 66.7%

Utilities 44% (15/34) 40.0% 53.3%

U.S. Corporate Earnings Scorecard - Q4 2010i

Earnings shown above represent operating earnings.
Source: FactSet, FMRCo (MARE) as of 2/11/11.

• With nearly three-quarters of S&P 500 compa-
nies having reported operating profi ts for Q4 
2010, more than 70% of them have exceeded 
analysts’ expectations. Collectively, revenue 
growth accelerated from the prior quarter and 
came in well ahead of analysts’ consensus expec-
tations, providing a broad boost to profi tability.i

• The rate of earnings growth slowed in Q4 
relative to recent quarters, but became more 
broad-based on a sector-by-sector basis as 
the economic recovery became more fi rmly 
entrenched; seven of 10 sectors beat prior earn-
ings estimates, and eight of 10 sectors posted 
better-than-expected revenue growth. 

• Earnings growth rates may continue to mod-
erate going forward as comparisons to prior 
periods and profi t margin expansion become 
more diffi cult, but a broadening U.S. economic 
expansion and strong growth abroad may lend 
support to continued profi t gains.

K E Y  TA K E A W AY S

*Financials sector earnings grew by 432% in Q4, missing expectations of 1,122%. These 
fi gures were particularly large due to unusually low earnings in Q4 ‘09 as an after-effect of 
the fi nancial crisis. Financials growth rates not charted due to scale. Actual growth incorpo-
rates estimates for companies that have not yet reported Q4 results. **AIG projections and 
results are excluded from S&P 500 results due to signifi cant revisions to prior earnings 
statements announced Feb. 9, 2011. Source: FactSet, FMRCo (MARE) as of 2/11/11.

• For the seventh straight quarter, the combined earn-
ings growth rate for S&P 500 companies’ exceeded 
analysts’ expectations.** Total Q4 earnings grew 
30% year-over-year vs. expectations of 25%.

• The fi nancials sector was the largest contributor to 
the S&P 500’s collective rate of earnings growth (17 
percentage points of the 30% overall growth rate), 
but those results fell short of expectations. The fi -
nancial sector’s 432% year-over-year quarterly growth 
rate was primarily due to a benefi cial year-over-year 
comparison to Q4 2009, when earnings were de-
pressed due to the after-effects of the fi nancial crisis.

• Outside of fi nancials, energy and materials stocks 
surpassed expectations by the greatest magnitude, 
and had the most robust profi t growth due largely 
to rising commodity prices. Information technology 
and industrials—two sectors that are particularly 
sensitive to economic growth—grew earnings in ex-
cess of 20%, also ahead of expectations. Technology 
accounted for 22% of the total dollar amount of S&P 
500 earnings—the largest sector contribution.
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in spending also raise costs for fi rms and serve as 
a headwind for profi t margins. A continued solid 
economic backdrop, both in the United States and 
abroad, will likely be necessary to provide enough 
revenue growth to offset rising margin pressures. The 
profi t environment remains largely favorable, but a 
more moderate average rate of earnings growth for 
large U.S. companies may be expected in 2011. 

Investment implications
Better-than-expected corporate sales growth refl ected 
a potential shift in the economic climate. Improving 
sales trends typically make companies more willing 
to spend capital to grow their businesses, something 
they had been reluctant to do until more recently. 
Increased corporate spending is a vote of confi dence 
in the business outlook and could further reinforce 
the pick-up in economic activity. However, increases 

• With profi t margins nearing multi-year highs and 
the 2010 earnings rebound providing more diffi cult 
comparisons, the high pace of earnings growth 
driven primarily by cost-cutting may be fading. 
Increased corporate expenditures on equipment 
and other sources of capital investment, and signs 
of increased hiring, may mark a transition to a trend 
featuring more pressure on profi t margins.

• However, higher capital expenditures (+17% year-
over-year in Q4) may help buoy future top-line 
revenues by supporting the economic expansion, in 
turn reinforcing confi dence in companies to expand 
their businesses.ii

• Increased exposure to accelerating global growth 
has helped larger companies boost their revenues 
and profi ts in recent quarters. S&P 500 companies 
derived 47% of all revenues from foreign sources in 
2009, up from 32% in 2001.iii While recent data has 
pointed to a broadening U.S. expansion, growth 
outside the U.S. has been faster during the past 
year, is expected to continue in 2011, and thus may 
be a key driver of future U.S. corporate profi ts.

• After a disappointing third quarter, S&P 500 
companies’ total sales (i.e., revenue) rebounded in 
Q4, with growth exceeding expectations due to an 
improved economic backdrop. 

• Total S&P 500 companies’ sales grew 8% year-over-
year, above consensus expectations of 6% growth. 
Eight of the 10 major sectors posted revenues 
ahead of expectations—a major reversal from the 
four of 10 that beat expectations during the prior 
quarter. All 10 sectors reported positive revenue 
growth for the fi rst time since Q1 2010.

• Overall, a majority of fi rms (71%) beat revenue esti-
mates in Q4—the highest surprise percentage in at 
least three years, and up from the 54% exceeding 
revenue estimates during the prior quarter.

• Supportive monetary policies and improving U.S. 
and global economic growth led to better-than-
expected sales results for many economically 
sensitive sectors, such as consumer discretionary, 
industrials, and technology. Rising interest rates put 
pressure on revenues in the fi nancials sector, which 
fell short of analysts’ expectations.

Source [left chart]: Standard and Poor’s, FMRCo (MARE) as of 8/10/10. 
Source [right chart]: International Monetary Fund (World GDP growth projection), 
Federal Reserve (U.S. GDP growth projection), FMRCo (MARE) as of 2/7/11.

Growth above or below expectations shows total actual growth for sales and includes 
estimates for companies that have not yet reported Q4 results. 
Source: FactSet, FMRCo (MARE) as of 2/11/11.

Q4 2010 Sales Growth Results By Equity Sector
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The Market Analysis, Research and Education (MARE) group, a unit of Fidelity Management & Research Co. (FMRCo.), pro-
vides timely analysis on developments in the fi nancial markets.

Past performance is no guarantee of future results. 

Investing involves risks. Sector investments may be more volatile and riskier than investments in other types of securities. 
Investment decisions should be based on an individuals own goals, time horizon and tolerance for risk.

You cannot invest directly in an index.

Stock values fl uctuate in response to the activities of individual companies and general market and economic conditions.

[i] All references to earnings in this article refer to operating earnings, which is net income adjusted for extraordinary items, 
one time items, etc., and better represents continuing earnings. All year-over-year growth fi gures are calculated using the 
S&P 500 Index constituent companies as of 12/31/2010. All sectors represented by S&P 500 Global Industry Classifi cation 
Standard (GICS)® sectors. Source: FactSet Estimates, FMRCo (MARE) as of 2/11/2011.
[ii] Source: FactSet, FMRCo (MARE) as of 2/11/11.
[iii] Sales data by source are generally reported annually. 2010 results are not yet fully available, so 2009 represents the last 
available fully-reported year. Source: Standard and Poor’s, FMRCo (MARE) as of 8/10/10.

Sales and earnings growth rates show year-over-year operating earnings and sales growth on a bottom-up basis using S&P 
500 Index constituent companies as of 12/31/2010. Sectors are defi ned by GICS. 

The S&P 500®, a market-capitalization-weighted index of 500 common stocks chosen for market size, liquidity, and industry 
group representation to represent U.S. equity performance, is a registered service mark of the McGraw-Hill Companies, Inc. 
and has been licensed for use by Fidelity Distributors Corporation.

All indices are unmanaged and performance of the indices include reinvestment of dividends and interest income, unless 
otherwise noted, are not illustrative of any particular investment and an investment cannot be made in any index.

Brokerage products and services and workplace savings plan products and services offered directly to investors and plan 
sponsors provided by Fidelity Brokerage Services, Member NYSE, SIPC, 900 Salem Street, Smithfi eld, RI 02918. 
 
Fidelity Investments Institutional Services Company, Inc.,100 Salem Street, Smithfi eld, RI 02918. 
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