From:
Silverblatt, Howard

Subject:
A few Q4 preliminary stats 

Think this twitter note hits home ( www.twitter.com/hsilverb )
Pensions are the iceberg, but OPEB (Other Post-Employment Benefits, such as medical) is the fact that there aren’t enough lifeboats

---------------

OVERVIEW:

(commentary at end)
I’ve completed my preliminary Q4 2010 review based on the current S.E.C. filings (finals in March) and the statistics that emerged show an improving corporate and economic environment.  Comparisons to either the fourth quarter of 2009 or the full year of 2009 are strong, portraying the depth of the recovery, but comparisons over the prior third quarter of 2010 for some metrics show that growth has been much more moderate.  Going forward, 2011 will find tougher comparisons in the actual 2010 results, with companies needing to differentiate themselves.  
EARNINGS:

Q4 EPS show a 29.5% gain over Q4,’09, but just a 2.5% gain over Q3,’10

Q1,’11 is expected to be flat with Q4,’10; so given the ‘usual’ beat, slightly up
FY 2010 earnings are 47.6% higher than 2009, and are on par with 2007

2011 is expected to surpass the record earnings year of 2006, with a 14.6% gain over 2010 (9.6% above the record 2006 level)
Forward price-to-earnings ratios remain historically low, 13.8 for estimated 2011 S&P 500; 15.0 for preliminary 2010

EPS on par with 2007, applying 2007 P/E the S&P would be 1493, 12.3% higher than the current 1329

SALES

2011 sales estimates have been increasing over the past three weeks, with 2011 estimated to post a 12.1% gain 2010
Margins to remain high
Eventually, when sales outpace production, more corporate investment (and workers) will be needed which will reduce margins


that will be a good sign – more spending, more working, upward cycle (but inflationary)

Current sales continue to grow, but very slowly
[image: image1.emf]QUARTERLY SALES Dec-09 Mar-10 Jun-10 Sep-10 Dec-10 Est Q4,'10/Q3,'10 CHG Q4,'10/Q4,'09 CHG

Consumer Discretionary $72.59 $65.61 $68.20 $67.67 $74.69

10.37% 2.90%

Consumer Staples $75.42 $71.00 $74.02 $74.01 $80.79

9.15% 7.12%

Energy $103.93 $105.23 $108.47 $110.14 $122.63

11.34% 18.00%

Financials $38.07 $39.17 $38.15 $38.76 $37.59

-3.01% -1.25%

Health Care $76.65 $77.47 $78.66 $77.91 $82.34

5.69% 7.42%

Industrials $57.92 $55.53 $59.28 $61.13 $64.46

5.45% 11.30%

Information Technology $39.79 $38.01 $40.03 $42.00 $45.64

8.66% 14.69%

Materials $40.83 $43.34 $45.33 $44.61 $43.75

-1.93% 7.15%

Telecommunication Services $26.52 $26.46 $26.53 $27.16 $26.94

-0.82% 1.57%

Utilities $32.55 $38.48 $31.23 $36.90 $35.85

-2.85% 10.14%

S&P 500 $236.02 $232.38 $236.75 $240.84 $254.32 5.60% 7.75%


CASH HELD BY S&P INDUSTRIALS (Old):

Cash has set 8 consecutive quarters of record cash levels: Q4,’08 – Q3,’10

Q4,’10 is coming in 3.6% ahead of Q3,’10, implying a new record  

The implied level would be 9.3% of market value and 68 weeks of estimated 2011 

Materials and Consumer Discretionary increases are a double-digit gain over Q3,’10 

Notable increases are Dow Chemical +$3.8B (Q4 is $6.9B, Q3 was $$3.1B); Gilead Sciences +$3.0B ($5.3B, $2.3B); Amazon.com +$2.9B ($8.8B, $5.9B).  Decreases include AT&T -$1.8B ($1.4B, $3.2B), Cardinal Health -$1.3B ($1.3B, $2.7B), Archer Daniels Midland -$0.8B ($0.5B, $1.4B)
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S&P 500 INDUSTRIAL (OLD) CASH AND EQUIVALENT LEVELS 

DATE CASH & 

EQUIVALENT

$ MILLIONS

12/31/2010

Q4,'10 is coming in 3.6% ahead of Q3,'10

09/30/2010 $902,389

06/30/2010 $842,494

03/31/2010 $836,771

12/31/2009 $831,188

9/30/2009 $820,287

6/30/2009 $772,687

3/31/2009 $664,778

12/31/2008 $654,613

9/30/2008 $647,813

6/30/2008 $648,436

3/31/2008 $615,504

12/31/2007 $609,664


BUYBACKS (less than half the issues reported):

Buybacks are coming in 49% ahead of Q4,’09, but only 1% above Q3,’10 

So far Microsoft (again) is spending the most on buybacks, $5.05B, up from $4.40B in Q3,’10; Coca-Cola is next, $2.96B up from $1.0B, with Cisco at $1.85B up from $2.7B. Procter & Gamble decreased to $0.52B from $3.01B in Q3
Companies continue to protect against earnings dilution, with some Share Count Reduction (SCR) in the quarter, but more ‘inching up’ over the year
SHARE COUNT (less than half the issues reported):

Initial share count has gone down 0.9%, with the year-over-year count down 1.6%.  
Health Care count is 5.0% less than it was in Q4,’09; Financial shares are down, but need more data to interpret
Companies continue to cover options, with a slow move back to share count reduction

Announcements and program increases have escalated

Share Count Reduction Returns: Fidelity National decreased its shares 18% from Q4,’09, as Travelers, Biogenic Idec and WellPoint reduced their count  15.0%, with AutoZone down 10%, and both Visa and Quest Diagnostics down 8%; EPS impact starts, more coming in Q1,’11
CAPITAL EXPENDITURES (less than half the issues reported):

Q,’10 is showing a 9.2% gain over Q4,’09, and a 17.2% gain over Q3,’10

Expect companies will be spending more on replacement equipment and delayed maintenance, aided by full write-off schedule which ends 12/2011

DIVIDENDS – Q1,’11

Dividend increases are very strong, with the average increase being 22.65% and the median being 12.20%

Dollar weighted increases are up 35% YTD compared the full first two months of 2010, with the increase estimated to be 100% by month end

[image: image3.emf]YEAR ACTIONS BREADTH* POSITIVE  NEGATIVE 

ISSUES ACTIONS ACTIONS

2 MO FEB,'10 67 32.50 65 2

YTD 2011 59 #DIV/0! 59 0

$ CHANGE-MIL ACTIONS** CHANGE POSITIVE  NEGATIVE 

2 MO FEB,'10 $3,812 $3,305 $3,558 -$254

YTD 2011 $4,444 $4,444 $4,444 $0

    *Breadth: (increases + initials) / (decreases + suspensions)

  **Absolute changes


[image: image4.emf]CHANGE IN S&P 500

INDICATED DIVIDEND 

RATE - $MILLIONS

YTD 2/11/2011 $4,444

2 Months Feb,'10 $3,305

2 Months Feb,'09 -$30,345

2 Months Feb,'08 -$1,763

2 Months Feb,'07 $4,942


Indicated rate continues to increase, but a full recovery is not expected to 2013
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MONTH INDICATED CHANGE

RATE %

2/11/2011 $24.030 10.34%

Feb-10 $21.778 -4.98%

Feb-09 $22.919 -19.85%

Feb-08 $28.595 8.41%

Feb-07 $26.376 10.44%

Feb-06 $23.883 11.19%

Feb-05

$21.480

13.61%

Feb-04 $18.907 15.99%

Feb-03 $16.300 3.10%

Feb-02 $15.810 1.54%

Feb-01 $15.570 -7.27%

Feb-00 $16.790 2.07%


Five fundamental reasons adding to dividend growth:
Corporate earnings have significantly rebounded from their recession levels, and are now approaching record levels

Low interest rates

Corporate cash on hand stands at an all time high

Payouts remain low, partly due to the speed of earnings improvement and the slower rate of dividend increases

Coverage rates, earnings divided by dividends are very high

Listen to my latest podcast on dividends in 2011 http://bit.ly/g3UAsd
MARKET COMMENRTARY:
The market continues to move up, with the S&P 500 on its way to doubling its price since the index’s March 2009 low, 23 months ago.  The index is now up 96.5%, and is looking to reclaim its October 2007 high, which it needs another 17.8% to match. 

Investors continued to focus on the positive U.S. domestic market and fundamentals and this week discounted the Egyptian situation, another Chinese interest rate increase, and higher global food prices.  

The U.S. market support is based on three items.  First, earnings are coming in at a steady, strong pace, matching the pre-recessionary levels; second, most company guidance for 2011, which has come out over the past three weeks, is more upbeat and positive, which gives support to the estimation that second half earnings for 2011 will set an all-time record; and third, the economy is continuing to improve, with some progress on the employment issue. 

Investors remained optimistic, but many now expect some consolidation due to the 26.9% run-up from the index’s recent low in August 2010.  Therefore, a small consolidation should not upset investors.  However, if selling programs or profit taking take hold during that sell-off, things could escalate quickly, which could test investors’ outlook. 

Next week will bring Washington, and its politics, back to Wall Street.  President Obama will release his budget for fiscal 2012 (which starts October 2011) Monday night, along with his specific areas in which he wishes to spend and cut.  Congressional opposition leaders have already outlined their views (mostly cuts) to which discussions will fully start once the President presents his budget.  Adding to the fun budget is the fact that the current budget was never finalized, with the government currently spending on an extended resolution which expires March 4th.  Initially, the emphasis will be on completing the 2011 budget, with the 2012 budget taking much longer to work its way through the process.  
While I expect the general economy to continue to improve, I also believe that corporate planning and strategy will play a greater role, which could result in a more volatile market as issues are rewarded or punished for their effects.
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S&P 500 PRICE CHANGE YTD 2/11/2011 2/11/2011 2/11/2011 2/11/2011 MTD

2/11/2011 8/26/2010 4/23/2010  - 3/09/2009 - 10/09/2007

Energy 

8.75% 44.79% 19.05% 77.24% -5.63% 1.33%

Materials   3.43% 34.22% 17.07% 127.75% -7.87% 3.58%

Industrials 

8.85% 34.76% 13.33% 146.76% -14.00% 4.43%

Consumer Discretionary

5.68% 31.36% 10.90% 148.43% 4.31% 6.45%

Consumer Staples

0.40% 11.42% 5.90% 52.55% 4.92% 2.19%

Health Care

2.47% 14.33% 2.83% 47.58% -11.27% 2.08%

Financials 

7.05% 27.38% 1.63% 174.46% -52.30% 4.17%

Information Technology  

7.75% 32.05% 10.00% 118.36% 2.73% 3.40%

Telecommunication Services  

-0.47% 14.61% 19.10% 45.44% -28.32% 3.51%

Utilities  

1.73% 5.25% 4.22% 42.42% -22.90% 0.66%

S&P 500 5.69% 26.92% 9.19% 96.47% -15.08% 3.35%


[image: image7.emf]PRICE CLOSE 2/11/2011 8/26/2010 4/23/2010 3/9/2009 10/9/2007

Energy 

551.07 380.60 462.89 310.92 583.94

Materials   247.83 184.65 211.69 108.82 268.99

Industrials 

327.78 243.24 289.22 132.83 381.16

Consumer Discretionary

312.34 237.77 281.64 125.72 299.43

Consumer Staples

304.79 273.55 287.82 199.80 290.51

Health Care

373.78 326.93 363.50 253.27 421.27

Financials 

229.90 180.48 226.22 83.77 481.94

Information Technology  

435.90 330.11 396.28 199.62 424.31

Telecommunication Services  

128.13 111.80 107.59 88.10 178.76

Utilities  

162.09 154.00 155.53 113.81 210.24

S&P 500

1329.15 1047.22 1217.28 676.53 1565.15


---------------

Please note that the statistical data is based on publicly available information, most of which is available in S&P products such as Capital IQ, Compustat Research Insight and S&P Index Alert.  Analysis and projections are my own, and may differ from others within the S&P/McGraw-Hill organization.  Nothing presented is intended to, or should be interpreted as, a buy/sell/hold recommendation.  

My notes vary in topics, but are all market related. The intent is to quickly inform. The assumption is that you don't need a basic education, editorial or sales pitch, just specific facts and maybe some observations. If the information does not suit your needs, please e-mail me and I will take you off the list. Unless otherwise noted all data is for public dissemination, and may not be used for commercial purposes.  Finally, any incoming correspondence from you will be considered confidential unless you specify otherwise.            

Howard Silverblatt       

Senior Index Analyst

S&P Indices

55 Water Street

New York, New York 10041

212-438-3916 (phone)

212-438-3909 (fax)

www.standardandpoors.com
www.marketattributes.standardandpoors.com
http://www.seemore-indices.com/sp500
www.twitter.com/hsilverb
working outside the box
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            but inside the circle
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