
the fourth quarter rose 37% year-to-
year. Need more evidence of how things
have slowed down? Profit margins, ex-
cluding extraordinary items, fell to 4.6%
in the fourth quarter, from 6.1% a year
earlier. And while gross domestic prod-
uct grew 3.5% last year, growth slowed
to an annualized rate of 1.4% in the last
quarter.

The problem for most companies
wasn’t finding business—revenues rose
17% in the fourth quarter and for the
year. But sales outpaced earnings,
which got hammered by skyrocketing
energy prices—natural gas climbed 79%
while oil was up by 57%—and higher
labor costs. In the fourth quarter, hourly
compensation rose 6.6%, boosting unit
labor costs by 4.1%, the biggest jump in
18 months. Now there are signs that
cautious consumers are pulling in the
reins (page 54), which means sales are
likely to slow as well. And economists
aren’t expecting a quick letup. “What
these numbers show is we’re moving
into a major earnings recession,” says
Stephen S. Roach, chief economist at
Morgan Stanley Dean Witter.
DETROIT DOLDRUMS. Higher energy
prices made big winners of the oil com-
panies. Exxon Mobil Corp. reported the
highest-ever annual profit for a public
company in 2000. It had net income of
$16 billion, up 102% from 1999. Sales
rose 29%, to $210.6 billion. High crude
oil and natural gas prices, along with
fat refining margins, also boosted profits
at Texaco Inc. and Chevron Corp.,
which are in the process of merging,
by 116% and 150% respectively.

But with gasoline prices rising and
heating bills sucking away disposable
income, durable-goods manufacturers
were hit hard. Auto-industry profits fell
25% for the year and 76% in the fourth
quarter. General Motors Corp.’s sales
were so weak—zero gain in the last
quarter and up only 5% for the year, to
$184.6 billion—that for the first time
since 1984, the auto giant was knocked

off its perch as the sales leader. It fin-
ished behind Exxon and Wal-Mart
Stores Inc., whose revenues rose 21%,
to $186.2 billion. GM had its third-best
year for profits ever, netting $4.45 bil-
lion. But fourth-quarter profits slipped
92%, to $89 million, as sales slowed amid
rebates and discounts. 

The jump in energy costs was just
one of the problems facing steelmakers
last year. Add to that an upsurge of im-
ports and the abrupt slowdown for big
customers, and you have what Thomas J.
Usher, chairman of USX Corp., U.S. Steel
Group’s parent, calls a “devastating com-
bination.” The company reported a larg-
er-than-expected loss of $139 million dur-
ing a fourth quarter in which it lost $53
on every ton of steel it sold.

Airlines, meanwhile, had to contend
with soaring labor costs. UAL Corp., the
parent of United Airlines Inc., saw its
labor costs rise 11% in the last quarter
as it recorded a $265 million annual
profit, down 79%, on 7% higher rev-
enues of $19.4 billion. “We don’t have a
revenue problem,” says UAL President
Rono J. Dutta. “Our challenge is really
on the cost side. We’re not able to pass
through costs quickly enough” to offset
higher wages and fuel bills. Industry
profits fell 39% in the year. 

For some sectors, though, there is
already a revenue problem. Computer
buyers hit the brakes on new PC pur-
chases, cutting revenues by 7% at Gate-
way Inc. in the fourth quarter. Gate-
way lost $94.3 million in that period,
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What a quirky way to end the year.
Revenues in the fourth quarter of
2000 shot up by double digits,
but earnings declined by double
digits—the first time that has
happened since yearend 1990.
Higher energy costs put a big
squeeze on the bottom lines of
many manufacturers, so not
surprisingly, oil companies
were the big winners. Profits at
Exxon Mobil, Chevron, and
Texaco all climbed at least 100%.
Merrill Lynch and Citigroup
helped pace smaller gains at
financial services companies.
But poor results at Bank One
and First Union squelched
overall profit growth at banks.
The books are closed on 2000,
and companies already have
their hands full with worries
about this year.

Data: Compustat, provided by Standard & Poor's Institutional Market Services
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