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This month, we breakdown the February domestic equity reporting season that closed about 
a month ago. While early April may seem like a bit of a strange time to review the February 
season, it’s really only now that we have enough data to curate and share meaningful insights.

Sentiment in the market is certainly strong, and we’ve already seen evidence of the much 
discussed “V” shaped economic recovery. We’d point to the increased consumption in the 
latest GDP numbers for the December quarter, and in particular, strong growth in retail 
sales. We’d further highlight the bounce in services spending following the lifting of localised 
lockdowns in Brisbane, Sydney’s Northern Beaches, and Perth. The combination of the 
September and December quarter GDP is the strongest successive quarters of growth ever 
recorded in Australia. 
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In brief 
The reporting season saw positive earnings momentum continue, particularly for pro-cyclical 
stocks like banks, media, and mining. Research from Goldman Sachs shows the ratio of earnings 
beats at 59% was well above the historical average (~40%). Among the top 300 companies, 
more than 40% saw an earnings upgrade in February, the highest in a decade according to 
Bloomberg consensus. However, share price reactions to the positive earnings results and 
revisions were relatively muted, implying high expectations heading in. Strengthened balance 
sheets are expected to support higher dividend payouts and potential Merger & Acquisition 
(M&A) activity. 

Reporting season wrap
The February reporting season finished with more earnings beats than misses amid improved 
sentiment towards the broader economic recovery. The ratio of upgrades (over 40%) was the 
highest in a decade, while the downgrade ratio was below 20%.  

The chart below highlights the pro-cyclical sectors enjoyed the most significant earnings 
upgrades on aggregate during February, such as Financials (mainly banks) up 8%, 
Communication Services (mainly Media) up 5%, and Materials (mainly mining), up 4%. The 
earnings revision trend suggests to us that the cyclical stocks remain favourable with investors. 

Source: Bloomberg – author’s calculation, 18/03/21.



Before you go...
Don’t forget you can also click through to the Commonwealth 
Private Economic Insights Hub. On the Hub, you’ll find a copy 
of our most recent updates, and more information about our 
advisory offering. You can access the Hub here. 
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Other observations from the February reporting season are summarised below:

• Positive earnings momentum for banks. During February, all the major banks saw earnings upgrades, with a 
minimum of ~5% for CBA, +8% to 18% for the other three majors. The consensus target prices for the major 
banks also climbed in a range of 4% to 14%. 

• Share price reactions post the results have been relatively muted overall. According to Goldman Sachs 
Research, stocks that reported in-line results fell 1.1% on average on the reporting day, and even those firms 
that delivered “beats” have typically seen their share prices underperform post the initial positive reaction. This 
had led to ~20% of stocks having >10% Price to Earnings multiple compression post earnings. 

• Cost reduction was the key driver for margin expansion and earnings growth, while top-line growth remains 
hard to achieve. On some occasions, emerging cost pressures have been called out, in particular, from raw 
material inputs (commodity prices), labour, sea freight or more generally, logistics costs. 

• Balance sheets have been strengthened in general, supporting the recovery in dividend payouts. Meanwhile, 
room for future capital management initiatives has increased. For example, Woolworths may have surplus 
capital once it completes the demerger of Endeavour. Wesfarmers also holds a very conservative balance 
sheet. Even banks could be on the list of companies returning more to shareholders if the current positive 
momentum in the housing market persists. 

• Also on the back of strengthened balance sheets, many corporates have re-focused on M&A as a growth 
strategy. Companies such as Altium, Reliance Worldwide, Sonic Healthcare, Ramsay Health Care and 
Wesfarmers have all discussed pursuing M&A opportunities. 

• Outlook statements are mostly positive and upbeat, despite the ongoing uncertainties around coronavirus. 
There were exceptions among major retailers, who provided some downbeat statements as they expect a 
challenging sales outlook due to cycling high bases from the prior year. 

Closing thoughts
Short-term data releases will need to be viewed with some caution, as the base effects from coronavirus-impacted 
data wash through.

Our outlook from here remains cautiously optimistic. The wind up of some fiscal support measures at the end 
of March will be worth watching, but there remains solid momentum in the domestic equity market. We expect 
improving income from domestic equities, and our allocation remains broadly neutral at the time of writing.

*All references throughout the Report that relate to performance figures have been derived via author’s calculations from Bloomberg, Iress, and Morningstar, dated 18/3/21.
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