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IMF | Chwf Says Dollar Has Room to Fall

By BoE Davis

WASHINGTON—After a week of say-
ing the dollar had fallen too far recently,
International Monetary Fund chief Rod-
1igo de Rafo oW says the dollar Ras more
roem to fall over the next several years.

Srertie“medinmern* witthis tires
to five years in IMF parlance, “we stil] see
room_ for further depreciation,”
M de Rato said. The euro, he sald, 1§ “very
near” its equilibrium value.

Mr. de Rato first said the dollar had
fallen too far last week in an interview
with the Firancial Times. He repeated
that in Madrid and in a session with The
Wall Street Journal. He said he was refer-
ring to the decline of the dollar compared
with a “weighted” average of currencies
over the past several vears. The dollar
gained slightly against the euro after his
remarks.

Mr. de Rate’s comments set off a se-
ries of meetings within the IMF as it strug-
gled to getits message straight before Fri-
day’s meeting of finance ministers from
the Group of Seven industrialized na-
tions: Canada, France, Germany, Italy, Ja-
pan, the United Kingdom and the U.S. The
alignment of global currencies is likely to
be discussed in the wake of the glohal

CHART 10

credit crunch and U.S. interest-rate cuts.

Mr. de Rato is especially under scru-
tiny. His remarks about the dollar being
undervalued could look as if he were sid-
ing with European officials who WOrTy
that the strength of the
euro, compared with
the dollar, isundermin-
ing European export-
ers. Many in the Span-
ish media speculate
that Mr. de Rato, a
former Spanish econ-
omy minister who is re-
signing at the end of
this month, is gearing

up torunfor primemin- ;
Ister. Mr. de Rato de- pogion ge Rato
nies that he will seek of- - 20 4€ £dl0

fice in Spain.

At a breakfast with reporters yester-
day, Mr. de Rato repeated his remarks
that the dollar’s drop had been “guite sub-
stantial.” However, he then added his pro-
Jjection that the dollar still had room to
fall. IMF officials say his remarks were
meant to more accurately convey the
fund’s view of the dollar and didn’t reflect
any pressure from the U.S. Treasury or Eu-

ropean finance ministries. “There’s still

[ -2

U.S.: Trade Deficit Is Narrowed

By A Cheapened USD
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somedepreciation to come in the medium
term,” said the fund’s chief economist, Si-
mon Johnson.

Mr. de Rato’s clarification underscores
the difficulty that even experienced finan-
cial officials have in dealing with questions
of currency. U.S. Treasury officials consis-
tently say they favor a strong dollar, but
they do nothing to defend the currencyasit
falis in value, They declined to comment on
the issue.

In effect, the U.S. government depends
qna ste ecline doliar to narrow
the nation’s current-account deficit. If that
deficit remains foo wide, nany ecohomists
worry, it could ultimately lead to a crash in
the doilar.

The U.S_and Europe also have bean
pushITE Ching £6 lef 48 SUTIEHeY rise T
va.]_uﬁgainsr_bﬂth_the_dnﬂuﬂ\_'
a_way to minimize “global imbalances™
ers. Mr, de Rato repeated the IMF’s view
thaf the yuan “should have more flexible
movement,” which he said was in China’s
inferost hécause it would “allow for
strong growth and strong domestic cqgn-
sumption.”

—

~=Joellen Perry
contributed to this article,
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WORLD INDICES RALLYING ON WHTOR FHRABOCAS

BCA RESEARCH

CHART 1
Hong Kong Stocks: Geoing Parabolic
“— Hong Kong Hang Seng {ndex
TTT U.S.8&P 500
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Note: Both series rebased to January 1, 2007 = 100.

result, the market has the best of both worlds: Easier
monay in the U.S. and stronger growth in China.

The last time Hong Kong experienced similar con-
ditions was in the early 1990s. The net result was
massive asset bubbles in stocks and real estate.
Between 1991 and 1994 the stock market almost
quadrupled and property prices almost tripled.
Needless to say, the end of the bubbles were also
terrifying, with share and real estate prices crum-
bling by 40% and 20%, respectively.

MOVING TO A
BUBBLY ENVIRONMENT

Why do we care about the Hong Keng market?
Several reasons: With a market capitalization of over
US$700 billion and being the 14th largest market
in the world, Hong Kong is an important market in
its own right.

GLOBAL INVESTMENT STRATEGY - WEEKLY BULLETIN OCTCGBER 12, 2007 2

CHART 2

BRIC Markets: Becoming Bubbly
500 BRIC* Equity Prices - 500
450 1450
400 400
350 350
300 -1 300
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* Brazil, Russia, India and China. Market-cap weighted,
rebased to January = 100 and based on Datastream data.

First, the credit market crisis this summer was the cata-
lyst needed to compel asset prices intc bubbly terri-
tory around the world. The key is the sudden reversal

of policy expectations. Investors have collectively bet
that the credit crisis has kick-started a;gflat|on _gygjg_,

without hurting global growth too much.

Of course, the pace of asset price inflation is differ-
ent and, as always, mania forces almost always un-
fold in places where there are exciting growth
stories and easy money. Hong Kong is a natural
place to play both the China story and Fed policy,
and thus a spot that is prone to building bubbles

and manias.

Hong Kong is not the only places where share prices
have risen exponentially. Stock prices in other key
emerging-market countries have alsc made para;
bolic moves (Chart 2). With the cost of mon
falling, the hunt for growth and returns is rg-
intensifying.

editor@BCAresearch com ® TEL 514.499.9550 W FAX 514.843.1763 W www.BCAresearch.com Copyright & 2007 BCA Publications Ltd. All Rights Reserved. Refer to last page
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By Justm Lahart

Giddy Bulls
Might Try
Dose of Realism

I T'S PUZZLING that stock investors

have such a bright outlook these
days, when the risks to the econ-
omy lock so serious. One explana-
tion: The bulls think they’ve got earn-
ings growth on their side,
Notwithstanding Citigroup’s an-
nouncement yasterday that credit
market troubles cost it $5.9 billion,
fewer companies than usual have is-
sued negative warnings about re-
sults as earnings season gets under
way. Ag of Friday, 50 compani
the S&P 500 index had 1ssuech:oﬂt
Wﬁlﬁi}wmn—ﬁ-
nancial, That’s down from 98 compa-
nies this time last ye
mﬁgyﬁrﬁht, profit
growth tends to surprise to the up-
side. Analysts
are looking for
third-quarter
S&P 500 earn-
ings to be up a
paltry 3.8% ver-
sus the year-
ag0 quarter, ac-
cording to
Thomson. But
the light warn-
ings season
probably has
some hoping
for much bet-
ter. Citigroup’s
‘warning could
cut into that,
depending on
whether analysts deeide to exclude
its charges as “extraordinary.”
Looking beyond the recently com-
pletm
most giddy. Analysts are looking for
profits to return to double-digit
growth rates in tiie Tourth quarter,
actording to Thomson, hitting 11.5%
10r S&P 500 comypanies when com-

pared to a year earlier, and 12% in
the first quarter of 2008.

Year-to-year earnings
growth for companies
in the S&P 500

03 B4 ‘05 'Ds 07

Source: Thomson Financial

Stock analysts have been mostly
holding the line an earnings esti-
mates going into next year even as
econcmists have been trimming
their economic forecasts.

One point for the bulls: Big U.8.
companies are gettime § BoosL lrom
SToWth CrBrSEhe Saven yeats Ao,
Coca-Cola, long an international
powerhouse, got 62% of its sales
overseas, according to Merrill Lynch,
Now 71% of its sales come from
abroad. Over the same period, 3M’s
overseas sales have gone from 52%
ta 61% of total sales. Intel’s overseas
sales have gone from 57% to 85% of
total sales. The combination of a
growing world economy and a weak
dollar have had a pronounced effect.

But is all of this bullishness really
realistic? Rising raw materials costs
and slowing productivity gains could
put U.S. profit margins under pressure.

Moreover, the rest of the world
may not be immune to a U.S. slow-
dowm. Europe’s economy is looking
especially shaky, says Bank of Amer-
ica chief investment strategist Jo-
seph Quinlan. He notes that recent
European purchasing managers’ re-
ports point to a slowdown in manu-
facturing and estimates that half of
the profits that U.S. companies gar-
nered from their overseas operations
came from Europe,

“The last thing the U.S. needs
now is for its largest and most im-
portant overseas market—Eu-
rope—to wobhle,” he wrote in a re-
cent note.

Strong Earnihgs May Rest
On Consumers’ Shoulders

E ARNINGS GROWTH EXPECTATIONS
also depend heavily on an un-
likely sector: consumer discretionary
stocks, which include auto makers,
retailers, homebuilders, media com-
panies.

Analysts are lookmg for earnings’
ErOWEh O 23% 11 CORSWmer discre-

tionary compantes in the TOUTtA quar-
mmmm’e"q"
consumer discretionary compa-
nimm%-
y focused, generating the bulk of

their sales In the T.5. In the end,
strong earnings growth could de-

pend on LS, CONSUMIETS.

0 r@i@w earnngs
have Deey
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Weak Earnings
Interrupt Party
For Blue Chips

Industrials Fall 85.84
As Bellwethers Falter;
(roogle Buoys Nasdag

By PETER A. McKay

8 INVESTORS bid the stock mar-
A ket up to record heights, they

appeared oblivipus to the com-
ing earnings season, which, by all ex-
pectations, was going to be weak.
With expectations beginning to prove
true, i 1s acte
sold off stocks.

After hitting a record Tuesday, the
Dow Jones Industrial Average fell
85.84 points, ot ——m————
0.6%, to WEDNESDAY’'S
14078.69, up MARKETS
13% this year.
Aluminum
maker Alcoa, a .
Dow combpo- |
nent that tradi- -
tionally is the
first to report ¢
earnings every
quarter, tum- -
bled 2.5% after >
announcing sur- <y
prisingly weak
third-guarter re-
sults following .
Tuesday’s
close, Alcoa’s bad news was. followed
yesterday morning by earnings warn-
ings from two big players in the energy
sector, which has been a market stal-
wart for the past few years, and, after
the close, by a high-profile retailer.

The bad earnings news, combined
with word from Boeing that its highly
anticipated Dreamliner aircraft would
be delayed by six months, sent the hlue-
chip index down 155 points at its intra-
day low. Among the Dow’s 30 compo-

. nents, Bosing was the higgest decliner
in percentage terms, off 2.7%..

Energy-sector bellwethers Chev-
ron and Valero both issued third-
quarter profit warnings, citing tight
refining margins amid record oil
prices and retail gasoline prices that
haven’t kept pace. After yesterday’s
close, retailer American Eagle Qutfit-
ters ‘announced weak September
same-stere sales and lowered its
third-quarter profit forecast.

The broad Standard & Poor’s
500-stock index, which also hit a
record Tuesday, slipped 0.2%, or 2.68
points, to 1562.47, up 10.2% this year.

But the tech-stock-led Nasdag Com-
posite Index eked out a smali gain, ris-
ing 0.3%. or 770 points, to 2811.61. its
highest c]ose smce Jan. 30, 2001.Itisup

31T Faw halasar e

Ta, oAns ten

Weak Earnings Interrupt a Blue-Chip Party

Continued from page C1

which has been on a tear as ana-

lysts raised their target prices,

gained $10.21, or 1.7%, to $625.39.
Overall, analysts expect quar-

terMﬁ fits af S&P 500 coimpa-
e 11

1es to
WEDNESDAY’'S aBout 0.8%
MARKETS for the third
= guarter, ac-
cording to research firm Thom-
son Financial, Because compa-
nies often exceed expectations
by _a few pergentage pOINLS,
many analysts are expecting ac-

reading, less than halfthe pace of

$1.04, or 1.3%, to $81.30 a bar-

profit growth earlier 1n the year.

Many companies are likely
to claim charges and other ohe-
time items related to the third
quarter’s credit crunch—even if
that explanation is dubious—
says S&P strategist Sam Stovall,
“I'm cailing this a kitchen-sink
quarter. Asin: Companies are go-
ing to claim everything but the
kitchen sink,” Mr. Stovall says.

Rising energy prices also
helped to sour investors’ mood
yesterday. Anew Energy Depart-

tual growth to come i around ~ ment forecast for strong fourth-

3% or 4% once € Ear il

quarter energy demand world-

Fer, up 33.2% on the year at the
New York Mercantile Exchange.

The next two trading ses-
sions will see key economic
data: jobless claims today and
wholesale-inflation tomarrow.

In major U.S. market action:

Stocks and bonds were
mixed. The 10-year note was un-
changed, vielding 4.649%. The
30-year bond inched higher, up
1/32, to yield 4.863%.

The dollar was mixed.
Against the Japanese currency,
the dollar rose to 117.26 yen,
from 117.15. The euro rose to

ports are in hand_-stl‘u aTcager ~ wide pushed crude futures up

15 F RETURN 75
DouBLE Dig/7 EPS,

GRTH
FrnLiIsic
R &Y 77

™~

$1.4147, compared with $1.4111.

71
&5 £ DeEFIN(T "t/ w(r?/ét/l

Profits: The End
Of Remarkable Run

NVESTORS HAVE consistently

pointed to solid earnings growth
as a reason to stick with stocks de-
spite so much economic uncertainty
the past few years. Now they can’t
point guite as emphatically.

Third-guarter_earnin
rMbe_&LP_ﬂm_amﬂqneeted to
decline by 0.2% from last yeat-ac-
%@Wﬁwmm‘at

(i) e the first year-over-year
earnings decline since the first quar-
ter of 2002, when earnings fell
TR, P T ——
crunch, which squeezed earnings of
Wall Street firms such as Merrill
Lynch and Citigroup.

Investors are hoping the hit
taken by the banks will be a one-
time “kitchen sink” phenomenon.
alysts seem to feel the same waf:
Fowrth-quarter earnings are ey \0
pected to rise 10.6%.

It is worth remembering w
happened to home builders such &s
KB Home and Lennar late last
yvear and early this year when they
took big charges after writing
down the value of land they held
on their books as the housing mar-
ket worsened. Expecting housing to
stabilize, the builders often said
the charges would be a one-time af-
fair. More charges followed, and
the downturn stili hasn’t ended
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CHART4 . , S&P 500 is trading at 15 times forward earnings.
Equity Multiples: An Historical Perspective
The comparable numbers are 12 for the eurc area

. Forward P/E Ratio: .
AN — BRIC* (LS) 24 and for the U.K. and 16 for Japan.
14y v . .7 US.(RS) |
; R 22 With P/E ratios rising rapidly in the developing
12 Yo 420 world and the Fed having already dropped rates,
: 14s we suspect that equity markets in the G7 universe,
10 q articularly U.S. stocks, are headed for a new upleg.
P y pieg
2 - s 116 This is driven primarily by multiples expansion, lower
TN {14 interest rates, renewed investor greed and increas-
~  — Euro Area = ing retail participation,
- UK.
24 How long this period of rising asset prices can or %
722 will fast is anyone’s guess. But the experience of
20 the last decade is that when the Fed stops raising J/
18 rates, multiples begin to rise quickly, as evidenced
716 in Chart 5. Fortunately, we are still early in the game
114 of muitiples expansion in the G7 markets.
412
O R | i | 1 ! Moreaver, Chart 6 shows that the S&P 500 is fairly
2000 02 04 06 08 valued when compared with other competing
* Brazil, Russia, India and China. Market-cap weighied.
Note: All series are based on IBES data and smoothed.
CHART 5 %g
Cycle-On-Cycle Comparison: Fed Policy & P/E Multiples

U.S. S&P 500 P/E* Ratio

26

Yo~ —— 2004 - Present
“““““ 1992 - 1997

@BCA Research 2007 | 3 %
' 1 L | . 1 ) 1 ' 1 “\5\\

* Shown Smoothed.
Note: All series are aligned horizontally to correspond with the beginning of the Fed easing.

aditor@BCAresearch.com M TEL 514.499.9550 ™ FAX 514.843.1763 ® www BCAresearch com Copyright @ 2007 BCA Publications Ltd. All Rights Reserved. Refer to fast page
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Doctor

sounds

seniors’
alarm

Former president

of AMA warns of

cuts in Medicare

reimbursements
By Margaret Stafford

FEIE ASSUCLATED PRESY

WANSAR CIFY, Moo - Repie-
entatives of medical groups sald
ihursday  that  planned cuts o
Medicare reim-

T ]

barsements 1o

i- doctors  would

: cause such -

I el nancial hardship

R e for I?hyaifians

B ] that it wvould

m become difficult

, p or  impuossible

Dr. Wilkiam 6. for some people

Plested o get medical
says doctors treatment.

hurt financially Uniess  Con-
yress intervenes, Medleare  pay-
ments to physicians will be reduced
10 percent beginning fan, 1, with the
reductions increasing to 40 pergent
by 2016, fhe American Medical As-
Soctution said a recent survey found
that 77 percent of 8,955 physicians
i umber of
satif the 40

perceit reduction oceurs.
| ‘the cuts come when physicigns’
| costscontinue to rise, Many doctors
| already are curtailing the nurnber of
»edicare patients they see, or quit-
ling practice altogether, Dr. William
£, Mested. the immediate past pres-
©idenrofthe AMA, said Thuesday ata
i aews conforence i Kansas ity
the proposed suts i the next two
I orears woukl cost Kdivas phiysicians
%10 suiliog *ur_the care_of ueagly
L0000 Medic iens, the AMA

Db weductions ontime: sumiph

i v |:HEBECARE et

FINAL No

T
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BEGIN 5 BARY-Beow) STALTS

FETIRING . (NVE AT CLOSE

n HD TRILLUOK SHORTFRLL

Sen. Roberts agrees with concerns

Americans to ask their congres-. in the
sional representatives to cancel the
ipn  Medicare cuts before January and

-
-

Medicare

Continued from Page 1A

ore

of
patients drop out of care {and seek
said.

me

ause the doc simpl

“w

ey take palli

past and will continue to patientload.

Bond said.

”
i

gress usually rescinds proposed

that compromise seniors’ access to
R-Kan, said in Medicare cuts before th

oppose Medicare physician cuts
over the rising ~ While acknowledging that Con- room

providing care.

to enact a minimum increase in  care,
Sen. Pat Roberts,

- reimbursements $o c

jon said.

The AMA said the cuts also costsof

2016, Kansas wo

lion, the

And Dz, Art Snow,

ence said the yearty debate masksa  sician from Ji

ageriatric phy-
treat the

ohnson County, Kan.,
who pri

news confer-
deeper problem of finding doctors  said doctors

Fam commit-  willing to provide care for increas- eldetly already are having wou
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up with increased costs.

primary

e AMA survey found

problem is that if the 40 percent cut is enacted

quickly to overtum these poten- derinsured patients,

CULS 10 our

ati
Roberts said. “I have long  likely to

rSe,
been a champion of making sure their

ductions will o

Plested said.

And, they said, that

doctors reduce  in the next nine years, 72 percent of

t WOTSE 1T ¢
icare patients at the same  the

doctors,”

atients

g
L
2
g
5

ch-  would discontinue freatin

we can allow our doctors and other  tifme that

practitioners to continue to provide

care for Medicare patients”

, Open a family

“It’s simple, it's pure dollars and
cents,’ Plested said. “You cannot

into rural Kansas

80

at nursing homes,

ing 85,

—

practice after five years of medical

"] think this is a very ominous

Medical sign of what may be coming for

Dr. Charles W. Van Way 11, presi-
dent of the Missouri State

a million

in debt, cpen an

5

[«
-

Sen. Kit Bond, R-Mo., agreed,
saying in a statement that the cur-  Association who is & s

urgeon at those of us who care for Medicare

».
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in Kansas patients and the repercussions on
said the emergency room these patients themselves” Snow
there already is closed 30 percentof  said. “ is_goi
“I have voted to stop these cuts  the time because it can’thandle the  themn?”

L1t rent Medicare payment formula for Truman Medical Center

physicians is “unfair, unpredicteble  City,
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