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Global Economics 
Spillovers versus Linkages 
Stephen Roach (New York)  (212) 761-7153 
The global economy continues to be faring well in the 
face of a downshift in the US.  Has the long-awaited 
decoupling — with the rest of the world untethering itself 
from the US — finally occurred?  

It is premature to conclude that the world has faced a 
legitimate decoupling test.  America’s deceleration has 
been concentrated in one of the least globalized pieces of 
the US economy – homebuilding activity.  It takes internal 
spillovers to drive external cross-border linkages.   

America’s downshift will have global implications only if 
there are spillovers between housing and consumption 
demand.   

Recent IMF research confirms the growing 
dependence of the rest of the world on the US, warning 
of a still synchronous global downturn if the US slowdown 
broadens and deepens.  Canada, Mexico, China, and the 
rest of Asia ex Japan would be especially hard hit.  

Market implications.  I continue to believe that the 
American consumer will falter – taking the lead engine of 
the global growth train off the tracks, with the rest of the 
world quick to follow.  That would be a major shock to 
financial markets, which are still discounting relatively 
sanguine prospects for global growth in 2007-08.  

Risks.  If the US labor market continues to display 
extraordinary staying power as it did in March, I would be 
the first to concede that the overly-indebted, saving-short 
American consumer will squeak by – and so, too, will the 
rest of a still-coupled world. 
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GEM Equity Strategy 
Approaching Our Target 
Jonathan Garner (London) (44 20) 7425-9237 
Emerging markets have rallied strongly since early March, 
with MSCI EM now at record levels around 950, approaching 
our 2007 target of 980.  EMs have outperformed the average 
developed market and the S&P 500 in particular.   

Decoupling of EMs from developed markets shows EMs’ 
alpha tendency.   Reflecting the strong improvement in EM 
fundamentals in recent years, we find that emerging markets 
have become a source of incremental alpha, not just beta.  
We have demonstrated this through extensive regression 
analyses, as discussed in our recent note (“More Than Just a 
Beta Play”). 

Keep an eye on commodity prices.  The LME metals index 
has closely tracked the MSCI EM in recent years and has now 
reached new highs, confounding the expectations of many 
market observers.  As the LME and MSCI EM continue to 
climb, we plan to keep a close eye on markets and would 
consider raising cash as the MSCI EM moves past our target, 
possibly in the next few weeks. 

Room for multiple expansion.  The MSCI EM index is 
trading at 12.6 times 2007 consensus estimates, in line with 
historical averages, while ROE continues to be close to highs.  
EMs are trading cheap relative to prior peaks.   

US Equity Strategy 
Tweaking 2007 and Peering Into 2008 
Henry McVey (New York) (212) 761-7201 
Macro tension focuses on extent of slowdown.   Our view 
is that as the US economy slows, international growth will be 
sufficiently robust that certain cyclical stocks can still do well.  
If Steve Roach is correct and the slowdown is worse than we 
expect and global growth also stumbles, we would be wrong 
to be overweight energy and capital goods.  So this is an 
important question to debate. 

Interest rates are key to our valuation call.  Right now our 
COV model shows the S&P trading in the middle of its recent 
range at 19%.  If interest rates backed up above 4.90%, that 
would materially worsen the valuation case, whereas if rates 
declined from here, the market would look cheap. 

Reiterating 2007e EPS of $91.00, but modifying mix 
towards lower multiple sectors: Our estimate implies 
year/year earnings growth of just 3.3%, below both the 

bottom-up consensus of 6.5% ($93.80) and the top-down 
consensus of 5.2% ($92.65).  Probably more important, we 
have modified our earnings mix assumptions to reflect greater 
contribution from low-multiple commodity sectors and less 
contribution from high-multiple consumer sectors.     

Introducing 2008 S&P 500 EPS estimate of $97.50, near 
the low end of the Street: The resounding message we hear 
from company managements and the analyst community is 
that 1H07 should mark the mid-cycle trough, while one should 
expect a decisive reacceleration next year.  Our work points 
to a much slower resolution and a mid-cycle trough that does 
not arrive until sometime around mid-year 2008.   

US Economics 
The Employment Conundrum 
Richard Berner (New York) (212) 761-3398 
We’ve marked down our forecast for growth, reflecting 
still-higher energy prices, a deeper housing recession, and 
additional weakness in capital spending.  Over the first three 
quarters of 2007, we now see growth at a 1.8% annual rate 
compared with 2.6% in our March update.  With growth below 
trend and operating leverage fading, margins are flattening 
and earnings growth will be weaker.  And once again, 
reflecting higher prices for energy, food, imports, and medical 
care, we’ve marked up our outlook for headline and to some 
extent core inflation. 

The mix of growth and inflation has again turned less 
favorable.  And the dichotomy between weak output and firm 
labor markets raises critical questions about the outlook: Will 
job and income gains sustain consumer outlays?  Has 
potential output growth declined?  If so, will it prolong the whiff 
of stagflation?  And will slowing growth and rising unit costs 
squeeze profit margins? 

Forecast at a Glance 
 2006E 2007E 2008E
Real GDP 3.3% 2.0% 3.9% 
Inflation (CPI) 3.2 2.5 1.9 
Unit Labor Costs 3.1 3.0 2.7 
After-Tax “Economic” Profits 22.5 1.1 5.3 
After-Tax “Book” Profits 19.4 1.1 2.6 
Source: Morgan Stanley Research  E = Morgan Stanley Research 
Estimates 
Consumer retrenchment is unlikely although the housing 
recession is far from over.  Strong global growth should 
sustain both output and employment.  Amid uncertainty about 
productivity’s trend, we still think inflation has peaked, but 



 
M O R G A N  S T A N L E Y  R E S E A R C H  

 

See additional important disclosures at the end of this report.  3 

April 9, 200 
Strategy Forum 

inflation risks are rising again.  Margin compression implies 
that profit growth likely will stall in 2007. 

Market Implications: This mix likely will reinforce the Fed’s 
conviction that they must wait patiently for inflation to decline.  
Rising uncertainty about the outlook and reduced forward-
looking guidance from the Fed imply that term and other risk 
premiums will rise further, the yield curve will steepen 
irregularly, and TIPs may outperform. 

Risks: The risks for investors are rising with crosscurrents 
swirling around the outlook for growth, inflation, profits, and 
monetary policy.  That markets have defied these 
uncertainties lately does not give us comfort because we see 
neither a rapid improvement in growth, a quick decline in 
inflation, nor relief from the Fed. 
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The following analysts hereby certify that their views about the companies and their securities discussed in this report are accurately expressed 
and that they have not received and will not receive direct or indirect compensation in exchange for expressing specific recommendations or 
views in this report: Henry McVey, Jonathan Garner 

Global Research Conflict Management Policy 
This research has been published in accordance with our conflict management policy, which is available at 
www.morganstanley.com/institutional/research/conflictpolicies. 

Important US Regulatory Disclosures on Subject Companies 
The information and opinions in this report were prepared by Morgan Stanley & Co. Incorporated and its affiliates (collectively, “Morgan 
Stanley”). Certain disclosures listed below are also for compliance with applicable regulations in non-US jurisdictions. 
The research analysts, strategists, or research associates principally responsible for the preparation of this research report have received 
compensation based upon various factors, including quality of research, investor client feedback, stock picking, competitive factors, firm 
revenues and overall investment banking revenues. 
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STOCK RATINGS 
Different securities firms use a variety of rating terms as well as different rating systems to describe their recommendations. For example, Morgan 
Stanley uses a relative rating system including terms such as Overweight, Equal-weight or Underweight (see definitions below). A rating system 
using terms such as buy, hold and sell is not equivalent to our rating system. Investors should carefully read the definitions of all ratings used in 
each research report. In addition, since the research report contains more complete information concerning the analyst's views, investors should 
carefully read the entire research report and not infer its contents from the rating alone.  In any case, ratings (or research) should not be used or 
relied upon as investment advice. An investor's decision to buy or sell a stock should depend on individual circumstances (such as the investor's 
existing holdings) and other considerations. 
 

Global Stock Ratings Distribution 
(as of March 31, 2007) 
For disclosure purposes only (in accordance with NASD and NYSE requirements), we include the category headings of Buy, Hold, and Sell 
alongside our ratings of Overweight, Equal-weight and Underweight. Morgan Stanley does not assign ratings of Buy, Hold or Sell to the stocks we 
cover. Overweight, Equal-weight, and Underweight are not the equivalent of buy, hold, and sell but represent recommended relative weightings (see 
definitions below). To satisfy regulatory requirements, we correspond Overweight, our most positive stock rating, with a buy recommendation; we 
correspond Equal-weight and Underweight to hold and sell recommendations, respectively. 
 

  Coverage Universe Investment Banking Clients (IBC) 

Stock Rating Category Count % of Total Count
% of Total 

IBC
% of Rating 

Category

Overweight/Buy 843 38% 292 44% 35%
Equal-weight/Hold 991 45% 284 42% 28%
Underweight/Sell 364 17% 95 14% 26%
Total 2,198  671   
 
 
Data include common stock and ADRs currently assigned ratings. An investor's decision to buy or sell a stock should depend on individual 
circumstances (such as the investor's existing holdings) and other considerations. Investment Banking Clients are companies from whom Morgan 
Stanley or an affiliate received investment banking compensation in the last 12 months. 
 

Analyst Stock Ratings 
Overweight (O). The stock's total return is expected to exceed the average total return of the analyst's industry (or industry team's) coverage 
universe, on a risk-adjusted basis, over the next 12-18 months. 
Equal-weight (E). The stock's total return is expected to be in line with the average total return of the analyst's industry (or industry team's) coverage 
universe, on a risk-adjusted basis, over the next 12-18 months. 
Underweight (U). The stock's total return is expected to be below the average total return of the analyst's industry (or industry team's) coverage 
universe, on a risk-adjusted basis, over the next 12-18 months. 
More volatile (V). We estimate that this stock has more than a 25% chance of a price move (up or down) of more than 25% in a month, based on a 
quantitative assessment of historical data, or in the analyst's view, it is likely to become materially more volatile over the next 1-12 months compared 
with the past three years. Stocks with less than one year of trading history are automatically rated as more volatile (unless otherwise noted). We 
note that securities that we do not currently consider "more volatile" can still perform in that manner. 
Unless otherwise specified, the time frame for price targets included in this report is 12 to 18 months. 
 

Analyst Industry Views 
Attractive (A): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be attractive vs. the 
relevant broad market benchmark, as indicated below. 
In-Line (I): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be in line with the relevant 
broad market benchmark, as indicated below. 
Cautious (C): The analyst views the performance of his or her industry coverage universe over the next 12-18 months with caution vs. the relevant 
broad market benchmark, as indicated below. 
Benchmarks for each region are as follows: North America - S&P 500; Latin America - relevant MSCI country index or MSCI Latin America Index; 
Europe - MSCI Europe; Japan - TOPIX; Asia - relevant MSCI country index. 
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Stock price charts and rating histories for companies discussed in this report are available at www.morganstanley.com/companycharts or from your 
local investment representative.  You may also request this information by writing to Morgan Stanley at 1585 Broadway, (Attention: Equity Research 
Management), New York, NY, 10036 USA. 
 

Other Important Disclosures 
For a discussion, if applicable, of the valuation methods used to determine the price targets included in this summary and the risks related to achieving these targets, 
please refer to the latest relevant published research on these stocks.  Research is available through your sales representative or on Client Link at 
www.morganstanley.com and other electronic systems. 

This report does not provide individually tailored investment advice.  It has been prepared without regard to the individual financial circumstances and objectives of 
persons who receive it.  The securities discussed in this report may not be suitable for all investors. Morgan Stanley recommends that investors independently evaluate 
particular investments and strategies, and encourages investors to seek the advice of a financial adviser.  The appropriateness of a particular investment or strategy will 
depend on an investor's individual circumstances and objectives. The securities, instruments, or strategies discussed in this report may not be suitable for all investors, 
and certain investors may not be eligible to purchase or participate in some or all of them. 

This report is not an offer to buy or sell or the solicitation of an offer to buy or sell any security or to participate in any particular trading strategy.  The "Important US 
Regulatory Disclosures on Subject Companies" section lists all companies mentioned in this report where Morgan Stanley owns 1% or more of a class of common 
securities of the companies.  For all other companies mentioned in this report, Morgan Stanley may have an investment of less than 1% in securities or derivatives of 
securities of companies mentioned in this report, and may trade them in ways different from those discussed in this report. Employees of Morgan Stanley not involved in 
the preparation of this report may have investments in securities or derivatives of securities of companies mentioned in this report, and may trade them in ways different 
from those discussed in this report. Derivatives may be issued by Morgan Stanley or associated persons. 

Morgan Stanley and its affiliate companies do business that relates to companies covered in its research reports, including market making and specialized trading, risk 
arbitrage and other proprietary trading, fund management, commercial banking, extension of credit, investment services and investment banking. Morgan Stanley sells to 
and buys from customers the securities/instruments of companies covered in its research reports on a principal basis. 

With the exception of information regarding Morgan Stanley, reports prepared by Morgan Stanley research personnel are based on public information. Morgan Stanley 
makes every effort to use reliable, comprehensive information, but we make no representation that it is accurate or complete.  We have no obligation to tell you when 
opinions or information in this report change apart from when we intend to discontinue research coverage of a subject company. Facts and views presented in this report 
have not been reviewed by, and may not reflect information known to, professionals in other Morgan Stanley business areas, including investment banking personnel. 

Morgan Stanley research personnel conduct site visits from time to time but are prohibited from accepting payment or reimbursement by the company of travel expenses 
for such visits. 

The value of and income from your investments may vary because of changes in interest rates or foreign exchange rates, securities prices or market indexes, operational 
or financial conditions of companies or other factors.  There may be time limitations on the exercise of options or other rights in your securities transactions.  Past 
performance is not necessarily a guide to future performance.  Estimates of future performance are based on assumptions that may not be realized. Unless otherwise 
stated, the cover page provides the closing price on the primary exchange for the subject company's securities. 

To our readers in Taiwan:  Information on securities that trade in Taiwan is distributed by Morgan Stanley Taiwan Limited ("MSTL"). Such information is for your 
reference only.  The reader should independently evaluate the investment risks and is solely responsible for their investment decisions. This publication may not be 
distributed to the public media or quoted or used by the public media without the express written consent of Morgan Stanley.  Information on securities that do not trade 
in Taiwan is for informational purposes only and is not to be construed as a recommendation or a solicitation to trade in such securities. MSTL may not execute 
transactions for clients in these securities. 

To our readers in Hong Kong: Information is distributed in Hong Kong by and on behalf of, and is attributable to, Morgan Stanley Dean Witter Asia Limited as part of its 
regulated activities in Hong Kong. If you have any queries concerning this publication, please contact our Hong Kong sales representatives. 

This publication is disseminated in Japan by Morgan Stanley Japan Securities Co., Ltd.; in Hong Kong by Morgan Stanley Dean Witter Asia Limited (which accepts 
responsibility for its contents); in Singapore by Morgan Stanley Dean Witter Asia (Singapore) Pte. (Registration number 199206298Z) and/or Morgan Stanley Asia 
(Singapore) Securities Pte Ltd (Registration number 200008434H), regulated by the Monetary Authority of Singapore, which accepts responsibility for its contents; in 
Australia by Morgan Stanley Dean Witter Australia Limited A.B.N. 67 003 734 576, holder of Australian financial services licence No. 233742, which accepts 
responsibility for its contents; in Korea by Morgan Stanley & Co International Limited, Seoul Branch; in India by JM Morgan Stanley Securities Private Limited; in Canada 
by Morgan Stanley Canada Limited, which has approved of, and has agreed to take responsibility for, the contents of this publication in Canada; in Germany by Morgan 
Stanley Bank AG, Frankfurt am Main, regulated by Bundesanstalt fuer Finanzdienstleistungsaufsicht (BaFin); in Spain by Morgan Stanley, S.V., S.A., a Morgan Stanley 
group company, which is supervised by the Spanish Securities Markets Commission (CNMV) and states that this document has been written and distributed in 
accordance with the rules of conduct applicable to financial research as established under Spanish regulations; in the United States by Morgan Stanley & Co. 
Incorporated, which accepts responsibility for its contents.  Morgan Stanley & Co. International Limited, authorized and regulated by Financial Services Authority, 
disseminates in the UK research that it has prepared, and approves solely for the purposes of section 21 of the Financial Services and Markets Act 2000, research which 
has been prepared by any of its affiliates.  Private U.K. investors should obtain the advice of their Morgan Stanley & Co. International Limited representative about the 
investments concerned. In Australia, this report, and any access to it, is intended only for "wholesale clients" within the meaning of the Australian Corporations Act. 

The trademarks and service marks contained herein are the property of their respective owners. Third-party data providers make no warranties or representations of any 
kind relating to the accuracy, completeness, or timeliness of the data they provide and shall not have liability for any damages of any kind relating to such data.  The 
Global Industry Classification Standard ("GICS") was developed by and is the exclusive property of MSCI and S&P. 

This report or any portion hereof may not be reprinted, sold or redistributed without the written consent of Morgan Stanley. 

Morgan Stanley research is disseminated and available primarily electronically, and, in some cases, in printed form. 

Additional information on recommended securities is available on request. 
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