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Introduction

It has been our practice — along with most of
Wall Street —to present some sort of an annual
target for the stock market. For many yearswe
did so as a Wall Street Week participant and
also in Business Week's annual survey.

Wearegenerally pleased with our results. Fig-
ure one does not, in our biased opinion, al-
ways reflect our stance at several critical junc-
tures nor the accuracy of our outlooks.

« At the beginning of 1991, concerns re-
garding the upcoming Gulf War led most
observers to take a negative stance ("sel-
dom have so many been so wrong").t

* Going into 1995, the conventional view
was that rates were going considerably
higher following the Fed tightening in 1994
(our view wasfor a4,000 closevsthe 3,800
result in ' 94) while the consensus for '95
was for aflat year at best.

* In both *98 and " 99 our outlook was the
most positive of the 50 or so commenta-
tors in BW's annual outlook and in both
caseswewerewithin 2% of theactua (1,200
in'98 vstheactual closeof 1,229 andin'99
1,500 vsthecloseof 1,469).

(Wewould readily acknowledgethat our 2000+
callswereoverly optimistic.)

Our outlookswere based primarily on avariety
of historical parameters and market approaches
we have developed. Today we contend that
various market forces and factors have made
them less useful in making long term predic-
tions. The stock market, like many other as-
pects of the day, has a much shorter perspec-
tive and twelve month forecasts are writ in wa-
ter.

Figure 1: Laszlo Birinyi's DJIA Forecasts: 1989 - 2004
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1 "Red Faces. Stock Market Swing Shows How
Wrong Professionals Can Be'. WSJ. 2/26/91.
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As just one example, today’s investor has a
much shorter horizon which is — to some de-
gree — a continuing evolution:

* Post WW |l saw individuals as para-
mount. Because of taxes and high com-
missions, individua swerelong term hold-
ers. In addition, their focus was probably
on absolute, total return.

» ERISA ushered in a period of perfor-
mance-oriented accounts which had lim-
ited tax considerations.

» The mutual fund era was one of perfor-
mance first and foremost.

» Today hedge funds, day traders, and pro-
prietary trading have created an atmo-
sphere of spurts of concentrated activity
and aggressive profit taking.

The consolidation of timeframesisalso afunc-
tion of technology and today’sworld. Asone
example, movies and records see the greater
majority of their gainsin the first week or ten
days. Last summer we noticed that almost half
the books on the NYT best seller list were ei-
ther in their first or second week.

Exactly ten years ago only one of the 15 books
wasavirtual newcomer. We speculatethat the
success of the DaVinci novel maybe a func-
tion of their not being many alternatives and
not necessarily because that book is so com-

pelling.

Figure 2: Selected New York Times Best Seller Lists

1995 and 2000 Best Sellers'

July 3, 2005 Weekson List
Last Week Weekson List 1995 2000
The Historian, By Elizabeth Kostova - 1 4 10
4th of July, by James Patterson and Maxine Pagetro 2 7 4 151
The DaVinci Code, by Don Brown 4 118 55 1
The Mermaid Chair, by Sue Monk Kidd 1 1 41 5
Dance of Death, by Douglas Preston and Lincoln Child 1 20 70
True Believer, by Nicholas Sparks 3 10 9 8
A Long Way Down, by Nick Hornby 5 2 6 54
Velocity, by Dean Koontz 7 4 177 145
Killing Time, by Linda Howard - 1 2 7
One Shot, by Lee Child 1 2 4
Aver age Number of Weeks on List 15.6 32 455
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Part One: Outlook

With no specific guideposts, we seenoreason
todisputetheapparent, prevailing view that
themarket islikely to post ahigh singledigit
gain (8% +) for theyear. Inthe chart below
we present first the sentiment of the 76 partici-
pants in Business Week'sannual poll (to which
we no longer contribute), and we also segre-
gate the participants by type - based on Busi-
ness Week and other sources.

Figure 3: 2006 Year-End S& P 500 Forecasts ( | = mean)
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We are positive for a number of reasons in-
clude what is transpiring as well as what is
not. To begin we arein abull market and we
arewell abovetherising 200 day moving aver-
age which we consider the “yellow” light at
the corner.

Figure 4: S& P 500 vs 200-Day Moving
Average: January 2005 - Present
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Numerous commentators have madethe point  In those four prior instances, the fourth year
that the bull market isgetting old. Thecurrent  of the rally had one sharp gain and two minor
rally isinitsfortieth month which makesitthe losses while the '62 to ' 66 rally ended seven

fifth longest run of the last forty years.

months into its fourth year.

However, those marketswhich rallied even fur-

ther where — at this point — not dissimilar.

Figure 5: Five Longest Bull Markets: 1962 - Present
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Start End Percent Change Years First 40 Months  Next 12 Months Remainder
10/11/90  7/17/98 301.66 1777 60.49 -2.64 157.07
10/3/74  11/28/80 12563 6.16 50.16 541 254
8/12/82  8/25/87 22881 504 9244 2330 3858
6/26/62  2/9/66 79.78 363 7326 3.76
10/9/02  1/11/06 66.61 3.26 66.03
Average 69.09 7.46 79.40
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We conclude that the bull market is still intact
for anumber of reasons. For one, sector activ-
ity has not paralleled previous markets. If one
takes sector performance and breaks it into
deciles (by time) wefind that in thelatter stages
of bull markets, technology presents itself.

Obviousdly this has not been the case. Assum-
ing that we arein the final phase of arally, the
last three decileswould be utilities, energy and
materials. Which would be very unique.

Figure 6: Best Performing Sectors During Last Three Deciles of Bull Markets: 1962 - Present

Extending that analysis (and again assuming
the bull market is ending) the progression or
rotation by sectors would be:

Figure 7: Best Sector in Each Decile of Current Bull Market
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Another, lesscompelling, characteristicissmall
vs large. We have long viewed analysis of
small stocks with some concern. Historically
the proxy for smaller issues was the Nasdaq
which, given MSFT-ORCL-INTC etc., is ho
longer the case. Unfortunately, the Russell
2000 was not introduced until 1978 while other
indices are often populated with small stocks
which were once large. We have found the
S& P unweighted (ETF: RSP) isagood proxy
but that data only beginsin 1990.

Using the Value Line Arithmetic (which con-
sists of 1,700 stocks) isone solution but it too
has had arather short life. Neverthelessif we
take the relative strength of that measure vs
the S& P, it is clear that the small-mid cap uni-

verse has trumped large stocks. 1t may not be
definitive but the four bull markets endings
were all characterized by strong
outperformance of large names relative to
small. It may not be cause and effect but it
might also be another window on speculative
sentiment. (But it may not.) Inany caseitis
four for four and should at |east be monitored.

Figure 8: Relative Strength of S& P 500 vs Value Line Arithmetic: 1983 - Present
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Also positive is the raly in gold. While the
metal is often thought of asa*“safe haven” or a
hedge, in four of thelast five bull market starts
gold alsorallied. Thismay be coincidental but
it isinteresting.

Figure 9: Gold vs Bull Markets: 1975 - 2006
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While Figure five (on page four) suggests that
on the surface the current bull market is some-
what reminiscent of the 1962 and 1990 bull mar-
kets, amore penetrating analysis suggests that
itisnot. Skepticswill remind usthat “it is dif-
ferent thistime”, in reality in bull marketsitis
alwaysdifferent. (Bear marketshaveasurpris-
ing amount of consistency).

In our study of market cycleswe found signifi-
cant differences between bull markets in eco-
nomic, fundamental, and technical characteris-
tics.?2 We concluded that characteristics such
as early cycle, rate sensitive and other clichés
and labels were a “ sometimes thing”. As one
examplewe might notethat historically energy
has been considered alate market cycle sector.
A relative strength graph of the mgjor oils for
each of the last six bull markets hardly sup-
ports the late cycle contention.

Figure 10: Energy Sector vs S& P 500 During Bull Markets: 1970 - Present
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Also different this time are bonds.

Figure 11: 10 Year T-Bond During Bull Markets of At Least Forty Months
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Different too isthe market’ smultiple. Inevery
bull market since 1962 the P/E ratio hasincreased
- except thistime. But then too the start of the
current bull market was not “normal” either as
the P/E ratio was higher than at any other bull
market start.

Figure 12: Bull Market P/E Ratio: Start vs End
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Part Two: Strategy 2006

Going into the New Year, we begin with the
assumption that the trends of the last year or
so will continue. Foremost among theseisthe
issue of capitalization where anumber of com-
mentators have suggested or forecasted that
large and large cap growth will reassert them-
selves, in part because of historical relation-
ships.®

That fails, in our view, to reflect the changing
nature of market participants. Hedge funds,
day traders, and proprietary desks have a
shorter time horizon than do institutions. Many

Figure 13: Mega Cap Long Term Ceilings
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Their Age." New York Times. 1/22/06.
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Taking a top-down, sector approach, we ana=  Asshown in Figure 14 the sector which scores
lyzed several components: best on money flows is — not surprisingly —
energy:

» Money flows

» Analyst’s opinions

* Pricetargets as determined by fundamen-

tal analysts
* Earnings outlook

Figure 14: Birinyi Associates Top-Down Sector and Group Analysis*

S& P 500 EPSGrowth PEG Money Flow Birinyi Fund. Awerage  Expected Rated Stock

Sector Weight 2006 Ratio Score(0-5) Score(0-5) ANR (0-5) Return (% ) Highest Lowest
Group
Cons Discretionary 10.5 17.8 21 34 238 37 15.5 CCL F
Autos & Components 05 1033 31 34 21 29 12 JCI F
Cons Dur & Appar. 13 181 24 35 32 38 12.6 FO EK
Consumer Services 17 88 16 34 30 38 10.6 CCL  WEN
Media 30 171 18 34 21 39 238 NWS TRB
Retailing 40 205 20 34 29 37 144 KSS DDS
Cons Staples 9.6 51 1.9 33 26 3.6 12.2 PEP  ABS
Food & Staples Retail 24 95 18 33 21 36 159 CcvS ABS
Food, Bevg & Tobacco a7 6.9 20 33 26 36 110 PEP  CAG
Hhold & Pers Products 25 -17 18 32 35 36 110 CL CLX
Energy 10.5 10.4 13 39 39 4.2 8.9 VLO BR
Oil & Gas 84 81 14 38 42 40 9.3 VLO BR
Energy Equip & Svcs 21 496 10 43 32 44 74 RIG  WFT
Financials 20.6 10.1 15 33 238 3.6 94 PLD PFG
Banks 76 37 13 34 32 35 11.0 WB  ASO
Diversified Financials 7.7 9.3 14 32 33 36 80 MER MCO
Insurance 45 312 14 32 21 36 11.3 AIG  PFG
Redl Estate 0.8 -9.9 43 33 19 35 -4.0 PLD AlV
Health Care 13.3 58 2.0 33 28 37 11.6 AET  ABI
HC Equip & Svcs 5.2 14.2 15 33 36 38 129 AET  THC
Drugs & Biotech 80 46 29 32 26 34 108 AMGN ABI
Industrials 10.9 14.6 1.4 33 338 39 15.1 GE CMI
Capital Goods 86 145 13 33 38 39 157 GE CMI
Comml Sves & Sup. 0.7 9.1 17 32 33 40 206 WMI AW
Transportation 16 174 12 34 43 40 9.8 NSC  UNP
Technology 15.2 6.0 42 31 25 3.6 14.6 EMC SLR
Semiconductors 32 -8.1 16 33 20 37 16.8 LLTC AMCC
Software & Services 5.0 32 38 31 28 36 130 MSFT BMC
Hardware & Equip 7.0 16.3 6.3 30 26 36 149 EMC SR
Materials 31 134 2.0 35 22 37 7.0 HPC LPX
Telecom Services 31 8.6 3.0 34 25 3.6 12.8 S Q
Utilities 34 15.9 238 34 23 3.6 9.9 AYE PGN
S& P 500 100.0 10.7 22 33 29 37 12.0 AET F

4 Definitions appear in Appendix H.
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The sectors were then analyzed on atechnical  Truly long terminvestorswill focuson thefun-
basis. Herewewouldtry to analyzeand under-  damental s but in the markets of the day, timing

stand, not necessarily project. Specifically: should also be an ingredient in the formula.
* Trends of moving averages On the following page we have combined
* Trading ranges both the fundamentals and technicals. The
» Number of stockswhich made new highs  three favorite groups are oil & gas, energy
in December / early January equipment and transportation. At the bot-
» Number of stocks greater than their 200 tom are semiconductors, food retail and in-
day moving average surance.

Figure 15: Birinyi Associates Technical Overview of Sectors and Groups®

S& P 500 Relative  Institutional Trading Moving

Sector Weight Strength Hddings Envelope  Averages Volume Total
Group
ConsDiscretionary 10.5 2.0 24 2.6 2.6 21 9.7
Autos & Components 05 20 34 30 37 28 121
ConsDur & Appar. 13 18 21 22 26 22 87
Consumer Services 17 19 21 31 31 23 10.2
Media 30 23 25 33 26 19 10.7
Retailing 40 20 25 20 23 21 838
Cons Staples 9.6 16 23 2.7 21 14 8.6
Food & Staples Retail 24 18 25 2.7 16 16 84
Food, Bevg & Tobacco 47 16 21 25 13 12 75
Hhold & Pers Products 25 14 24 30 41 16 108
Energy 10.5 33 21 24 45 34 12.4
Qil & Gas 84 30 20 25 45 31 120
Energy Equip & Svcs 21 38 26 23 48 44 134
Financials 20.6 2.0 21 22 2.7 24 9.0
Banks 76 15 23 16 22 19 76
Diversified Financials 77 26 16 24 32 32 97
Insurance 45 19 24 2.7 21 14 92
Redl Estate 08 29 36 31 4.7 34 144
Health Care 133 2.0 24 23 25 20 9.2
HC Equip & Svcs 52 19 24 23 23 19 89
Drugs & Biotech 80 21 23 22 27 20 94
Industrials 10.9 2.0 1.7 1.8 24 21 7.9
Capital Goods 86 19 16 16 22 19 72
Comml Sves & Sup. 0.7 20 16 29 24 18 89
Transportation 16 29 26 20 38 30 113
Technology 15.2 24 25 23 2.7 19 9.8
Semiconductors 32 25 24 16 28 20 9.1
Software & Services 50 20 24 28 26 13 98
Hardware & Equip 70 25 25 22 27 22 100
Materials 31 24 18 2.0 33 25 9.4
Telecom Services 31 14 32 24 38 23 10.8
Utilities 34 1.8 20 31 23 21 9.2
S& P 500 100.0 21 22 23 2.8 22 9.4

5 Definitions appear in Appendix H.
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Figure 16: Birinyi Associates Fundamental and Technical Overview of Groups
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Part Three: International Outlook

Extending our approaches to the mgjor inter- industrial production and strong expected
national markets, we begin with an overview  stock market growth.
of economic and fundamental forecasts.®

Asexpected, Asiareignswith an expected GDP
in excess of the global forecast, lower than
average inflation and unemployment, higher

Figure 17: 2006 International Economic and Fundamental Forecasts

GDP  Inflation Unemp. Cons. Indu. Stock EPS Dividend Money Flow of
Country % % Rate%  Conf. Prod.% Growth% Growth% Yield % ANR Flows Funds ($,mil)
AUSTRALIA 3.0 20 5.0 13 11.6 38 3.56 5 $2,793
BRAZIL 3.0 4.0 - 0.6 24.2 152 51 3.97 6 $3,647
CANADA 3.0 1.0 7.0 - 29 51 14.8 19 3.63 6 -$19,122
CHINA 8.0 20 16.5 153 3.0 3.52 8 $3,797
FRANCE 2.0 1.0 8.0 - 13 16 9.4 22 3.76 7 $3,223
GERMANY 1.0 1.0 9.0 + 5.0 32 123 21 3.69 7 $4,790
HONG KONG 40 10 4.0 41 5.7 -0.9 34 3.59 9 $6,848
INDIA 6.0 30 6.9 7.3 19.8 13 4.02 6 $1,888
ITALY 2.0 10 7.0 + 04 31 9.6 37 3.40 5 $4,151
JAPAN 1.0 0.1 4.0 + 34 5.2 -22 0.9 3.63 8 $33,212
NETHERLANDS 2.0 10 5.0 + 04 11 7.6 34 3.58 8 $1,809
RUSSIA 5.0 9.0 4.6 19.9 16 341 7 $464
SOUTH KOREA 5.0 3.0 3.0 + 12.2 104 151 10 4.05 4 $1,552
SPAIN 3.0 20 9.0 0.8 7.0 8.0 29 3.14 8 $897
SWEDEN 2.0 20 4.0 + 0.9 -15 120 24 3.13 7 $2,334
SWITZERLAND 2.0 1.0 3.0 28 53 118 16 3.74 7 $1,683
TAIWAN 4.0 10 4.0 95 19.2 226 38 3.55 6 $8,330
UK 2.0 20 40 - -2.4 14 95 35 3.44 7 -$302
Average 32 21 54 41 6.2 117 26 3.60 6.7 $3,444
us 3.0 20 5.0 - 0.6 14.2 122 21 3.88 8

Figure 18: 2006 I nternational Economic and Fundamental Forecast Matrix

GDP Inflation Unemp. Cons. Indu. Stock EPS Dividend Money Flow of
Country % % Rate % Conf. Prod.% Growth % Growth % Yield % ANR Flows Funds ($,mil) Totals
TAIWAN X X X X X X X X 8
CHINA X X X X X X X 7
JAPAN X X X X X X X 7
SOUTH KOREA X X X X X X X 7
HONG KONG X X X X X X X 7
GERMANY X X X X X X 6
INDIA X X X X X 5
NETHERLANDS X X X X X 5
RUSSIA X X X X X 5
SPAIN X X X X X 5
UK X X X X X 5
BRAZIL X X X X 4
SWEDEN X X X X 4
ITALY X X X X 4
SWITZERLAND X X X X 4
AUSTRALIA X X X X 4
FRANCE X X X X 4
CANADA X X 2
us X X X X X X 6

* Country receives an “X” if their indicator is better than the average of all the countries.

5 ANR is the average analyst rating based on a scale of 1 (strong sell) to 5 (strong buy).

" Subtracts purchases of US equities by domestic investors from purchases of domestic equities by US investors.
Birinyi Associates, Inc. 15 2006




We then analyzed the 1,100 companies which
comprisethe major indices of theworld. Here
we compared expected earnings growth with
expected price change of each stock. Theprice
and earnings targets as derived by the local
analysts for each stock were then averaged
and aggregated for each country.

As shown below, the 57 issues in Brazil's
Bovespa Index are expected to gain 24% and
only Sweden should-by this approach-have a
down year. We have also broken each coun-
try into groups to show which oneis expected

to contribute the most to each country's gains.
(Russiaand Chinaareleft out duetoinadequate
analyst forecasts)

Figure 20 details that Taiwan and Russia are
forecast to have the highest earnings growth,
while Japan and Hong Kong are the only coun-
tries where earnings are expected to decline.

Below we detail which groups are expected to
contribute the most to each country's expected
returnin 2006. For example 25% of Brazil'sre-
turnisexpected to betheforest & paper group.
Whilein Taiwan al of the growth in earnings
isexpected to come from the el ectronics group.

Figure 19: Expected Market Cap Change of Major Country Stock Indices
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Brazil Forest&Paper: 25%, Telecomm: 24%
Taiwan Electronics, Financials: 13%

us Media: 26%, Healthcare Products: 19%
South Korea Beverages: 28%, Auto Parts: 27%

India Software: 10%

Spain Utilities: 13%, Media: 8%

Hong Kong Computers: 87%

Switzerland Food: 14%, Healthcare Products: 12%
Japan Telecomm: 15%

Canada Telecomm: 21%

Germany Telecomm: 28%

Italy Auto Parts: 20%

France Telecomm: 12%, Media: 8%

UK Telecomm: 12%, Agriculture: 9%
Australia Beverages: 18%, Entertainment: 16%
Netherlands Transportation: 24%

Sweden Media: 18%

Figure 20: Expected EPS Growth of Individual Country's Stock Indices
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Taiwan Electronics: 109%
Russia Internet: 97%

India Pharmaceuticals: 60%
China Mining: 78%

Brazil Telecomm: 52%

South Korea Electronics: 77%
Canada Mining: 56%

Germany AutoManufacturers: 36%
us Insurance: 46%, Retail: 46%
Sweden Forest&Paper: 54%
Switzerland Insurance: 20%
Australia Mining: 45%

Italy Banks: 14%

UK Food: 43%

France Computers: 82%

Spain Media: 38%
Netherlands Media: 20%

Hong Kong Real Estate: 10%

Japan Retail: 125%
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When we combinethe 1,100 global stocksinto
groups and analyze expected EPS growth and
price change, wefind that thereis surprisingly
little correlation between the two. Semicon-
ductors, for example, are expected to have an
almost 50% increase in earnings but less than
5% increasein value.

In Figure 21 below, we list the expected earn-
ings increases (in the case of steel, decrease)
and expected price changein percentage terms
as well as each groups rank in each category.

Figure 21: Expected EPS Growth and Price Change By Group

Expected Expected EPS Growth Price Change
Group EPS Growth Price Change Rank Rank
Semiconductors 48.97 % 4.76 % 1 15
Electronics 47.38 7.56 2 8
Electrical Compo& Equip 45.40 -2.66 3 37
Mining 40.30 1.25 4 30
Beverages 40.00 7.15 5 10
Media 36.20 7.69 6 7
Computers 30.71 14.70 7 2
Miscellaneous Manufactur 28.46 0.74 8 32
Entertainment 26.99 5.14 9 13
Commercia Services 26.59 3.55 10 20
Retail 26.44 0.79 1 31
Telecommunications 26.21 15.15 12 1
Building Materials 26.05 0.32 13 33
Machinery-Diversified 24.42 5.98 14 11
Distribution/Wholesale 24.34 314 15 23
Software 23.68 3.03 16 25
Food 22.66 3.04 17 24
Aerospace/Defense 2181 4.89 18 14
Auto Manufacturers 19.70 3.38 19 22
Chemicals 19.38 4.24 20 17
Healthcare-Products 17.03 5.97 21 12
Forest Products& Paper 16.96 7.26 22 9
Electric 14.98 7.88 23 6
Engineering& Construction 14.12 4.10 24 19
Agriculture 11.83 8.39 25 5
Pharmaceuticals 11.29 294 26 26
Machinery-Constr&Mining 10.64 -3.22 27 39
Apparel 10.40 8.62 28 4
Real Estate 10.16 0.29 29 34
Airlines 9.98 -1.05 30 36
Banks 8.98 1.92 31 28
Diversified Finan Serv 8.78 4.72 32 16
Auto Parts& Equipment 8.35 9.20 33 3
Gas 8.11 177 34 29
Water 7.44 -2.97 35 38
Oil&Gas 7.30 4.16 36 18
Insurance 6.70 -0.73 37 35
Transportation 3.23 3.39 38 21
Iron/Steel -11.88 2.80 39 27
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Looking at expected market cap change by
group based on the price targets of each stock,
non-US markets will be led by telecoms and
computers. The major component of the
telecomrally is expected to be Brazil asit and
Canada should be responsible for almost half
the gain in the group's market value.

Onthefollowing page, we show the same chart

using expected earnings growth.

Figure 22: Expected Market Cap Change By Group
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Brazil: 23%, Canada: 21%

Hong Kong: 87%

South Korea: 27%, Italy: 20%
Taiwan: 22%

South Korea, Brazil: 13%

Brazil: 19%

Canada: 9%, UK: 8%

Canada: 17%, Taiwan: 12%
Brazil: 25%

South Korea: 28%, Australia: 17%
South Korea: 14%

Switzerland: 12%

Australia: 16%

Brazil: 19%

Taiwan: 8%

South Korea: 13%, Taiwan: 11%
South Korea: 11%, UK: -10%
South Korea: 16%

South Korea: 15%

South Korea: 19%, Canada: 17%
Netherlands: 25%

Japan: 11%

South Korea: 20%, UK: -17%
Brazil: 18%, Canada: 12%

India: 10%

Japan: 5%

Brazil: 18%, France, Canada: -15%
South Korea, Taiwan: 12%
Australia: -20%, UK: -18%
Brazil: 22%, Canada: -5%
Canada: 9%, UK: -2%

Australia: 11%
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Figure 23: Expected EPS Change By Group

Semiconductors
Electronics

Electrical Compo&Equip
Mining

Beverages

Media

Computers

Misc Manufactur
Entertainment
Commercial Services
Retail
Telecommunications
Building Materials
Machinery-Diversified
Distribution/Wholesale
Software

Food
Aerospace/Defense
Auto Manufacturers
Chemicals
Healthcare-Products
Forest Products&Paper
Utilities
Engineering&Construction
Agriculture
Pharmaceuticals
Machinery-Constr
Apparel

Real Estate

Airlines

Banks

Financials

Auto Parts&Equipment
Gas

Water

Qil&Gas

Insurance
Transportation

Iron/Steel

Birinyi Associates, Inc.

40.3
40.0
36.2
| 30.7
285
27.0
26.6
26.4
26.2
26.0
24.4
243
23.7
227
218
19.7
19.4
17.0
17.0
15.0
14.1
118
113
10.6
10.4
10.2
10.0
9.0
8.8
8.4
8.1
7.4
7.3
6.7
32
-11.9 [0
-10 10 20 30 40

% Change

19

Semiconductors
Electronics

Electrical Compo&Equip
Mining

Beverages

Media

Computers

Misc Manufactur
Entertainment
Commercial Services
Retail
Telecommunications
Building Materials
Machinery-Diversified
Distribution/Wholesale
Software

Food
Aerospace/Defense
Auto Manufacturers
Chemicals
Healthcare-Products
Forest Products&Paper
Utilities

Germany, France: 100%
Taiwan: 109%

South Korea: 140%, Japan: 52%
China: 78%

South Korea: 82%, China: 77%
Spain: 38%

Taiwan: 36%
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Brazil: 21%, India: 17%
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Taking our analysis one step further, we high-
light the expectationsfor individual stocksthat
make up the major indices of the countries we
analyzed.

To find the top stocks, we grouped each cat-
egory-expected price change, expected EPS
growth, and ANR-into deciles and assigned a
score to each stock based on itsrank. Thetop
decile stocks received a score of 10 and the
bottom decile stocksreceived ascoreof 1. We
then cal culated the money flow scores of each

Figure 24: Top Ranked International Stocks

stock and summed each category to find ato-
tal score.

The table below highlights the top 20 stocks
fromthe 700+ global stocksthat analystscover.
Only stocks with money flow scores of 7 or
better were included.

Price (Local Expected Price Expected EPS ~ ANR Money

Ticker Company Currency) Group Change Score Change Score  Score Flow  Total
CCL LN CARNIVAL PLC 3,170 Leisure Time 9 8 10 8 35
TNT NA TNT NV 27.01 Transportation 10 8 10 7 35
VALE5 BS VALERDOCE-PFA 96.60 Mining 10 8 10 7 35
INFO IN INFOSYSTECH LTD 2,904 Software 8 9 9 7 33
ITSA4 BS ITAUSA-PREF 8.80 Holding Companies 10 6 10 7 33
ATY CT ATI TECHNOLOGIES 20.45 Semiconductors 7 10 8 7 32
3382 JT SEVEN & | HOLDIN 5,040 Retail 7 8 8 8 31
KLBN4 BS KLABIN SA-PREF 4.32 Forest Products& Paper 10 4 9 8 31
HNDL IN HINDALCO INDS 160.20 Mining 7 7 10 7 31
NT CT NORTEL NETWORKS 3.50 Telecommunications 10 10 4 7 31
ELE SM ENDESA 23.56 Electric 10 4 6 9 29
8795 JT T&D HOLDING INC 8,600 Insurance 3 9 9 8 29
6991 JT MATSUS ELEC WORK 1,286 Building Materials 9 6 6 8 29
IFX GY INFINEON TECH 7.85 Semiconductors 8 10 3 8 29
060000 KS  KOOKMIN BANK 77,400 Banks 8 4 10 7 29
TCSL4 BS TIM PART 8.12 Telecommunications 2 10 10 7 29
ELET6 BS ELETROBRAS-PRB 43.85 Electric 9 10 3 7 29
GTN NA GETRONICS NV 10.75 Computers 8 9 5 7 29
SYNN VX SYNGENTA AG 162.00 Chemicals 5 6 9 8 28
AH NA AHOLD NV 6.31 Food 7 10 3 8 28
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Figure 25: Top Ranked Stocks By Country

Australia
S& P ASX 200

Brazil
Bovespa

Canada
S& P/TSX 60

France
CAC 40

Germany
DAX

Hong Kong
Hang Seng

Italy
MIB 30

India
Sensex

Price(Local Expected Price Expected EPS ANR  Money
Ticker Company Currency) ChangeScore ChangeScore  Score Flow  Total
JHX AU JAMES HARDIE IND 8.93 8 9 9 6 32
BIL AU BRAMBLESINDS 9.88 7 7 10 6 30
ORI AU ORICA LTD 21.62 5 9 6 6 26
RIOAU RIOTINTOLTD 76.10 2 9 9 6 26
SHL AU SONIC HEALTHCARE 14.89 8 6 6 6 26
VALE5 BS VALERDOCE-PFA 96.60 10 8 10 7 35
ITSA4 BS  ITAUSA-PREF 8.80 10 6 10 7 33
KLBN4 BS KLABIN SA-PREF 4.32 10 4 9 8 31
TCSL4 BS TIM PART 812 2 10 10 7 29
ELET6 BS ELETROBRAS-PRB 43.85 9 10 3 7 29
T CT TELUS CORP 44.57 10 9 10 6 35
NT CT NORTEL NETWORKS 3.50 10 10 4 8 32
ATY CT ATI TECHNOLOGIES 20.45 7 10 8 7 32
RIM CT RESEARCH IN MOTI 75.11 10 9 7 6 32
ABX CT BARRICK GOLD CRP 3451 7 10 6 6 29
TMS FP THOMSON (EX-TMM) 16.97 10 10 7 6 33
EX FP VIVENDI UNIVERSA 26.40 8 5 10 6 29
PUB FP PUBLICIS GROUPE 31.08 6 7 9 6 28
AC FP ACCOR SA 49,57 5 7 8 6 26
FTE FP FRANCE TELECOM 19.29 10 3 7 6 26
IFX GY INFINEON TECH 7.85 8 10 3 8 29
ADS GY ADIDAS-SALOMON 169.85 6 7 10 6 29
DCX GY DAIMLERCHRYSLER 46.90 4 10 7 6 27
EOA GY E.ON AG 89.93 6 5 9 6 26
DTE GY DEUTSCHE TELEKOM 13.18 10 2 5 7 24
330 HK ESPRIT HLDGS 67.45 3 8 9 7 27
5 HK HSBC HLDGSPLC 129.70 7 4 6 8 25
101  HK HANG LUNG PROPER 15.10 2 9 6 7 24
1199 HK COSCO PACLTD 15.80 5 2 9 7 23
66 HK MTR CORP 16.30 7 1 6 8 22
PC M PIRELLI & C. 0.80 10 6 8 6 30
LUX IM LUXOTTICA GROUP 21.46 6 8 8 6 28
uc IM UNICREDITO ITALI 5.89 4 8 8 6 26
MB IM MEDIOBANCA 15.96 8 4 6 7 25
ENI M ENI SPA 24.49 8 3 8 6 25
INFO IN INFOSYSTECH LTD 2,904 8 9 9 7 33
SCS IN SATYAM COMPUTER 740 8 9 9 6 32
TCS IN TATA CONSULTANCY 1,662 8 9 9 6 32
HNDL IN HINDALCO INDS 160 7 7 10 7 31
BHARTI IN BHARTI TELEVEN 355 6 10 9 6 31
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Figure 25 (cont): Top Ranked Stocks By Country

Japan
TOPIX 100

South Korea
KOSPI 50

UK
FTSE 100

Netherlands
AEX

Spain
IBEX 35

Sweden
OMX 30

Taiwan
Taiwan 50

Switzerland
SMI

Price(Local Expected Price Expected EPS ANR  Money
Ticker Company Currency) Change Score Change Score  Score Flow  Total
3382 JT SEVEN & | HOLDIN 5,040 7 8 8 8 31
6991 JT MATSUS ELEC WORK 1,286 9 6 6 8 29
8795 JT T&D HOLDING INC 8,600 3 9 9 8 29
1928 JT SEKISUI HOUSE 1,771 8 9 4 7 28
8316 JT SUMITOMO MITSUI 1,300,000 8 3 10 7 28
002380 KS  KCC CORP 198,000 10 9 9 6 34
060000 KS ~ KOOKMIN BANK 77,400 8 4 10 7 29
005280 KS  PUSAN BANK 12,500 10 3 10 6 29
034220 KS  LG.PHILIPSLCD 43,950 8 10 5 6 29
033780 KS  KT&G CORP 45,000 8 5 7 7 27
CCL LN CARNIVAL PLC 3,170 9 8 10 8 35
RTR LN REUTERS GRPPLC 443 9 9 8 6 32
RB/ LN RECKITT BENCKISE 1,892 7 6 9 6 28
BAA LN BAA PLC 635 7 3 8 8 26
BSY LN BSKYB PLC 485 8 7 4 7 26
TNT NA TNT NV 27.01 10 8 10 7 35
GTN NA GETRONICS NV 10.75 8 9 5 7 29
AH NA AHOLD NV 6.31 7 10 3 8 28
KPN  NA KPN (KONIN) NV 7.92 9 6 4 7 26
AGN NA  AEGON NV 13.40 7 1 4 8 20
ELE SM ENDESA 23.56 10 4 6 9 29
CIN SM CINTRA 10.93 9 5 7 7 28
TEM SM TELEFONICA MOVIL 9.07 6 8 2 10 26
BBVA SM BBVA 16.26 5 6 7 8 26
TL5 SM TELECINCO 20.74 6 6 5 8 25
INVEB SS  INVESTORAB-B 134.00 9 10 7 6 32
ENRO SS ENIROAB 99.00 9 9 6 6 30
ERICB SS  ERICSSON LM-B 26.90 9 5 3 7 24
ASSAB SS ASSA ABLOY AB-B 121.00 5 7 5 6 23
SEBA SS  SEBAB-A 168.00 3 3 3 7 16
2888 TT SHIN KONG FINANC 25.65 10 8 10 6 34
2474 TT CATCHER TECH 236.00 9 9 9 6 33
2317 TT HON HAI PRECISIO 215.00 7 9 10 6 32
2353 TT ACERINC 73.00 10 8 8 6 32
2301 TT LITE-ON TECHNOLO 44.30 8 7 10 6 31
ROG VX ROCHE HLDG-GENUS 196.10 8 8 9 6 31
NESN VX  NESTLE SA-R 376.00 9 5 9 6 29
SYST VX  SYNTHESINC 154.70 8 8 7 6 29
SYNN VX SYNGENTA AG 162.00 5 6 9 8 28
RUKN VX SWISSRE-R 96.75 5 10 6 6 27
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Part Four: Systemic Risk

The course of 2006 will be afunction of avari-
ety of factors including a new Fed chairman,
geopolitical concerns, earnings and other is-
sues to be determined. We might term these
foreground issues. We continueto believethat
another critical issueisonewemight term back-
ground which is the continuing evolution of
the markets and the business.

More specifically wecontend that systemicrisk
hasincreased. Recently the Japanese market
has had anumber of system failureswhich have
led to shutdowns and concerns regarding that
market’ sability tofunction. Oneissuewasthe
increased use of cell phones to enter orders.
Most observers have viewed this as a loca
issueand obliquely criticized the TSE.

We disagree and have catalogued any number
of smilar failluresinmarketstheworld over. And
even when systems continue to function, we
contend that the various reforms and
restructuringswill ultimately not benefit inves-
tors. We further contend that many of the ar-
guments and factors behind these changes are
of dubious scholarship. Asjust one example,
we would again point out that one of the argu-
mentsfor decimalization wasin part to smplify
matters. But when we get reports of tradesin
Dell at $35.0001, we question that assumption.

Last year, a GAO report concluded that deci-
malization reduced trading costs.® Asreported,
wetook issuewith the report® in part because —
unlike most significant studies of trading costs
and market impact — the focus was on absolute
results. During the period of the study, (2001
to 2004), the most active stock list was domi-
nated by Lucent, Northern Telecom, Cisco and
many other stocks which had declines of 50%
and more.

Lucent, for example, went from $16in 1Q’00to
under $1in’02 and logic dictates that its costs
would decrease if not proportionately, at least
significantly. When the GAO analyzed rela-
tive costs, the results showed an increase in
costsfrom’01to’03.

We believe that many of the reforms and
changes are based on dubious, and suspect
research and also that not enough consider-
ation has been given to the implications and
residual effects. One major impact has been
the marginalization of research. Lower com-
missions have led to less money available for
research so that the brightest and the best no
longer gravitate to research.

8 Securities Markets. Decimal Pricing Has Contrib-
uted to Lower Trading Costs and a More Challenging
Trading Environment. GAO. May 2005.
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¢ Trading Costs (Yes Again). Birinyi Associates, Inc.
August 2005.
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The value of research has long been a conten-
tiousissue. Our view isto look at the added
value of fundamental research in dollar terms.
At the beginning of 2005, we analyzed the price
targetsfor the Dow30 stocks using the ten most
prominent firms as a data base.

As shown, the results were generally not help-
ful:

Figure 26: Analyst 2005 Dow 30 Stock Targetsvs Actual Close
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Going into 2006, the same approach yields a
Dow 30 projection of 12,217 or 14%.

Analysts Underestimated Stock Performance

Analysts Overestimated Stock Performance

Figure 27: 2006 Expected Percent Change For Dow 30 Issues
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We would note that these results are only in
part a function of the analysts. Indeed long
term projections are difficult in aworld of in-
stantaneous information and one dominated at
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traders. We doubt that the analysts of previ-
ous eras would do appreciably better in these
circumstances.
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