Stocks

[ can't tell if 2000 s gaing 10 be-a good
one for siocks ar a4 greal one Fither bs
ViR sible, TEimvestors remain dour, as
thev were in 2004 and 2005, the MSC
Warld index = chebest way of measuring
the whole world - may end up 9.5% ket
wasin 2005, 1 seitin e impraves a lil
it wonld be easy o see Iup 404,

Stacks could explods. Ever sinee the
pear marker bottomed, something has
rrecdd that hasn't been true lora quar
qCThe iverse o a countne's
privef :"1II1L-"|r" o “FAET - s carmings
vigld ar EP - became abave the L0-year
covernment bond rate

Mats e inoall the largest markers
and almest anvwhers else of any sianif-
canee, In the U

L5 today the spread'is 1:3%
the earnings yield s a2 and the bond rate
is 4,2%, I the UK and preste much eve-
rvwhere else big that couns, that spread
is Digei o 4%

Since corporats bond zates derive from
government rites; the average cempany
can borrow long-lerm mdnsy in its local
merket, buy Dack is stock.and make sam-
ings pér share tise, all while pushing up
the stock,

Remember — the samings yield is an
after-tax nusmber while the bond vield s
pre-tay. Depending on a countrv's tax
rate. a fem can pull off this free-money
drap with an l:.IIlI;;"Ic_‘: vield nicely lower
than the: bond rae. That's one of the big
reasons why, for most of histery, govem-

IN EUROPE RIGHT NOW,
FOLKS THINK IT WILL
BE A RECESSION AND
EARNINGS WILL FALL -
BUT THEY ARE WRONG.

ment bomd rates were markedly highier
than camings viclds:
Tov meturn o more histosical noms,

gy "1'-!.'I‘-"-."'T'I"i'T?',.-Z'.'-TII

KEN FISHER Begi{e)ileESi:i4%

Stay focused on good companies that are cheap enough to buy back
their own stock and see earnings rise, says Forbes Magazine's Portfolio
Strategy columnist and Fisher Investments chief executive Ken Fisher

are set to explode

whiere bond yields exceed samings vields,
what 1.'-DLM have o happen? Take the US
with its 0% eamnings vield and 4.5% hond
viehl - stocks could rise 34%. the bond
vield could rise 18%, the samings could
fall 23%: or some combination of all three.

Since | den'tthink long rates will o up
d lof in the US because they keep falling
outside that cauntry, then v *uu.r*- t have
a Big up marker or a rece

in Europe tighe now, [olks think it will
bea recession and armings will fall = bat
they are wrang

Even if they aren's. tecall the spread
mwice as big owlside the U5, i sentiment
returned o fae-1870s7 levels, non-1s
stocks would hHave to rise 70%, a1 inws
esr rates would have to beoup 3% ar
more, ar earnings would bave 1o
decimale 1 "nlI'-

OF,  mavbe nong of
that I1;J|1’|:'|1-: Mavho
we dan’'t ger back 1o
more teadivicnal el
ative. valuations af
garnings vields e
bands, That wounld
be becanse sentiment
would continue at doue
2004 aml 2005 levels and
thenm, mavhe, this cheap stockmarker
slavs super cheap and just tises a fole,
like it dad those vears Tt was sl ber
ter then, afeer all the band wringing, ©
be in-stocks than bands or cash. And Qo
will be this year teo, but mavbe bvoa for il
sunmment improvas,

I've been oo bullish for several yvears
begauss vallations ame so compelling, |
would remain I'r-.:us-:rl an gond companies
thar are cheap enough to buw l‘.-a-.L theis
own stock and have carnings rise or el
fave somcone take them ovee, Here are
spme examples;

French-basad Veolia Environnement
is e world's fargest water illty and the
second largest waste managentent frm,
AL 20 times garnings it 15 an casy take
OVET tangeL

while Espirite Santo Financial Group
B Luxemboure-based. it s really & mid
sidedl Portuguese bank, Soclal teends towand
deregulation are altewing it to grow rapidly
and yer, ar 15 times eamings, it 1o would
e a juicy mouthful [or any acquisition-
orientad bank.,

Puech-bassd Qiagen distnguishes isell
fram the bictech world with real sales,
rapid growth and actual profinabiliny. As a
vendor vou obtain the growth withoue the
rigk. because it s2lls gepe separation and
purification preducts across the indusere
ey this held 31 P/E of 22 is very cheap:

H&R Block in the U is momphing

e

(o it (raditlonal tax prepararion busi-
ness 10 being hall & stock and morgage
broker, But, ar 13 times carnings, what il
sheuld do is borrow money and buy back
its own sock, pushing ils eamings per
share higure higher naturally. 15§ doesn't
get the stock up, another broker 15 likely
tr horrow mioney and take It aver,
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