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I. From Threat To Partner 
 
The geopolitical headlines have been bearish for stock investors. However, while the media 
focuses on terrorism around the world and the turmoil in Iraq, the Big Story may be the 
extraordinary geopolitical transformation of China in recent months. The unheralded story is 
extremely bullish, in my opinion. Since joining the World Trade Organization (WTO) on 
December 11, 2001, China in effect has become one of America’s most important allies, 
sharing common national interests in a few crucial areas. Both the United States and China are 
very conservative geopolitical powers. Both require global stability to assure that they have 
unfettered access to foreign sources of the critical commodities that they must have to 
maintain their dynamic economies and to promote their might. 

How quickly we forget: One of the main reasons that the incoming Bush administration may not 
have responded more aggressively to the national security threat posed by al Qaeda right away 
is that the President and his top advisers were preoccupied with China. On April 1, 2001, an 
American surveillance plane and a Chinese fighter collided off the coast of China. The Chinese 
jet crashed into the sea. The American crew made an emergency landing on China’s Hainan 
Island. They were detained for several days. They were released after the U.S. ambassador to 
China wrote a letter that was taken as an apology by the Chinese. 

The May 4, 2001, issue of the Chicago Tribune reported that “While President Bill Clinton 
eventually came to view China as a ‘strategic partner,’ emphasizing common interests such as 
trade, Bush refers to China as a ‘strategic competitor,’ reflecting the view of conservatives who 
believe China should be treated as a potential threat.” 

Today, the Bush administration has embraced the strategic partnership approach almost 
wholeheartedly. Indeed, Vice President Dick Cheney, in two days of meetings with China’s 
political leaders during April 15 and 16, urged that North Korean nuclear disarmament talks 
must proceed and show progress. “Time is not necessarily on our side,” he said. He warned 
that the unstable situation could trigger a nuclear arms race in the region. In other words, in a 
diplomatic manner, he was giving the Chinese a wake-up call: Fix the North Korea problem, or 
risk a nuclear-armed Japan and South Korea: 

[T]here are nations in the region that have the technical capacity to produce nuclear 
weapons who have not done so. But if North Korea becomes a nuclear power, and 
has ballistic missiles, which it does, and has the ability to threaten other nations in 
the region with nuclear weapons, then those nations may conclude that their only 
option is to develop their own capability. And then we’d have a nuclear arms [race] 
unleashed in Asia, and that’s not in anybody’s interest. So we hope we can be 
successful through diplomacy at achieving our objective. But it is vitally important 
that we achieve this objective.1 

 

                                                        
1 http://www.whitehouse.gov/news/releases/2004/04/20040415-1.html. 
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The Chinese got the message. They wasted no time. On Monday, April 19, North Korean leader 
Kim Jong Il was in Beijing for a summit with Chinese President Hu Jintao. Mr. Kim arrived at the 
unannounced visit by special train at Beijing railway station early on Monday amid tight 
security, according to South Korean media reports. At first, China declined to confirm the visit. 
“We have no official information,” said the foreign ministry. But then on Wednesday, April 21, 
the Chinese government news agency announced that Mr. Kim assured the Chinese president 
that “the North Korean side would continue to be patient and flexible and actively participate in 
advancing the six-party talks.” He also agreed on the need for a nuclear weapons-free Korean 
peninsula.2 

China has been hosting six-nation talks to resolve the North Korean nuclear standoff, talks that 
also have brought together the two Koreas, the United States, Russia, and Japan. China has been 
actively attempting to pressure North Korea to drop its nuclear plans in return for help for its 
depressed economy.3 A new round of discussions is scheduled to take place before the end of 
June. The Bush administration demands the complete, verifiable, and irreversible dismantling 
of North Korea’s nuclear program.4 

China’s newfound interest in playing a major stabilizing role in international relations was 
confirmed by news that Beijing is expected to join the Nuclear Suppliers Group, 40 nations 
seeking to control the export of nuclear materials and technology. The news just happened to 
coincide with Mr. Cheney’s visit and signals a sea change in China’s policy toward nuclear 
proliferation. 

A top priority for the Chinese is to develop new sources of energy. In their discussions with Mr. 
Cheney, they raised the issue of importing U.S. technology for nuclear power stations. Plans call 
for at least 20 nuclear power plants to be built by 2020. They are more likely to get what they 
want if they can assure American officials that they won’t sell it to other nations, especially ones 
with rogue regimes. The April 13, 2004, issue of the Financial Times observes: 

Beijing has a long history of missile and missile-related sales overseas, and in the 
1980s provided Pakistan with enriched uranium and a bomb design, later sold to 
Libya and possibly North Korea and Iran.  

Apparently, the Chinese are ready to come in out of the cold. Rather than supplying the “Axis of 
Evil” with weapons of mass destruction, they now seem ready to help America to remove those 
weapons from rogue nations. 

 

                                                        
2 Footage on Chinese state-run television of the meeting showed Mr. Kim in a Mao-style gray tunic, while the 
Chinese were all wearing Western business suits.  
3 Previous summits in 2000 and 2001 had been followed by increased Chinese shipments of fuel and grain and 
forgiveness of some of Pyongyang’s debts. The North Koreans can expect another gift this time as well for showing 
a more cooperative attitude. 
4 According to the March 14, 2004, issue of The New York Times, Pakistan has provided the United States with 
information detailing how North Korea acquired nuclear technology from Khan Research Laboratories headed by 
Dr. Abdul Qadeer Khan, the father of Pakistan’s nuclear bomb program.  
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II. Power Requires Energy 
 
China is the main reason that I continue to recommend that long-term equity investors should 
overweight the Energy sector in their portfolios. The Chinese are desperate for more energy to 
power their economy. Previously, I have explained why I believe the nation is driven by a 
“Growth Imperative.”5 Real GDP must grow almost 10% per year to create approximately 8 
million new jobs annually. To accommodate the 20 million people migrating from the rural 
areas to the cities every year, the Chinese must in effect build a Houston, Texas, once a month! 
If they don’t grow fast enough and build enough infrastructure in response to these 
demographic pressures, unemployment would soar, potentially unleashing major social and 
political instability. Furthermore, rising unemployment and poverty could create living 
conditions that would spread diseases like SARS. Such a grim scenario will be avoided at all 
costs, at least until the summer of 2008 when Beijing hosts the Olympics. This is one of the 
main reasons that the Chinese are so motivated to make sure that the world is thoroughly 
impressed with their progress.6 

Needless to say, all this requires plenty of energy as well as other commodities. Every two years, 
the Chinese are adding the energy consumption of a middle-sized country like Brazil.7 The 
country’s energy needs are expected to more than double by 2020. National electric power 
demand is expected to continue growing between 10% and 15% annually, outpacing supply. 
Since last year, 21 provinces—out of the total 22—experienced power shortages with 
blackouts. The situation is likely to get worse as China’s rapidly growing middle class acquires 
more air conditioners.8 

Roughly 70% of China’s power supply comes from domestically produced coal, which is the 
dirtiest source of energy. The burning of high-sulfur coal has resulted in massive pollution. By 
2020, China could surpass the United States as the world’s biggest source of carbon monoxide. 
According to a recent article posted on www.chinadaily.com, China’s “coal reserves will run out 
in the coming decade.” If true, this is an extraordinary projection.9 I have not been able to 
verify it yet. 

Over the past 12 months through February of this year, China’s demand for crude oil rose to a 
record 5.4 million barrels per day. Extrapolating the trend since 1995 suggests that China 
should be consuming at least 7 million barrels per day by 2010 (Figure 1). China became a net 
oil importer in 1993 and now imports one third of its oil consumption, and it is expected to 
import more than half of its oil by 2010 by some estimates. 

 

                                                        
5 Topical Study #62, “China For Investors I: The Growth Imperative,” November 7, 2003, 
http://www.cm1.prusec.com/yardweb.nsf/TopicalStudies?readform 
6 Topical Study #63, “China For Investors II: The Games,” January 21, 2004, 
http://www.cm1.prusec.com/yardweb.nsf/TopicalStudies?readform 
7 “China’s Economic Engine Needs Power (Lots of It),” The New York Times, March 14, 2004. 
8 “China: In the dark,” The Economist, March 27, 2004, pp. 43-44. 
9 “Experts warn of hasty nuke plan,” China Business Weekly, March 9, 2004. 
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The Chinese fully recognize that the major obstacle for their Growth Imperative is sufficient 
supplies of industrial commodities, especially petroleum and natural gas. In response to the 
Iraq war last year, the Chinese reportedly began building storage facilities for a strategic oil 
reserve. The Chinese are desperate to obtain reliable, secure long-term sources of crude oil.  

They seem to be competing with equally desperate Japanese buyers. Both are struggling to get 
more Russian oil. China recently surpassed Japan as the world’s second-largest consumer of 
crude oil (Figure 2). China had been negotiating with Russia for a decade to build a pipeline 
from the Siberian oil fields to Daqing, China’s major oil city in the Northeast. The Chinese 
thought they had a deal last year, but Japan sweetened its bid, offering to put up $5 billion for 
pipeline construction and another $2 billion for oil field development. China and Russia have 
already agreed on a $17 billion project to build a 3,055-mile natural gas pipeline from eastern 
Siberia to northeastern China and South Korea. 

The March 24, 2004, issue of the Financial Times reported that Japan expected to win the tug 
of war with China. They expected that the 2,600-mile pipeline, costing an estimated $10 billion, 
would be built between Taishet in eastern Siberia to the Russian port of Nakhodka, across from 
Japan. The Japanese claim was confirmed by Transneft, Russia’s state monopoly pipeline 
operator. Nevertheless, the March 23, 2004, issue of China’s People’s Daily reported that the 
Chinese and Russians were still in negotiations. 

Meanwhile, the Chinese have concluded energy deals with several other countries: 

1) In mid-March, China announced a preliminary agreement to purchase $20 billion worth of 
liquefied natural gas (LNG) from Iran over 25 years, one of the largest deals of its kind. China is 
seeking to triple its LNG consumption as a percentage of overall energy consumption to 8% by 
the end of the decade. The Chinese are also finalizing terms for the development of three oil 
fields in Iran. Oil imports from Iran accounted for 14% of China’s total crude imports last 
year.10 

2) In March, Saudi Arabia agreed to allow energy companies from both China and Russia to be 
among the first foreigners to explore its natural gas reserves since the 1973 oil crisis. China 
already imports more crude oil from Saudi Arabia than from any other source. Saudi Arabia 
hopes that more domestic gas production can be used to run power stations and desalinization 
plants, freeing up more oil for export.11 

3) In February, Hu Jintao, the Chinese president, led a state visit to Algeria that produced 
agreements allowing China to explore for oil and gas in Algeria’s rich southern Saharan fields.12 

                                                        
10 “China Plans to Buy Iran Gas Over 25 Years for $20 Billion,” The Wall Street Journal Online, March 18, 2004. 
11 “Russia and China get Saudi gas deal,” International Herald Tribune, March 8, 2004. 
12 “Algeria Shows Willingness to Abandon Its Violent Past,” The New York Times, February 16, 2004, p.A3. 
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Another important new source of energy for China is the Three Gorges Dam project on the 
Yangtze River. This year, four new generators will begin to operate, and will be able to produce 
33.38 billion kilowatt hours (kwh) of electricity annually. About half is for the East China Power 
Grid, of which 7 billion kwh is just for Shanghai.13 Despite numerous dam projects, hydroelectric 
power isn’t likely to account for much more than the current 5% of the country’s energy 
production in the foreseeable future.  

China’s nuclear power plants capacity is expected to rise to 36 million kilowatts in 2020, up 
from 8.7 million kilowatts currently. Nuclear power should account for 4% to 5% of the 
country’s total power capacity of an estimated 800 million to 900 million kilowatts. It currently 
accounts for only 1.3%. 

China is the world’s largest producer of coal, with output rising 21.5% last year. Yet domestic 
demand is so strong that in March China reduced the 2004 export quota of coal allocated to the 
production of steel overseas. This has upset European steel producers, who fear it will lead to a 
coal shortage. The European Union has warned China that it must end restrictions on exports of 
coking coal, designed to protect the Chinese steel industry, or risk a challenge at the WTO.14 

I believe that while short-term supply and demand factors still matter most for the pricing of oil, 
there is also a “China Premium” in the crude oil market. It is widely known that the Chinese are 
desperately scrambling to obtain and lock up long-term sources of energy to fuel their 
extraordinary growth.15 The average price of a barrel of crude oil was $19.68 during the 1990s. 
From 2000 through 2003, the average price was $28.38 despite the recession and stock market 
debacle (Figure 3). Most industry analysts seem to believe that the price should revert to the 
mean of the 1990s. I am starting to wonder whether the new “equilibrium” price might be 
north of $30 per barrel. If so, this would imply higher equilibrium prices for alternative 
sources of energy, including natural gas and coal (Figure 3). 

 

III. Hitting The Brakes? 
 

Of course, my Growth Imperative hypothesis implies that China’s demand for industrial 
commodities should continue to soar, and so should the prices of those commodities. Some 
slowing on the demand side of China’s economy would be a good thing. There are already signs 

                                                        
13 “Shanghai invests record amount in power infrastructure,” People’s Daily, March 9, 2004. 
14 Even Fed Chairman Alan Greenspan is worrying about the availability of coke. In his Congressional testimony to 
the Joint Economic Committee on April 21, 2004, he said: “And the one thing I have never thought we would find 
we had a shortage of is coke.” 
15 In my Topical Study #62, I noted that the Chinese are building a highway system that should be as big as the one 
in the United States by 2020. 
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that the supply side of the economy is suffering from shortages of electricity, water, coke, and 
other raw materials. The global economy has also been stressed by China’s extraordinary 
demand for commodities. According to China’s National Bureau for Statistics, in 2003 the 
country accounted for half of the world’s consumption of cement, 30% of its coal, and 36% of 
its steel. Copper imports rose by 15%, and nickel imports more than doubled. 

Recently, however, industrial commodity prices have stopped soaring, and so have the stock 
prices of the S&P 500 Materials sector. Indeed, some Materials industry groups have had 
significant corrections so far this year through April 23: Aluminum is down 13.9%, and Metals 
& Mining is down 15.4%. In my opinion, these downdrafts are profit-taking corrections 
triggered by rising interest rates and a strong dollar. If my China-led Global Synchronized Boom 
scenario is still on track, then most industrial commodity prices and Materials stock prices 
should find support around their 200-day moving averages and rebound into next year (Figures 
4 and 5). 

In other words, I don’t believe that China is about to experience either a soft landing or a hard 
landing. I realize that the Baltic Dry Index and the prices of Chinese H-shares are weakening 
after soaring last year (Figures 6). Nevertheless, I expect that China’s economy will continue to 
grow rapidly through the 2008 Summer Olympics.  

Pessimists on the outlook for China warn that the economy is overheating and that Chinese 
leaders have already expressed their concerns and intention to cool it off. The M2 money 
supply was up 19.1% from a year ago during March. The year-over-year Consumer Price Index 
inflation rate was 3.0% in March. A year ago it was only 0.9% (Figure 7). Last year, real GDP 
rose 9.1%. It rose at an annualized rate of 9.7% during the first quarter, with fixed investment 
up 43.0% and consumption up 10.7%. Beijing is moving to slow the growth in excess 
production capacity. This shouldn’t cause either a soft or hard landing as long as consumption 
growth increases as I expect.  

In mid-March, Prime Minister Wen Jiabao warned that the economy was at a “critical juncture,” 
pointing to the threat of over-investment, inflation, and shortages of energy. In my opinion, 
China’s leaders are attempting to manage the rapid pace of economic growth—to make sure 
that it is sustainable—rather than trying to slow the pace significantly. Undoubtedly, they are 
stepping on the brakes for some industries that are expanding capacity too rapidly. In mid-
March, the National Development and Reform Commission, the country’s most powerful cabinet 
department in charge of economic development, said it will generally stop approval of new 
construction of steel and iron mills. It is estimated that by the end of 2005, China’s annual steel 
output will reach 330 million tons, enough to meet the market demand of 2010. They are also 
adopting measures to stop over-investment in aluminum and cement production.16 

                                                        
16 “China douses overheating in steel, iron industries,” People’s Daily, March 12, 2004. 
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On April 25, the People’s Bank of China—the central bank—raised reserve requirements to 
7.5% from 7.0% on banks with insufficient capital. This means that the more feeble a bank is, 
the less money it will have to lend.17 A bank spokesman said, “An excess of credit growth can 
create inflation and asset-price bubbles. This can create new non-performing bank loans and 
concentrate financial risk.” This statement marked a break with a previous reluctance to use 
the word “bubble.”18 China’s central bankers clearly have a much more preemptive attitude 
toward bubbles than monetary officials at the Federal Reserve led by Alan Greenspan, whose 
attitude is that bubbles should be dealt with after they burst.  

Meanwhile, the Chinese are moving forward with the construction of a highway system that 
should be almost as large as America’s by 2020. They are just starting construction for the 
summer Olympics. They are working on a massive project to divert water from the Yangtze 
River to the Yellow River in the north. This will be even larger than the Three Gorges Dam 
project, which is scheduled to be completed in 2009. They are connecting major cities with 
super-fast trains. 

 

IV. The Currency Question 
 

The alternative to tightening monetary policy would be to allow an increase in the value of the 
yuan. This would stop the flood of foreign cash that is betting on a revaluation. Huge inflows 
have put upward pressure on the yuan. To peg the exchange rate, the central bank has been 
buying U.S. dollars. As a result, China’s foreign-exchange reserves rose to a record $440 billion 
during March, 39% above a year ago. This has fueled the rapid growth in China’s M2 (Figures 8 
and 9). Slower capital inflows following a revaluation would help to slow the growth in the 
money supply and in bank lending. A higher yuan would also reduce the domestic prices of 
imported commodities that are priced in dollars, thus helping to cool inflationary pressures. 

The oft-quoted Chinese curse might be relevant to the currency issue: “Beware of what you wish 
for, it might happen.” Earlier this year, Fed Chairman Alan Greenspan warned that unpegging 
the yuan could weaken China’s banking system and threaten the world economy. In a letter to 
the Senate Banking Committee, he observed that 40% to 50% of Chinese bank loans may be 
nonperforming. Lifting capital controls to float the currency could cause deposit outflows from 
Chinese banks.19 On the other hand, in the Q&A portion of his congressional testimony before 
the Joint Economic Committee on April 21, 2004, when asked what the Chinese should do 
about their currency, Mr. Greenspan said: 

                                                        
17 “China bank reforms aim to cool loan growth,” Financial Times, March 25, 2004, p.5. 
18 “China acts to curb investments causing bad loans,” Financial Times, April 13, 2004, p. 4. 
19 “Greenspan Warns About Yuan Float,” The Wall Street Journal, March 2, 2004, p. A2. 
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In my judgment, it would be basically to gradually remove controls and see what 
happens to capital flows as a consequence and be able to calibrate the degree of their 
intervention in the marketplace, which has largely been the purchase of U.S. Treasury 
instruments to support the suppressed value of their currency. 

 
In late April, the administrator of China’s foreign exchange reserves told the Financial Times 
that China would slowly move toward a floating system based on a basket of currencies.20 

The Bush administration must be mighty pleased with our relationship with the Chinese. They 
responded remarkably quickly to Mr. Cheney’s recent request regarding the North Korean 
problem. They were slower to respond to Treasury Secretary John Snow’s suggestion that they 
let their currency float, but they are now moving in that direction. The latest very positive 
development is an agreement by the two countries to resolve a series of trade disputes. Most of 
the concessions were made by China. For example, Beijing agreed to delay indefinitely a plan to 
impose a security standard for wireless communications that U.S. telecommunications 
companies feared would freeze them out of China’s rapidly growing market.21 While still 
relatively small, U.S. exports to China should continue to grow rapidly as China’s overall import 
demand continues to soar (Figures 10-15). This should be particularly bullish for Industrials 
stocks (Figure 16). As Rick said to Louis at the end of Casablanca, “I think this is the 
beginning of a beautiful friendship.” 

In my recent Topical Study #65, “Profits Outlook: Dow 18,000 By 2010,” I concluded: 

During the 1990s, I wrote several Topical Studies explaining why the end of the Cold 
War was extremely bullish for stocks. Today, I believe that China entering the World 
Trade Organization on December 11, 2001, is an equally bullish “Big Bang.” Both of 
these events unleashed globalization, more free trade, and more competition. 
Globalization has benefited consumers around the world, boosting their prosperity by 
providing better and cheaper goods and services. To compete, producers have been 
forced to provide better and cheaper goods and services. Because raising prices is 
hard to do in competitive markets, they’ve had to cut costs and boost productivity, 
increasingly relying on technology to do so. In some ways, the latest Big Bang is 
potentially more bullish than the first one. The triumph of Capitalism over Corruption 
in Asia is likely to create economic freedom and opportunity for many more people 
than the end of the Cold War did. Bringing prosperity to the people of China, India, 
and other Asian nations is bound to be good for the American economy and the stock 
market. 

* * * 

                                                        
20 “China hints at greater flexibility for renminbi,” Financial Times, April 22, 2004, p. 7. 
21 “US and China resolve trade disputes,” Financial Times, April 22, 2004, p.1. 
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BALTIC DRY INDEX
(formerly known as the Baltic Freight Index)

HANG SENG CHINA ENTERPRISES INDEX*
China
Joined
WTO

* Price index of 32 Chinese companies listed in Hong Kong.
Source: The Baltic Exchange and Hang Seng Exchange.

Yardeni

Figure 6.

After big gains last 
year, the Baltic Dry 
Index and Chinese 
H-shares have been 
moving sideways.

12

14

16

18

20

22

24

12

14

16

18

20

22

24

Mar

1998 1999 2000 2001 2002 2003 2004
-3

-2

-1

0

1

2

3

4

-3

-2

-1

0

1

2

3

4

Mar

CHINA: M2
(yearly percent change)

CHINA: CPI
(yearly percent change)

Source: International Monetary Fund and China National Bureau of Statistics.

Yardeni

Figure 7.

Chinese officials are 
concerned about the 
rapid growth in M2 
and rising CPI inflation 
trend.
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Figure 8.

China’s international 
reserves soared to a 
record $440 billion in 
March.
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Figure 9.

China’s international 
reserves were up 37% 
from a year ago.
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Figure 10.

The U.S. trade deficit 
with China has 
widened to a record 
$127 billion over the 
past 12 months as 
imports from China 
have soared.
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Figure 12.

U.S. exports to China, 
though relatively 
small, are taking off.
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Figure 13.Figure 13.
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Important Disclosures 
Rating DistributiRating DistributiRating DistributiRating Distributionononon    
    Prudential Equity Group, LLC Prudential Equity Group, LLC Prudential Equity Group, LLC Prudential Equity Group, LLC     

Research UniverseResearch UniverseResearch UniverseResearch Universe    
04/23/0404/23/0404/23/0404/23/04    ConsolidatedConsolidatedConsolidatedConsolidated    Investment Banking ClientsInvestment Banking ClientsInvestment Banking ClientsInvestment Banking Clients    
Overweight(Buy)*Overweight(Buy)*Overweight(Buy)*Overweight(Buy)*    35.00% 2.00% 
Neutral Weight(Hold)*Neutral Weight(Hold)*Neutral Weight(Hold)*Neutral Weight(Hold)*    44.00% 3.00% 
Underweight(Sell)*Underweight(Sell)*Underweight(Sell)*Underweight(Sell)*    21.00% 1.00% 
Excludes Closed End Funds   

03/31/0403/31/0403/31/0403/31/04    ConsolidatedConsolidatedConsolidatedConsolidated    InInInInvestment Banking Clientsvestment Banking Clientsvestment Banking Clientsvestment Banking Clients    
Overweight(Buy)*Overweight(Buy)*Overweight(Buy)*Overweight(Buy)*    36.00% 2.00% 
Neutral Weight(Hold)*Neutral Weight(Hold)*Neutral Weight(Hold)*Neutral Weight(Hold)*    43.00% 3.00% 
Underweight(Sell)*Underweight(Sell)*Underweight(Sell)*Underweight(Sell)*    21.00% 1.00% 
Excludes Closed End Funds   

12/31/0312/31/0312/31/0312/31/03    ConsolidatedConsolidatedConsolidatedConsolidated    Investment Banking ClientsInvestment Banking ClientsInvestment Banking ClientsInvestment Banking Clients    
Overweight(Buy)*Overweight(Buy)*Overweight(Buy)*Overweight(Buy)*    34.00% 2.00% 
Neutral Weight(Hold)Neutral Weight(Hold)Neutral Weight(Hold)Neutral Weight(Hold)****    42.00% 4.00% 
Underweight(Sell)*Underweight(Sell)*Underweight(Sell)*Underweight(Sell)*    24.00% 1.00% 
Excludes Closed End Funds   

09/30/0309/30/0309/30/0309/30/03    ConsolidatedConsolidatedConsolidatedConsolidated    Investment Banking ClientsInvestment Banking ClientsInvestment Banking ClientsInvestment Banking Clients    
Overweight(Buy)*Overweight(Buy)*Overweight(Buy)*Overweight(Buy)*    34.00% 2.00% 
Neutral Weight(Hold)*Neutral Weight(Hold)*Neutral Weight(Hold)*Neutral Weight(Hold)*    41.00% 3.00% 
Underweight(Sell)*Underweight(Sell)*Underweight(Sell)*Underweight(Sell)*    26.00% 1.00% 
Excludes Closed End Funds    

* In accordance with applicable rules and regulations, we note above parenthetically that our stock ratings of “Overweight,” “Neutral Weight,” and “Underweight” most 
closely correspond with the more traditional ratings of “Buy,” “Hold,” and “Sell,” respectively; however, please note that their meanings are not the same.  (See the 
definitions below.)  We believe that an investor’s decision to buy or sell a security should always take into account, among other things, the investor’s particular 
investment objectives and experience, risk tolerance, and financial circumstances.  Rather than being based on an expected deviation from a given benchmark (as buy, 
hold, and sell recommendations often are), our stock ratings are determined on a relative basis (see the, as defined below).   
When we assign an OverweightOverweightOverweightOverweight rating, we mean that we expect that the stock's total return will exceed the average total return of all of the stocks covered by the 
analyst (or analyst team).  Our investment time frame is 12-18 months except as otherwise specified by the analyst in the report. 
When we assign a Neutral WeightNeutral WeightNeutral WeightNeutral Weight rating, we mean that we expect that the stock's total return will be in line with the average total return of all of the stocks covered by 
the analyst (or analyst team).  Our investment time frame is 12-18 months except as otherwise specified by the analyst in the report. 
When we assign an UnderweightUnderweightUnderweightUnderweight rating, we mean that we expect that the stock's total return will be below the average total return of all of the stocks covered by the 
analyst (or analyst team).  Our investment time frame is 12-18 months except as otherwise specified by the analyst in the report. 
Prior to September 8, 2003, our ratings were Buy, Hold, and Sell.  A BuyBuyBuyBuy rating meant that we believed that a stock of average or below-average risk offered the potential 
for total return of 15% or more over the following 12 to 18 months.  For higher-risk stocks, we may have required a higher potential return to assign a BuyBuyBuyBuy rating.  When 
we reiterated a BuyBuyBuyBuy rating, we were stating our belief that our price target was achievable over the following 12 to 18 months.  A SellSellSellSell rating meant that we believed that a 
stock of average or above-average risk had the potential to decline 15% or more over the next 12 to 18 months.  For lower risk stocks, a lower potential decline may have 
been sufficient to warrant a SellSellSellSell rating.  When we reiterated a SellSellSellSell rating, we were stating our belief that our price target was achievable over the following 12 to 18 
months.  A HoldHoldHoldHold rating signified our belief that a stock did not present sufficient upside or downside potential to warrant a Buy or a Sell rating, either because we viewed 
the stock as fairly valued or because we believed that there was too much uncertainty with regard to key variables for us to rate the stock a Buy or a Sell. 
When we assign an industry rating of FavorableFavorableFavorableFavorable, we mean that generally industry fundamentals/stock prospects are improving. 
When we assign an industry rating of NeutralNeutralNeutralNeutral, we mean that generally industry fundamentals/stock prospects are stable. 
When we assign an industry rating of UnfavorableUnfavorableUnfavorableUnfavorable, we mean that generally industry fundamentals/stock prospects are deteriorating. 
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To view charts associated with the stocks mentioned in this report, please visit hhhhttp://cm1.prusec.comttp://cm1.prusec.comttp://cm1.prusec.comttp://cm1.prusec.com.  In addition, the applicable 
disclosures can be obtained by writing to: Prudential Equity Group, LLC, One New York Plaza – 17th floor, New York, NY 10292  Attention: 
Equity Research. 
 
 
The research analyst, a member of the team, or a member of the research analyst’s household does not have a financial interest in any of the stocks mentioned in this 
report 
The research analyst or a member of the team does not have a material conflict of interest relative to any stock mentioned in this report. 
The research analyst has not received compensation that is based upon (among other factors) the firm’s investment banking revenues as it related to any stock 
mentioned in this report. 
The research analyst, a member of the team, or a member of the household does not serve as an officer, a director, or an advisory board member of any stock mentioned 
in this report. 
 
The methods used to determine the price target generally are based on future earning estimates, product performance expectations, cash flow methodology, historical 
and/or relative valuation multiples.  The risks associated with achieving the price target generally include customer spending, industry competition and overall market 
conditions. 
Additional risk factors as they pertain to the analyst's specific investment thesis can be found within the note/report. 

Prudential Equity Group, LLC has no knowledge of any material conflict of interest involving the companies mentioned in this report and our firm. 

Any analyst principally responsible for the analysis of any security or issuer included in this report certifies that the views expressed accurately reflect such research 
analyst's personal views about subject securities or issuers and certifies that no part of his or her compensation was, is, or will be directly or indirectly related to the 
specific recommendation or views contained in the research report. 

When recommending the purchase or sale of a security, Prudential Equity Group, LLC is subject to a conflict of interest because should such advice be followed, and 
result in a transaction being executed through Prudential Equity Group, LLC, Prudential Equity Group, LLC stands to earn a brokerage compensation on the transaction.  
In addition, any order placed with Prudential Equity Group, LLC may be executed on either agency basis resulting in a commission payment to Prudential Equity Group, 
LLC or on a principal basis, versus Prudential Equity Group, LLC’s proprietary account, resulting in a mark-up or mark-down by Prudential Equity Group, LLC. 
 
Any OTC-traded securities or non-U.S. companies mentioned in this report may not be cleared for sale in all jurisdictions. 24-0322 
Securities products and services are offered through Prudential Equity Group, LLC, a Prudential Financial company. 

©Prudential Equity Group, LLC, 2004, all rights reserved. One New York Plaza, New York, NY  10292 
Prudential Financial is a service mark of The Prudential Insurance Company of America, Newark, NJ, and its affiliates. 
Information contained herein is based on data obtained from recognized statistical services, issuer reports or communications, or other sources, believed to be reliable.  
Any statements nonfactual in nature constitute only current opinions, which are subject to change. 
There are risks inherent in international investments, which may make such investments unsuitable for certain clients. These include, for example, economic, political, 
currency exchange rate fluctuations, and limited availability of information on international securities. Prudential Equity Group, LLC, its affiliates, and its subsidiaries 
make no representation that the companies which issue securities which are the subject of their research reports are in compliance with certain informational reporting 
requirements imposed by the Securities Exchange Act of 1934. Sales of securities covered by this report may be made only in those jurisdictions where the security is 
qualified for sale. The contents of this publication have been approved for distribution by Prudential-Bache International Limited, which is authorized and regulated by 
the Financial Services Authority.  We recommend that you obtain the advice of your Financial Advisor regarding this or other investments. 
Additional information on the securities discussed herein is available upon request. 
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Important Information Regarding The Accompanying Research Report 
For Clients Of Wachovia Securities 

 
Wachovia Securities, LLC and/or its affiliates managed or coWachovia Securities, LLC and/or its affiliates managed or coWachovia Securities, LLC and/or its affiliates managed or coWachovia Securities, LLC and/or its affiliates managed or co----managed a public offering of the following compmanaged a public offering of the following compmanaged a public offering of the following compmanaged a public offering of the following companies’ securities in the past 12 anies’ securities in the past 12 anies’ securities in the past 12 anies’ securities in the past 12 
months, received compensation for investment banking services from the following companies in the past 12 months, or expects to receive or months, received compensation for investment banking services from the following companies in the past 12 months, or expects to receive or months, received compensation for investment banking services from the following companies in the past 12 months, or expects to receive or months, received compensation for investment banking services from the following companies in the past 12 months, or expects to receive or 
intends to seek compensation for investment banking services from the following compintends to seek compensation for investment banking services from the following compintends to seek compensation for investment banking services from the following compintends to seek compensation for investment banking services from the following companies in the next 3 monthsanies in the next 3 monthsanies in the next 3 monthsanies in the next 3 months: : : : AAII, ABC, ACAS, ACDO, ACE, 
ACF, ACGL, ACL, ACN, ADCT, ADP, ADS, ADVP, AET, AFR, AGIX, AH, AHR, AIV, ALD, AME, AMHC, AMLN, AMSG, ANN, ANSR, APA, APC, ARI, ARO, 
ASN, AT, ATAC, ATH, ATK, ATU, AVB, AVL, AVO, AXL, AXP, BA, BBBY, BDY, BEAS, BEBE, BEC, BLI, BLS, BOBE, BOBJ, BOL, BR, BRC, BRE, BRL, 
BSC, BSX, BWA, CA, CAH, CAN, CB, CBB, CBR, CC, CCU, CDL, CEG, CEGE, CEN, CFC, CFI, CGNX, CHC, CHIC, CHS, CHTR, CHUX, CI, CIEN, CIN, CIT, 
CKC, CKP, CLI, CLP, CMCSA, CMLS, CMX, CNT, CNXT, COF, COGN, COL, COX, CPG, CPS, CPWM, CR, CRE, CSCO, CSE, CSL, CTCO, CTL, CTMI, CVC, 
CXR, CY, CYH, D, DUK, DADE, DCN, DDR, DECA, DG, DGX, DHI, DHR, DIGL, DLTR, DOV, DPH, DRE, DRI, DRL, DRS, DVA, DVN, EAT, EDO, EEP, EMC, 
EMMS, ENCY, ENH, EOG, EPD, EQR, EQT, ESL, ESPR, ETR, EVG, EW, EXC, EYE, FBN, FDC, FDRY, FE, FISV, FLS, FNM, FPL, FRE,FRT, GBP, GD, GDT, 
GHCI, GLW, GNTX, GR, GS, GTM, GTN, HAR, HC, HCA, HCN, HCP, HEW, HIBB, HIW, HLSH, HLT, HMA, HME, HMT, HOT, HPG, HPT, HR, HRL, HRP, 
HRS, HTG, HTV, HUM, IAIA, ICCI, IDEV, IDXC, IEX, IFSIA, INMT, IPCR, IPMT, IPXL, ISCA, ISSX, ITMN, ITW, JAS, JBX, JKHY, K, KEA, KG, KIM, KMI, 
KMP, KMX, KPA, KRB, KRC, KRON, LAMR, LEA, LEG, LEH, LEN, LH, LHO, LIN, LLL, LMT, LRY, LSI, LXP, LZB, MAN, MANU, MCGC, MCK, MDTH, MEDT, 
MER, MHK, MHS, MIK, MLM, MMA, MMP, MNST, MPG, MSFT, MWD, MYL, NABI, NBP, NCS, NCT, NET, NI, NLY, NNN, NOC, NRGY, NSCN, NT, 
NXTL, NXTP, O, OCR, OFC, OFIX, OKE, ORCL, OSI, PAA, PAYX, PCP, PDX, PFGC, PGN, PIR, PKY, PLB, PLD, PLMD, PMCS, PNP, POG, PPL, PRE, PRV, 
PSA, PSUN, PTP, PXD, Q, RAH, RARE, RCI, RCII, RE, REG, RFMD, RHT, RI, RMK, RNR, RNT, ROIAK, ROP, RRGB, RTN, RWT, RX, RYL, SBC, SBGI, SBL, 
SCG, SCRI, SDS, SEM, SFD, SGA, SIMGE, SINT, SLG, SLXP, SMT, SNH, SO, SP, SPH, SRZ, SSTI, STLY, STR, SUP, SWKS, SYMC, SYY, TBI, TCR, TDS, 
TEK, TFX, THC, TIER, TKR, TLRK, TMA, TOL, TOM, TPC, TPP, TRI, TRK, TSN, TTN, TUES, TWTR, TYC, UCO, UDR, UHS, UNA, UNH, URBN, USM, USON, 
USPI, UTHR, UTX, VAST, VMC, VMSI, VNO, WEBM, WGR, WLP, WPI, WRC, WRI, WW, WWCA, XL, XTO, YBTVA, YUM, ZBRA, ZMH 

An employee, director, or officer of Wachovia Securities, LLC is a Board Member or Director ofAn employee, director, or officer of Wachovia Securities, LLC is a Board Member or Director ofAn employee, director, or officer of Wachovia Securities, LLC is a Board Member or Director ofAn employee, director, or officer of Wachovia Securities, LLC is a Board Member or Director of: : : : AIRT, CMLL, EDCO, GBTB, JHFT, PAB, SSYMW, 
WLC 

Wachovia Securities, LLC and its Wachovia affiliates beneficially own 1% or more of a class of common equity secuWachovia Securities, LLC and its Wachovia affiliates beneficially own 1% or more of a class of common equity secuWachovia Securities, LLC and its Wachovia affiliates beneficially own 1% or more of a class of common equity secuWachovia Securities, LLC and its Wachovia affiliates beneficially own 1% or more of a class of common equity securities forrities forrities forrities for: : : : ABFS, ACAS, ACEM, 
ADMN, ADVP, AFCI, AFCO, AFHI, AFR, AG, AGCC, AGII, AGIL, AGIX, AGN, AHIP, ALCD, ALDN, ALOG, ALTR, AME, AMEO, AMG, AMGC, AMGM, AML 
(CN), AMMD, AMMRQ, AMR, AMWD, AMX, ANDW, ANN, ANSI, ANSS, AOS, AOT, AP, APA, APFC, APOG, APPB, APXC, ARJ, ARM, ARW, ARXX, 
ASBC, ASD, ASFI, ASMI, ASYT, ATLD, ATMI, ATR, ATU, ATW, AUGT, AVO, AXS, B, BAEP, BBR, BBY, BCRH, BCV, BDF, BDK, BDUN, BDY, BEANQ, 
BEC, BESOQ, BGG, BHE, BIF, BJ, BKBK, BKS, BKST, BKUNA, BLL, BMLC, BN, BNA, BOTX, BPFH, BRY, BTHS, BTU, BWA, BWC, BWEB, CAE, CAL, 
CALA, CANP, CAPA, CASY, CBBI, CBE, CBI, CBM, CBNV, CBRL, CBST, CBTD, CBUK, CCBT, CCFA, CCRD, CD, CDCSQ, CDN, CDT, CECO, CELG, CF, 
CFD, CFW, CG, CGPI, CGSC, CHK, CHP, CHS, CHUX, CIPH, CIYXX, CJBCF, CKP, CLAM, CLEC, CLIF, CLK, CLSR, CMC, CMOS, CMTL, CNQR, CNTV, 
CNXS, COAT, COG, COH, COKE, COLB, COLM, COO, COOP, COSEQ, CPB, CPHD, CPK, CPO, CPPXE, CPWM, CQB, CR, CRAI, CRD/A, CRDN, CRK, CRL, 
CRMT, CSE, CSL, CSTR, CTCI, CTCO, CTIC, CTMI, CTV, CTXS, CUB, CVCO, CVH, CVII, CVT, CVTI, CVTX, CXP, CYBX, DAKMF, DATL, DCOM, DE, DEBS, 
DEL, DF, DGIT, DHOM, DIEC, DIGE, DIVN, DLP, DLX, DMET, DNB, DNIR, DOX, DPMI, DRI, DRTE, DSCM, DSCP, DSS, DTPI, DTRX, DUGG, DVN, DVN, 
DVSA, DXYN, DYHGQ, DYN, ECF, EF, EFDS, EFL, ELY, EML, EMPIQ, EP, EPIX, EPNY, EQIX, ESA, ESL, ESPL, ESST, ETF, EVC, EVIAC, EWBC, EWF, EXAR, 
EXBD, FARO, FAX.F, FBGI, FBN, FBSH, FCB, FCCY, FCE.A, FCN, FCTB, FCTR, FEKR, FFBZ, FFC, FFDF, FFIV, FIC, FL, FLBK, FLE, FLEX, FLIR, FMC, FMER, 
FMN(CN), FNC, FNSC, FOB, FOCF, FOE, FONF, FOX, FPL, FPU, FQVLF, FRF, FRGO, FRK, FRNT, FSNM, FST, FTCFQ, FTGX, FUND, FWSTQ, GADZ, GB, 
GENE, GER, GF, GGC, GITN, GLGC, GLOC, GLYT, GME, GMZC, GNSS, GOLD, GPI, GRAN, GRNTQ, GROSQ, GRR, GSOF, GTLL, GTLS, GTRC, GVA, GVT, 
GWM, GY, GYMB, HAR, HAT, HCC, HEII, HFBRQ, HIBB, HLEX, HLTH, HLXI, HMN, HOC, HOTT, HPF, HRLY, HSC, HSCM, HSII, HTCH, HTHR, HYV, IAF, 
IDEV, IEMMF, IES, IGT, IHWY, IIIN, IIJI, IKN, ILXO, IMAX, IMDC, IMIT, IMMT, IMN, INCY, INGR, INVN, IQM, IRL, ISEDF, ISSI, ITG, ITUC, IVCHA, 
JAKK, JAWS, JBX, JCI, JEN(AU), JH, JHS, JLMI, JNJ, JNY, JOSB, JOYG, JRC, KAI, KAMNA, KCS, KEA, KELYA, KERX, KEX, KFRC, KLIC, KMI, KMT, 
KNAP, KNOL, KNSY, KOMG, KOR(CN), KOSP, KROL, KRON, KTEC, KVHI, KWD, LAB, LABS, LBGF, LBY, LC, LCAV, LDF, LDSH, LEA, LEN, LEN.B, LETH, 
LF, LFB, LFG, LFZA, LICB, LINIA, LIZ, LLUR, LNCE, LNCR, LNR, LNV, LOOK, LOW, LQI, LRCX, LSCC, LTTO, LTXX, LYO, MADB, MAGS, MAM, MATK, 
MAXS, MCH, MEC, MECA, MEE, MEMO, MENT, MFGI, MFLO, MGP, MHCA, MICAQ, MIK, MKL, MLI, MNC, MNRO, MNS, MNST, MNY, MOSY, MPS, 
MRD, MRF, MSF, MSLM, MSM, MTF, MTRX, MTW, MUSEE, NABCQ, NAV, NAVG, NDC, NEVNF, NICH, NLS, NMG.A, NNBP, NOOJF, NPO, NRGG, 
NSCN, NTBK, NTSL, NTT, NUE, NUME, NVH, NVO, NWKC, NX, NXTP, OFGI, OGPXX, OHP, OKE, OMG99, ORSA, OSI, OSTE, OTL, PAA, PAAN, PABN, 
PANL, PATK, PATR, PBY, PCIS, PCP, PDCI, PDE, PDX, PEGA, PEI, PENG, PER, PFCB, PGTV, PHXYE, PIR, PJFA, PJFC, PKD, PKE, PLAB, PLMD, PLMR, 
PNCL, PNNW, PNR, PNRCX, PNRZX, PNY, POG, POS, POWI, POWL, POZN, PPG, PRLX, PRSP, PRTL, PRX, PSS, PSTI, PSUN, PTEK, PTSI, PTZ, 
PUDGQ, PW, PWC, PWER, PWO, PX, PZZA, QCRP, QDEL, QLGC, QNBC, R, RADS, RBNC, RCLA, RCOM, REGN, REPT, RESP, RESW, RETK, REXI, REY, 
RFMC, RGC, RHD, RHT, RIF, RKT, RLI, RML, RNBO, RNR, ROC, ROCM, ROH, ROIA, ROST, ROV, ROW, ROXI, RPM, RRA, RSAS, RSP, RSTI, RYAN, SBI, 
SBSA, SCG, SCG, SCLN, SCNO, SCPNA, SCT, SCUR, SDMI, SEM, SEPR, SFD, SFN, SGC, SGF, SGI, SHFL, SHOO, SIGI, SIPX, SKFG(LX), SKO, SKY, SLE, 
SLGN, SLVFY, SMFJY, SMG, SMRT, SMSC, SNIC, SNIFQ, SNTVQ, SOL, SOV, SPH, SPNC, SPW, SPZN, SRA, SRCM, STAR, STC, STLCQ, STNR, STS, 
STW, SUITE, SUMM, SUP, SUR, SVEIA, SWN, SWS, SWVM, SWZ, SYEP, SYIN, TAIE, TALK, TARO, TBC, TBCC, TBI, TCAC, TDAD, TDPXF, TECUB, 
TEQT, TER, THC, THCIQ, TMM, TMX, TMXIQ, TNL, TO, TPADA, TPC, TRMS, TRO, TROV, TRY/B, TSAI, TSCPQ, TSFG, TUP, TWN, TWTC, TXAG, TXON, 
TZIX, UDGI, UEIC, UFBS, UFI, UFTC, UIS, ULGI, UNBJ, UNFI, UNHC, UNT, UPL, USBR, USES, USFC, USTR, UTSI, UVV, VANS, VAS, VAST, VCI, VES, 
VICL, VITL, VLNT, VNX, VPI, VRSO, VRX, VSH, VTIX, VTSG, VUL, VVI, WASH, WB, WBS, WCBC, WCGRQ, WCI, WCIIQ, WCST, WEBX, WFT, WHG, 
WIBW, WIN, WLL, WLM, WLV, WMAR, WMO, WPI, WST, WTSLA, WWCA, WWE, WWVY, WXS, WYE, XEC, XTO, YANB, YBTVA, YELL, YORW 
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