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RECENT REPORTS 
Breakthrough 
Stephen S. Roach 09/22/03
 
A Warning from the Global Consensus 
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• Shocked in Washington 
Protectionist sentiment is reaching a bipartisan boiling point in the US 
Congress; I witnessed that first while testifying in front of a 
congressionally-mandated commission on US-China relationships. 

• Dark side of the jobless recovery 
Republicans and Democrats, alike, are up in arms over the steady 
attrition of employment in this so-called economic recovery; 
unrelenting layoffs, together with record and ever-widening US trade 
deficits, are a toxic combination in this highly charged political season.

• China the scapegoat 
Congressmen are accusing China of relying on the combination of 
currency manipulation and unfair trading practices to rob American 
workers of their rightful livelihood; the degree of venom leads me to 
believe that Congress feels utterly compelled to act. 

• Protectionist legislation aimed at China 
Proposed legislation in both the Senate and the House would result in 
heavy tariffs — some 27.5% under the Senate version — on all 
Chinese goods sold in the US; that would take a serious toll on global 
trade, outsourcing, and world GDP. 

• New risks for global rebalancing? 
Post Dubai, I now find myself doubting the commitment of the US 
body politic to a non-binding and admittedly vague G-7 communiqué; 
nor is the reaction on Capitol Hill an outlier — there has also been 
worrisome post-Dubai pushback from Japan and Europe. 

• Set back 
The G-7’s vision of market-determined exchange rates as depicted in 
the Dubai communiqué fit the script of global rebalancing like a glove; 
unfortunately, post-Dubai political backlash has been worse than I 
have feared — shifting the odds away from the benign resolution that I 
had just started to lean toward. 
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Protectionist Tilt 
As expressed in Dubai, the G-7’s vision of market-
determined exchange rates fit the script of global 
rebalancing like a glove.  It promised the one shift in 
relative prices — a weaker dollar — that a lopsided, US-
centric world so desperately needs.  For a world beset by 
massive and unsustainable external imbalances, the G-7 
recipe offered the best possible endgame — a balanced 
global economy.  It was the perfect ending to my bad 
dreams of the past four years. 

I should have known better.  A day in Washington has 
seriously dampened my newfound optimism.  Cries of 
protectionism can be heard loud and clear in the hallowed 
halls of the US Congress.  America’s jobless recovery has 
finally reached a breaking point.  Republicans and 
Democrats, alike, are up in arms over the steady attrition of 
employment in this so-called economic recovery.  Job-
related distress is bad enough.  But unrelenting layoffs, 
together with record and ever-widening US trade deficits, 
are a toxic combination in this highly charged political 
season.  For Congress, the agenda is clear: It is now time for 
action against those deemed responsible for the distress of 
the American worker.  China is the target. 

That was the unmistakable message I took away from 
participating in congressionally-mandated hearings held 25 
September on Capitol Hill.  The hearings were called by the 
US-China Economic and Security Review Commission, a 
permanent arm of the US Congress whose 12 members are 
selected by the majority and minority leadership of the 
House and the Senate.  This group is charged with the 
weighty task of assessing the national security implications 
of the bilateral relationship between the United States and 
China.  Under its charter, the Commission is also given the 
mandate “…to provide recommendations, where 
appropriate, to Congress for legislative and administrative 
action.”  And so I was summoned as a so-called expert 
witness for a hearing on “China’s Industrial, Investment and 
Exchange Rate Policies: Impact on the United States.”  
Little did I know of the fireworks that awaited me. 

The hearing started with a parade of Senators and 
Representatives who were unanimous in blaming China for 
all that ails the American worker.  As of a few days ago, 
there were only two congressmen slated to appear.  At least 
seven actually showed up, with both political parties and all 
geographic regions of the country well represented.  The 

degree of venom was extraordinary.  It left little doubt in 
my mind as to where this debate is headed.  In the eyes of 
these politicians, China should be held accountable for the 
virtual destruction of America’s industrial base.  Never 
mind the secular downtrend in US factory sector 
employment that has been evident for more than 45 years.  
It is China’s emergence that is now billed as the coup de 
grâce.  The consensus of the members of Congress that 
appeared at this hearing was crystal clear: They are 
accusing China of relying on the combination of currency 
manipulation and unfair trading practices to rob American 
workers of their rightful livelihood. 

But this US Congress is not all bluster.  America’s 
legislators believe China must now be stopped at all costs.  
In keeping with this sentiment, protectionist legislation has 
recently been introduced in both chambers of the Congress 
that would slap huge tariffs on all Chinese imports into the 
US.  The Senate version (S 1586) sets that tariff at 27.5% — 
midway between the 15% to 40% estimates the sponsors 
believe are reasonable approximations of the under-
valuation of China’s currency.  The House version (HR 
3058) also imposes across-the board-tariffs on Chinese 
imports, with the tariff rate to be determined by a 
computation of the “rate of manipulation” of the RMB.  At 
the hearing, one of the House sponsors implied that the 
calculated tariff under that formula could easily exceed the 
27.5% rate of the Senate bill.  For what it’s worth, I argued 
in my own testimony that those estimates of RMB under-
valuation are highly dubious for a Chinese economy that ran 
only an US$8.9 billion trade surplus in the first eight 
months of 2003, less than half the pace of a year ago.  That 
observation, as did the rest of my case for the scapegoatting 
of China, rang on deaf ears in this bipartisan onslaught of 
China-bashing (see my 25 September testimony, Getting 
China Right, available on our website). 

Don’t get me wrong.  I am not jumping to the conclusion 
that the enactment of these bills should be taken as a given.  
Hopefully, some semblance of reason will prevail in the end.  
But after this experience in Washington, I would now assign 
a lower probability to such hopes.  An important shift of 
Congressional sentiment must be taken seriously.  If I’m 
reading the mood of Congress correctly, America’s 
legislators are dead set on forcing China’s hand — one way 
or another.  One of the most seasoned members of the 
Commission — a 30-year veteran of the Hill — came up to 
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me after my session ended and said, “Your arguments are 
solid, but the political train has left the station.  I can smell 
it — something big is coming.”  Other veterans present at 
this hearing came to similar conclusions and cited 
comparable reactions of shock at the inflammatory rhetoric.  
Even for the consummate Washington insiders, this hearing 
was over the top.  Sadly, I guess that’s the bottom line: 
America’s jobless recovery has pushed a bipartisan 
coalition of US politicians to the brink.  Unless there is a 
spontaneous resurgence of hiring — and quickly — US 
pressure on China seems set to intensify dramatically 
further in the months ahead. 

The political economy of heightened trade frictions is 
hardly inconsequential for financial markets.  Not only 
would such tendencies be disruptive to global trade and 
outsourcing but they would also represent a tax on 
consumers — ironically, the same workers that politicians 
are so desperate to protect.  All that spells a clear negative 
for world GDP growth.  That’s always been the risk on the 
dark side of an unbalanced global economy.  From the start, 

I have maintained that there were two avenues of resolution 
for a world beset with ever-widening external  
imbalances — the economics of a US current-account 
adjustment driven largely by a weaker dollar or the politics 
of trade frictions and protectionism.  At Dubai, the G-7 took 
an important step in endorsing the economics of global 
rebalancing — a step that made me more optimistic than I 
have been in some time.  But what I witnessed in 
Washington was far worse than I had feared.  I now find 
myself doubting the commitment of the US body politic to a 
non-binding and admittedly vague communiqué.  Nor is the 
post-Dubai reaction on Capitol Hill an outlier.  There has 
also been worrisome pushback from Japan and Europe.   

In the end, jobs are the hot-button for any politician.  And 
the heat is now reaching a boiling point in the US Congress.  
Never before has a modern-day recovery in the US 
economy been accompanied by such carnage on the job 
front.  The trade deficit is the icing on the cake.  
Protectionism is in the air, and China is the target.  What a 
let-down. 
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Important US Regulatory Disclosures on Subject Companies 
The information and opinions in this report were prepared by Morgan Stanley & Co. Incorporated and its affiliates (“Morgan 
Stanley”). 
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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Global Stock Ratings Distribution 
(as of August 31, 2003) 

 Coverage Universe Investment Banking Clients (IBC) 

Stock Rating Category Count 
% of 
Total Count

% of
Total IBC

% of Rating 
Category

Overweight 558 30% 232 37% 42%
Equal-weight 862 47% 281 45% 33%
Underweight 416 23% 106 17% 25%
Total 1,836  619

Data include common stock and ADRs currently assigned ratings. For 
disclosure purposes (in accordance with NASD and NYSE 
requirements), we note that Overweight, our most positive stock 
rating, most closely corresponds to a buy recommendation; Equal-
weight and Underweight most closely correspond to neutral and sell 
recommendations, respectively. However, Overweight, Equal-weight, 
and Underweight are not the equivalent of buy, neutral, and sell but 
represent recommended relative weightings (see definitions below). 
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, or the relevant country MSCI index, 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, or the relevant country MSCI index, 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, or the relevant country MSCI index, 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. 
Ratings prior to March 18, 2002: SB=Strong Buy; OP=Outperform; N=Neutral; UP=Underperform.  For definitions, please go to www.morganstanley.com/companycharts. 

ANALYST INDUSTRY VIEWS 
Attractive (A). The analyst expects the performance of his or her industry coverage universe to be attractive vs. the relevant 
broad market benchmark over the next 12-18 months. 
In-Line (I). The analyst expects the performance of his or her industry coverage universe to be in line with the relevant broad 
market benchmark over the next 12-18 months. 
Cautious (C). The analyst views the performance of his or her industry coverage universe with caution vs. the relevant broad 
market benchmark over the next 12-18 months. 

Stock price charts and rating histories for companies discussed in this report are also available at 
www.morganstanley.com/companycharts.  You may also request this information by writing to Morgan Stanley at 1585 
Broadway, 14th Floor (Attention: Research Disclosures), New York, NY, 10036 USA.
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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. 
This report is not an offer to buy or sell any security or to participate in any trading strategy.  In addition to any holdings that 
may be disclosed above, Morgan Stanley and/or its employees 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 is involved in many businesses that may relate to companies mentioned in this report.  These businesses 
include specialized trading, risk arbitrage and other proprietary trading, fund management, investment services and investment 
banking. 
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. 
Reports prepared by Morgan Stanley research personnel are based on public information.  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. 
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. 
This publication is disseminated in Japan by Morgan Stanley Japan Limited; in Hong Kong by Morgan Stanley Dean Witter 
Asia Limited; in Singapore by Morgan Stanley Dean Witter Asia (Singapore) Pte., regulated by the Monetary Authority of 
Singapore; in Australia by Morgan Stanley Dean Witter Australia Limited A.B.N. 67 003 734 576, a licensed dealer, which 
accepts responsibility for its contents; in certain provinces of 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 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 and Morgan Stanley DW 
Inc., which accept responsibility for its contents; and in the United Kingdom, this publication is approved by Morgan Stanley & 
Co. International Limited, solely for the purposes of section 21 of the Financial Services and Markets Act 2000 and is 
distributed in the European Union by Morgan Stanley & Co. International Limited, except as provided above.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. 
Additional information on recommended securities is available on request. 
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