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Economics & Fixed Income   
Bottom Line – Contribution by IFR Markets 
Almost as soon as the ink began rolling on a GSE conservatorship plan, a new bailout plan was becoming 
necessary for Lehman Brothers holdings. Banks and thrifts faced similar questions about their ability to raise 
survival capital and stocks of all colors were caught in the maelstrom though all three major indices eked out 
gains for the week. 
      
Little of the asset re-pricing had anything to do with the economic data, Fed chatter or the pending FOMC 
meeting. Consumer credit demand weakened but consumer sentiment strengthened appreciably. Oil prices 
(briefly) cracked below $100/bbl and the dollar improved steadily before surrendering two weeks of gains 
Friday. 
      
This week offers more portentous data and of course the FOMC meeting. In addition to Tuesday's 
Committee gathering (no policy change expected), key indicators include August CPI (Tue), August housing 
starts and building permits (Wed) and Jobless Claims covering the payroll survey week (Thu). Treasury will 
sell 3- and 6-month bills on Monday and 4-week bills on Tuesday. 
 
Economics 

• Consumer credit growth slowing as non-revolving debt (auto loans) demand wanes. 
• Economic optimism and consumer sentiment responding favorably to energy price breaks. 
• Key releases this week include CPI (Tue), Starts and Permits (Wed), Claims (Thu). 
• Declining mortgage interest rates tempts buyers. 

 
Fed 

• FOMC meets Tuesday with 8% given for 25 bps rate cut. 
• Expecting more cautionary economic risk assessment with commodity prices cooling. 
• Odds of a 1.75% Fed funds rate (25 bps cut) rise to 44% in December contract. 
• Fisher (voter, hawk) speaks Monday; Evans (non-voter, moderate) speaks Friday. 
• Q2 Flow of Funds data Thursday. 

 
Treasury 

• Auction $55 bln 3- and 6-month bills Monday. 
• International Capital Statistics for July on Wednesday. 
• Auction $4-week bills Tuesday. 

 
Estimates 
The next couple of weeks will see the last few companies reporting Q2 2008 results and the first few 
companies reporting numbers for Q3 2008. During the week of September 15th, two S&P 500 companies are 
expected to announce earnings for Q2 2008 and twelve S&P 500 companies are expected to announce 
earnings for Q3 2008. 
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Q3 2008 Earnings Growth - Revisions 
At this time, the estimated growth rate for Q3 2008 stands at -1.6%. On April 1st, the estimated growth rate 
for Q3 2008 was 17.3%. On July 1st, the estimated growth rate was 12.6%. If the final growth rate for Q3 
2008 is -1.6%, it will mark the first time the S&P 500 has recorded five consecutive quarters of negative 
earnings growth since Q1 2001 – Q2 2002. 
 
The decline in the Q3 2008 growth rate during the past week (to -1.6% from 0.8%) can be attributed to 
downward estimate revisions to a number of companies in the Financials sector including Lehman Brothers. 
The mean estimate for Lehman Brothers decreased to -$5.46 per share today from -$2.49 per share last 
Friday. Overall, the growth rate for the Financials sector dropped to -59% from -54% during the previous 
week.  
 
Since the start of the quarter, most of the decrease in the Q3 2008 growth rate (to -1.6% from 12.6%) can be 
attributed to downward estimate revisions in the Financials sector. At the industry level, the aggregated net 
income for companies in the Investment Bank & Brokerage (-$11.7 billion) and Diversified Financials (-$3.4 
billion) industries has decreased by $15.1 billion since the beginning of the quarter. 
 
Q3 2008 Earnings Growth – Sectors 
At the sector level, the Energy (59%) sector is expecting the highest earnings growth in Q3 2008. The 
Financials (-59%) and Consumer Discretionary (-7%) sectors are expecting the weakest earnings growth. 
 
The Energy sector is expecting the highest earnings growth rate of any sector at 59%. Should the growth 
rate finish at 59%, it will mark the highest growth for the sector since Q3 2005 (62%). At the industry level, 
the Oil & Gas – Integrated industry is the largest contributor to earnings growth, accounting for about 71% of 
the growth in the sector. The Oil & Gas – Refining & Marketing industry is the only industry (out of seven) 
anticipating an earnings decline compared to the year-ago quarter. If the Energy sector is removed from the 
index, the Q3 2008 growth rate for the remaining nine sectors would be -12.1%. 
 
The Financials sector is expecting the weakest earnings growth rate of any sector at -54%. In aggregate, the 
sector is expected to earn $16.4 billion in Q3 2008 compared to earnings of $40.3 billion in Q3 2007. Should 
the growth rate finish at -59%, it will mark the fifth consecutive quarter of negative earnings growth for the 
sector. The Investment Bank & Brokerage and Diversified Financials industries are the largest contributors to 
the earnings decline. These two industries combined are anticipating earnings to be $13.4 billion below year-
ago levels. If the Financials sector is removed from the index, the Q3 2008 growth rate for the remaining 
nine sectors would be 13.6%. 
 
If both the Energy and Financials sectors are removed from the index, the Q3 2008 growth rate for the 
remaining eight sectors would be 3.1%. 
 
The Consumer Discretionary sector is expecting the second weakest earnings growth rate (-7%) of any 
sector. Over the past four quarters, the sector has recorded an average earnings growth rate of -29%. At the 
industry level, the Automobile Manufacturing industry is the largest detractor to earnings growth. If this 
industry is removed from the index, the growth rate for the sector would be 11%. Despite an estimated loss 
for the quarter, the Homebuilding industry is the largest contributor to earnings growth for the sector. The 
industry is expecting a loss of $600 million for Q3 2008 compared to a loss of $2.6 billion in Q3 2007. If the 
Homebuilding industry is removed from the index, the growth rate for the sector would be -20%. If both the 
Automobile Manufacturers and the Homebuilding industries are removed from the index, the growth rate for 
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the sector would be -3%. Of the 33 industries that comprise the sector, fourteen are expecting an earnings 
improvement relative to Q3 2007.      
 
Deals 
Contribution by the Deals Intelligence Group at Thomson Reuters 
 
IPOs 
For the fifth consecutive week, there were no U.S. initial public offerings brought to market last week.   
 
Despite the drought of new offerings, U.S. companies continue to file registration statements to list publicly.  
There are currently 140 initial public offerings in the “pipeline” for a total value of $30.2 billion. By industry, 
companies in the Financial, Energy & Power, and Materials sectors account for the bulk of the expected 
proceeds. From an underwriting perspective, JP Morgan leads all Wall Street firms with 31 companies 
awaiting a public listing, Credit Suisse has 28 and Goldman Sachs has 22.  
 

U.S. IPOs 

1/1/2008 – 
9/12/2008 
(US$ Mil) 

Number 
of 

Issues 

1/1/2007 – 
9/12/2007
(US$ Mil) 

Number 
of 

Issues % Change 
Industry Totals 26,317.1 29 33,523.5 139 -21.5% 

 
Corporate Bonds 
Weekly high-grade corporate debt volume totaled $4.5 billion from eight issues last week, bolstered by 
increased activity in the natural resources sector. Oil services concern, Halliburton, and Canadian miner, 
Barrick Gold, issued $1.2 billion apiece. 
 
Activity returned to the U.S. high-yield market last week with two issues for total volume of $304.6 million.  
San Antonio-based Clear Channel Communications raised $159.6 million via 10.75% Senior Notes due in 
2016 and Sabine Pass LNG, a liquefied natural gas terminal concern, raised $144.9 million via 7.5% Senior 
Secured Notes due in 2016. 
 

U.S. Debt Issuance 

1/1/2008 – 
9/12/2008 
(US$ Mil) 

Number 
of 

Issues 

1/1/2007 – 
9/12/2007
(US$ Mil) 

Number 
of 

Issues % Change 
High-grade 566,106.2 586 708,756.8 1,174 -20.1% 
High-yield 35,410.8 88 100,273.4 196 -64.7% 

 
Mergers 
U.S. M&A activity totaled $14.4 billion last week, bringing year-to-date activity to $844.6 billion – a 34% 
decrease from last year at this time.   Altria Group, using the special purpose acquisition vehicle, Armchair 
Merger Sub Corp, agreed to acquire all of the outstanding common stock of U.S. Tobacco for $11.6 billion.  
The deal further bolstered the volume of Consumer Staples target M&A for the year-to-date period, bringing 
total Consumer Staples M&A to $318.6 billion, a 53% increase over last year at this time.   
 
Altria's offer for UST was the largest announced worldwide M&A transaction since July 30th, when Spanish 
Gas Natural SDG purchased all of the remaining shares of Spanish competitor Union Fenosa in a deal 
valued at $22.8 billion and the largest U.S. target deal since July 21st when Roche Holdings purchased 
Genentech. 
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U.S. Announced M&A 

1/1/2008 – 
9/12/2008 
(US$ Mil) 

Number 
of 

Deals 

1/1/2007 – 
9/12/2007 
(US$ Mil) 

Number 
of 

Deals % Change 
Industry Totals 844,576.5 6,554 1,271,374.2 8,052 -33.6% 

 
Repurchases 
Last week, 12 repurchase programs were announced for a combined $4.9 billion. In the largest deal of the 
week, Altria, which concurrently announced the $11.6 billion acquisition of U.S. Tobacco, authorized the 
repurchase of up to $4 billion of common stock.  
 

U.S. Announced 
Stock Buybacks 

1/1/2008 – 
9/12/2008
(US$ Mil) 

Number 
of 

Deals 

1/1/2007 – 
9/12/2007 
(US$ Mil) 

Number 
of 

Deals % Change 
Industry Totals 222,731.1 815 371,345.7 603 -40.0% 

 
Retail 
As of the first week in September, the Thomson Reuters Same Store Sales Index (SSS) is registering an 
estimated comp of 1.7%, which is stronger than the 1.4% result posted in September 2007. Excluding Wal-Mart, 
the index decreases to 0.5%. This is below the 1.4% ex-Wal-Mart result posted a year ago. However, it is 
important to note that it is early in the month and we are still waiting to collect several estimates. So far this month, 
most of the sectors we follow are posting much weaker estimates compared to a year ago (See Graph 1).  
 
The Thomson Reuters Discount sector’s same store sale estimate for September currently stands at 2.9%, on 
track to beat last year’s 2.0% result. Analysts are looking for a stronger 3.9% comp excluding Wal-Mart, which is 
set to beat last year’s 3.6% result (see Graph 1). The world’s largest retailer says that "We estimate U.S. 
comparable store sales, excluding fuel, for the September five-week period to be between two and three percent,” 
(Source: WMT Press Release 09/04/08). This guidance is very much in line with the 2.5% Thomson Reuters SSS 
estimate for Wal-Mart and puts it on track to beat Target’s flat comp estimate. BJ’s Wholesale is currently 
generating the highest estimate among the discounters at 9.0%, followed by Costco at 7.0%.  
 
The Department sector is currently registering a -4.8% estimate, below last year’s -2.3% result. Currently, high-
end retailer Saks is on top with a -1.0% comp estimate, followed by Stage Stores with a -2.0% estimate. JC 
Penney has the biggest weighting in the sector and brings the aggregate down with a -7.0% comp. Likewise, JW 
Nordstrom and Kohl’s are expected to post weak comps of -5.0% and -3.0%. 
 
For the moment, we are still waiting on several analyst estimates for the Teen and Apparel sectors. So far, the 
Teen/Child Apparel sector is registering a -4.2% comp estimate. Most teen retailers are expected to post negative 
comps in September. Pacific Sunwear and Abercrombie & Fitch weigh down the sector with -7.0% and -6.0% 
comp estimates, followed by Hot Topic and American Eagle with estimated comps of -5.0% and -4.0%. However, 
Aeropostale is currently on top with a 2.0% estimated comp.  
 
Overall, the Apparel sector is expected to generate a -2.6% comp estimate, on track to match last year’s result. 
Gap, one of the heaviest weighted components in the sector, is expected to report a  
-7.0% comp. Exclude Gap, and the Apparel sector increases to a -1.2% estimate (vs. -1.2% Sep’07). Ross Stores 
and TJ Maxx are estimating the strongest comps within the group at 2.2% and 1.8%. Meanwhile, Chico’s and 
Stein Mart are registering estimates of -12.9% and -5.0%, respectively. 
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Lastly, the Thomson Reuters Drug sector is competing with its 4.1% comp posted in September 2007. 
 

Graph 1: Thomson Reuters Same Store Sales September 2007 vs. 2008 
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The Thomson Reuters Same Store Sales Index estimate is compiled weekly based on data-on-hand. 
Consensus estimates are therefore subject to change as additional analysts’ forecasts are made 
available to Thomson Reuters over the course of the month. For complete details please refer to the 
latest Thomson Reuters SSS report, or contact your Thomson Reuters client representative to 
arrange a free trial.  
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About Thomson Reuters 
Thomson Reuters is the world’s leading source of intelligent information for businesses and professionals.  We combine 
industry expertise with innovative technology to deliver critical information to leading decision makers in the financial, 
legal, tax and accounting, scientific, healthcare and media markets, powered by the world’s most trusted news 
organization. With headquarters in New York and major operations in London and Eagan, Minnesota, Thomson Reuters 
employs more than 50,000 people in 93 countries. Thomson Reuters shares are listed on the New York Stock Exchange 
(NYSE: TRI); Toronto Stock Exchange (TSX: TRI); London Stock Exchange (LSE: TRIL); and Nasdaq (NASDAQ: TRIN). 
For more information, go to www.thomsonreuters.com. 
 
Important Notice 
This disclaimer is in addition to and not in replacement of any disclaimer of warranties and liabilities set forth in a written 
agreement between Thomson Reuters and you or the party authorizing your access to the Service (“Contract 
Disclaimer”). In the event of a conflict or inconsistency between this disclaimer and the Contract Disclaimer the terms of the 
Contract Disclaimer shall control. 
  
By accessing these materials, you hereby agree to the following: 
  
These research reports and the information contained therein is for your internal use only and redistribution of this 
information is expressly prohibited. These reports including the information and analysis, any opinion or recommendation is 
not intended for investment purposes and does not constitute investment advice or an offer, or an invitation to make an 
offer, to buy or sell any securities or any derivatives related to such securities.  
  
Thomson Reuters does not warrant the accuracy of the reports for any particular purpose and expressly disclaims any 
warranties of merchantability or fitness for a particular purpose; nor does Thomson Reuters guarantee the accuracy, 
validity, timeliness or completeness of any information or data included in these reports for any particular purpose. Thomson 
Reuters is under no obligation to provide you with any current or corrected information.  Neither  Thomson Reuters , nor any 
of its affiliates, directors, officers or employees, will be liable or have any responsibility of any kind for any loss or damage 
(whether direct, indirect, consequential, or any other damages of any kind even if Thomson Reuters was advised of the 
possibility thereof) that you incur in connection with, relating to or arising out of these materials or the analysis, views, 
recommendations, opinions or information contained therein, or from any other cause relating to your access to, inability to 
access, or use of these materials, whether or not the circumstances giving rise to such cause may have been within the 
control of Thomson Reuters.  
  
The information provided in these materials is not intended for distribution to, or use by, any person or entity in any 
jurisdiction or country where such distribution or use would be contrary to law or regulation or which would subject Thomson 
Reuters or its affiliates to any registration requirement within such jurisdiction or country. 
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