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e Profits analysis neglected
 Three reasons to analyze

 Interplay between operating leverage
and capacity shapes margins

e Earnings obfuscation; measurement lacking

MORGAN STANLEY DEAN WITTER Richard Berner . (212) 761.3398 . Richard.Berner@morganstanley.com Please refer to important disclosures at the end of this report. 2



Equity Research

Economics Report

The Profit Squeeze: A Leading Indicator?

U.S. Economics
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Rising Corporate Financial Leverage
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Cutting Variable Costs and ...
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Hiking Fixed Costs Boosts Operating Leverage
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Measuring Leverage: S&P 500
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Measuring Leverage: Economy-wide
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Capacity/Leverage Interplay Drives Profit Margins
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ROIC, Energy
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Rising Share of Earnings from Abroad
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The information and opinions in this report were prepared by Morgan Stanley & Co. Incorporated (“Morgan Stanley Dean Witter”). Morgan Stanley Dean Witter
does not undertake to advise you of changesin its opinion or information. Morgan Stanley Dean Witter and others associated with it may make markets or
specializein, have positionsin and effect transactions in securities of companies mentioned and may also perform or seek to perform investment banking services
for those companies. This memorandum is based on information available to the public. No representation is made that it is accurate or complete. This
memorandum is not an offer to buy or sell or a solicitation of an offer to buy or sell the securities mentioned.

Morgan Stanley & Co. Incorporated, Dean Witter Reynolds Inc. and/or their affiliates or their employees have or may have along or short position or holding in
the securities, options on securities, or other related investments of issuers mentioned herein.

The investments discussed or recommended in this report may not be suitable for all investors. Investors must make their own investment decisions based on their
specific investment objectives and financial position and using such independent advisors as they believe necessary. Where an investment is denominated in a
currency other than the investor’s currency, changes in rates of exchange may have an adverse effect on the value, price of, or income derived from the investment.
Past performance is not necessarily a guide to future performance. Income from investments may fluctuate. The price or value of the investmentsto which this
report relates, either directly or indirectly, may fall or rise against the interest of investors.
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should obtain the advice of their Morgan Stanley & Co. International Limited representative about the investments concerned.
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To our readersin the United States: While Morgan Stanley Dean Witter has prepared this report, Morgan Stanley & Co. Incorporated and Dean Witter Reynolds
Inc. are distributing the report in the US and accept responsibility for it contents. Any person receiving this report and wishing to effect transactionsin any
security discussed herein should do so only with arepresentative of Morgan Stanley & Co. Incorporated or Dean Witter Reynolds Inc.
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To our readersin Australia: This publication has been issued by Morgan Stanley Dean Witter but is being distributed in Australia by Morgan Stanley Dean Witter
AustraliaLimited A.C.N. 003 734 576, alicensed dealer, which accepts responsibility for its contents. Any person receiving this report and wishing to effect
transactions in any security discussed in it may wish to do so with an authorized representative of Morgan Stanley Dean Witter Australia Limited.

To our readersin Canada: This publication has been prepared by Morgan Stanley Dean Witter and is being made available in certain provinces of Canada by
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