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Earnings season approaches. Expect more diverse results. Companies in some sectors 
and industries have more trouble passing along input costs to customers. Others see profit 
gains again. Look for: More weakness in financial and consumer discretionary stocks. 
Expect annualized operating earnings of Standard & Poor’s 500 Stock Index companies, 
excluding financials, to increase 6% in the second quarter. Higher energy and commodity 
prices should propel earnings in the energy and agricultural sectors, and a weak dollar is 
boosting profits of big multinationals. While 6% is a slower rate of increase than we have 
seen in previous quarters, it is not a disaster.  

Rates. Despite recent rhetoric, we think the U.S. Federal Reserve Board will keep rates 
on hold through the end of the year. Why? The economy and credit markets are still too 
fragile for the Fed to change rates. European rates are likely to rise, however. Look for: 
Longer-term rates to increase moderately. 

Oil remains the greatest risk to the world economies. U.S. oil expenditures now constitute 
7% of GDP, a record not seen since 1979. However¸ oil – priced on the basis of oil stocks 
– is closer to $80 per barrel, not the $133 per barrel now priced in the forward crude 
markets. Look for: Economic weakness to bring declining demand and falling oil prices 
by year-end. 

Inflation is flaring up; it is currently spurred by the rising prices of oil and agricultural 
products. Look for: Higher and enduring inflation in the emerging markets, but better 
inflation numbers in the United States and Europe later in 2008. The situation is not 
reminiscent of periods of inflation in the 1970s or 1980s. Wages and house prices are the 
biggest drivers of inflation, and these two factors are not rising rapidly. 

International. World growth is decelerating, led by the slowing in the U.S. and 
European economies. Weakness is particularly worrisome in Spain, Italy, and the United 
Kingdom. Emerging countries are seeing some slowing but still are experiencing strong 
growth rates. Look for: Further weakness and earnings pressure in Europe. Countries 
that export commodities should exhibit the strongest growth. 

Credit crisis. Thanks to the Fed’s backing, the worst is over. However, there are still 
disruptions. Most credit markets have priced in the effects of a recession. Look for: 
Summer weakness followed by improving lending conditions by year-end. 

Stocks. Valuations are not stretched if earnings hold up during the year. Historical 
valuations are cheapest among large caps, international companies, and in the 
information technology industry and in the health care and cyclical sectors. Look for: A 
rotating market with certain sectors moving ahead and others struggling. 



Bonds. The U.S. government market is under pressure as yields rise and bond prices fall 
in response to inflation worries. Trading of credit-linked bonds is still volatile. Look for: 
Government bonds are likely to remain in a narrow trading range, while high-yield and 
high-grade corporate bonds should slowly improve in price in the third and fourth 
quarters. 

The views expressed in Chief Investment Strategist Corner are those of James Swanson 
and are current through May 23, 2008. They do not necessarily reflect he views of MFS? 
portfolio managers or other persons in the MFS organization. These views are subject to 
change at any time based on market and other conditions, and MFS disclaims any 
responsibility to update such views. No forecasts can be guaranteed. These views may 
not be relied upon as investment advice or as an indication of trading intent on behalf of 
any MFS fund. 

The investments you choose should correspond to your financial needs, goals, and risk 
tolerance. For assistance in determining your financial situation, please consult an 
investment professional. 

Past performance is no guarantee of future results. 
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