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Important Disclosure 

The information in this presentation (the “Presentation”) is provided solely for informational purposes.  It should not be deemed as an offer, or a solicitation of an 

offer, to buy or sell any security or instrument or to participate in any trading strategy.  

 

Any views expressed are those of the presenter as of the date of the presentation and are subject to change at any time due to changes in market or economic 

conditions. The views expressed does not reflect the opinions of all portfolio managers at MSIM or the views of the firm as a whole, and may not be reflected in the 

strategies and products that the Firm offers.  

 

Charts and graphs provided herein are for illustrative purposes only. Forecasts/estimates are based on current market conditions, subject to change, and may not 

necessarily come to pass. Past performance is not indicative of future results.  

 

Any information regarding expected market returns and market outlook is based on the research, analysis, and opinions of the presenter. They are based on current 

market conditions and subject to change. In addition, these conclusions are speculative in nature, may not come to pass, and are not intended to predict the future of 

any specific Morgan Stanley investment. No representation or warranty can be given with respect to the accuracy or completeness of the information. 

 

Indexes do not include any expenses, fees or sales charges, which would lower performance. Indexes are unmanaged and should not be considered an investment. It is 

not possible to invest directly in an index.  Please see page 21 for additional information relating to the indexes included herein. 

 

All investments involve risks, including the possible loss of principal. Investments in foreign markets entail special risks such as currency, political, economic and 

market risks. The risks of investing in emerging-market countries are greater than the risks generally associated with foreign investments.  Commodity investments are 

more volatile than investments in traditional securities, such as stocks and bonds. The value of equity investments are more volatile than the other securities and stocks 

are more volatile than corporate bonds.  

 

Morgan Stanley does not render advice on tax and tax accounting matters to clients. This material was not intended or written to be used, and it cannot be 

used with any taxpayer, for the purpose of avoiding penalties which may be imposed on the taxpayer under U.S. federal tax laws. Federal and state tax laws 

are complex and constantly changing. You should always consult your legal or tax advisor for information concerning your individual situation. 

 

Morgan Stanley is a full-service securities firm engaged in a wide range of financial services including, for example, securities trading and brokerage activities, 

investment banking, research and analysis, financing and financial advisory services. 
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The Evolution Of Emerging Markets (EM) 

Source: MSCI, MSIM Emerging Markets and FactSet. Data as of December 31, 2011. Estimates are based on current market conditions, 
subject to change and may not necessarily come to pass. 
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The First Coming 

599%  

50% annual 

The Second  
Coming 

505%  

40% annual 

The Third Coming 
~9% annual ?  

(48%)  

(6%) annual 

(65%) 

(43%) annual 
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Much Too Synchronous 

High correlations are a sign of 

stress in the system and they 

typically tend to weaken in bull 

markets and increase in bear 

phases 

1. Based on correlation of Copper (active future contract), Gold (active future contract), JPMorgan Emerging Market FX Index, 10yr U.S. Treasury Total 
Return Index, Barclays Capital Global High Yield, MSCI Emerging Markets, JP Morgan EMBI, S&P 500 Index, Australian Dollar, CRB Continuous 
Commodity Index.  Past performance is no guarantee of future results. 

Source: Bloomberg, FactSet, MSIM, Data as of March 23, 2012. 
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Herd Behavior 

Cumulative inflows in global ETFs 

have matched outflows in long 

only funds since the mid-90s 

* Data 1996 – 2002 from Lipper FMI; 2002 –  Onwards from EPFR Global. 

Long-Only Equity Flows vs. Equity ETF Flows 

Source: BofA Merrill Lynch Global Equity Strategy, EPFR Global, Lipper FMI MSIM Emerging Markets Research, FactSet. Data as of 
December 31, 2011. 

 Past performance is no guarantee of future results. 
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The Great Liquidity Flood 

Source: Gavyn Davies, “The unprecedented behaviour of the central banks,” Financial Times, January 8, 2012. 

Liquidity Injections by the Major Central Banks 
(Size of Balance Sheet. Jan 2008=100) 
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Time for Separation For New Regime To Take Hold 

Source: Commodity Research Bureau, time period of 7/2/1965 to 1/10/2012 
 

The connection between easier 

financial conditions and higher oil 

prices needs to break  

It took a double-dip recession in 

the 1980s to kill the commodity 

bull market and set the stage for a 

sustainable recovery to 

begin in 1982  

Past performance is no guarantee of future results. 

Correlation of the Reuters Continuous Commodity Index (CCI) to the S&P 500 
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Unbridled Optimism on China 

Over 80% of investors surveyed 

recently expect China to have a 

soft landing 

83%
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Source: Bank of America Merrill Lynch. As of January 31, 2012. 

2012 China Growth Expectations 
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Structural Risks to Soft Landing Scenario 
Extent of China’s Indebtedness is Not Properly Understood  

Source: MSIM, UBS, Merrill Lynch. Data as of December 31, 2011. 
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China’s Appetite For Commodities Unsustainable 
China Has Overwhelmed Demand Growth for Metals and Oil 
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Source: Macquarie as of 12/31/11 

China accounts for only 

10 percent of total global 

output but a large share of 

commodity consumption 

Even though China’s share of 

global manufacturing has risen 

dramatically in the last two 

decades, from 4 to 17 percent, the 

manufacturing share of the global 

economy has fallen in the same 

period, from 23 to 17 percent, 

largely at the expense of Europe, 

Japan, and the United States 
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Back To The Future 
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Source: Conference Board, IMF 2011. The estimate is that of MSIM Emerging Markets team, is subject to change, and may not necessarily 
come to pass. 
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Currency Can Be An Important Factor for EM 

Equity Returns 
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Commodity Currencies Losing Competitiveness 

EM currencies have steadily 

reduced their competitiveness 

relative to the USD over the past 

decade 
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Source: FactSet, JPMorgan, MSIM. Data as of December 31, 2011. Past performance is no guarantee of future results. 
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Breakout Nations Of The Coming Decade 
Individual stories, not a homogenous class 

GDP per Capita Country Expected Growth Rate 

~$20,000 
Czech Republic  

South Korea 

3%+ 

$10,000 – 1 5,000 

Turkey 

Poland  

Chile 

4%–5% 

$5,000 – 10,000 
Thailand 

Peru 

5% 

<$5,000 

India 

Indonesia 

Philippines 

Sri Lanka 

Nigeria 

5%+ 

Source: IMF, MSIM. Estimates are based on current market conditions, subject to 

change and may not necessarily come to pass, as of 12/31/11. 
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Brazil 

Source: FactSet, IMF.  As of December 2010 

On a number of metrics Brazil’s 

currency appears overvalued  

 

Brazil’s government spending as a 

share of its economy has climbed 

steadily from nearly 20 percent to 

around 40 percent today 

 

Growth in Brazil has recently 

shown signs of weakness as 

industrial production growth is 

currently at its lowest level since 

2003 

 

Annual Changes in REER vs. Productivity since 2000
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Indonesia 

Source: UBS, IMF.  Data as of October, 2011 

Indonesia has demonstrated that it 

has a large enough domestic 

market to generate demand even 

when global demand was weak 

 

 

Indonesia has not frittered away 

the profits of the commodity boom 

of the last decade as Russia and 

Brazil ultimately did, and has the 

savings to potentially increase 

investment in the economy 

Only SE Asian country in which 

Investment as a share of GDP has 

surpassed its pre-1998 high 

Domestic demand driven economy 
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Philippines 

Source: National Statistics Office, Central Bank, IMF, JP Morgan.  Data as of 12/31/11. 

President Benigno Aquino III 

appears to have enough support to 

generate reform momentum that 

would allow the Philippines to 

resume a period of strong growth 

  

The balance of payments’ position 

continues to be strong, driven by a 

current account surplus and a 

steady growth in workers’ 

remittances 

 

The objective of the government is 

to reduce the debt/GDP ratio to 

42% in 2015 from 52% in 2010, 

which would strengthen 

Philippine’s case for investment 

grade status 
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Growth Game Is All About Expectations  
Third Coming will be about understanding emerging markets as individual nations 

(1.9)

(1.4)

(0.9)

(0.4)

0.1

0.6

1.1

1.6

1.0 2.0 3.0 4.0 5.0 6.0 7.0 8.0

Real GDP Growth, Average, 2011–16 (%)

GEM Outlook & Expectations 
Real GDP Growth, Deviation from MSIM Consensus Expectations, bps 

Source: IMF, Bloomberg, MSIM. Note: y-axis broken to fit China on graph. China y-axis value is (3.2). 

China 

India 

Indonesia 

Korea 

Malaysia 

Philippines 

Taiwan 

Thailand 

Brazil 

Chile 
Colombia 

Mexico 

Peru 

Czech Republic 

Hungary 

Poland 

Russia 

South Africa 

Turkey 
Outperforming GEM 

Average Growth and 

Consensus Expectations 

Underperforming GEM 

Average Growth and 

Consensus Expectations  



Page 19 

Markets Not Distinguishing Between Countries 

Macro environment led to low 

dispersion in EM country returns 

Source: FactSet, Bloomberg, MSIM Emerging Markets Research (Top 20 countries in the MSCI EM Index). Past performance is no guarantee 
of future results. Data as of 3/23/12. 
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Summary 

• The third coming of EM could be an era defined by moderate growth, volatile 

business cycles, and the breakup of herd behavior 

• A breakdown in correlations or disappointment with China growth could be 

regime changers 

• Commodity importing nations could be big beneficiaries in the new regime 

• EM growth may be reverting back to the historical average growth rate of 5% 

• Many commodity currencies have become significantly less competitive over 

the past decade 

• Country dispersion is still near historical lows but case for rising dispersion is 

only increasing 
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Important Disclosure 

Definitions: 

Barclays Capital Global High Yield Index – An unmanaged index considered representative of fixed rate, noninvestment-grade debt of companies in the U.S., developed 

markets and emerging markets. 

 

MSCI Emerging Markets Index – The MSCI Emerging Markets Index is a free float-adjusted market capitalization index that is designed to measure equity market 

performance of emerging markets. The MSCI Emerging Markets Index consists of the following 21 emerging market country indices: Brazil, Chile, China, Colombia, 

Czech Republic, Egypt, Hungary, India, Indonesia, Korea, Malaysia, Mexico, Morocco, Peru, Philippines, Poland, Russia, South Africa, Taiwan, Thailand, and Turkey. 

 

JPM EMBI Global Index - The JP Morgan Emerging Markets Bond Global (“EMBG”) Index tracks total returns for U.S. dollar-denominated debt instruments issued by 

emerging markets sovereign and quasi-sovereign entities: Brady Bonds, loans, Eurobonds and local market instruments for over 30 emerging market countries. 

 

JPM GBI-EM Diversified Bond Index - The JP Morgan GBI-EM Diversified Bond Index is an index which tracks local currency government bonds issued by emerging 

markets. 

 

S&P 500 Index - The Standard & Poor’s 500® Index (S&P 500®) measures the performance of the large cap segment of the U.S. equities market, covering 

approximately 75% of the U.S. equities market. The Index includes 500 leading companies in leading industries of the U.S. economy. 

 

The Thomson Reuters/Jefferies CRB Index - The index is comprised of 19 commodities:  Aluminum, Cocoa, Coffee, Copper, Corn, Cotton, Crude Oil, Gold, Heating Oil, 

Lean Hogs, Live Cattle, Natural Gas, Nickel, Orange Juice, Silver, Soybeans, Sugar, Unleaded Gas and Wheat. The Index uses a four-day rollover schedule for each 

commodity beginning on the first business day of the month and ending on the fourth business day.  

 

Exchange Traded Fund (ETF) - A security that tracks an index, a commodity or a basket of assets like an index fund, but trades like a stock on an exchange. ETFs 

experience price changes throughout the day as they are bought and sold.  

 

Gross Domestic Product (GDP) - The monetary value of all the finished goods and services produced within a country's borders in a specific time period, though GDP is 

usually calculated on an annual basis. It includes all of private and public consumption, government outlays, investments and exports less imports that occur within a 

defined territory.  

 

GDP per Capita - A measure of the total output of a country that takes the gross domestic product (GDP) and divides it by the number of people in the country. The per 

capita GDP is especially useful when comparing one country to another because it shows the relative performance of the countries. A rise in per capita GDP signals 

growth in the economy and tends to translate as an increase in productivity.  
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Important Disclosure 

Definitions continued: 

 

Real GDP - An inflation-adjusted measure that reflects the value of all goods and services produced in a given year, expressed in base-year prices. Often referred to as 

"constant-price", "inflation-corrected" GDP or "constant dollar GDP".  

 

Nominal GDP – A gross domestic product (GDP) figure that has not been adjusted for inflation.  Also known as “current dollar GDP” or “chained dollar GDP.” 

 

USD – In currencies, this is the abbreviation for the U.S. dollar. 

 

Real Effective Exchange Rate (REER) - The weighted average of a country's currency relative to an index or basket of other major currencies adjusted for the effects of 

inflation. The weights are determined by comparing the relative trade balances, in terms of one country's currency, with each other country within the index. 

 

The JPMorgan Emerging Markets Currency Index (EMCI) provides investors with a tradable benchmark of Emerging Markets currency markets.  The EMCI tracks 

excess returns for EM FX forwards in 8 of the most liquid emerging markets countries.  The EMCI trails ELMI+ with very high correlation (above 90%) and low tracking 

error.    

 

NOT FDIC INSURED  |  OFFER NO BANK GUARANTEE  |  MAY LOSE VALUE  |  NOT INSURED BY ANY FEDERAL GOVERNMENT AGENCY  |  NOT A DEPOSIT 

Morgan Stanley is a full-service securities firm engaged in a wide range of financial services including, for example, securities trading and brokerage activities, investment 

banking, research and analysis, financing and financial advisory services. 

 

© 2012 Morgan Stanley.  Morgan Stanley Distribution, Inc.  
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