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Downunder Daily
The Disease Spreads

Exhibit 1
It's Not Just Sub-prime

There are tentative signs that household credit TG BEMNGURGIS:
problems are starting to spread beyond the debacle 257 21
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Association mortgage delinquency data, which showed
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has a relatively short history (see Exhibit 1), but it's Source: MBA; Morgan Stanley Research
noteworthy that prime delinquencies are now higher
than in the early 2000’s recession. The delinquency rate
for all residential mortgages is at the highest level since Exhibit 2
at least the early 1970s. Foreclosure Exposure
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money on feckless borrowers. But if prime mortgages
start to falter, then the problem takes on larger
significance. First, the pool of borrowers — and the
assets their mortgages support — is far larger than the
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Second, it's noteworthy that the prime mortgage
delinquency rate is at its highest level in least a decade
when unemployment is low and the average mortgage
rate is at generational lows. This fits with my view that
the American household sector has reached the limit of
its debt-carrying capacity. It also suggests that if
employment starts to weaken then the situation will get
far worse.

Source: MBA, Reality Trac; Morgan Stanley Research

Falling house prices, now evident in some price series,

would worsen this situation. The option of pre-emptively

selling to clear a mortgage will disappear as falling

house prices erode borrowers’ equity in their property.

Consequently, falling house prices will likely increase Morgan Stanley does and seeks to do business with

the delinquency rate and increase the ultimate loss companies covered in its research reports. As a resul,
faced by lenders investors should be aware that the firm may have a

) conflict of interest that could affect the objectivity of this
report. Investors should consider this report as only a
single factor in making their investment decision.

For analyst certification and other important
disclosures, refer to the Disclosure Section.

+= Analysts employed by non-U.S. affiliates are not registered pursuant to NASD/NYSE rules.
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Both these trends are starting to appear. The number of
foreclosures is at an all time high (Exhibit 2), in part
because delinquent borrowers are now much more likely to
be foreclosed (Exhibit 3). The foreclosure rate

Other areas of consumer credit are also now starting to
deteriorate. Exhibit 5 shows auto loan delinquency rates
are rising sharply.

(foreclosures commenced as a percentage of loans) is at an EXhibI S
all-time high, including for prime mortgages. Auto Stress Rising
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Exhibit 3 45

Trouble Means Deep Trouble

FORECLOSURE RATE AS A PERCENTAGE OF DELINQUENCIES
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Source: Kenneth Lee, ABS Data Package, 10 September; Intex; Morgan Stanley
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In contrast, commercial & industrial loans for now remain
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however, it is probable that conditions will deteriorate if
Source: MBA; Morgan Stanley Research growth weakens. In fact, the tightening in lending standards
by commercial banks is usually a warning sign of rising
delinquencies (Exhibit 6). Having said that, in this cycle, |
expect the epicenter of the credit stress to households and
the financial sector itself, not the corporate sector.

The prospect of more delinquents being foreclosed, and the
prospect of forced sales in a falling house price market, all

point to lower recovery rates on loans. The early evidence
suggests that loss rates for 2006 vintage mortgages will be

significantly higher than for prior years (Exhibit 4). (The loss Exhibit 6
rate, rather than the delinquency rate, is the critical variable Corporates Conditions To Turn?
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Morgan Stanley ModelWare is a proprietary analytic framework that helps clients
uncover value, adjusting for distortions and ambiguities created by local accounting
regulations. For example, ModelWare EPS adjusts for one-time events, capitalizes operating

O e a re leases (where their use is significant), and converts inventory from LIFO costing to a FIFO
basis. ModelWare also emphasizes the separation of operating performance of a company
from its financing for a more complete view of how a company generates earnings.
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Coverage Universe  Investment Banking Clients (IBC)
% of Total % of Rating

Stock Rating Category Count % of Total Count IBC Category
Overweight/Buy 934 41% 321 43% 34%
Equal-weight/Hold 1015 44% 328 44% 32%
Underweight/Sell 333 15% 92 12% 28%
Total 2,282 741

Data include common stock and ADRs currently assigned ratings. 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 or Over) - The stock's total return is expected to exceed the total return of the relevant country MSCI Index, on a risk-adjusted basis
over the next 12-18 months.

Equal-weight (E or Equal) - The stock's total return is expected to be in line with the total return of the relevant country MSCI Index, on a risk-adjusted
basis over the next 12-18 months.

Underweight (U or Under) - The stock's total return is expected to be below the total return of 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

guantitative 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.

Unless otherwise specified, the time frame for price targets included in this report is 12 to 18 months.

Analyst Industry Views
Attractive (A): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be attractive vs. the
relevant broad market benchmark, as indicated below.

In-Line (I): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be in line with the relevant
broad market benchmark, as indicated below.

Cautious (C): The analyst views the performance of his or her industry coverage universe over the next 12-18 months with caution vs. the relevant
broad market benchmark, as indicated below.

Benchmarks for each region are as follows: North America - S&P 500; Latin America - relevant MSCI country index or MSCI Latin America Index;
Europe - MSCI Europe; Japan - TOPIX; Asia - relevant MSCI country index.

Stock price charts and rating histories for companies discussed in this report are available at www.morganstanley.com/companycharts or from your
local investment representative. You may also request this information by writing to Morgan Stanley at 1585 Broadway, (Attention: Equity Research
Management), New York, NY, 10036 USA.

Other Important Disclosures

Morgan Stanley produces a research product called a "Trade Idea.” Views contained in a "Trade Idea" on a particular stock may be contrary to the recommendations or
views expressed in this or other research on the same stock. This may be the result of differing time horizons, methodologies, market events, or other factors. For all
research available on a particular stock, please contact your sales representative or go to Client Link at www.morganstanley.com.

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.

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. The securities, instruments, or strategies discussed in this report may not be suitable for all investors, and certain
investors may not be eligible to purchase or participate in some or all of them.

This report is not an offer to buy or sell or the solicitation of an offer to buy or sell any security or to participate in any particular trading strategy. The "Important US
Regulatory Disclosures on Subject Companies" section lists all companies mentioned in this report where Morgan Stanley owns 1% or more of a class of common securities
of the companies. For all other companies mentioned in this report, Morgan Stanley may have an investment of less than 1% 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. Employees of Morgan Stanley 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
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Morgan Stanley and its affiliate companies do business that relates to companies covered in its research reports, including market making and specialized trading, risk
arbitrage and other proprietary trading, fund management, commercial banking, extension of credit, investment services and investment banking. Morgan Stanley sells to
and buys from customers the securities/instruments of companies covered in its research reports on a principal basis.

With the exception of information regarding Morgan Stanley, reports prepared by Morgan Stanley research personnel are based on public information. Morgan Stanley
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such visits.

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
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only. The reader should independently evaluate the investment risks and is solely responsible for their investment decisions. This publication may not be distributed to the
public media or quoted or used by the public media without the express written consent of Morgan Stanley. Information on securities that do not trade in Taiwan is for
informational purposes only and is not to be construed as a recommendation or a solicitation to trade in such securities. MSTL may not execute transactions for clients in
these securities.

To our readers in Hong Kong: Information is distributed in Hong Kong by and on behalf of, and is attributable to, Morgan Stanley Asia Limited as part of its regulated
activities in Hong Kong. If you have any queries concerning this publication, please contact our Hong Kong sales representatives.

Certain information in this report was sourced by employees of the Shanghai Representative Office of Morgan Stanley Asia Limited for the use of Morgan Stanley Asia
Limited.

This publication is disseminated in Japan by Morgan Stanley Japan Securities Co., Ltd.; in Hong Kong by Morgan Stanley Asia Limited (which accepts responsibility for its
contents); in Singapore by Morgan Stanley Asia (Singapore) Pte. (Registration number 199206298Z) and/or Morgan Stanley Asia (Singapore) Securities Pte Ltd
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