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Downunder Daily
Wild and Wide

I'm bearish — really bearish — but even | admit that
credit markets are now pricing in a very pessimistic
outlook. This raises two issues that our strategists are
grappling with: first, when to re-enter credit markets;
and second, how to play the apparent discrepancy
between credit and equity market pricing.

Note what's in the price: Exhibit 1 shows the current
spread on a number of credit benchmarks and the
historical range. Three notable points:

First, many developed-world spreads are at, or near,
all-time wides relative to Treasuries. Several
benchmarks hit new wides overnight.

Second, relative to their own history, investment-grade
corporate spreads are at more extreme levels than
non-investment grade.

Third, credit markets have achieved what equity
markets have not: genuine decoupling. Emerging
market debt has been relatively insulated, with
sovereign spreads trading at the bottom quarter of the
historical range. This contrasts with equity
performance, where emerging markets have typically
under-performed Wall Street recently. (Even so, our
Asian credit team also sees a major disconnect
between equity and credit: See Viktor Hjort, Asia Credit
Strategy: Why Equity Investors Should Look at Credit
as an Opportunity, 4 March.)

Exhibit 2 provides a more precise estimate of what's in
the price for several of the major corporate credit
benchmarks. Compare the second and third columns:
The second column shows the default rate implied by
the current spread, while the third column shows the
worst default rate of any equivalent cohort seen since
the 1970s. For investment grade corporate debt (the
first and third rows), the break-even default rate is now
double the worst default rate seen in almost 40 years.
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Exhibit 1
Wilder and Widest

Spreads Across Crodit: Historienl Wides, Tights, and Curront Levels
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Note: Horizontal bars indicate current spreads. Year in parentheses indicates
year spread data starts.

Source: Vishwanath Tirupattur, State of the Market: ABS CDOs, CLOs and
Structured Credit; The Yield Book, iBoxx; Morgan Stanley Research

Exhibit 2
Bad, or Really Bad?

Index Breakeven Historical A Year's Carry Pays for
Spread (bp) Defaults®  Defaults~  Widening (bp) Defaults (&)

i Traxx 1G Syr 109 7 8% 3 E% 28 23

(XOVER Syr LT 33.7% 39.9% 153 4.6
COX G Syr 140 9.9% 4. 7% 33 249
CDX HY Syr Liz:1] 30.4% 42.6% 196 11.3
LCDX 450 48,3% 140 15.0
LEWVX 460 41.5% - 170 4.0

* Calculated as price of the index/loss on a single default

~ Default rate of the worst cohort for an equivalent portfolio (since 1970s)
Source: Neil McLeish, European Credit: Approaching the Trough, 27 February
2008; Morgan Stanley Research
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Even in the one area where losses are likely to be beyond
the historical norm — sub-prime mortgages in the US — the
implied losses now look pessimistic. Exhibit 3 shows the
break-even losses for 2006 sub-prime mortgages. The
AAA-rated tranche is affected if losses exceed around
26% of the total pool. Current pricing implies 34% total
losses. That is, for example, 68% of mortgage holders
default, with the lender recovering 50% of the mortgage
value. That's a Baghdad-like loss in property value.
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is the strategy. In other words, under almost any scenario,
investors who are looking to add risk to their portfolios
should be moving into investment grade credit. Put
another way, under almost any scenario, there’s a strong
relative-reward case for moving into investment grade
credit. For more details, see Face/Off — Credit Versus
Equities, 3 March.

Exhibit 5
What to Watch: Risk of ‘The Big One’

Exhibit 3
Bad, or Baghdad?

Approx. Losses thatcan  As a Multiple of 2000 % of 2006 Rated
Rating be Sustained Losses Volume
Aaa | 26%-30% 4.3x| 80.8%
Aa 18%-21% 3.0x| 9.6%
A 13%-15% 2.2% 5.0%
Baa 10%-11% 1.7% 3.5%
Ba T%-8% 1.2x% 1.1%

Source: Vishwanath Tirupattur, State of the Market: ABS CDOs, CLOs and Structured Credit;

Moody's; Morgan Stanley

While credit indicators seem unremittingly — arguably
unrealistically — bleak, equity markets are, on most
measures, not at extremes. Exhibit 4 is a measure of the
US equity risk premium from our US strategy team. It is
not at the levels usually associated with recession.
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Exhibit 4
On the Other Hand...

S&P 500 Implied Equity Risk Premium (%)
Based on ROE-Revert-to-Mean

1.0% T T T T T T T
Feb-78  Feb-282  Feb-2§  Feb-90  Feb-094  Feb-02  Feb-02  Feb-06

Source: Abhijit Chakrabortti, US Portfolio Strategy: Face/Off — Credit Versus Equity, 3
March 2008; Morgan Stanley Research

US strategist Abhijit Chakrabortti sees three scenarios for
the credit-equity disconnect to play out. First, if credit is
correct, it's clear that investors will need to be short equity
and high-yield credit/long investment grade credit.
Second, if credit gets the direction right, but is too
pessimistic, then a short equity/long credit strategy would
also look good. Finally, if equities are correct, then long
credit — including high-yield — and moderately long equities

i

Source: Neil McLeish, European Credit: Approaching the Trough, 2
Reuters Eco-win; Morgan Stanley Research

February; Bloomberg,

Calling the bottom for credit on an absolute basis is trickier.
Our credit strategists are flagging the obvious value, but are
waiting for better entry points. The tactical issue is that the
unwind of leverage amongst credit investors, hedging by
institutions caught with now-unwanted credit risk, and growing
counter-party concerns are leading to a pessimistic over-
shoot in credit markets. Historically, value alone has not been
sufficient to signal a market bottom. (See Neil McLeish,
European Credit: Approaching the Trough, 27 February.)

Finally, it's worth considering the risk that credit markets have
got the story right: that the very bleak pricing is an accurate
reflection of what may unfold. This boils down to the risk that
the looming economic downturn will bring down the debt
super-cycle, and that developed economies will enter an
extended period of deleveraging, much of it involuntary. My
own view is that this is a material risk. Neil McLeish, head of
our European credit team, offers one clear-cut market
indicator that would warn of this risk eventuating: the yield
curve. As Neil notes, the Fed's early action in this cycle has
led to an unusually rapid steepening in Treasury curves (2
year-10 year). In structural turning points, the yield curve
stays flat or inverted, as it did in Japan in the early 1990s or
the US in the early 1980s (Exhibit 5). In this context, a
flattening of the curve now would be a very bearish signal —
one suggesting that credit markets have got the world right.
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Disclosure Section

The information and opinions in Morgan Stanley Research were prepared or are disseminated by Morgan Stanley Asia Limited (which accepts the
responsibility for its contents) and/or Morgan Stanley Asia (Singapore) Pte. (Registration number 199206298Z, regulated by the Monetary Authority
of Singapore, which accepts the responsibility for its contents), and/or Morgan Stanley Asia (Singapore) Securities Pte Ltd (Registration number
200008434H, regulated by the Monetary Authority of Singapore, which accepts the responsibility for its contents), and/or Morgan Stanley Taiwan
Limited and/or Morgan Stanley & Co International plc, Seoul Branch, and/or Morgan Stanley Australia Limited (A.B.N. 67 003 734 576, holder of
Australian financial services license No. 233742, which accepts responsibility for its contents), and/or Morgan Stanley India Company Private
Limited and their affiliates (collectively, "Morgan Stanley").

For important disclosures, stock price charts and rating histories regarding companies that are the subject of this report, please see the Morgan
Stanley Research Disclosure Website at www.morganstanley.com/researchdisclosures, or contact your investment representative or Morgan
Stanley Research at 1585 Broadway, (Attention: Equity Research Management), New York, NY, 10036 USA.

Anal?/st Certification

The following analysts hereby certify that their views about the companies and their securities discussed in this report are accurately expressed and
that they have not received and will not receive direct or indirect compensation in exchange for expressing specific recommendations or views in
this report: Gerard Minack.

Unless otherwise stated, the individuals listed on the cover page of this report are research analysts.

Global Research Conflict Management Policy
Morgan Stanley Research has been published in accordance with our conflict management policy, which is available at
www.morganstanley.com/institutional/research/conflictpolicies.

Important US Regulatory Disclosures on Subgect Companies

The research analysts, strategists, or research associates principally responsible for the preparation of Morgan Stanley Research have received
compensation based upon various factors, including quality of research, investor client feedback, stock picking, competitive factors, firm revenues
and overall investment banking revenues.

Certain disclosures listed above are also for compliance with applicable regulations in non-US jurisdictions.

STOCK RATINGS

Morgan Stanley uses a relative rating system using terms such as Overweight, Equal-weight or Underweg;ht (see definitions below). Morgan
Stanley does not assign ratings of Buy, Hold or Sell to the stocks we cover. Overweight, Equal-weight and Underweight are not the equivalent of
Buy, Hold and Sell. Investors should carefully read the definitions of all ratings used in Morgan Stanley Research. In addition, since Morgan Stanley
Research contains more complete information concerning the analyst's views, investors should carefully read Morgan Stanley Research, in its
entirety, and not infer the contents from the ratin? alone. In any case, ratings (or research) should not be used or relied upon as investment advice.
An in\(/jestor's decision to buy or sell a stock should depend on individual circumstances (such as the investor's existing holdings) and other
considerations.

Global Stock Ratings Distribution
(as of February 29, 2008)

For disclosure purposes only (in accordance with NASD and NYSE requirements), we include the category headings of Buy, Hold, and Sell
alongside our ratings of Overweight, Equal-weight and Underweight. Morgan Stanley does not assign ratings of Buy, Hold or Sell to the stocks we
cover. Overweight, Equal-weight, and Underweight are not the equivalent of buy, hold, and sell but represent recommended relative weightings (see
definitions below). To satisfy regulatory requirements, we correspond Overweight, our most positive stock rating, with a buy recommendation; we
correspond Equal-weight to hold and Underweight to sell recommendations, respectively.

Coverage Universe Investment Banking Clients (IBC)

% of % of % of Rating
Stock Rating Category Count Total Count Total IBC Category
Overweight/Buy 1039 44% 322 45% 31%
Equal-weight/Hold 974 41% 300 42% 31%
Underweight/Sell 356 15% 100 14% 28%
Total 2,369 722

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
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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 Morgan Stanley Research 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 (1): 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.
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and may trade them in ways different from those discussed in Morgan Stanley Research. Derivatives may be issued by Morgan Stanley or associated persons
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Morgan Stanley has based its projections, opinions, forecasts and trading strategies regarding the MSCI Country Index Series solely on publicly available information.
MSCI has not reviewed, approved or endorsed the projections, opinions, forecasts and trading strategies contained herein. Morgan Stanley has no influence on or
control over MSCI's index compilation decisions.

Morgan Stanley Research, or any portion hereof may not be reprinted, sold or redistributed without the written consent of Morgan Stanley.

Morgan Stanley Research is disseminated and available primarily electronically, and, in some cases, in printed form.

Additional information on recommended securities/instruments is available on request.
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