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• Trade tensions have escalated again, with additional tariffs announced by both the US and China on 

August 23, and we expect global growth to decelerate further. 

• Our US market cycle indicator in 'downturn‘ suggests a challenging environment for risk assets. 

• Together with our expectations of weaker earnings, expensive valuations and a re-escalation in trade 

tensions we remain cautious on equities in the short term. 

• However, the US labor market remains strong and central banks have been proactive around the 

world - ensuring attractive risk premia - whilst financial conditions have remained well behaved. 

 

 Whilst we keep our defensive posture in the short term, we don’t think abandoning stocks at the 

asset allocation level is the right thing to do.  

 There will opportunities once we have passed a ~10% correction as well as once earnings 

expectations reflect the more challenging outlook and progress is made on US-China trade 

negotiations. 

Summary 
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Environment Remains Challenging 

Trade tensions have already taken a toll on global growth via weaker corporate 

confidence, the capex cycle and trade activity - causing longer lasting impacts to the 

global cycle. 

The latest escalation in trade tensions will dent global growth further, averaging ~2.7%Y 

over the next four quarters. 

But Central Banks remain extremely accommodative around the world, ensuring easy 

financial conditions and supporting equities’ relative value (vs bonds and cash). 

 

Source: Morgan Stanley Research. LTM equity risk premium average is since 1920. ERP 

based on forward earnings yield and 10-year Treasury Yield. As at August 15, 2019 

Figure 2: US Equities Risk Premium 

Source: Haver Analytics, CEIC, IMF, Morgan Stanley Research forecasts; *Global GDP includes 

countries under Morgan Stanley coverage, and the real GDP growth is PPP-based GDP-weighted 

averages 

Figure 1: Global Real GDP Growth 
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Keep an allocation in Emerging Markets despite ongoing 

uncertainty 
 

Emerging Market (EM) equities face headwinds from weaker global growth and 

ongoing trade uncertainty. 

On the positive side however: 

i) We believe the simultaneous easing from DM and EM central banks is positive for 

financial conditions in EM.  

ii) EM equities are already reflecting the current environment. 

 Regional selection within EM is essential. 

Source: MSCI, Morgan Stanley Research. Weekly data as at August 21, 2019 

Figure 3: MSCI EM Target History Since Initiation 
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India – Downside risks are mounting but policies remain supportive 
Macro Outlook: 

Delays in policy transmission are affecting the domestic demand outlook and continued trade tensions 

are weakening the external demand outlook. 

But we still expect estimates to Real GDP growth of 6.0% for CY2019 and 6.8% for CY2020, given the 

support from both the fiscal and monetary side. 

Equity Market Outlook: 

We remain positive on Indian stocks - within EM - on the back of subdued oil prices, fiscal and monetary 

support, and India's defensive characteristics amidst global trade tensions as well as better relative 

valuations. 

 

Source: CEIC, Morgan Stanley Research estimates (E) 

Figure 4: India Real GDP Forecast 

Source: RIMES, MSCI, Bloomberg, CDSL, SEBI, Morgan Stanley Research 

Figure 5: Morgan Stanley Valuation Indicator 



© 2019 MORGAN STANLEY WEALTH MANAGEMENT AUSTRALIA PTY LTD 

No content left 

of this line 

No content left 

of this line 

No content right 

of this line 

No content right 

of this line 

Place content 
below  this line 

Place content 

below this line 

6 27 AUGUST 2019 

Source and 
Footnotes Guideline 

Tactical Asset Allocation Positioning and Recommendations 
Key portfolio recommendations 

Tactically Cautious on Equities 

• Defensive exposure in equities (Min Vol, Quality 

Yield). Less exposure to cyclicals for the time 

being. 

• Mild OW Australia: prefer blend of defense and 

Materials sector. 

Neutral Fixed Income 

• Favor International over Australia. 

• Increase quality: Build positions in Government 

bonds if yields overshoot and prefer Investment 

Grade over High Yield.  

Retain foreign currency exposure for downside 

protection 

• Keep majority unhedged as a tail hedge. 

Beta trade running out of steam / higher volatility  

• Look for selected Hedge Funds. 

• Unlisted supported by low yields near term, but 

we are cautious for the medium term. 

 

Source: MSWM Research. As at August 27, 2019 
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Disclosure Section 

The information and opinions in Morgan Stanley Wealth Management Research were prepared by Morgan Stanley Wealth Management Australia Pty Ltd (ABN 19 009 145 555, holder of Australian 

Financial Services License No. 240813) ("Morgan Stanley Wealth Management"), and Morgan Stanley Wealth Management takes responsibility for the production of this report. Morgan Stanley 

Wealth Management’s Research Department produces and distributes research products for clients of Morgan Stanley Wealth Management. 

 

This Morgan Stanley Wealth Management Research is disseminated and available only in Australia. 

 

For important disclosures (including copies of historical disclosures) regarding the securities and/or companies that are the subject of this Morgan Stanley Wealth Management Research product, 

please contact Morgan Stanley Wealth Management Research, Level 26  Chifley Tower, 2 Chifley Square, Sydney NSW 2000, Attention: Research Management. In addition, the same important 

disclosures, with the exception of the historical disclosures, are contained on the Firm's disclosure website: https://www.morganstanley.com/online/researchdisclosures Historical disclosures will be 

provided upon request back to June 1, 2009. 

 

In addition, please contact us if you require Morgan Stanley Wealth Management Research model portfolio performance figures for previous periods. 

 

Global Research Conflict Management Policy 

Morgan Stanley Wealth Management has a Conflict Management policy available at: 

https://www.morganstanley.com/online/researchconflictpolicies 

 

Morgan Stanley & Co. LLC Stock Rating System & Definitions 

For an explanation of Morgan Stanley's Stock Rating system and definitions, please refer to Morgan Stanley Wealth Management’s disclosure 

website: https://www.morganstanley.com/online/researchdisclosures 

 

Hybrid and Convertible Securities Rating System and Definitions 

The value of hybrid and convertible securities can be impacted by a number of events including but not limited to movements in credit spreads, secondary market liquidity, and relative attractiveness 

of hybrid returns versus other asset classes. Significant event risk can also impact the value of hybrid and convertible securities. These include, but are not limited to credit adjustment by rating 

agencies, underlying entity fundamentals, changes in the tax and or regulatory environment, solvency issues surrounding the underlying entity and changes to the duration or maturity date. For a 

large number of investment grade securities, the rights to redeem, convert, change, and/or extend the terms lie with the issuer and not the holder of the security. Morgan Stanley Wealth 

Management cannot make an assessment on potential changes to terms until they have been announced by the issuer. Neither the capital value nor the distribution income of hybrid or convertible 

securities is guaranteed. In an event of default, hybrid securities may rank ahead of equity holders but behind debt holders in the winding up of an entity. For full terms & conditions of each hybrid or 

convertible security, including specific risks related to each security, refer to the prospectus or product disclosure statement available from your Financial Adviser. Morgan Stanley Wealth 

Management Research does not necessarily cover the underlying equity securities for hybrid and convertible securities mentioned in this report. 

Investment Risk Rating: Morgan Stanley Wealth Management’s hybrids and convertibles risk ratings assess the risk of each security based on a number of quantitative and qualitative factors, 

including the financial strength of the issuer, debt/equity ratio of the issuer, interest cover of the issuer, the issuer’s ability to pay distributions, conversion risk, dilution risk of conversion into equity, 

and duration risk. Risk ratings assess both the risk of the issuer and the specific risk of the actual security. An issue can be rated high risk for example, despite the issuer being of sound financial 

health, due to Issue specific terms which are security holder ‘unfriendly’, or there is a high degree of uncertainty (and therefore “redemption value”) on the exit and/or conversion conditions. 

Each security will then be given one of four ratings: 

• Low Risk – an issue is backed by an entity that has strong capacity to meet its financial obligations and commitments. The risk of the entity missing a distribution payment is considered low. 

• Medium Risk – an issue is backed by an entity that exhibits adequate protection parameters, however, adverse economic conditions or changes in circumstances could lead to a weakened 

capacity to meet its financial obligations. 

• High Risk – an issue is backed by an entity that is more vulnerable to adverse economic conditions which may lead to distributions being lowered or cancelled. An issue may also be considered 

High Risk when the outcomes surrounding the maturity date of the Issue is largely 

• unknown. 

• Speculative Risk – an issue is backed by an entity that is highly vulnerable to adverse economic conditions. An entity may also be showing signs of financial stress. There is a high degree of 

uncertainty surrounding the entity’s ability to make a regular distribution payment. 

https://www.morganstanley.com/online/researchdisclosures
https://www.morganstanley.com/online/researchconflictpolicies
https://www.morganstanley.com/online/researchdisclosures
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Other Important Disclosures 
The research analysts or strategists principally responsible for the preparation of Morgan Stanley Wealth Management Research have received compensation based upon various factors, 

including quality of research, investor client feedback, competitive factors, and firm profitability or revenues (which include fixed income trading and capital markets profitability or revenues). 

Research analysts' or strategists' compensation is not linked to the profitability or revenues of particular capital markets transactions performed by Morgan Stanley Wealth Management or the 

profitability or revenues of particular fixed income trading desks. Morgan Stanley Wealth Management and its affiliates do business that relates to companies/instruments covered in Morgan 

Stanley Wealth Management Research. Morgan Stanley Wealth Management and/or its affiliates sells to and buys from customers the securities/instruments of companies covered in Morgan 

Stanley Wealth Management Research on a principal basis. This communication has been prepared solely for information purposes and does not constitute an offer or a recommendation to buy 

or sell any particular security or to adopt any specific investment strategy. The material contained herein is not intended to constitute investment advice, nor should it be construed in any way as 

tax, accounting, legal or regulatory advice. To the extent this communication is deemed to contain any general financial advice, such advice is prepared without taking account your objectives, 

financial situation or needs and because of this, you should, before acting on the general advice, consider the appropriateness of the advice, having regard to your objectives, financial situation 

and needs and if the advice relates to the acquisition of a particular financial product for which a product disclosure statement or other disclosure document (‘offer document’) is available, you 

should obtain the offer document relating to the particular product and consider it before making any decision whether to acquire the product. Morgan Stanley Wealth Management 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 Morgan Stanley Wealth Management Research may not 

be suitable for all investors, and certain investors may not be eligible to purchase or participate in some or all of them. 

 

Morgan Stanley Smith Barney LLC, its affiliates and Morgan Stanley Financial Advisers do not provide legal or tax advice. Each client should always consult his/her personal tax and/or legal 

adviser for information concerning his/her individual situation and to learn about any potential tax or other implications that may result from acting on a particular recommendation. Morgan 

Stanley Wealth Management Research is not an offer to buy or sell or the solicitation of an offer to buy or sell any security/instrument or to participate in any particular trading strategy.  

The important disclosures contained on the Firm's disclosure website at: https://www.morganstanley.com/online/researchdisclosures list all companies mentioned where Morgan Stanley Wealth 

Management or Morgan Stanley & Co. LLC owns 1% or more of a class of common equity securities of the securities/instruments of companies. Morgan Stanley Wealth Management or its 

affiliates may trade securities/instruments or derivatives of securities/instruments in ways different from those discussed in Morgan Stanley Wealth Management Research. 

 

Employees of Morgan Stanley Wealth Management not involved in the preparation of Morgan Stanley Wealth Management Research may have investments in securities/instruments or 

derivatives of securities/instruments of companies mentioned and may trade them in ways different from those discussed in Morgan Stanley Wealth Management Research. Morgan Stanley 

Wealth Management Research is based on public information. Morgan Stanley Wealth Management makes every effort to use reliable, comprehensive information, but we make no 

representation that it is accurate or complete. We have no obligation to tell you when opinions or information in Morgan Stanley Wealth Management Research change apart from when we 

intend to discontinue equity research coverage of a subject company. Facts and views presented in Morgan Stanley Wealth Management Research have not been reviewed by, and may not 

reflect information known to, professionals in other Morgan Stanley Wealth Management business areas, including investment banking personnel. 

 

The value of and income from your investments may vary because of changes in interest rates, foreign exchange rates, default rates, prepayment rates, securities/instruments prices, market 

indexes, operational or financial conditions of companies or other factors. There may be time limitations on the exercise of options or other rights in securities/instruments transactions. Past 

performance is not necessarily a guide to future performance. Estimates of future performance are based on assumptions that may not be realised. If provided, and unless otherwise stated, the 

closing price on the cover page is that of the primary exchange for the subject company's securities/instruments. Morgan Stanley Wealth Management and its affiliates may make investment 

decisions or take proprietary positions that are inconsistent with the recommendations or views in this report. The trademarks and service marks contained in Morgan Stanley Wealth 

Management Research are the property of their respective owners. Third-party data providers make no warranties or representations of any kind relating to the accuracy, completeness, or 

timeliness of the data they provide and shall not have liability for any damages of any kind relating to such data.  

 

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

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

This report was prepared solely upon information generally available to the public. No representation is made that it is accurate and complete. 

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