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Weekly Warm Up: End of Cycle
= End of Bear Market

With a mild US recession now the market's base case, we can
see the end of the cyclical bear market that started 2 years
ago. After briefly exceeding our 2550-2600 downside targets
for the S&P 500, markets appear poised to carve out an
important bottom that will take some time and re-testing.

Last week, we moved to our bear case, which assumes a mild US recession
outcome. We also lowered our bear case EPS forecasts given the unforeseen
double shock of the coronavirus and oil price war. While our prior bear case
forecasts always assumed a mild US recession, earnings will likely be worse in
this version given these two simultaneous shocks. Bottom line, our 2020e and
2027e S&P 500 EPS shifted last week to $147 and $166, down from our prior
$154 and $178, respectively. This implies NTM forward EPS troughs near $156
leaving our year end bear/base/bull targets at 2750/3000/3250, which are all
above current levels. As such, we think investors should begin legging into US

stocks now as concerns continue to rise.

We believe the current correction is part of a cyclical bear market that began
almost 2 year ago. The virus and oil price war are simply the final blows to an
already exhausted US economic expansion destined for a recession based on
many time-tested variables like the yield curve and defensive equity market
leadership for the past 20 months. Most important for investors, this means a
US recession should mark the end of the cyclical bear, not the beginning of one.
It could also lead to a significant rotation of leadership that has reached extreme
levels of relative performance.

A US recession with a global health crisis may be the combination that finally
galvanizes the shift toward more aggressive fiscal policy. Such policy change has
always been part of our longer-term secular bull market thesis--a cyclical bear
followed by a cyclical bull driven by global reflation. Clearly this will take time
to manifest itself in the real economy, which is currently engulfed in deflation.
However, markets are forward looking and so we will be looking for early signs
that the transition has started. Such a change would likely have significant
portfolio implications should it manifest as we expect.

Estimates are falling, but prices are falling faster. Sell-side numbers are
beginning to react to new economic realities as 2020 numbers have come down
~1.5% ($2.65) since the market peaked on Feb. 19. Our Morgan Stanley Business
Conditions Index suggests revisions breadth will be materially weaker by month
end. Falling prices and multiples have run well ahead of these downward
revisions, which we expect to continue into the foreseeable future, suggesting

near term downside support a few percent below current levels.
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What to Focus on This Week

The End of the Cycle = End of the Cyclical Bear Market

In our Weekly Warm-Up last Monday we effectively moved to our bear case, which
assumes a mild US recession outcome. We also lowered our bear case EPS forecasts
given the double shock of the coronavirus and oil price war between Russia and Saudi.
While our prior bear case forecasts always assumed a mild US recession, earnings will
likely be worse given these two simultaneous shocks. Bottom line, our 2020 and 2021
S&P 500 EPS shifted last week to $147 and $166, down from our prior $154 and $178,
respectively. This implies NTM forward EPS troughs near $156 leaving our year end
bear/base/bull targets unchanged 2750/3000/3250 (Exhibit 1). With markets in sharp
decline Thursday morning, we published an intra-day note suggesting investors should
begin to buy as US equity markets approached our downside targets of 2550-2600 on
the S&P 500 (How much downside is left?). With a small breach of those levels
Thursday night / Friday morning, we think an important low is being be carved out that
may require some time and re-testing, although we think the price lows are likely in for

many stocks and sectors.

Exhibit 1: Year End Bear/Base/Bull Earnings and Price Targets for the S&P 500 all show upside

from here
sy R _
MS Tgt Fwd P/E Consensus Forecast EPS/Growth
Current Price Dec-20 s Isst.-c ‘;’: / ::I:i;; EPS/Growth

3,250 163 171 181 163 173 194

Bull 2,711 18.0x 5 $ $ $ $ s
5.0% 6.0% 0.6% 6.1% 11.9%
3,000 163 163 178 163 173 194

Base 2,711 17.0x 15.3x $ $ $ $ $ s
11% 0.6% 0.0% 9.0% 0.6% 6.1% 11.9%
2,750 163 147 166 163 173 194

Bear 2,711 16.5x 15.3x s $ $ $ s $
1% 0.6% -10.0% 13.0% 0.6% 6.1% 11.9%

Source: FactSet, Morgan Stanley Research.

Without re-hashing our entire thesis, we believe the current correction is part of a
bigger/longer cyclical bear market that began almost 2 years ago. Furthermore, we have
made the case that looking at the coronavirus in isolation is probably a mistake in the
context of all of the other shocks that have hit the economy in the past few years and
are still providing headwinds. More specifically, the ongoing earnings recession, tariffs
and a Fed tightening cycle that works with a 2 year lag and arguably didn't end until the
summer of 2019 when QT finally ended. The virus directly affects the US consumer, the
linchpin of the US economy. If that wasn't enough, the unforeseen oil price war
between Russia and Saudi was probably the final blow for the US economic expansion
given its direct impact on credit markets, making a mild US recession now our base
case. Most important for investors, this means a US recession should mark the end of
the cyclical bear, not the beginning of one.

Perhaps the easiest way to put this into the proper context is to consider the length
and magnitude of the Fed's tightening cycle, which began as far back as 2014 when it
began to taper its quantitative easing (QE) program. That tightening accelerated in 2017
when the Fed raised interest rates and subsequently began reducing its balance sheet



Morgan Stanley | researcs UPDATE

(quantitative tightening, or QT). This tightening played a primary role in the rolling bear
market that began in 2018. As illustrated in exhibit 1, the amount of tightening was
almost unprecedented when looking at the historical cycles, arguing the Fed in fact
"went the distance" as we argued at the time. The reason we think this is important to
acknowledge is that whenever the Fed "goes the distance" on a tightening cycle the die is
cast for the next recession. The only question is timing and what will be the event that

tips us over. It's pretty clear we now have those answers.

Exhibit 2: When the Fed Tightening Cycle Finished in 2018, the Dye was Cast for the Next

Recession

Recessions e SN [
- \ "

A £f ‘\ B QT-Every

A 5 s T R B $200B

) f il | Y = 25bps [

w— \ -

"\\"\/
Atlanta Fed b-s
"Shadow" Fed Funds
1985-1989 1990-1994 1995-1999 2000-2004 2005-2009 2010-2014 2015-2019

WUXIFFRT Index (Atlanta Fed Wu Xia Shadow Federal Funds Rate) Fed Funds vs Shado Copyright® 2020 Bloomberg Finance L.P. 15-Mar-2020 18:82:17
Source: Bloomberg, Morgan Stanley Research

The markets seem to agree and that's why the correction has been so turbulent and
almost unprecedented in its speed. The coronavirus and oil price war seemed to come
out of nowhere, but the table was set for what now looks likely to play out in the
economy--a recession. This is not to say that these events aren't severe shocks on their
own; however, understanding the context is important because it can be helpful in
determining how much of this has already been discounted, support levels, and what
assets may be first to bottom and recover. As further evidence of our thesis, the yield
curve has once again proven its efficacy for calling the end of the cycle. When the curve
first inverted last year, it was dismissed by many as invalid due to extraordinary
monetary policy and the impact of lower global rates. We disagreed and have used this
as an important input to maintain our defensive sector and style recommendations even
in the face of rising index prices that were always more about liquidity than better
growth. For the record, recession has always followed between 3-12 months after the
inversion bottoms (Exhibit 3). With the yield curve this cycle bottoming in August 2019,
we are in the zone for a recession to begin. More important, when it begins to steepen
sharply, typically recession is imminent--like now. Timing is always the question, not the
outcome. Equity markets have understood this completely, with defensive sectors
leading for the better part of 20 months with only temporary periods of
underperformance. Growth stocks have also done well as many of the leading names
are viewed as more defensive than historically (i.e. software and services, which now
have more recurring revenue models). We think the durability of those models will now
be challenged as recession actually occurs. Hence, we remain underweight Tech for now
although there are some great businesses now on sale and should be bought.
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Exhibit 3: The Yield Curve's Track Record Remains Perfect. It was never "different this time."
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Source: Bloomberg, Morgan Stanley Research

Our other long standing underweight has been consumer discretionary for the same
reason. This sector typically does very poorly as recession approaches. After a brief
stay of execution from the tax cuts in 2018, the sector has remained true to its historical
form, providing clear evidence we remained on the path toward recession last fall even
as there were some signs the recession could be avoided with the Fed's insurance cuts.
For us, this was another important variable that kept us defensively oriented even as we
expected the S&P 500 to overshoot our bull case in early 2020 due to excessive
liquidity from the Fed and other central banks.

Exhibit 4: Consumer Discretionary Relative Performance Tells the Real story of the Past Year
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Source:

Finally, we show the updated relationship between the Yield curve and the VIX. Last
fall, the relationship broke down as the Fed's actions served to depress volatility below
where the yield curve suggested it should be. We argued at the time that this would
allow Equity risk premiums to fall lower than they should and lead to an overshoot of
equity markets beyond fair value. However, with fundamentals now overwhelming the
Fed's actions, this relationship has quickly realigned and even gone a bit above on the
other side. The bottom line here is that while volatility is likely to remain higher than
normal for a while longer as we go through the recession and earnings estimates are
adjusted, it's probably getting close to a peak on a short term basis with its 2nd highest
reading in history last week (note the VIX in exhibits 5 an 6 is presented as a 4 month

moving average).
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Exhibit 5: Yield Curve Leads VIX by 3 Years

VX Index (log, 4M avg,, LS) US 10Y vs. 3M Treasury Spread (inverted, RS, leading 36M)
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Exhibit 6: Our "adjusted" Yield curve even better fit
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The point of laying this out again for readers is to make our case that the end of the
economic cycle likely represents the end of the cyclical bear market, not the beginning
as many might believe. Markets have been discounting this eventual outcome under
the surface via sector/style leadership for the better part of 2 years. Rates markets,
commodities and other economically sensitive assets have been doing the same. We
think understanding this dynamic can help investors look through what is likely to be a
very bad period of data as the coronavirus and oil price shock provide the final blows to

what has been the longest economic expansion in history.

While we think last week's price action is representative of what typically happens at
important bottoms, we also want to be sensitive to the very human risk the coronavirus
brings and that will likely remain for a while. We acknowledge that the coronavirus
outbreak can be a very disruptive and in some cases tragic crisis for individuals and
communities. Nevertheless, as market strategists we have to be objective about how we
see it in terms of the financial impact as we provide advice to our clients.

Exhibit 7: Objectively, This is as bad as it gets. Time to buy Stocks again, the bear market is
ending
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Source: Bloomberg,Morgan Stanley Research

The old saying tells us that "it's always darkest before the dawn," and events such as
those we are experiencing now are exactly how important lows are made. A global
pandemic is scary and a real threat to human lives and society in the short term and
perhaps even longer term as we learn from this experience. When we called for a
cyclical bear market in 2018, we always viewed this as a pause in our longer term more
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positive global reflation narrative which began in 2016. In fact, we always believed a US
recession would be necessary to galvanize policy makers worldwide to move more
toward fiscal from just monetary stimulus.

In the US specifically, citizens and investors alike should be prepared for significant
deficits as politicians on both sides compete in an election year. While a health crisis
can be frightening, it also provides a good reason for the two sides to finally work
together in a bipartisan manner. It would be highly inadvisable for any congressional
member to vote against whatever measures are necessary to keep Americans safe and
healthy and protect US businesses from permanent damage.

The bottom line is that we think the cyclical bear market/consolidation of the past 2
years is in the process of ending, leaving the secular bull market intact. This bottoming
process is likely to messy and volatile for a while and we cannot rule out new price
lows for stocks or indices. However, we also think we have reached an area of attractive
value for longer term investors to start legging in. The next leg of the secular bull
market should be catalyzed by a more aggressive mix of fiscal spending alongside
ongoing monetary support that will also increase in size. The Fed's actions last night
illustrate the Fed is not hesitating at all to use its tools in full as we suggested it might
last Thursday. We expect the Fed to do whatever it takes, which may include intervening
in credit markets actively and financing larger budget deficits. This should ultimately
lead to a more durable leg of global reflation. This suggests that once the overall
market stabilizes, investors will likely need to reposition portfolios in a different way
from what worked in the prior bull market and bonds likely will materially
underperform stocks, another reversal of the past 2 years. We suspect it will be gradual
at first and will take time but given how cheap assets levered to inflation have become,
it's not too early to start adding exposure in some contrarian areas, in our view. We will
be addressing these rotations more specifically in future notes.

Exhibit 8: Secular Bull Market intact after completion of two year consolidation/cyclical Bear
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Price Always Leads

Stock Prices Ahead of Revisions

Estimates have been falling, but not fast enough. Markets moving sharply lower, in
part, reflect investors taking down earnings outlooks for 2020 to full blown recession
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levels. Outside of Energy and Discretionary, earnings revisions for CY20 numbers have
not been materially more negative than seasonality. Price movements, however, have
been another matter, with prices falling well in excess and ahead of earnings revisions,
as they typically do.

Exhibit 9: Prices Have Led Earnings Revisions

Annual Earnings Est Change Early Feb - Early March (ex 08/09)
Sector, Industry Group Median a (04-20) 2020 A 2020 - Median Price o
(2/1-3/13)

Communication Services -0.7% -1.9% -1.2% -13.8%
Media & Ent -0.2% -2.6% -2.3% -15.2%
Telecom -0.6% -0.4% 0.2% -8.3%

Consumer Discretionary 0.3% -3.6% -3.9% -18.0%
Autos -0.7% -7.2% -6.4% -28.4%
Consumer Durables 0.7% -2.9% -3.6% 27.7%
Consumer Services -0.2% -7.6% -74% -27.9%
Retailing 0.1% -1.3% -1.4% -12.7%

Energy -0.1% -21.8%

Financials 0.1% -0.4% -0.5% -23.3%
Banks 0.5% 0.5% 0.1% -27.8%
Diversified Financials -0.1% -1.5% -1.4% -18.5%
Insurance 0.4% -0.7% -1.0% -23.7%

Health Care 0.1% 0.1% 0.0% -8.7%
HC Equipment & Services 0.3% 0.2% -0.1% -11.4%
Pharma, Biotech, & Life Sciences 0.0% 0.0% 0.0% -6.4%

Industrials 0.1% -1.7% -1.8% -22.7%
Capital Goods 0.4% -1.5% -1.9% -23.6%
Commercial & Professional Services -1.0% -1.5% -0.5% -16.1%
Transportation 0.1% -2.1% -2.3% -22.5%

Materials -0.7% -4.1% -34% -19.7%

Real Estate -21% -1.3% -10.5%

Staples -0.2% -1.3% -1.1% -10.2%
Food & Staples Retailing -0.5% -0.2% 0.3% -5.1%
Food Beverage & Tobacco -0.2% -2.0% -1.9% -13.3%
Hosuehold & Personal Products 0.0% -0.3% -0.3% -8.0%

Tech 0.8% -0.1% -0.9% -11.8%
Semis 22% 1.0% -1.2% -12.8%
Software & Services 0.0% 0.0% 0.0% -10.9%
Tech Hardware 0.2% -1.0% -1.2% -12.7%

Utilities 0.2% -0.4% -0.5% -17.0%

S&P 500 0.0% -1.9%

Source: FactSet, Morgan Stanley Research.

Ultimately we expect earnings estimates to match this price movement and fall sharply
as companies and then analysts flow the impacts of a disrupted economy through their
forecasts. Last week, our US Economics team released the latest edition of the Morgan
Stanley Business Conditions Index - a diffusion index of Morgan Stanley analysts that
tracks whether companies in their coverage see business conditions improving or
deteriorating. The analysts surveyed almost universally mentioned disruptions related
to the coronavirus as a driver of more negative views, presaging potential downside risks
to upcoming business survey releases and the major indices in the survey fell to within a
touch of their 2008/2009 lows. Within the underlying details of the composite index—
credit conditions deteriorated sharply, the Advance Bookings Index moved to a low since
November 2008 and the Business Conditions Expectations Index fell, all of which
suggest further demand weakness ahead. On the upside, we were surprised to see gains
in hiring, hiring plans, and capex plans this month.US Economics: Business Conditions:
Near Record Lows (12 Mar 2020)

The MSBCI leads earnings revisions, which tend to track S&P price movement. The
market has been very efficient in discounting lower earnings ahead. We watch this
survey closely each month as it has historically been a good leading indicator for where
earnings revisions on the S&P 500 are headed. The latest reading of 36 on the MSBCI
Composite index suggests S&P 500 earnings revisions breadth likely end the month at
around -28%, a number below the 2015/2016 lows (Exhibit 10). At about -15% through
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the end of last week, the revisions data is tracking in line with this projection. Revisions
in turn have a close relationship with how the S&P trades on a y/y basis. As shown in
Exhibit 11, the projected-28% on revisions breadth is roughly in line with the S&P's price

movements. While earnings revisions are likely to remain weak over the coming weeks,

we note that

e the MSBCl is a diffusion index so tends to mean revert, indicating a high bar for

incremental downside from here

e since the market was rising through this period a year ago, further y/y weakness

means more limited downside from current levels

Exhibit 10: MSBCI Suggests Further Downward Earnings Revisions Exhibit 11: Market Has Been Pricing Downward Revisions
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As with earnings revisions, we expect a material drop off in the economic data in the

near future, but again think the market has been front footed in discounting the

deterioration. Exhibit 13 shows the relationship between the S&P 500 and the ISM
Manufacturing PMI, where S&P price moves suggest downside to the mid-40s for the

March PMls.

Exhibit 12: S&P Price Changes Suggest low to mid 40s PMIs which appears more than realistic
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Fresh Money Buy List Updates

Each week, we will use a section of our Weekly Warm Up to provide brief updates on
select stocks on our Fresh Money Buy List.

Exhibit 13: Fresh Money Buy List - Stats & Performance

Total Return Si
0,
Company Name Ticker M?a Ar_|a|yst Gt Market Cap MS PT % to MS MS Analyst Date Incl
ating ($Bn) PT Added Rel. to S&P
)

Amazon.com Inc AMZN Overweight Consumer Discretionary $916.0 $1,785.00  $2,400.00 34% Nowak, Brian 2/10/2020 (14.2% 4.2%
Walt Disney Co DIS  Ovenweight C°’g’;‘r‘¢'i‘c':“°" $186.3  $10252  $170.00 66%  Swinburne, Benjamin  3/14/2018 1.6% (0.4%)
Humana Inc HUM Overweight Health Care $42.4 $313.91 $460.00 47% Goldwasser, Ricky ~ 7/19/2018 0.1% 0.6%
Johnson & Johnson JNJ Overweight Health Care $358.0 $134.29 $170.00 27% Lewis, David 2/3/2020 (9.2%) 6.5%
Coca-Cola Co. KO Overweight Consumer Staples $209.3 $48.47 $65.00 34% Mohsenian, Dara 8/5/2019 (5.2%) 1.2%
MasterCard, Inc. MA Overweight  Information Technology $273.5 $270.01 $294.00 9% Faucette, James 3/2/2020 (7.0%) 1.2%
Microsoft MSFT  Overweight Information Technology ~ $1,220.0 $158.83 $200.00 26% Weiss, Keith 3/14/2018 73.4% 71.4%
NextEra Energy Inc NEE Overweight Utilities $109.3 $221.56 $242.00 9% Byrd, Stephen 3/14/2018 50.4% 48.4%
Procter & Gamble Co. PG Overweight Consumer Staples $300.0 $114.07 $134.00 17% Mohsenian, Dara 3/18/2019 14.3% 16.3%
T-Mobile US, Inc. T™US + C°";':r‘\‘,'i’ci§2“°" $737 $85.39 + ++ Flannery, Simon  3/14/2018 31.4% 29.4%
Current List Performance
Average (Eq. Weight) $368.8 30% 13.6% 17.9%
Median $241.4 27% 0.9% 5.3%
% Positive Returns (Abs. / Rel.) 60% 90%
% Negative Returns (Abs. / Rel.) 40% 10%
Avg. Hold Period (Months) 14.0
All Time List Performance
Average (Eq. Weight) 5.5% 5.8%
Median (2.3%) 0.9%
% Positive Returns (Abs. / Rel.) 50% 55%
% Negative Returns (Abs. / Rel.) 50% 45%
Avg. Hold Period (Months) 11.6

++ Rating and other information has been removed from consideration in this report because, under applicable law and/or Morgan Stanley policy, Morgan Stanley may be precluded from issuing such information with respect to this company at this
time.

Performance returns shown above represent local currency total returns, including dividends and excluding brokerage commission. Returns are calculated using the closing price on the last trading day before the date shown in
the “Date Added” column through close on the last trading day prior to publication of this report for stocks currently on the list and through close on the day of removal for stocks formerly on the list. These figures are not audited.
Past performance is no guarantee of future results.

Source: Bloomberg, Morgan Stanley Research



Morgan Stanley | researcs

Weekly Charts to Watch

Exhibit 14: Four Chartsto Focus On

Rolling NTM EPS
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Morgan Stanley Leading Earnings Indicator

= Actual S&P 500 LTM EPS Growth Y/Y
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Exhibit 15: US Earnings Snapshot
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Source: Thomson Financial, FactSet, Morgan Stanley Research. As of Mar 12,, 2020.
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Exhibit 16: US Equity Market Traditional Valuation Measures
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Exhibit 17: US Equity Market Technicals and Financial Conditions

S&P 500 Cumulative Advance-Decline S&P 500 Percent Members Above 200-Day Moving Average
—— Bloomberg Cumulative Advance-Decline Line for S&P 500
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Exhibit 18: US Equity Market Sentiment
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Exhibit 19: US Small Cap Equities

Russell 2000 NTM EPS vs. Total Return Level Russell 2000 NTM P/E and Relative NTM P/E vs. S&P 500
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Source: FactSet, Morgan Stanley Research. Top Right: As of Feb 29 2020. Top Left and Bottom: As of Mar 12, 2020

Exhibit 20: We Have a Price Target of $3000

Morgan Stanley S&P 500 Price Target: Year End 2020
Landscape Earnings Multiple Price Target  Upside / Downside
Bull Case $180 18.0x 3,250 19.9%
Base Case $177 17.0x 3,000 10.7%
Bear Case $166 16.5x 2,750 1.4%
Current S&P 500 Price as of: ~ 3/14/2020 2,711

Source: Morgan Stanley Research.
Note: We apply a forward PE multiple to 2021 EPS estimates.
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Exhibit 21: Sector Recommendations

Morgan Stanley Sector Recommendations
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Exhibit 22: Earnings Revisions Breadth

——Financials Relative

——Materials Relative

40% ——Communication Services Relative* 50% 20%
20% 10%
0%
0% 0% -10%
o -20%
-20% 30%
-50%
-40% -40%
2012 2014 2016 2018 2020 2012 2014 2018 2018 2020 2012 2014 2016 2018 2020
40%  ——Consumer Discretionary Relative* 40, ——Health Care Relative 60% ——Real Estate Relative
40%
20% 20% 20%
0% 0%
0% -20% -20%
-40%
20% 40% -60%
2012 2014 2016 2018 2020 201220142006 2018 2020 2012 2014 2016 2018 2020
——Industrials Relative —— Utilities Relative
30% ———Consumer Staples Relative 30% 40%
20% 20% 20%
10% 10%
13% 0% 0%
R -10%
- -2
1 20% 0%
-40% -30% -40%
S0% 2012 2014 2016 2018 2020 2012 2014 2016 2018 2020
2012 2014 2016 2018 2020
——Energy Relative 40%  ——Information Technology Relative*
30%
10% 20%
-10% 0%
-30%
-50% -20%
2012 2014 2016 2018 202 2012 2014 2016 2018 202!

Source: FactSet, Morgan Stanley Research. As of Mar 12, 2020. Sectors with * use current, fixed constituents.
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Exhibit 23: US Sector NTM EPS vs. Total Return Level
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For valuation methodology and risks associated with any price targets referenced in this
research report, please contact the Client Support Team as follows: US/Canada +1 800
303-2495; Hong Kong +852 2848-5999; Latin America +1 718 754-5444 (U.S.); London +44
(0)20-7425-8169; Singapore +65 6834-6860; Sydney +61(0)2-9770-1505; Tokyo +81 (0)3-
6836-9000. Alternatively you may contact your investment representative or Morgan
Stanley Research at 1585 Broadway, (Attention: Research Management), New York, NY
10036 USA.

Morgan Stanley & Co. LLC (“Morgan Stanley”) is acting as financial advisor to Deutsche
Telekom AG (“DT") and is providing financing services in relation to T-Mobile USA, Inc. (“T-
Mobile”) for the proposed acquisition by T-Mobile of Sprint Communications, Inc. (“Sprint”)
as announced on 29th April 2018. The transaction is subject to approval by T-Mobile and
Sprint shareholders and other customary closing conditions. DT and T-Mobile have agreed
to pay fees to Morgan Stanley for its financial services that are contingent upon the
consummation of the transaction. Please refer to the notes at the end of the report.
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Stanley & Co. LLC, Morgan Stanley C.T.V.M. S.A., Morgan Stanley Mexico, Casa de Bolsa, S.A. de C.V., Morgan Stanley Canada Limited and their affiliates
as necessary.
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Certain disclosures listed abowe 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, Not-Rated or Underweight (see definitions below). Morgan
Stanley does not assign ratings of Buy, Hold or Sell to the stocks we cover. Overweight, Equal-weight, Not-Rated 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
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Global Stock Ratings Distribution
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The Stock Ratings described below apply to Morgan Stanley's Fundamental Equity Research and do not apply to Debt Research produced by the Firm.

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, Not-Rated and Underweight. Morgan Stanley does not assign ratings of Buy, Hold or Sell to the stocks we cower.
Owerweight, Equal-weight, Not-Rated and Underweight are not the equivalent of buy, hold, and sell but represent recommended relative weightings (see
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COVERAGE UNIVERSE ~ INVESTMENT BANKING CLIENTS (IBC) OTHER MATERIAL
INVESTMENT SERVICES
CLIENTS (MISC)

STOCK RATING COUNT %OF  COUNT % OF %OF  COUNT % OF

CATEGORY TOTAL TOTALIBC  RATING TOTAL

CATEGORY OTHER

MISC

Overweight/Buy 1194 37% 311 43% 26% 534 37%

Equal-weight/Hold 1457 45% 332 46% 23% 697 48%

Not-Rated/Hold 2 0% 1 0% 50% 2 0%

Underweight/Sell 572 18% 77 1% 13% 224 15%
TOTAL 3,225 721 1457

Data include common stock and ADRs currently assigned ratings. Investment Banking Clients are companies from whom Morgan Stanley received investment
banking compensation in the last 12 months. Due to rounding off of decimals, the percentages provided in the "% of total" column may not add up to exactly
100 percent.

Analyst Stock Ratings

Owerweight (O). The stock's total retum is expected to exceed the average total retum of the analyst's industry (or industry team's) coverage universe, on a
risk-adjusted basis, over the next 12-18 months.

Equal-weight (E). The stock's total retum is expected to be in line with the average total retum of the analyst's industry (or industry team's) coverage universe,
on a risk-adjusted basis, over the next 12-18 months.

Not-Rated (NR). Currently the analyst does not have adequate conviction about the stock's total retum relative to the average total retum of the analyst's
industry (or industry team's) coverage universe, on a risk-adjusted basis, over the next 12-18 months.

Underweight (U). The stock's total retum is expected to be below the average total retumn of the analyst's industry (or industry team's) coverage universe, on a
risk-adjusted basis, ower the next 12-18 months.

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 (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 ower 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 or MSCI sub-regional index or MSCI AC Asia Pacific ex Japan Index.
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LLC or Morgan Stanley or any of their affiliates, are available on the Morgan Stanley Wealth Management disclosure website at
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www.morganstanley.com/researchdisclosures.

Each Morgan Stanley Equity Research report is reviewed and approved on behalf of Morgan Stanley Smith Bamey LLC. This review and approval is conducted
by the same person who reviews the Equity Research report on behalf of Morgan Stanley. This could create a conflict of interest.

Other Important Disclosures

Morgan Stanley & Co. Intemational PLC and its affiliates have a significant financial interest in the debt securities of Amazon.com Inc, Coca-Cola Co.,
Humana Inc, Johnson & Johnson, MasterCard Inc, Microsoft, NextEra Energy Inc, Procter & Gamble Co., Walt Disney Co.

Morgan Stanley Research policy is to update research reports as and when the Research Analyst and Research Management deem appropriate, based on
developments with the issuer, the sector, or the market that may have a material impact on the research views or opinions stated therein. In addition, certain
Research publications are intended to be updated on a regular periodic basis (weekly/monthly/quarterly/annual) and will ordinarily be updated with that
frequency, unless the Research Analyst and Research Management determine that a different publication schedule is appropriate based on current conditions.
Morgan Stanley is not acting as a municipal advisor and the opinions or views contained herein are not intended to be, and do not constitute, advice within the
meaning of Section 975 of the Dodd-Frank Wall Street Reform and Consumer Protection Act.

Morgan Stanley produces an equity research product called a "Tactical Idea." Views contained in a "Tactical Idea" on a particular stock may be contrary to the
recommendations or views expressed in 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 Matrix at http://www.morganstanley.com/matrix.
Morgan Stanley Research is provided to our clients through our proprietary research portal on Matrix and also distributed electronically by Morgan Stanley to
clients. Certain, but not all, Morgan Stanley Research products are also made available to clients through third-party vendors or redistributed to clients through
altemate electronic means as a convenience. For access to all available Morgan Stanley Research, please contact your sales representative or go to Matrix at
http://www.morganstanley.com/matrix.

Any access and/or use of Morgan Stanley Research is subject to Morgan Stanley's Terms of Use (http://www.morganstanley.com/terms.html). By accessing
and/or using Morgan Stanley Research, you are indicating that you have read and agree to be bound by our Terms of Use
(http://www.morganstanley.com/terms.html). In addition you consent to Morgan Stanley processing your personal data and using cookies in accordance with
our Privacy Poalicy and our Global Cookies Policy (http://www.morganstanley.com/privacy_pledge.html), including for the purposes of setting your preferences
and to collect readership data so that we can deliver better and more personalized senice and products to you. To find out more information about how Morgan
Stanley processes personal data, how we use cookies and how to reject cookies see our Privacy Policy and our Global Cookies Policy
(http://www.morganstanley.com/privacy_pledge.html).

If you do not agree to our Terms of Use and/or if you do not wish to provide your consent to Morgan Stanley processing your personal data or using cookies
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please do not access our research.

Morgan Stanley Research does not provide individually tailored investment advice. Morgan Stanley Research has been prepared without regard to the
circumstances and objectives of those who receive it. 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 an investment or strategy will depend on an investor's
circumstances and objectives. The securities, instruments, or strategies discussed in Morgan Stanley 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 Research is not an offer to buy or sell or the salicitation
of an offer to buy or sell any security/instrument or to participate in any particular trading strategy. 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
realized. 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.

The fixed income research analysts, strategists or economists principally responsible for the preparation of Morgan Stanley Research have received
compensation based upon various factors, including quality, accuracy and value of research, firm profitability or revenues (which include fixed income trading
and capital markets profitability or revenues), client feedback and competitive factors. Fixed Income Research analysts', strategists' or economists'
compensation is not linked to investment banking or capital markets transactions performed by Morgan Stanley or the profitability or revenues of particular
trading desks.

The "Important US Regulatory Disclosures on Subject Companies" section in Morgan Stanley Research lists all companies mentioned where Morgan Stanley
owns 1% or more of a class of common equity securities of the companies. For all other companies mentioned in Morgan Stanley Research, Morgan Stanley
may have an investment of less than 1% in securities/instruments or derivatives of securities/instruments of companies and may trade them in ways different
from those discussed in Morgan Stanley Research. Employees of Morgan Stanley not involved in the preparation of Morgan Stanley 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 Research. Derivatives may be issued by Morgan Stanley or associated persons.

With the exception of information regarding Morgan Stanley, Morgan Stanley Research is based on public information. Morgan Stanley makes ewery 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 Research change apart from when we intend to discontinue equity research cowerage of a subject company. Facts and views
presented in Morgan Stanley Research have not been reviewed by, and may not reflect information known to, professionals in other Morgan Stanley business
areas, including investment banking personnel.

Morgan Stanley Research personnel may participate in company events such as site \visits and are generally prohibited from accepting payment by the
company of associated expenses unless pre-approved by authorized members of Research management.

Morgan Stanley may make investment decisions that are inconsistent with the recommendations or views in this report.

To our readers based in Taiwan or trading in Taiwan securities/instruments: Information on securities/instruments that trade in Taiwan is distributed by Morgan
Stanley Taiwan Limited ("MSTL"). Such information is for your reference only. The reader should independently evaluate the investment risks and is solely
responsible for their investment decisions. Morgan Stanley Research may not be distributed to the public media or quoted or used by the public media without
the express written consent of Morgan Stanley. Any non-customer reader within the scope of Article 7-1 of the Taiwan Stock Exchange Recommendation
Regulations accessing and/or receiving Morgan Stanley Research is not permitted to provide Morgan Stanley Research to any third party (including but not
limited to related parties, affiliated companies and any other third parties) or engage in any activities regarding Morgan Stanley Research which may create or
give the appearance of creating a conflict of interest. Information on securities/instruments that do not trade in Taiwan is for informational purposes only and is
not to be construed as a recommendation or a salicitation to trade in such securities/instruments. MSTL may not execute transactions for clients in these
securities/instruments.

Morgan Stanley is not incorporated under PRC law and the research in relation to this report is conducted outside the PRC. Morgan Stanley Research does
not constitute an offer to sell or the solicitation of an offer to buy any securities in the PRC. PRC investors shall hawe the relevant qualifications to invest in
such securities and shall be responsible for obtaining all relevant approvals, licenses, \erifications and/or registrations from the relevant governmental
authorities themselves. Neither this report nor any part of it is intended as, or shall constitute, provision of any consultancy or advisory senice of securities
investment as defined under PRC law. Such information is provided for your reference only.

Morgan Stanley Research is disseminated in Brazil by Morgan Stanley C.T.V.M. S.A. located at Av. Brigadeiro Faria Lima, 3600, 6th floor, S&o Paulo - SP,
Brazil; and is regulated by the Comissao de Valores Mobiliarios; in Mexico by Morgan Stanley México, Casa de Bolsa, S.A. de C.V which is regulated by
Comision Nacional Bancaria y de Valores. Paseo de los Tamarindos 90, Torre 1, Col. Bosques de las Lomas Floor 29, 05120 Mexico City; in Japan by
Morgan Stanley MUFG Securities Co., Ltd. and, for Commodities related research reports only, Morgan Stanley Capital Group Japan Co., Ltd; in Hong Kong
by Morgan Stanley Asia Limited (which accepts responsibility for its contents) and by Morgan Stanley Asia Intemational Limited, Hong Kong Branch; in
Singapore by Morgan Stanley Asia (Singapore) Pte. (Registration number 1992062982) and/or Morgan Stanley Asia (Singapore) Securities Pte Ltd
(Registration number 200008434H), regulated by the Monetary Authority of Singapore (which accepts legal responsibility for its contents and should be
contacted with respect to any matters arising from, or in connection with, Morgan Stanley Research) and by Morgan Stanley Asia Intemational Limited,
Singapore Branch (Registration number T11FC0207F); in Australia to "wholesale clients" within the meaning of the Australian Corporations Act by Morgan
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