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2020 Vision: Long Live the Expansion

 Business cycles don’t die of old age.

 Overheating, CEO hubris, stretched capex and excess inventories tend to put an 

end to cycles.

 Global economy is not in sync.

 Interest payments on debt burdens are low. Most of household balance sheet is 

locked in at low rates.

 Broad indicators of the economy just now reaching “normal” expansionary levels.

 6% per annum EPS growth and a 17x price-to-earnings ratio could see S&P500 

peak of near 3000, per our US strategist.

Source: See US Equity Strategy and US Economics: 2020 Vision: Long Live the Expansion, September 4, 2014, Morgan Stanley Research

https://ny.matrix.ms.com/eqr/article/webapp/cd4ad8a2-125b-11e4-a708-f3aebbfd0c46?ch=rpint
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Moderate growth delays overheating…

Real GDP around recessions and financial crises (index, time t = 100)

Notes: “Earlier US” represents the average of the last 10 recessions. The “OECD Big Five” financial crises were first identified by Kaminsky 
and Reinhart (1999) – countries include Spain (1977), Norway (1987), Finland (1991), Sweden (1991), and Japan (1997, as opposed 
to 1992 as this was the start of the most intense phase of the financial crisis there). 

Source: OECD, Morgan Stanley Research
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…warranting a low interest rate environment for a long time.

A legacy of past crises – decades of low interest rates

Source: Morgan Stanley Research

Months from Oct 1929/Oct 2008

0

1

2

3

4

5

0 60 120 180 240 300

%

Treasury long-term composite:

Oct 1929 to Jun 1956

Treasury long-term composite: 

Oct 2008 to March 2015



prototype template (5428278)\print library_new_final.ppt    6/18/2015

5

Quarterly growth profile has changed, with a stronger back half

Contributions to % Change in Real GDP

Note: Q1 and Q2 GDP Tracking as of May 14, 2015

Source: Bureau of Economic Analysis, Morgan Stanley Research

2.2%

-0.8%

1.6%

2.5%
3.1%

-3.0

-2.0

-1.0

0.0

1.0

2.0

3.0

4.0

5.0

Dec-14 Mar-15 Jun-15 Sep-15 Dec-15

percentage points Personal Consumption 
Expenditures

Business Fixed Investment

Residential Investment

Net Exports

Government

Change in Private 
Inventories

Real GDP



prototype template (5428278)\print library_new_final.ppt    6/18/2015

6

The USD has done some damage

The currency’s rapid ascent has worried the Fed and businesses

Source: Federal Reserve, Morgan Stanley Research
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Drilling counts toward GDP, and falling rig counts suggest a big drag

Source: Bureau of Economic Analysis, Baker Hughes, Morgan Stanley Research
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Lower oil has shifted income from producers to consumers

Consumers are enjoying roughly $170bn in annualized gas savings

Source: Energy Information Administration, Morgan Stanley Research
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Liquidity constraints are lifting

On rising aggregate income, lower expenses (MSLQD Index)

Note: TQSAR = two-quarter smoothed annual rate of growth. 

Source: See Introducing the Morgan Stanley Consumer Liquidity Index (MSLQD), November 20, 2014, Morgan Stanley Research.
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Gains in shareholder equity have long passed the previous peak

But housing equity is lagging

Source: Federal Reserve Board, Morgan Stanley Research
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Are you sure money doesn’t buy happiness?

Consumer confidence by income group vs S&P 500

Source: Conference Board, New York Times, Morgan Stanley Research.
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Single strongest category of consumer spending in 2013

Personal aircraft (followed by pleasure boats)

Source: Bureau of Economic Analysis, Morgan Stanley Research
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But high-end discretionary slowed in 2014

And middle-to-low end discretionary is picking up (TVs, computers now on top)

Note: High-end discretionary includes categories of spending such as personal aircraft, pleasure boats, foreign travel, jewelry and watches, and 
the like. Middle-to-low end discretionary includes categories of spending such as vehicles, televisions, personal care services, child care, 
cleaning services, and the like. 

Source: BEA, Morgan Stanley Research
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Slack Has Diminished, But Wage Growth Has Not Followed

Source: Bureau of Labor Statistics, Morgan Stanley Research
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In 2015, 20-24 year-olds are the largest age cohort

Which means another baby boom is on the horizon (and an apartment boom)

Source: Census Bureau, Morgan Stanley Research
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Where do Millennials spend?

Categories that garner a disproportionate share of income

Note: Consumer Expenditure Survey data do not include a 25-39 bucket so we show the 25-34 age range. 

Source: BLS: Consumer Expenditure Survey 2013, Morgan Stanley Research
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Fed Policy: The Beginning of the End

The Fed has sent a strong message that it plans to hike rates this year. 

Source: March FOMC Minutes, Morgan Stanley Research

 At its March meeting, the FOMC revised lower its expectation for growth and 

inflation, yet no policymaker shifted their expected timing of the first rate hike into 

2016. 

 This sends a strong message of the Committee’s intent to hike rates this year, and 

implies it would take a sizable negative surprise to alter that course.

 The first rate hike “could be initiated prior to seeing increases in core price 

inflation or wage inflation.”

 “Further improvement in the labor market, a stabilization of energy prices, and a 

levelling out of the foreign exchange value of the dollar were all seen as helpful 

in establishing confidence that inflation would turn up.”



prototype template (5428278)\print library_new_final.ppt    6/18/2015

18

Disclosure section
The information and opinions in Morgan Stanley Research were prepared by Morgan Stanley & Co. LLC, and/or Morgan Stanley C.T.V.M. S.A., and/or Morgan Stanley Mexico, Casa 

de Bolsa, S.A. de C.V., and/or Morgan Stanley Canada Limited. As used in this disclosure section, "Morgan Stanley" includes Morgan 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.

For important disclosures, stock price charts and equity 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: Research 

Management), New York, NY, 10036 USA.

For valuation methodology and risks associated with any price targets referenced in this research report, please email morganstanley.research@morganstanley.com with a request for 

valuation methodology and risks on a particular stock or contact your investment representative or Morgan Stanley Research at 1585 Broadway, (Attention: Research Management), 

New York, NY 10036 USA.

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 Disclosures

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 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 any security/instrument or to participate in any 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.

With the exception of information regarding Morgan Stanley, Morgan Stanley Research is based on public information. Morgan Stanley 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 Research



prototype template (5428278)\print library_new_final.ppt    6/18/2015

19

Disclosure section (continued)
change apart from when we intend to discontinue equity research coverage 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 may make investment decisions or take proprietary positions that are inconsistent with the recommendations or views in this report.

To our readers in Taiwan:  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. 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 solicitation to trade in such securities/instruments. MSTL may not execute transactions for clients in 

these securities/instruments. 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 Morgan Stanley Research, please contact our Hong Kong sales representatives.

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 have the relevant qualifications to invest in such securities and shall be responsible for obtaining 

all relevant approvals, licenses, verifications and/or registrations from the relevant governmental authorities themselves.

Morgan Stanley Research is disseminated in Brazil by Morgan Stanley C.T.V.M. S.A.; 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); in Singapore by Morgan 

Stanley Asia (Singapore) Pte. (Registration number 199206298Z) 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); in Australia to "wholesale clients" within the meaning of the Australian Corporations Act by 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; in Australia to "wholesale clients" and "retail clients" within the meaning of the Australian 

Corporations Act by Morgan Stanley Wealth Management Australia Pty Ltd (A.B.N. 19 009 145 555, holder of Australian financial services license No. 240813, which accepts 

responsibility for its contents; in Korea by Morgan Stanley & Co International plc, Seoul Branch; in India by Morgan Stanley India Company Private Limited; in Vietnam this report is 

issued by Morgan Stanley Singapore Holdings; in Canada by Morgan Stanley Canada Limited, which has approved of and takes responsibility for its contents in Canada; in Germany 

by Morgan Stanley Bank AG, Frankfurt am Main and Morgan Stanley Private Wealth Management Limited, Niederlassung Deutschland, regulated by Bundesanstalt fuer 

Finanzdienstleistungsaufsicht (BaFin); in Spain by Morgan Stanley, S.V., S.A., a Morgan Stanley group company, which is supervised by the Spanish Securities Markets Commission 

(CNMV) and states that Morgan Stanley Research has been written and distributed in accordance with the rules of conduct applicable to financial research as established under 

Spanish regulations; in the United States by Morgan Stanley & Co. LLC, which accepts responsibility for its contents. Morgan Stanley & Co. International plc, authorized by the 

Prudential Regulatory Authority and regulated by the Financial Conduct Authority and the Prudential Regulatory Authority, disseminates in the UK research that it has prepared, and 

approves solely for the purposes of section 21 of the Financial Services and Markets Act 2000, research which has been prepared by any of its affiliates. Morgan Stanley Private 

Wealth Management Limited, authorized and regulated by the Financial Conduct Authority, also disseminates Morgan Stanley Research in the UK. Private U.K. investors should



prototype template (5428278)\print library_new_final.ppt    6/18/2015

20

Disclosure section (continued)
obtain the advice of their Morgan Stanley & Co. International plc or Morgan Stanley Private Wealth Management representative about the investments concerned. RMB Morgan 

Stanley (Proprietary) Limited is a member of the JSE Limited and regulated by the Financial Services Board in South Africa. RMB Morgan Stanley (Proprietary) Limited is a joint 

venture owned equally by Morgan Stanley International Holdings Inc. and RMB Investment Advisory (Proprietary) Limited, which is wholly owned by FirstRand Limited.

The trademarks and service marks contained in Morgan Stanley Research are the property of their respective owners. Third-party data providers make no warranties or 

representations relating to the accuracy, completeness, or timeliness of the data they provide and shall not have liability for any damages relating to such data. The Global Industry 

Classification Standard (GICS) was developed by and is the exclusive property of MSCI and S&P. Morgan Stanley bases projections, opinions, forecasts and trading strategies 

regarding the MSCI Country Index Series solely on public information. MSCI has not reviewed, approved or endorsed these projections, opinions, forecasts and trading strategies. 

Morgan Stanley has no influence on or control over MSCI's index compilation decisions. Morgan Stanley Research or portions of it 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.

The information in Morgan Stanley Research is being communicated by Morgan Stanley & Co. International plc (DIFC Branch), regulated by the Dubai Financial Services Authority 

(the DFSA), and is directed at Professional Clients only, as defined by the DFSA. The financial products or financial services to which this research relates will only be made available 

to a customer who we are satisfied meets the regulatory criteria to be a Professional Client.

The information in Morgan Stanley Research is being communicated by Morgan Stanley & Co. International plc (QFC Branch), regulated by the Qatar Financial Centre Regulatory 

Authority (the QFCRA), and is directed at business customers and market counterparties only and is not intended for Retail Customers as defined by the QFCRA.

As required by the Capital Markets Board of Turkey, investment information, comments and recommendations stated here, are not within the scope of investment advisory activity. 

Investment advisory service is provided in accordance with a contract of engagement on investment advisory concluded between brokerage houses, portfolio management companies, 

non-deposit banks and clients. Comments and recommendations stated here rely on the individual opinions of the ones providing these comments and recommendations. These 

opinions may not fit to your financial status, risk and return preferences. For this reason, to make an investment decision by relying solely to this information stated here may not bring 

about outcomes that fit your expectations.

© 2015 Morgan Stanley



prototype template (5428278)\print library_new_final.ppt    6/18/2015

21

The Americas

1585 Broadway

New York, NY 10036-8293

United States

Tel: +1 (1) 212 761 4000

Europe

20 Bank Street, Canary Wharf

London E14 4AD

United Kingdom

Tel: +44 (0) 20 7 425 8000

Japan

1-9-7 Otemachi, Chiyoda-ku

Tokyo 100-8104

Japan

Tel: +81 (0) 3 6836 5000

Asia/Pacific

1 Austin Road West

Kowloon

Hong Kong

Tel: +852 2848 5200


