
After one of the toughest years for both stocks 
and bonds in decades, there is a pervasive sense 
of cautiousness and apprehensiveness on the part 
of investors and asset owners: is the nightmare 
over? Or will 2023 bring more of the same?

In this piece, we lay out 8 key macroeconomic 
and investment themes we expect will 
materialize over the coming year. Some are a 
continuation of existing trends, others are new 
trends we expect to be established in coming 
quarters, and yet others are reversals of prior 
trends. However, we do see all these 2023 
themes occurring in the context of a broad 
multi-year regime shift driven by the end of 
free money and end of low-flation, structural 
trends we have been writing about for nearly 
three years.

1. The Most Anticipated Recession Ever
The consensus expects an imminent (2023), 
short and shallow US recession. By contrast, we 
expect a soft landing in 2023, followed by a deep 
recession in 2024.

A year ago, we expected the trifecta of a doubling 
in mortgage rates, skyrocketing gasoline prices 
and a fiscal cliff to drive the US into recession. 
But the fiscal cliff did not materialize: the effect 
of the 2020-2021 stimulus continued because 
nearly half of the $6trn COVID stimulus was 
saved. In 2022, households drew down nearly 
$1.2trn of excess savings, which helped offset 
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Display 1: Highest Recession Probability 
Ever Forecast
Survey of Forecasters: Probability of Decline in Real GDP 
Over Next Three Quarters

Source: Federal Reserve of Philadelphia Survey of Professional 
Forecasters. Data as of January 12, 2023. Forecasts/estimates are 
based on current market conditions, subject to change, and may 
not necessarily come to pass.
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the hit from $5.00 gasoline and 7% mortgage rates. 
Ultimately, the US economy bent but did not break.1

However, with the Fed raising rates by the most in thirty 
years, most economists and market participants expect a 
recession in 2023. In this respect, it is likely to be the most 
anticipated recession ever (see Display 1). This is interesting 
from a contrarian point of view. 

We are intrigued by the possibility that, after skirting 
recession in 2022, the US economy avoids one again 
in 2023 as gasoline prices have collapsed 35% from 
last June, supply-shortage-driven inflation is reversing, 
mortgage rates appear to have peaked, and the COVID 
fiscal stimulus is still coursing through the economy in 
the form of excess savings. In addition, the shift from 
goods to services demand, which is still not complete, is 
favorable for the US economy as more services than goods 
are domestically produced. And our proprietary recession 
indicator, which anticipates recessions by an average of 
eight months, has still not yet triggered, though it is 
getting close.

Of course, it’s not all sunshine and roses as job growth 
has more than halved from 600,000 new jobs per month 
a year ago to 250,000 today, wages are decelerating, 
and the Fed is likely to bring rates to 5% while inflation 
drops to around 3% by year-end. But until the COVID 
stimulus/excess savings are spent, probably by the end of 
2023, the economy is likely to keep growing with 2024 
being a bigger recession risk, especially if inflation falls 
but not all the way to 2%, which could cause the Fed to 
resume rate hikes. In summary, after eighteen months of 
growth disappointments, there is a good chance that the 
US economy surprises and does better than the current 
consensus expectation of growth of near zero growth in 
2023. Better US growth and improving growth from 
Europe, Japan, China and many emerging markets should 
help global economic growth rebound in 2023.2

In concert with expectations of a recession, there is a 
near universal consensus by investors and strategists that 
bottom-up earnings forecasts for 2023 are still egregiously 
high. The bottom-up forecasts are for global EPS growth 
of 2% (US +3%, EAFE +1%, EM +2%), the lowest 
expected growth in thirty years except for four months in 
2008-09 and two months in 2020 (see Display 2). 

1 GDP did shrink about 1% in the first half of 2022 but Gross Domestic Income, judged to be a better indication of economic growth than GDP, and 
another measure, Final Sales of Domestic Product, were both flat. All three rebounded into positive territory in the second half.
2 Since the Eurozone, UK, China and EM ex-China either had actual recessions, multiple deep one-quarter potholes or subpar growth in 2022, the rebound 
in the rest of the world’s growth in 2023 is likely to be stronger than in the US. The result will be better global growth in 2023, though not quite at 
trend and not quite as high as the consensus expects.
3 Historically, every 100 bps decline in core inflation has necessitated a 2.5% widening of the output gap. If demand-driven inflation is 1.5% above normal, 
then a nearly 4% widening of the output gap will be required for demand-driven inflation to drop 150 bps and bring overall inflation back below 2%.

Top-down strategists are predicting 10-20% misses in 
2023. Our estimate is for a more modest 7% miss which 
will result in earnings shrinking -5% in 2023—this ought 
to have only a modest impact on equities given that the 
average miss over the past thirty years has been about -5%.

When the recession eventually arrives, likely in 2024, it is 
likely to be deep, not short and shallow as the consensus 
expects: for inflation to fall to 2% either requires zero 
growth for nearly three years or a 2% decline in economic 
activity in one year.3 A normal recession is thus much 
more probable, most likely in 2024, when excess savings 
run out and the Fed is still tight.

2. The Reversal of the Great Inflation of 
2021-2022 
2022 saw core inflation skyrocket to a peak of 6.7% on 
CPI and 5.4% on PCE in the US. That was more than a 
400 bp acceleration from the lows of 2021. This inflation 
tsunami occurred in most developed and emerging 
markets. For example, the Eurozone saw headline inflation 
hit nearly 11% in December (core 5.2%) from less than 
2% in 2021. 

Display 2: Near Lowest Ever Forecasts for 
Earnings Growth
Bottom-Up Consensus 12-month Forward EPS Growth for MSCI 
ACWI Index
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Our framework has been that inflation has shifted 
structurally higher from the 2010s (see May 2020 
Viewpoint “Stars Aligned for Higher Inflation”) and that 
2% could turn out to be a floor, rather than the ceiling 
that it has been in the prior couple of decades. However, 
a combination of cyclical supply and demand factors 
drove the acceleration in inflation in 2022 to much higher 
levels than the structural trend would imply. Our work, 
partially based on research from the Federal Reserve of 
San Francisco, indicates that about half of the acceleration 
in core inflation was supply-driven and the other demand-
driven, and that most of the supply-driven component will 
recede, as it has already started to, over the coming year 
(see Display 3 below).

Display 3: Supply-Driven Inflation to Decline but 
Demand Side Sticky
Core PCE Inflation: Supply- vs. Demand-Driven

■ Demand-driven Core PCE Inflation  ■ Supply-driven Core PCE Inflation
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Source: MSIM Global Multi-Asset Team Analysis, Federal Reserve of San 
Francisco, Haver Analytics. Data as of January 12, 2023. Forecasts/estimates 
are based on current market conditions, subject to change, and may not 
necessarily come to pass. Past performance is no guarantee of future results.

If supply-driven inflation (in dark blue above) goes from 
contributing 2.6% to its historical norm of 1.0%, we 
expect overall core inflation will fall to 3.5%. Demand-

driven inflation (in light blue below) is also slowing from 
2.5% due to sub-par growth in 2022 but will likely require 
a deeper economic downturn to drop back to its 0.8% 
historic contribution to overall inflation. Historically, it 
has taken a nearly 4% output gap widening for inflation to 
drop 150 bps. So, without a recession, overall core inflation 
could drop to 3% or modestly below, but getting to the 
Fed’s 2% target will likely require a recession.

However, we believe inflation will drop so dramatically 
in 2023 from the 2022 peak, mostly from easing supply-
driven inflation, that the Fed is unlikely to push the 
economy into recession until it is clear inflation will 
stabilize far above target. In addition, policy rates of 5% 
should be sufficient to trigger a significant slowdown4 
(though the reservoir of pent-up savings may help offset 
this). We thus expect a pause starting in Q2 until at least 
September while the Fed assesses how low inflation drops 
and whether growth slows enough to reduce inflationary 
pressures in the labor market. Eventually, if we are correct 
that demand-driven inflation can only be cured by more 
slack in the economy and the labor market, the Fed will 
need to either raise rates even further or at least hold them 
at 5% for longer than is expected by the market. Most 
likely the latter, as the delayed impact of the fiscal cliff 
(i.e., the excess savings running out) could cause as much 
as a 4% swing in consumer spending in 2024.5

This is our baseline case but there are obviously other 
scenarios which we will be closely monitoring, particularly 
if our baseline expectation of disinflation becomes 
increasingly discounted in markets. The two most likely 
alternatives would be “Immaculate Disinflation” or 
renewed overheating with the latter most likely in late 
2023 or 2024.6

3. Bear Market Interrupted but Not Complete 
In addition to forecasting an imminent, short and shallow 
recession, the market consensus generally expects that 
stocks will have a difficult first half of 2023, with recession 
and weaker earnings as drivers, but will rebound in 
the second half on recession exit, bottoming earnings 

4 5% policy rates – core inflation of 3% would result in positive 200 bps real rates, which has historically been sufficiently tight to trigger a significant slowdown. 
5 Household excess savings from unspent fiscal stimulus accumulated to approximately $2.3trn, about half of which has been spent already. In recent months, 
households drew these savings down at a nearly $100bn monthly pace which, if maintained for a whole year, would equate to 6% of disposable income. We 
expect that 2023 will see approximately $75bn per monthly of spending from excess savings (approximately 5% of disposable income) leaving a sixth of the 
original $2.3trn unspent. Assuming the rest of excess saving remains unspent, starting in 2024, households are likely to have to reduce their excess savings-linked 
consumption by up to $75bn a month. Depending on how fast households adjust their spending, the impact on consumption could be from 2.0% to 4% per annum.
6 “Immaculate Disinflation,” would see core inflation drop back to 2% without the unemployment rate rising much and without a recession. This would 
occur if most of the inflation we have observed in the past two years was driven by supply issues, not only in goods but also in the labor market, and/
or that prices slide back down very steep supply curves as the overheated demand environment of 2020-2021 cools back to normalcy. This Immaculate 
Disinflation scenario would enable an economic soft-landing with rate cuts in late 2023-early 2024 and a renewed economic expansion for a few years. 
This is clearly the most contrarian scenario for markets as it would argue for a continuing rally in stocks (and bonds) and a rebound in commodities. 
On the other hand, renewed overheating would result from a more vigorous reacceleration in growth than we expect thus preventing demand-driven 
inflation from declining much or at all. This would bring the possibility of 6% Fed Funds back on the table.

https://www.morganstanley.com/im/publication/insights/articles/article_staralignedforhigherinflation_us.pdf
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and Fed cuts. However, we believe that this framework 
is based on the past two decades where inflation was 
absent and economic/ earnings cycles drove stock market 
performance. The current market cycle is more driven by 
inflation, reminiscent of the 1965-1985 era (see Display 4).

Display 4: Similar to 1965-1982, Stocks Driven by 
Yields, Not by Growth as in Past Two Decades
Correlation of Stocks to Bonds and Economic & Earnings Growth

■ Bonds7  ■ Growth8
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Source: MSIM Global Multi-Asset Team Analysis. Data as of January 12, 2023. 
The index performance is provided for illustrative purposes only and is not 
meant to depict the performance of a specific investment. Past performance 
is no guarantee of future results.

During those inflation-driven cycles, the stock market 
tended to bottom with peaks in inflation, policy rates and 
bond yields, not with economic activity troughs which 
tended to occur a few months or quarters later. And a 
peak in inflation, policy rate expectations and bond yields 
is what we saw in the fourth quarter: core CPI peaked at 
6.7%, terminal Fed Funds expectations peaked at 5.15%, 
nominal yields peaked at 4.34% and TIPS at 1.79% 
(intraday). With inflation on its way to 3%, Fed Funds 
likely to peak around 5%, nominal yields at 3.7% and 
TIPS at 1.3%, inflation fears and Fed fears have likely 
peaked, at least for the foreseeable future. As a result, 
the stock market low in October could prove a lot more 
durable than the consensus expects, at least until the Fed is 
forced to reconsider (if inflation turns out to be too sticky) 
or the economy slips into recession—neither of which we 
expect until the later part of the year. Net-net, our growth, 
inflation, and Fed scenarios argue for a stronger first half 
for stocks but a tougher second half and 2024, as taming 
inflation remains unfinished business.

As a result of these views, we have been overweight global 
equities (in the Eurozone) and bonds (mostly US and EM) 
since October. However, we recognize that global equities, 
and US equities in particular, have likely not fully adjusted 
to the higher inflation regime and the end of free money. 
We have discussed at length our views that the 2009-2022 
bull market ended in the type of speculative mania that 
usually takes years to unwind. Despite a 25% decline in 
2022, US stocks never got close to being cheap at the 
lows and are currently back to expensive levels which are 
inconsistent with inflation still forecasted to be above 
target in a year, with positive real interest rates both at the 
short and the long end, and with a likely recession in 2024. 
For this reason, we have tilted our global equity overweight 
to the Eurozone where equities did get cheap in October 
(10.5x forward EPS), and where the economy is likely 
exiting an energy-shock-driven recession and underlying 
inflation is less likely to require severe monetary tightening 
and a recession. 

We would expect to reduce this global equity overweight 
and move back to an underweight position if our 
macroeconomic scenario for 2023 plays out. It is worth 
remembering that, after the late 1990s bubble, it took 
three years for S&P 500 multiples to compress from 25x 
to 14x and another six years (and the GFC) to get to 
outright cheap levels of 10x—and those low multiples were 
achieved with inflation below 1%, trillions in QE, ZIRP 
and hundreds of billions in fiscal stimulus. This cycle, US 
multiples compressed from 23x to 15.5x and are already 
back to 17x with inflation at twice the target and rates on 
their way to 5%. In one hundred and forty years, a secular 
bull market in US stocks has never started with such high 
earnings multiples—the start of the next secular bull 
market is likely years away.

Leaders of the Next Cycle Emerging
We have long been of the view that the winners of one 
decade are rarely winners of the next. This is an easily 
observable phenomenon over the past 60-70 years for 
which financial data is widely available. This has applied 
to stocks and stock market indices, to industries and 
themes as well as to investment styles and countries. The 
long stock bull market of the past twelve years saw some 
very powerful leadership trends which we believe are in 
the process of changing or reversing (or soon will). In the 
section below, we highlight five new areas of leadership 
which will become more visible in 2023 and will likely 
persist over the coming years.

7 Bonds returns: 10-year Treasuries only for 1965-1982, average of 10-year Treasuries and 10-year TIPS for 1998-2021 and 2022.
8 Growth: average of correlations with EPS growth (quarterly operating EPS 1965-1982 and 1998-2021; weekly forward EPS 1998-2021 and 2022) and 
monthly U.S. All-Industry GMA composite PMI (all periods).
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4. Value Bull Market Continues  
(Has Anyone Noticed?)
The 2009-2021 equity bull market saw one of the most 
powerful advances in Growth stocks of the past half 
century. Growth stocks outperformed Value by 145% 
from their trough in 2006, with the last four years (2017-
2020) seeing 90% outperformance (using the Russell 1000 
Growth and Value Indices). That is even bigger than the 
1990’s 76% Growth (relative) bull market (with 1998-
2000 seeing +65%). 

Interestingly, since the summer of 2020, Value stocks 
have outperformed Growth significantly (+39% on both 
Russell Value/Growth and our GMA Value/Anti-Value)9 
but few market participants appear to be viewing this as 
what we believe it is: the end of the Growth bull market 
of the 2010s and the beginning of the Value bull market 
of the 2020s. This is partially understandable since it 
has been so long since Value stocks have had a sustained 
period of outperformance—more than fifteen years—
and any trend that persists for a decade has a way of 
becoming entrenched in expectations as the new reality. In 
practice, this is exactly what gives rise to the tremendous 
opportunity we see in Value stocks: the Value bull market 

has already begun (two years ago), but the valuation gap 
between Value and Anti-Value remains tremendous10 (see 
Display 5). For the past decade, “selling the Value rips” and 
“buying the Growth dips” was the recipe for success—the 
opposite is now likely true: sell the Growth rips and buy 
the Value dips. Importantly, Value stocks are cheap and 
attractive not just in the US but in Europe, Japan and 
Emerging Markets as well. 

We have been overweight US Value vs Anti-Value stocks in 
our GMA portfolios but also in our MSIFT US Dynamic 
Value Fund, and recently added EMU Value vs Anti-Value 
positions to the GMA portfolios as well. We expect to 
continue to broaden this exposure. 

5. The Return of Non-US 
US stocks have trounced non-US stocks for so long that 
many US allocators are starting to wonder: why bother 
with the trouble of non-US investing? The best and largest 
economy is right here at home, with the best companies, 
the most innovation, the deepest capital markets, the best 
shareholder protections. All true, or at least partially true, 
but also misleading on two counts: first, that is more of a 
description of the past decade than the next decade and, 
second, it does not address the most important driver of 
future returns, the price being paid.

Since 2009, the US benefited from: an absence of serious 
crises (having earlier suffered from a housing and banking 
bust), low inflation, easy money, an appreciating currency, 
a tech boom, and a corporate tax cut—no wonder US 
stocks outperformed non-US stocks by 200%! However, 
the many advantages US stocks benefited from in the 
2010s appear to be reversing in the 2020s: the US 
economy is the most overheated of major economies with 
inflation most entrenched, the US is also facing the highest 
policy rates in the developed world, both of which increase 
the likelihood of an eventual recession. In addition, the 
US dollar bull market is likely over (see below) and a high 
index weighting in overpriced tech stocks is no longer an 
advantage. In addition, US stocks have gone from trading 
at par with global stocks in 2009 to trading at the biggest 
premium ever. Expensive valuations and a clear weakening 
in previously superior fundamentals likely mark the 
beginning of the end of the US’ outperformance. Unlike 
the Value bull market which has been in train for two 
years, international stocks’ outperformance is a nascent 

9 GMA Value (and Anti-Value) are defined as the cheapest (and most expensive) quintile of stocks in each sector within the S&P 500 and S&P 1500 
indices, based on our composite measure of 6 valuation metrics, including forward price to earnings and free cash flow yield. Stocks within each sector 
are equal-weighted. We believe this is a better definition of Value than most indices offer. 
10 By the summer of 2020, after the monster outperformance of Anti-Value and Growth stocks of the prior few years, US Anti-Value stocks traded at 
a 265% premium to Value stocks, exceeding the Tech Bubble’s March 2000 premium. Since then, Value stocks have outperformed by nearly 39% but 
Anti-Value stocks are still trading at nearly a 200% premium vs a historical premium of 100%. Closing that excess premium over the coming two to five 
years could generate more than 50% outperformance for Value stocks.

Display 5: Value Stocks Still Extremely Cheap 
Compared to Anti-Value
GMA Value9 and Anti-Value9 Stocks 12m Forward P/Es
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Source: MSIM Global Multi-Asset Team Analysis. Data as of January 12, 2023. 
The index performance is provided for illustrative purposes only and is not 
meant to depict the performance of a specific investment. Past performance 
is no guarantee of future results.

https://www.morganstanley.com/im/en-us/individual-investor/product-and-performance/mutual-funds/us-equity/dynamic-value-portfolio.shareClass.I.html
https://www.morganstanley.com/im/en-us/individual-investor/product-and-performance/mutual-funds/us-equity/dynamic-value-portfolio.shareClass.I.html
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trend, having just started in October 2022, but one we 
expect to last many years. Within “international” stocks, 
we expect the following to outperform US equities:

•	 JAPAN’S BACK: after a thirty-year derating, Japanese 
equities are priced at an attractive 20% discount to US 
equities and the Yen is now so cheap that manufacturing 
unit labor costs are lower in Japan than in China. Even 
though Japan is not experiencing an inflation surge 
like the US or even the Eurozone, there are indications 
that Japan is likely exiting its twenty-year deflation 
nightmare with land prices finally beginning to rise 
and “true” core inflation approaching 2%. Monetary 
policy is likely to begin normalizing over the coming 
quarters but is unlikely to get tight as inflation is not 
excessive, simply returning to target. In addition, due to 
thirty-years of underperformance, Japan has been all but 
forgotten by major asset allocators (remembering that 
the opposite of love is not hate, but indifference!). All in 
all, Japan is a cheap equity market, with a competitive 
economy coming out of deflation, and with very few 
structural bulls, a very attractive combination.

•	 EMU SURVIVES THE SEVEN PLAGUES: In the 2010s, 
the Eurozone suffered multiple episodes of sovereign 
debt panic, with five countries ultimately requiring 
bailouts or support from the European Union, and just 
when the peripheral crises began to ebb, Brexit caused 
another panic in the Eurozone. In the 2020s, just as 
Europe was about to turn the page on crises, Russia 
unexpectedly invaded Ukraine causing an energy shock 
as big as the twin oil shocks of the 1970s. Each of these 
seven crises took European equities to new lows relative 
to the US: by October 2022, Eurozone equities had 
underperformed US equities by a staggering 72% in 
common currency with the help of the Euro going back 
below parity for the first time since the early days of 
the Euro’s founding. At the recent October 2022 low, 
Eurozone equities were trading at a 36% discount to US 
equities, nearly twice their normal discount. Even after 
outperforming by 20%+ from October 2022 to January 
2023, EMU equities still trade at a 28% discount to the 
US (see Display 6 ).

In addition, it is looking increasingly likely that the 
worst of the energy crisis has passed (after significant 
energy demand destruction and shift in sources of 
supply) and that the economy is exiting a mild and 
short recession. The ECB is normalizing policy rates 
but, given much lower wage growth, will likely not need 
to raise rates into restrictive territory (though that is 
a risk). Most investors are still shell-shocked from the 
most recent crisis and remain pessimistic. In summary, 
a cheap market (at least relative to the US), an economy 

exiting recession and a crisis, with still deep oversold 
conditions and a very competitive exchange rate. We 
have thus been overweight Eurozone equities on an 
unhedged basis (funded by a US equities underweight) 
and continue to expect outperformance in 2023 and 
likely beyond.

•	 EM EX-CHINA RE-EMERGES: similar to Japan and 
Europe, though for different reasons, Emerging Markets 
have underperformed significantly in the past decade. 
This was in large part due to the unwind of the EM/
China / BRICs / commodities boom of the 2000s. In 
addition, the dominance of large cap tech—really only 
present in China, Korea, Taiwan—stranded the rest 
of EM. Finally, it was also the result of poor economic 
policy (in Turkey, South Africa, Brazil, etc.). Now, 
nearly twelve years after the peak of the EM boom in 
2010, EM ex-China equities have nearly roundtripped to 
their post-1998 Asian crisis (relative) lows. Valuations are 
not quite as low as in 1998 to 2001, but EM ex-China 
equities recently hit a 44% discount to the US (though 
are now at a 28% discount). Just like the Euro and the 
Yen, EM ex-China currencies are the most competitive 
they have been in thirty years. Inflation in the emerging 
markets is now only slightly higher than in the US and 
developed world, with real interest rates in positive 
territory. In 2023, we expect EM ex-China GDP 
growth to outperform the US and developed markets. 
Historically this has been a strong catalyst for earnings 
and market outperformance, particularly from such a 
low valuation and FX starting point.

Display 6: Most International Equity Markets 
Trading at Big Discount to US Stocks
Eurozone, Japan and EM ex-China 12-Month Forward P/E relative to U.S.
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6. US Dollar Bear Market Has Begun 
Similar to US equities and for some of the same reasons, 
the US dollar has performed spectacularly in the past 
decade. The combination of the housing and banking bust 
of 2008-2009 and multiple rounds of QE/ ZIRP took the 
US dollar to its weakest level in real effective terms since 
Bretton Woods. From this record low starting point in 
2011, the US dollar exploded into a spectacular eleven-
year bull market supported in the last two years by an 
overheating economy and an increasingly hawkish Fed. 
We expect that the US dollar bull market has ended and 
that a US dollar bear market has begun. The catalyst for 
the turn was the triple peak in inflation, Fed expectations, 
and bond yields in the fourth quarter. The trend towards 
a weaker USD will continue as non-US growth improves 
over 2023 and non-US central banks tighten monetary 
policy. A recession in late 2023 or 2024 would seal the 
deal for the US dollar. Until then, multiple dollar bear 
market rallies will likely play out in the coming year, but 
the tide has turned on the US dollar and the past decade’s 
USD strength is in the process of reversing.

7. Light at The End of the Tunnel For 
Bond Holders 
For more than a decade, as central banks fought one 
deflationary crisis after another (housing, banking, 
peripheral eurozone, COVID), real yields collapsed further 
and further into negative territory, culminating in an 
average negative 2% real yield across the US, Germany, 
Japan and the UK in early 2022. Never had governments 
paid so little to bondholders. As one pundit described it: 
return-free risk for bond holders. The inflation shock of 
2021-2022 and the tardy monetary policy response caused 
a huge backup in policy rates and market yields resulting 
in the worst drawdown for government bonds in history. 
One small silver lining is that one developed market now 
offers real yields high enough for some potential return 
and some deflation protection: the US, with real yields 
between 1.35% (10-year TIPS) and 2.25% (2-year TIPS) 
(see Display 7).

With cash rates heading to 4.5% and above, longer 
maturity bonds have some competition but, at least, offer 
positive real yields and have room to rally 100-200 bps to 
hedge portfolios in case of a deflationary accident. Over 
the medium term, the end of the low inflation regime 
will likely prevent the return of nominal yields to the last 
decade’s low levels. However, secular downward pressures 

on real interest rates, such as slowing trend growth in 
most major economies and large aggregate debt burdens 
will ultimately lead to lower medium- and long-term 
real yields. Structurally stickier inflation in the context 
of constrained or suppressed real rates will eventually 
force medium-term inflation breakevens higher. Current 
levels price in a return to lowflation (though, in light of 
the disinflation that we expect this year, this repricing 
will likely play out with some delay). Most other markets 
outside the US have real yields that are still too low, close 
to zero, and are not offering any real return and not much 
deflation protection. In a world of modest growth but no 
recession, Emerging Markets local currency bonds are 
somewhat attractive with decently high real yields, cheap 
currencies, peaking/ falling inflation. 

8. Commodities Back in Favor as EMU, UK, 
China Exit Recessions
After a decade of dismal performance, commodities 
sprang back in the aftermath of the pandemic, posting 
substantially above-average returns in 2021 and 2022 
of 40% and 26%, respectively. While this leaves many 
commodities trading above the high end of their cost 
curves, this overvaluation is likely to persist and even 
extend, despite modest global growth in 2023.

Display 7: Partial Normalization in G-7 Inflation-
Linked Bonds
US, Germany, UK and Japan 10-Year Inflation Linked Bonds

US 10-Year TIPS Germany 10-Year Inflation Linked Bonds
UK 10-Year Inflation Linked Bonds Japan 10-Year Inflation Linked Bonds
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of January 12, 2023. Past performance is no guarantee of future results.
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First, demand for oil is likely to improve this year as a 
result of continued reopening and normalization of travel 
in China and much of the rest of Asia (see Display 8). 

Second, overall commodity demand will likely be higher 
than expected as global growth will be more commodity-
intensive than in the past (with the exception of China). 
An extended period of underinvestment in equipment and 
structures in most advanced economies has left capital 
expenditures at depressed levels, and a period of catch-up 
investment spending has begun. Large energy infrastructure 
spending in Europe in the middle of near-recessionary 
conditions is just one such example. Reconfiguration 
of global supply chains, rising defense spending and 
decarbonization-driven rebuilding of energy infrastructure 
are likely to continue to lift demand this year. Third, 
commodity production costs are likely to be higher, driven 
largely by political, rather than economic, factors, such as 
decarbonization and security of supply concerns. The strong 
performance of commodities that we expect in 2023 would 
nicely rhyme with two of the other major themes discussed 
above: sticky demand-side inflation (after supply-driven 
disinflation) and a weak US dollar.

Display 8: Oil Market Deficits Likely as Demand 
Recovers and Supply Growth Moderates
Global Oil Supply vs. Demand

■ Surplus/(Deficit) (LHS)   Global Supply (RHS)   Global Demand (RHS)
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DEFINITIONS
The Russell 1000® Growth Index measures the performance of the large-cap 
growth segment of the U.S. equity universe. It includes those Russell 1000® 
Index companies with higher price-to-book ratios and higher forecasted 
growth values. The Russell 1000® Index is an index of approximately 1,000 
of the largest U.S. companies based on a combination of market capitalization 
and current index membership. 
The Russell 1000® Value Index is an index that measures the performance 
of those Russell 1000 companies with lower price-to-book ratios and lower 
forecasted growth values. 
The S&P 500 Total Return Index is an index that consists of 500 stocks chosen 
for market size, liquidity and industry group representation. The S&P Index 
is a market value weighted index with each stock’s weight proportionate to 
its market value. The S&P Index is one of the most widely used benchmarks 
of U.S. equity performance. The performance of the S&P Index does not 
account for any management fees, incentive compensation, commissions or 
other expenses that would be incurred pursuing such strategy. Total return 
provides investors with a price-plus-gross cash dividend return. Gross cash 
dividends are applied on the ex-date of the dividend.
The S&P GSCI® is a composite index of commodity sector returns representing 
an unleveraged, long-only investment in commodity futures that is broadly 
diversified across the spectrum of commodities. The returns are calculated 
on a fully collateralized basis with full reinvestment. The combination of 
these attributes provides investors with a representative and realistic picture 
of realizable returns attainable in the commodities markets. Individual 
components qualify for inclusion in the S&P GSCI® on the basis of liquidity 
and are weighted by their respective world production quantities. 
The Sharpe ratio was developed by Nobel laureate William F. Sharpe and 
is used to help investors understand the return of an investment compared 
to its risk. The ratio is the average return earned in excess of the risk-free 
rate per unit of volatility or total risk. Volatility is a measure of the price 
fluctuations of an asset or portfolio. 
The S&P U.S. Treasury Bond Current 10-Year Index is a one-security index 
comprising the most recently issued 10-year U.S. Treasury note or bond. 
The MSCI USA Energy Index is designed to capture the large and mid cap 
segments of the US equity universe. All securities in the index are classified in 
the Energy sector as per the Global Industry Classification Standard (GICS®). 
The MSCI USA Materials Index is designed to capture the large and mid cap 
segments of the US equity universe. All securities in the index are classified in 
the Materials sector as per the Global Industry Classification Standard (GICS®). 
The S&P GSCI Gold Index, a sub-index of the S&P GSCI, provides investors with 
a reliable and publicly available benchmark tracking the COMEX gold future.
Treasury Inflation-Protected Securities, or TIPS, provide protection against 
inflation. The principal of a TIPS increases with inflation and decreases with 
deflation, as measured by the Consumer Price Index

IMPORTANT DISCLOSURES 
There is no guarantee that any investment strategy will work under all 
market conditions, and each investor should evaluate their ability to invest 
for the long-term, especially during periods of downturn in the market.
A separately managed account may not be appropriate for all investors. 
Separate accounts managed according to the particular Strategy may 
include securities that may not necessarily track the performance of a 
particular index. Please consider the investment objectives, risks and 
fees of the Strategy carefully before investing. A minimum asset level 
is required.
For important information about the investment managers, please refer 
to Form ADV Part 2.
The views and opinions and/or analysis expressed are those of the author 
or the investment team as of the date of preparation of this material and 
are subject to change at any time without notice due to market or economic 
conditions and may not necessarily come to pass. Furthermore, the views will 
not be updated or otherwise revised to reflect information that subsequently 
becomes available or circumstances existing, or changes occurring, after the 
date of publication. The views expressed do not reflect the opinions of all 
investment personnel at Morgan Stanley Investment Management (MSIM) 
and its subsidiaries and affiliates (collectively “the Firm”), and may not be 
reflected in all the strategies and products that the Firm offers. 

Forecasts and/or estimates provided herein are subject to change and may 
not actually come to pass. Information regarding expected market returns 
and market outlooks is based on the research, analysis and opinions of 
the authors or the investment team. These conclusions are speculative in 
nature, may not come to pass and are not intended to predict the future 
performance of any specific strategy or product the Firm offers. Future 
results may differ significantly depending on factors such as changes in 
securities or financial markets or general economic conditions.
This material has been prepared on the basis of publicly available information, 
internally developed data and other third-party sources believed to be 
reliable. However, no assurances are provided regarding the reliability 
of such information and the Firm has not sought to independently verify 
information taken from public and third-party sources.
This material is a general communication, which is not impartial and all 
information provided has been prepared solely for informational and 
educational 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 information herein has not been based on a consideration of any 
individual investor circumstances and is not investment advice, nor should it 
be construed in any way as tax, accounting, legal or regulatory advice. To that 
end, investors should seek independent legal and financial advice, including 
advice as to tax consequences, before making any investment decision.
Charts and graphs provided herein are for illustrative purposes only.
Past performance is no guarantee of future results.
The indexes are unmanaged and do not include any expenses, fees or sales 
charges. It is not possible to invest directly in an index. Any index referred to 
herein is the intellectual property (including registered trademarks) of the 
applicable licensor. Any product based on an index is in no way sponsored, 
endorsed, sold or promoted by the applicable licensor and it shall not have 
any liability with respect thereto.
This material is not a product of Morgan Stanley’s Research Department 
and should not be regarded as a research material or a recommendation. 
The Firm has not authorised financial intermediaries to use and to distribute 
this material, unless such use and distribution is made in accordance with 
applicable law and regulation. Additionally, financial intermediaries are required 
to satisfy themselves that the information in this material is appropriate 
for any person to whom they provide this material in view of that person’s 
circumstances and purpose. The Firm shall not be liable for, and accepts no 
liability for, the use or misuse of this material by any such financial intermediary. 
This material may be translated into other languages. Where such a translation 
is made this English version remains definitive. If there are any discrepancies 
between the English version and any version of this material in another 
language, the English version shall prevail.
The whole or any part of this material may not be directly or indirectly 
reproduced, copied, modified, used to create a derivative work, performed, 
displayed, published, posted, licensed, framed, distributed or transmitted 
or any of its contents disclosed to third parties without the Firm’s express 
written consent. This material may not be linked to unless such hyperlink 
is for personal and non-commercial use. All information contained herein 
is proprietary and is protected under copyright and other applicable law.

DISTRIBUTION
This material is only intended for and will only be distributed to persons 
resident in jurisdictions where such distribution or availability would not 
be contrary to local laws or regulations. 
MSIM, the asset management division of Morgan Stanley (NYSE: MS), and 
its affiliates have arrangements in place to market each other’s products and 
services. Each MSIM affiliate is regulated as appropriate in the jurisdiction it 
operates. MSIM’s affiliates are: Eaton Vance Management (International) Limited, 
Eaton Vance Advisers International Ltd, Calvert Research and Management, 
Eaton Vance Management, Parametric Portfolio Associates LLC, and Atlanta 
Capital Management LLC.
This material has been issued by any one or more of the following entities: 
EMEA: 
This material is for Professional Clients/Accredited Investors only. 
In the EU, MSIM and Eaton Vance materials are issued by MSIM Fund 
Management (Ireland) Limited (“FMIL”). FMIL is regulated by the Central Bank 
of Ireland and is incorporated in Ireland as a private company limited by shares 
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with company registration number 616661 and has its registered address at 
The Observatory, 7-11 Sir John Rogerson’s Quay, Dublin 2, D02 VC42, Ireland. 
Outside the EU, MSIM materials are issued by Morgan Stanley Investment 
Management Limited (MSIM Ltd) is authorised and regulated by the Financial 
Conduct Authority. Registered in England. Registered No. 1981121. Registered 
Office: 25 Cabot Square, Canary Wharf, London E14 4QA. 
In Switzerland, MSIM materials are issued by Morgan Stanley & Co. International 
plc, London (Zurich Branch) Authorised and regulated by the Eidgenössische 
Finanzmarktaufsicht (“FINMA”). Registered Office: Beethovenstrasse 33, 8002 
Zurich, Switzerland. 
Outside the US and EU, Eaton Vance materials are issued by Eaton Vance 
Management (International) Limited (“EVMI”) 125 Old Broad Street, London, 
EC2N 1AR, UK, which is authorised and regulated in the United Kingdom by 
the Financial Conduct Authority. 
Italy: MSIM FMIL (Milan Branch), (Sede Secondaria di Milano) Palazzo Serbelloni 
Corso Venezia, 16 20121 Milano, Italy. The Netherlands: MSIM FMIL (Amsterdam 
Branch), Rembrandt Tower, 11th Floor Amstelplein 1 1096HA, Netherlands. 
France: MSIM FMIL (Paris Branch), 61 rue de Monceau 75008 Paris, France. 
Germany: (Gattung: Zweigniederlassung (FDI) gem. § 53b KWG). Denmark: 
MSIM FMIL (Copenhagen Branch), Gorrissen Federspiel, Axel Towers, Axeltorv2, 
1609 Copenhagen V, Denmark. Spain: MSIM FMIL (Madrid Branch), Calle 
Serrano 55, 28006, Madrid, Spain. 
U.S. 
NOT FDIC INSURED | OFFER NO BANK GUARANTEE | MAY LOSE VALUE | 
NOT INSURED BY ANY FEDERAL GOVERNMENT AGENCY | NOT A DEPOSIT

IMPORTANT INFORMATION
MIDDLE EAST
Dubai: MSIM Ltd (Representative Office, Unit Precinct 3-7th Floor-Unit 701 
and 702, Level 7, Gate Precinct Building 3, Dubai International Financial Centre, 
Dubai, 506501, United Arab Emirates. Telephone: +97 (0)14 709 7158). 
This document is distributed in the Dubai International Financial Centre by 
Morgan Stanley Investment Management Limited (Representative Office), 
an entity regulated by the Dubai Financial Services Authority (“DFSA”). It is 
intended for use by professional clients and market counterparties only. This 
document is not intended for distribution to retail clients, and retail clients 
should not act upon the information contained in this document. 
This document relates to a financial product which is not subject to any 
form of regulation or approval by the DFSA. The DFSA has no responsibility 
for reviewing or verifying any documents in connection with this financial 
product. Accordingly, the DFSA has not approved this document or any other 
associated documents nor taken any steps to verify the information set out 
in this document, and has no responsibility for it. The financial product to 
which this document relates may be illiquid and/or subject to restrictions on 
its resale or transfer. Prospective purchasers should conduct their own due 
diligence on the financial product. If you do not understand the contents of 
this document, you should consult an authorised financial adviser.
Latin America (Brazil, Chile Colombia, Mexico, Peru, and Uruguay)
This material is for use with an institutional investor or a qualified investor 
only. All information contained herein is confidential and is for the exclusive 
use and review of the intended addressee, and may not be passed on to any 
third party. This material is provided for informational purposes only and does 
not constitute a public offering, solicitation or recommendation to buy or sell 
for any product, service, security and/or strategy. A decision to invest should 
only be made after reading the strategy documentation and conducting in-
depth and independent due diligence.
ASIA PACIFIC
Hong Kong: This material has been issued by Morgan Stanley Asia Limited for 
use in Hong Kong and shall only be made available to “professional investors” 
as defined under the Securities and Futures Ordinance of Hong Kong (Cap 571). 
The contents of this material have not been reviewed nor approved by any 
regulatory authority including the Securities and Futures Commission in Hong 
Kong. Accordingly, save where an exemption is available under the relevant law, 

this material shall not be issued, circulated, distributed, directed at, or made 
available to, the public in Hong Kong. Singapore: This material should not 
be considered to be the subject of an invitation for subscription or purchase, 
whether directly or indirectly, to the public or any member of the public in 
Singapore other than (i) to an institutional investor under section 304 of the 
Securities and Futures Act, Chapter 289 of Singapore (“SFA”); (ii) to a “relevant 
person” (which includes an accredited investor) pursuant to section 305 of 
the SFA, and such distribution is in accordance with the conditions specified in 
section 305 of the SFA; or (iii) otherwise pursuant to, and in accordance with 
the conditions of, any other applicable provision of the SFA. This publication 
has not been reviewed by the Monetary Authority of Singapore. Eaton Vance 
Management International (Asia) Pte. Ltd. (“EVMIA”) holds a Capital Markets 
Licence under the Securities and Futures Act of Singapore (“SFA”) to conduct, 
among others, fund management, is an exempt Financial Adviser pursuant to 
the Financial Adviser Act Section 23(1)(d) and is regulated by the Monetary 
Authority of Singapore (“MAS”). Eaton Vance Management, Eaton Vance 
Management (International) Limited and Parametric Portfolio Associates® 
LLC holds an exemption under Paragraph 9, 3rd Schedule to the SFA in 
Singapore to conduct fund management activities under an arrangement 
with EVMIA and subject to certain conditions. None of the other Eaton Vance 
group entities or affiliates holds any licences, approvals or authorisations in 
Singapore to conduct any regulated or licensable activities and nothing in 
this material shall constitute or be construed as these entities or affiliates 
holding themselves out to be licensed, approved, authorised or regulated in 
Singapore, or offering or marketing their services or products. Australia: This 
material is provided by Morgan Stanley Investment Management (Australia) 
Pty Ltd ABN 22122040037, AFSL No. 314182 and its affiliates and does not 
constitute an offer of interests. Morgan Stanley Investment Management 
(Australia) Pty Limited arranges for MSIM affiliates to provide financial services 
to Australian wholesale clients. Interests will only be offered in circumstances 
under which no disclosure is required under the Corporations Act 2001 (Cth) 
(the “Corporations Act”). Any offer of interests will not purport to be an offer 
of interests in circumstances under which disclosure is required under the 
Corporations Act and will only be made to persons who qualify as a “wholesale 
client” (as defined in the Corporations Act). This material will not be lodged 
with the Australian Securities and Investments Commission. 
Japan:
For professional investors, this material is circulated or distributed for 
informational purposes only. For those who are not professional investors, 
this material is provided in relation to Morgan Stanley Investment Management 
(Japan) Co., Ltd. (“MSIMJ”)’s business with respect to discretionary investment 
management agreements (“IMA”) and investment advisory agreements (“IAA”). 
This is not for the purpose of a recommendation or solicitation of transactions 
or offers any particular financial instruments. Under an IMA, with respect to 
management of assets of a client, the client prescribes basic management 
policies in advance and commissions MSIMJ to make all investment decisions 
based on an analysis of the value, etc. of the securities, and MSIMJ accepts 
such commission. The client shall delegate to MSIMJ the authorities necessary 
for making investment. MSIMJ exercises the delegated authorities based 
on investment decisions of MSIMJ, and the client shall not make individual 
instructions. All investment profits and losses belong to the clients; principal 
is not guaranteed. Please consider the investment objectives and nature of 
risks before investing. As an investment advisory fee for an IAA or an IMA, 
the amount of assets subject to the contract multiplied by a certain rate 
(the upper limit is 2.20% per annum (including tax)) shall be incurred in 
proportion to the contract period. For some strategies, a contingency fee 
may be incurred in addition to the fee mentioned above. Indirect charges also 
may be incurred, such as brokerage commissions for incorporated securities. 
Since these charges and expenses are different depending on a contract and 
other factors, MSIMJ cannot present the rates, upper limits, etc. in advance. 
All clients should read the Documents Provided Prior to the Conclusion of a 
Contract carefully before executing an agreement. This material is disseminated 
in Japan by MSIMJ, Registered No. 410 (Director of Kanto Local Finance Bureau 
(Financial Instruments Firms)), Membership: the Japan Securities Dealers 
Association, The Investment Trusts Association, Japan, the Japan Investment 
Advisers Association and the Type II Financial Instruments Firms Association.


