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NINE INVESTMENT IDEAS FOR 2009 
As the calendar approaches 2009, the Morgan Stanley 
Global Wealth Management Asset Allocation and 
Investment Strategy Group has been monitoring the macro 
landscape for sensible investment ideas.  The turmoil of 
2008 has created a number of anomalies in global asset 
markets.  We have consulted many Analysts and 
Strategists at Morgan Stanley to share their best thinking 
for the year ahead.  After reviewing the many investments, 
markets, and strategies that were put forth, we have 
carefully selected the final nine ideas for the year ahead.  
The order in which the ideas are presented does not reflect 
any degree of preference. 

1.  INVESTMENT GRADE CORPORATE BONDS 
The financial markets are heading into 2009 in a 
challenging macro investment environment, with 
extremely high volatility across many asset classes. 
Morgan Stanley’s Global Fixed Income Strategy Head 
Greg Peters sees favorable risk/reward opportunities for 
fixed income investors in U.S. high quality (single A-rated 
or better) investment grade corporate bonds.  

In his Outlook report, “2009 – The Year of Credit,” Greg 
notes that from a fundamental standpoint, funding, 
liquidity, and transparency issues for most credit-related 
instruments demands a premium yield, with high quality 
Investment Grade securities trading at particularly 
attractive levels.  Valuation represents the cornerstone to 
his view, with credit spreads (the difference in yield due to 
different credit quality) for single A-rated corporate bonds 
at three times the level during the last recession in 2001 
(see Figure 1).   

Overall, Greg points out that U.S. Corporate Debt/Cash 
levels are at half the reading in 2002, rendering companies 
better positioned to weather the economic recession.  
Additionally, the U.S. monetary and fiscal policy actions 
have been early and aggressive to address the financial 
crisis from several perspectives. As a result, the U.S. 
Treasury yield curve is quite steep and likely supportive of 

an economic recovery in due course, especially with short-
term U.S. Treasury yields virtually at zero.      

Figure 1: Single-A Credit Spread to U.S. Treasury (in basis points) 
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              defined by the National Bureau of Economic Research. 
Source: Bloomberg, National Bureau of Economic Research, Morgan Stanley Research 
              Global Wealth Management Asset Allocation and Investment Strategy Group. 
 

The Fixed Income Strategy team is closely monitoring four 
factors that may presage stabilization in the fixed income 
markets.  First, large financial institutions lending to one 
another and the abatement of fears of counterparty failure. 
Second, banks’ deleveraging progressing, with declines in 
bank asset-to-tangible equity ratios.  Third, financial 
markets continuing to work through the downturn in U.S. 
corporate earnings; Morgan Stanley’s U.S. Equity 
Strategist Abhijit Chakrabortti expects 2009 S&P 500 
operating earnings to be $53 per share, a 27% decline from 
2008 earnings. Fourth, the U.S. housing market, one of the 
early causes of the financial crisis, may be the last factor to 
show signs of bottoming.   

2.  INFLATION-INDEXED SECURITIES 
In spite of investors’ concerns over the dramatic increase 
in the price of crude oil in the first half of 2008 possibly 
feeding thought to inflation, it was deflationary fears that 
were paramount toward the end of the year.   

Morgan Stanley’s Head of Global Interest Rate Strategy 
Jim Caron has pointed out the severe deflation-related 
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dislocations in Treasury Inflation-Protected Securities 
(TIPS) have made this market especially inexpensive.  
Specifically, the Breakeven Inflation Rate measures the 
difference between the yield to maturity on a conventional 
U.S. Treasury security and the corresponding maturity 
TIP.  As of December 2008, the implied 10-year 
Breakeven Inflation Rate was at 0.23% – calculated as the 
U.S. Treasury 10-year note yield to maturity, 2.08%, 
minus the TIP 10-year note yield to maturity, 1.85%.  This 
rate measures the level of U.S. Headline CPI Inflation the 
fixed income market is discounting per annum for the next 
10 years.  As illustrated in Figure 2, the Breakeven 
Inflation Rate collapsed in October 2008 and has 
registered its lowest reading since U.S. TIPS were initially 
issued in 1997.  

While the Morgan Stanley Economics team is forecasting 
the full year Consumer Price Index to fall to -0.3% in 
2009, the team is expecting a rebound to 3.1% in 2010. If 
this forecast comes to fruition, the current implied cost of 
inflation protection is relatively inexpensive.   

By way of background, TIPS are securities whose coupon 
rate is fixed but whose principal is indexed to the U.S. 
Headline CPI Index; as inflation rises or falls the principal 
of the bond fluctuates.  At final maturity, the bond is 
redeemed at the inflation-adjusted principal, or original 
issue principal, which ever is greater.   

Figure 2: U.S. Breakeven CPI Inflation Rate 
10-Year Treasury Yield minus 10-Year TIP Yield (%) 
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Note:     Data are as of December 18, 2008.  
Source: Bloomberg, Global Wealth Management Asset Allocation Group. 

3.  PRE-REFUNDED MUNICIPAL BONDS 
Many of the credit-related fixed income markets came 
under intense selling pressure in 2008 and a prolonged 
flight-to-quality scenario developed in which investors 
shunned virtually all non-U.S. Treasury fixed income 
securities. Municipal Bonds were not spared, facing 
significant selling pressure during 2008.  Prices fell on 
Municipal Bonds, pushing yields above the yields of 
comparable U.S. Treasuries for virtually all maturities, a 
relatively unusual occurrence.   

According to Morgan Stanley’s Global Wealth 
Management Municipal Bond Strategist John Dillon, the 
Municipal Bond market is in the process of a fundamental 
pricing shift, to an environment driven by credit sensitivity 
as the primary influence, followed secondarily by interest 
rate sensitivity.  This is due to two factors: (i) credit-rating 
downgrades of the monoline bond insurers which backed 
many municipal bond issues; and (ii) financial stresses 
inflicted by the economic recession on state and local 
municipalities’ credit ratings. 

Because of the potential for credit-related dislocations to 
continue, John and his team are recommending Pre-
Refunded Municipal Bonds as a part of the Municipal 
Bond market that appears attractive.   

Pre-Refunded Municipal Bonds are previously issued 
Municipal Bonds which generally carry coupon rates that 
are above prevailing interest rates; such bonds have been 
determined by the municipality to be secured by an escrow 
fund sufficient to pay off the entire bond issue on a 
specific call date in the future. The capital used to buy 
securities to back the escrow fund has been raised by 
issuing a new lower-interest bond.  This process allows a 
municipality to effectively retire debt that has relatively 
high coupon rates and refund it at lower interest rates.  It is 
important to note that many types of securities can be 
placed in an escrow fund; thus it is important to focus on 
pre-refunded bonds that are escrowed using either U.S. 
Treasuries or State and Local Government Series, known 
as SLGS.   

Figure 3: 5-Year Pre-Refunded Municipal Bond Yield 
as Percentage of 5-Year U.S. Treasury Yield 
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As seen in Figure 3, Pre-Refunded Municipal Bonds yields 
have historically approximated an average 80% of the 
yield on U.S. Treasuries due to the Federal income tax 
exemption on coupon income. However, unusual 
developments related to the dislocations in the credit 
markets have caused federally tax-exempt Pre-Refunded 
Municipal Bonds to yield more than federally-taxable U.S. 

Average 
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Treasuries. We expect this relationship between Pre-
Refunded Municipal Bonds and U.S. Treasuries to revert 
to its long-run relationship over time, with the current 
anomaly making this sector attractive for credit-sensitive 
investors in the Municipal Bond market.    

4.  GOLD 
Gold proved relatively resilient in 2008 and appears to 
offer the potential for long-run capital protection. The 
Morgan Stanley Commodity Research Team led by 
Hussein Allidina has a positive view on gold for 2009 and 
2010.   

In his December 5, 2008 report, “Commodities, Beggars 
Must be Choosers,” Hussein notes that gold prices did not 
appreciate through the financial crisis to the 
extent expected, in part because certain investors were 
selling assets that had gains over the most recent five years 
(gold has gained 14.9% annually since the beginning of 
2004) to meet margin calls on other assets.   

Hussein and his team view the deleveraging cycle, while 
continuing through 2009, as potentially having passed its 
peak in November 2008, as possibly reflected in the 
December 2008 pullback in the U.S. Dollar. While near 
term deflation may put downward pressure on gold prices, 
Hussein feels that in the longer-term low mine production 
and growing consumer demand represent a secular bullish 
trend for gold prices.   

5.  U.S.  CYCLICALS OVER GLOBAL CYCLICALS 
Morgan Stanley’s U.S. Equity Strategy Team of Abhijit 
Chakrabortti and Jason Todd has been advocating for some 
time that investors focus on the market rotation that 
appears under way from global Cyclicals to domestic 
Cyclicals. They view this trend as continuing in 
2009.  They see materials, industrials, and energy (which 
have been consistently strong beneficiaries of strong global 
economic growth for much of the 2003-mid 2008 time 
period) as lagging behind domestically focused Cyclical 
companies.  They expect out performance of U.S. 
Cyclicals to be consistent with the global macro outlook 
and falling bond yields. They see further deterioration in 
non-U.S. economic growth, together with potentially 
improving U.S. growth momentum, as supportive of U.S. 
Cyclicals versus global Cyclicals.  

In addition, rising pressures on global corporate profits and 
cash flows that should threaten future capital expenditures 
further conviction of an underweight of global Cyclicals 
relative to domestic Cyclicals.  

 

Figure 4: Global Cyclicals Relative to U.S. Domestic Cyclicals  
(Right Scale) and U.S. Trade Weighted Dollar (Left Scale) 
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Specifically, the team is deemphasizing global capital 
goods companies because of greater risks of project 
cancellation outside of the U.S. and materials, specifically 
industrial metals, railroads, and agricultural-related 
companies affected by commodity pricing weakness. They 
are emphasizing U.S. low-end (discounters) and food and 
drug retailing that may benefit from fiscal spending 
initiatives, together with selected financials that are 
expected to benefit from a steep yield curve. 

6.  TELECOMMUNICATION SERVICES 
Morgan Stanley’s Telecommunication Services Analyst 
Simon Flannery has a positive view on the industry and 
believes it is poised to potentially outperform the broader 
S&P 500 Index in 2009.   

Three key elements underlie Simon’s positive view on the 
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Second, while the Telecom Services sector has been 
affected by the credit crisis, Simon views the group 
possessing a solid position with strong balance sheets from 
a leverage and liquidity standpoint. Third, Telecom 
Services has a defensive business model positioned for a 
period of modest economic growth that is not dependent 
on global economic growth dynamics.  

7.  DIVIDEND GROWERS 
Of the many landmark events affecting the investment 
landscape in 2008, one was especially important for 
income-oriented investors: for the first time in 50 years, 
the dividend yield of the S&P 500 Index exceeded the 
yield on the U.S. 10-year Treasury Note.   

Figure 6: S&P 500 Index Dividend Yield and U.S. 10-Year Treasury 
Note Yield (%) 
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Two interpretations of this significant reading are possible: 
(i) the U.S. equity market has become deeply oversold and 
it is a sign of valuation support for the markets; or (ii) the 
equity market has suffered a permanent de-rating and 
equity investors will demand a premium to risk-free U.S. 
Treasury Note yields as compensation to assume the risk 
of owning equities.  The former rationale seems the more 
plausible one, in light of the hyper-stimulative policy 
responses from the monetary and fiscal authorities to the 
financial crisis that should produce a recovery in time, in 
our opinion.   

However, not all dividend-paying equities are created 
equal.  For investors focused on dividends, it is necessary 
to look for companies that not only pay dividends but also 
consistently grow their dividends. We envision that the 
volatility that has characterized the current investment 
environment will likely continue through 2009, as secular 
increases in volatility generally last for multi-year periods. 
Historically, during periods of financial market turbulence, 
companies that have increased their dividends have 
outperformed companies that have reduced their dividends. 

As show in Figure 7, this has been the case in five out of 
the last nine years.   

Figure 7: Price Return of S&P 500 Index Dividend Growing Stocks 
vs. Dividend Shrinking Stocks (%)        
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8.  EMERGING MARKETS ASIA 
After a grueling year for Emerging Market (EM) equities 
in 2008, Morgan Stanley’s Emerging Market Equity 
Strategist Jonathan Garner expects a recovery in 2009.  
Specifically, he expects a sharp turnaround in overall EM 
with EM Asia to lead the rally, outperforming EM Latin 
America and EM Europe, Middle East, and Africa 
(EMEA).  

Table 1: MSCI Emerging Markets Asia Index Weight by Country 

COUNTRY WEIGHT (%) 

China 33.1 

Korea 23.6 

Taiwan 19.5 

India 12.3 

Malaysia  5.2 

Indonesia 2.6 

Thailand 2.5 

Philippines 0.9 

Pakistan 0.3 

Total  100.0 
 

Note: Data are as of December 16, 2008. The MSCI Emerging Markets Asia Index is a 
free-float adjusted market capitalization index that is designed to measure equity 
market performance in the emerging markets of Asia, which consists of the 9  
country indices listed above. MSCI China Index includes H shares, B shares, 
Red Chip Shares, and P Chip Shares. H Shares are traded in Hong Kong, B 
Shares are traded in Shanghai and Shenzhen, and Red Chip and P Chip Shares 
are shares of companies that are majority owned by the Chinese state. 

Source: Factset, MSCI Barra. 
 

Jonathan’s positive view on EM Asia is based on three 
factors. First, because of the Asian Crisis in 1997/1998, 
many local Asian countries implemented structural macro 
and micro economic improvements, which have led to 
stronger sovereign balance sheets. As proof, he points out 
that within the MSCI EM universe, the five countries with 
the lowest Gross External Debt/Foreign Exchange Reserve 
Ratio (a key measure of debt loads) are all in Asia (China, 
Taiwan, Thailand, Malaysia, and India). This should give 

U.S. 10-Year Treasury Note Yield 

S&P 500 Dividend Yield 
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Emerging Asia the scope to use aggressive fiscal and 
monetary policy actions to combat the global economic 
recession.   

Second, Jonathan notes that the larger Asian economies 
derive a substantial terms-of-trade benefit from lower 
crude oil and commodity prices. With the collapse in oil 
prices over the past year (crude oil has declined -60% from 
mid-December 2007 to mid-December 2008), EM Asia 
has significant room to benefit from lower energy prices. 
In previous episodes of declining crude oil prices, 
specifically 4Q 98 – 2Q 99 and 4Q 01 – 2Q 02, EM Asia 
outperformed EM Latin America and EMEA by 
approximately 50%. 

Figure 8: Asia’s Net Oil Importers to Benefit from Lower Oil Prices  
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Note: Data are as of December 16, 2008.  
Source: Jonathan Garner, Morgan Stanley Head of Emerging Markets Research, BP 

Statistical Review, IMF. Uses net import/exports of oil with an average WTI price 
of $72 and 2007 nominal US$ GDP from IMF.  

Third, in previous episodes of economic weakness, EM 
Asian Corporate Earnings Per Share have tended to trough 
before EM Latin America or EMEA. Jonathan expects this 
pattern to be repeated in this cycle. As of the end of 
December 2008, earnings revisions were far more negative 
for Asia than for other regions of the EM, and he thinks 
that Asia may turn positive before the rest of the asset class 
due to EM Asia’s high weighting in Information 
Technology that tends to lead the way in a recovery. 

9.  AUSTRALIAN DOLLAR 
Morgan Stanley’s Currency Strategy team’s 2009 Outlook 
report, “Year of the Bear?”, centers around their view that 
the year ahead will differentiate between two investment 
environments: (i) early in 2009, they expect the dominant 
theme to focus on continued fallout from the credit crisis 
and the global economic slowdown; and (ii) later in the 
year, an eventual upturn if and when the aggressive actions 
by monetary and fiscal authority policy makers begin to 
gain traction.   

The team expects that policy makers may be slow to 
withdraw stimulus, due to uncertainty surrounding the 

timing and pace of an economic recovery.  In addition, 
they will need to remove the massive doses of stimulus 
that have been injected at a gradual pace.  Consistent with 
the view that stimulus will be present in the financial 
markets for a meaningful period of time to help restart 
global growth, the Australian Dollar is poised to 
restrengthen versus the U.S. Dollar. Australia is geared to 
a global economic recovery through the country’s heavy 
concentration in natural resources, in particular 
commodities.  In addition, if the Chinese slowdown proves 
more shallow or the recovery more pronounced, the 
Australia Dollar stands to benefit.   

 

The authors would like to acknowledge the outstanding effort of 
Gina Nguyen in compiling this report.   
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Disclosures:  
This material has been prepared for informational purposes only and is not an 
offer to buy or sell or a solicitation of any offer to buy or sell any security or 
other financial instrument, or to participate in any trading strategy. This is not 
a research report as defined under NYSE Rule 472 or FINRA Rule 2711 and 
has not been prepared by the Morgan Stanley Research Department; it has 
been prepared by the Morgan Stanley Global Wealth Management Asset 
Allocation and Investment Strategy Group. Past performance is not 
necessarily a guide to future performance.     
This report does not provide individually tailored investment advice. It has 
been prepared without regard to the individual financial circumstances and 
objectives of persons who receive it. The securities discussed in this report 
may not be suitable for all investors. Morgan Stanley recommends that 
investors independently evaluate specific investments and strategies, and 
encourages investors to seek the advice of a financial adviser. The 
appropriateness of a particular investment or strategy will depend on an 
investor's individual circumstances and objectives. 
This report is not an offer to buy or sell any security or to participate in any 
trading strategy.  
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 this material 
may change.  
Reports prepared by Morgan Stanley personnel are based on public 
information. The views and opinions contained herein may differ materially 
from the views and opinions of others at Morgan Stanley & Co. Incorporated 
or any of its affiliate companies. 
The value of and income from your investments may vary because of changes 
in interest rates or foreign exchange rates, securities prices or 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 your securities 
transactions. Past performance is not necessarily a guide to future performance. 
Estimates of future performance are based on assumptions that may not be 
realized.  
The indexes are unmanaged.  An investor cannot invest directly in an index.  
They are shown for illustrative purposes only and do not represent the 
performance of any specific investment.  Past performance is no guarantee of 
future results. 
Asset Allocation does not assure a profit or protect against loss in declining 
financial markets. 
Estimates of future performance are based on assumptions that may not be 
realized. Actual events may differ from those assumed and changes to any 
assumptions may have a material impact on any projections or estimates. 
Other events not taken into account may occur and may significantly affect 
the projections or estimates.  Accordingly, there can be no assurance that 
estimated returns or projections will be realized or that actual returns or 
performance results will not materially differ from those estimated herein. 
Therefore, this report may contain forward-looking statements and there can 
be no guarantee that they will come to pass. 
Fixed Income Securities are subject to interest rate risk, credit risk, repayment 
risk, market risk, and reinvestment risk. Fixed Income Securities, if held to 
maturity, may provide a fixed rate of return and a fixed principal value. .  
Fixed Income Securities prices fluctuate and when redeemed, may be worth 
more or less than their original cost. 
Municipal Bonds are generally exempt from federal income tax for 
individuals. Typically, state tax-exemption applies if securities are issued 
within one’s state of residence and, local tax-exemption typically applies if 
securities are issued within one’s city of residence. Some bonds may be 
subject to the alternative minimum tax (AMT). 

Treasury Inflation Protection Securities’ (TIPS) coupon payments and 
underlying principal are automatically increased to compensate for inflation 
by tracking the Consumer Price Index (CPI).  While the real rate of return is 
guaranteed, TIPS generally offer a lower return.  There is no guarantee that 
investors will receive par if TIPS are sold before maturity.  Because the return 
of TIPS is linked to inflation, TIPS may significantly underperform vs. fixed 
return treasuries in times of low inflation. 
International investing entails greater risk, as well as greater potential rewards 
compared to U.S. investing.  These risks include potential and economic 
uncertainties of foreign countries as well as the risk of currency fluctuations.  
These risks are magnified in countries with emerging markets, since these 
countries may have relatively unstable governments and less established 
markets and economics. 
Emerging Markets: Investing in the securities of such companies and 
countries involves certain consideration not usually associated with investing 
in developed countries, including political and economic situations and 
instability, adverse diplomatic developments, price volatility, lack of liquidity 
and fluctuations in the currency exchange 
The prices of precious metals tend to fluctuate widely and in an unpredictable 
manner, and have historically experienced periods of flat or declining price 
behavior. Precious metals prices are affected by several factors, including 
global supply and demand; investors’ expectations with respect to the rate of 
inflation; currency exchange rates; interest rates; investment and trading 
activities of hedge funds and commodity funds; and global or regional 
political, economic, or financial events and situations.     
Investing in commodities entails significant risks. Commodity prices may be 
affected by a variety of factors at any time, including but not limited to: (i) 
changes in supply and demand relationships; (ii) governmental programs and 
policies; (iii) national and international political and economic events, armed 
conflict and terrorist activity; (iv) changes in interest and exchange rates; (v) 
trading activities in commodities and related contracts; (vi) climate change, 
pestilence, technological change, and weather conditions; and (vii) the price 
volatility of a specific commodity. In addition, the commodities markets are 
subject to temporary distortions or other disruptions due to various factors, 
including lack of liquidity, participation of speculators, and government 
intervention. 
Morgan Stanley does not offer tax advice for investors. Investors should 
consult their tax counsel for specific advice regarding tax matters. Legal, 
accounting, and tax restrictions, transaction costs, and changes to any 
assumptions may significantly affect the economics of any transaction. The 
information and analyses contained herein are not intended as tax, legal, or 
investment advice and may not be suitable for an investor’s specific 
circumstances. Investors should consult their own tax, legal, investment, or 
other advisors, at both the outset of any transaction and on an ongoing basis, 
to determine such suitability.   
To our readers in Taiwan: Information on securities 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. This 
publication 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 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. MSTL may not execute transactions for clients in 
these securities. 
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 this 
publication, please contact our Hong Kong sales representatives. This 
publication is disseminated in Japan by Morgan Stanley Japan Securities Co., 
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