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Exhibit 1: Pandemic Induced Recession of 1918 Lasted 7 Months 

Classic Cyclical Downturns in Economic Activity are Different than Downturns from Natural Disasters

Source: Deutche Bank

 Prior Pandemic Induced recession in 1918 lasted less than two quarters

 Cyclical Downturn in 2007 spanned six quarters or 18 months
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Exhibit 2: Deepest Recession Since WWII, but Potentially the Sharpest Recovery Too

A Way of Seeing: The Result of a Natural Disaster not a Classic Cyclical Economic Downturn

 Engineered recession not an organic progression of economic excesses that lead to broad systemic economic weakness

 More like a suppression than a recession or depression
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Exhibit 3: Fastest Bear Market Decline in History, and Fastest Exit from Bear Market in History

Markets Right on Track with 2009 Recovery Trajectory; Consolidation, Seasonal Correction Coming?

 Market discounted recession in one month for fastest ever bear market decline -34% in history yet also fastest 

exit from bear market in history

 Like 2009 skepticism of durability of rally remains high while market tracks 2009 market recovery trajectory

Morgan Stanley

CRC 3159738



Exhibit 4: Fiscal Policy Response Much Greater Than During Great Depression or Financial Crisis

 Response scale much greater the 2008 and Great Depression

 Execution much more coordinated and precise relative to 2009 and Great Depression
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Exhibit 5: US Real M2 Growth Already Accelerating to a Post-1940 High

Source: Federal Reserve Board, NBER, Haver Analytics, Morgan Stanley Research

 Banking mechanism healthy today as opposed to 2009 as money supply (M-2) is expanding nearly 23% on annualized basis

 Stark contrast to 2009
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Exhibit 6: Early Leading Indicators Reflect Green Shoots Gaining Momentum

Coronavirus High Frequency Data

Sources: First Trust Advisors, Department of Labor, Redbook Research, Box Office Mojo, Association of American Railroads, American Iron and Steel 
Institute, Hotel News Now, Opentable, Transportation Security Administration, Energy Information Administration
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Exhibit 7: US Mortgage Purchase Applications Surge 77% in Sharp V-Shaped Recovery

Source: Cornerstone Macro

 Unlike 2009 but much like 2002, Housing will lead the recovery in 2020

 US Housing is a $33 Trillion dollar asset base with sizeable multiplier effect on economic activity
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Exhibit 8: Manufacturing Bottomed and Bouncing Back from Record Low Levels in May 2020 

The V-Shaped recovery in Manufacturing and Production is Evident in the Data in US and Abroad

 Headline manufacturing surveys surging off May lows

 Leading indicator components such as new orders contributing most to headline recovery figures
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Exhibit 9: Skepticism Remains High as “Cash on Sidelines” at Record Levels
Bearish Sentiment and Short Positioning at Extremes Have Been Contrarian Indicator Historically

 $4.7 Trillion cash balance has never been higher and exceeds 2009 by 23%;

 Record numbers of people have missed this part of the recovery rally as was the case in 2009 at this point in recovery;
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Exhibit 10: Skepticism Remains High, Net Equity Out-Flows, Net Bond In-Flows at Extremes

Typically a Contrarian Indicator Suggesting Bullish Tailwind for Markets

Source: JP Morgan 

 Negative Equity Flows, Positive Bond Flows at historical extremes
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Exhibit 11 – Risk of Re-test of Market Lows Declining; Market Likely Bottomed on March 23rd, 2020
Historical Analog: 2003 and 2009, Markets Bottom Just Before Jobless Claims Peak and Well Before Unemployment Rate Peaks

Source: Fundstrat

 2003 Bear Market Bottomed on 3/11, Jobless claims peaked on 4/18, Unemployment Rate peaked on 7/4;

 2009 Bear Market Bottomed on 3/9, Jobless claims peaked on 3/27, Unemployment Rate peaked on 11/6;

 Not Shown: 2020 Bear Market Bottomed on 3/23, Jobless Claims peaked on 3/28;

 May Jobs report surprised by +2.5 million when expectations were for -8 million job losses
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Some Risks:

 Market Re-Test of Lows – Possible, but not as Probable 
 2nd Wave, Prior Pandemic Analog
 Hospital and Medical Preparedness
 China Trade Tensions, Virus Fallout
 Election Cycle 2020, Dem Sweep?
 Social Unrest
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Appendix - Exhibit A: Consumer Resilient, Pent Up Demand Evident as Retail Sales Surge +17.7% in May 2020 

Source: Census Bureau, Bespoke
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Appendix - Exhibit B: Economic Surprise Index Reflects Sharp V Recovery

 Negative readings indicate that more indicators from around the globe are still releasing levels worse than forecast

 Economic data surprises rise to highest ever in history of series reflecting expectations of recovery were far too dire in May

 As a forward indicator the stock market rally was forecasting such an outcome

Morgan Stanley

CRC 3159738



Disclaimer:
The views expressed herein are those of the author and do not necessarily reflect the views of Morgan Stanley 
Wealth Management or its affiliates.  All opinions are subject to change without notice.  Neither the information 
provided nor any opinion expressed constitutes a solicitation for the purchase or sale of any security.  Past 
performance is no guarantee of future results.

The investments listed may not be appropriate for all investors. Morgan Stanley Smith Barney LLC recommends that 
investors independently evaluate particular investments, and encourages investors to seek the advice of a financial 
advisor. The appropriateness of a particular investment will depend upon an investor's individual circumstances 
and objectives.

Morgan Stanley Smith Barney LLC (“Morgan Stanley”), its affiliates and Morgan Stanley Financial Advisors or Private 
Wealth Advisors do not provide tax or legal advice.  Clients should consult their tax advisor for matters involving 
taxation and tax planning and their attorney for matters involving trust and estate planning and other legal matters. 

Indices are unmanaged. An investor cannot invest directly in an index. They are shown for illustration purposes 
only and do not show the performance of any specific investment. Reference to an index
does not imply that the portfolio will achieve return, volatility or other results similar to the index. The composition 
of an index may not reflect the manner in which a portfolio is constructed in relation
to expected or achieved returns, portfolio guidelines, restrictions, sectors, correlations, concentrations, volatility, or 
tracking error target, all of which are subject to change over time. 

For index, indicator and survey definitions referenced in this report please visit the following: 
https://www.morganstanley.com/wealth-investmentsolutions/wmir-definitions

Morgan Stanley Smith Barney LLC. Member SIPC.
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