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Overview: The Perils of a Dysfunctional World

The global economy remainsin a weakened state. In late 2002, industrial world growth slowed to roughly a 1% pace
and has remained on that sluggish path ever since. Europe continues to weaken and the US shows only tentative signs of
recovery, at best. Meanwhile, Asiaistill feeling the pressures of SARS-related shortfalls, although China seemsto bere-
bounding smartly. All in all, our current baseline forecast calls for 2.5% growth in world GDP in 2003 — about one per-
centage point below trend and a pace that leaves the global economy on the brink of recession for the second time in the
past three years.

Two macro forces are bearing down on the global economy — the imbalances of a US-centric world and the post-
bubble shakeout of the US economy. Since 1995, the United States has accounted for about 60% of the cumulativein-
crease in world GDP — double its share in the global economy. This has resulted in a massive US current-account deficit
(5.1% of GDP in 1Q03) that seems likely to widen further as America s budget deficits expand in the years ahead. Mean-
while the United States, the unquestioned engine of the global economy, is now in the midst of a post-bubble shakeout.
Real GDP growth has averaged just 1.7% since early 2000, less that half the 4.3% average pace that prevailed during the
17 quarters of the bubble (1Q96 to 1Q00). This sluggishness reflects the lingering post-bubble headwinds of record private
sector indebtedness, subpar national saving, and a massive current account deficit.

Deflation isthe main risk in thisdysfunctional global economy. Three key forces are at work — all of which have con-
tributed to a significant gap between aggregate supply and demand: First, there are cyclical deflationary pressures stem-
ming from the recession of 2001 and the subsequent subpar recovery. Moreover, with a US-centric world having entered
this cyclical downturn at an exceedingly low inflation rate — 2.3% in the case of the US — a cyclical whiff of deflationis
al the morelikely. A second factor isthe bubble, itself. It led to excess capacity on the supply side of the equation and
has been followed by a post-bubble compression of aggregate demand. Third, globalization has resulted in marked in-
creases in aggregate supply — not just in tradable goods but also in once non-tradable services; this latter phenomenon re-
flects the globalization of deregulation, the M& A-induced expansion of multinational service providers, and the Internet,
which has led to a surge of 1 T-enabled outsourcing from countries such as India. Traditional reflationary policies may fail
to achieve traction in this climate.

Global rebalancing isthe only way out. The world needsto begin functioning as a global economy. A significant de-
preciation of the US dollar islikely to facilitate such atransition. After having risen 47% fromits record low in the spring
of 1995, the broad dollar index is off about 10% from its early 2002 highs. Based on current account adjustments of the
past, the dollar may have completed only 25-33% of its eventual decline. Not only will aweaker dollar help arrest defla-
tionary pressuresin the US, but it will force a shift in the mix of US growth away from the excesses of domestic demand
toward externally-led growth. The opposite can be expected elsewhere in the world — but only if structural reforms com-
mence in Europe and Japan. An anti-reform backlash is possible, driven by political and social concerns and fuelled by
competitive currency devaluations. That would short-circuit global rebalancing and lead to afar more treacherous end-
game for the global economy and world financial markets.
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A US-Centric World

Percent L opsided Global Economy
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Post-Bubble US Economy

A Unique Recession

Percentage Points
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Policy Traction?

Thereis no pent-up demand evi-
dent in two of the US economy’s
most policy-sensitive sectors...

...Nor is* capex” likely to spring
to life.

A key lesson from the Japanese
experience is that monetarism
may not work in a post-bubble
climate.
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Wher e'sthe Pent Up Demand?
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Subpar USPrognosis

America's Post-Bubble Hangover

Percent growth
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Euro-Shock

Lacking in domestic demand, a stronger
euro raises big risks to the European
growth outlook.

Europe has been hit by an asymmetrical
shock fromitslargest member, Ger-
many.

Germany is closest to the brink of out-
right deflation.
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Subpar Global Prognosis

Our 2.5% estimate of global GDP
growth in 2003 sees the world on the
brink of its second recession in three
years.

The mix of world GDP keeps growth
risks skewed to the downside.

Unlike the crisis-induced downturn of
1998 that originated in the developing
world, the current global downshift re-
flects a synchronous slowing in thein-
dustrial world.

Global Investment Research — July 2003
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Risk of Deflation

YoY Percant Is America Heading Toward Deflation?
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US GDP Chain-Weighted Price
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USinflation is currently running near a
50-year low, and there could be more to
come on the downside.
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Global Imbalances

Percent A Balance of Payments Crisis?
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US Saving Shortfall

Net National Saving as a Share of GDP

America’s net national saving rate fell
to an all-time low of 0.9% in the first
quarter of 2003.
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Rebalancing and the Dollar

Index Mar 73 = 100 Dollar Risk
150
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A further weakening of the dollar
may ultimately be an unavoidable by-
product of America’s external imbal-
ance.
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USHousing Bubble Alert

House Prices vs Rents
Index 1975 = 100
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Pruning White-Collar Bloat

Percent Shifting Mix of Employment
5
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Over the past 20 years, white-collar
employment growth has averaged
2.0%, double the 0.9% growth in
other employment.
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1984 1986 1988 1990 1992 1994 1996 1998 2000 2002

Source: Bureau of Labor Satistics, Morgan Sanley Research

Global Investment Research — July 2003

Please see the important disclosures at the end of this report.



Morgan Stanley

Page 14

Bond Market Risk

The recent rally in the bond mar-
ket appears traceable mainly to a
declineinreal interest rates; a
full-blown deflation scareis not
inthe price.

In a deflation-prone post-bubble
world, the Fed could remain ac-
commodating for longer than
most think.

Courtesy of the Bush administra-
tion’ s tax cuts and a weak econ-
omy, the non-Social Security
budget surplus has morphed into
a massive deficit.

Global Investment Research — July 2003

I nflation and the Bond M arket
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The China Factor

China remains the fastest-growing
economy in the world.

While Chinais still a small economy,
its growth is having a major impact
on the rest of the world.

China now exports more to the US
than Japan.

Global Investment Research — July 2003

Percent Chinese GDP Growth

1990 1992 1994 1996 1998 2000 2002 2004E

Source: IMF, Morgan Stanley Research

Percent China's Global Impact
45
74%
40 1 I Chinese Portion of Level
35

B Chinese Share of Growth: 2002

254
20 A
15
10 ~
5,
0

World GDP World Trade in World Capita
Goods Formation (Mfg)

Chinese Exports
Relative to GDP

Source: IMF, World Trade Organization, Morgan Sanley Research

USImport Market Share (% of total)

25

e

15 | -..~'~.~___Je_xpa|1

10 |
0 T

1987 1989 1991 1993 1995 1997 1999 2001

Source: Morgan Sanley Research

Please see the important disclosures at the end of this report.



MorganStanley

An Old Cycle?
Months Average Length of Business Cycle Expansion
160
140 | 1 Cycle
120*

120
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Months Tale of a Different Business Cycle?
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The current bubble-distorted busi- 20 4
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than to the modern-day cycles of the 101
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Source: Morgan Sanley Research

* Latest cyclical peak has been designated as March 2001 by the National Bureau of Economic Research. A cyclical trough has yet to be identified.
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Global Economic Outlook: GDP and I nflation

GNP/GDP Growth (%) CPI Inflation (%)

2000 2001 2002 2003E 2004E 2000 2001 2002 2003E 2004E
Global Economy 4.7 2.3 2.7 25 3.8 25 24 24 24 2.0
Industrial World 3.8 0.9 1.6 15 2.9 2.3 2.2 15 1.8 1.4
us 3.8 0.3 24 24 4.3 3.4 2.8 1.6 2.2 1.8
Australia 2.8 2.7 3.6 25 3.0 3.0 3.0 3.0 2.9 2.3
Canada 5.3 1.9 3.3 2.3 3.8 2.7 2.5 2.2 3.2 2.2
New Zealand 35 21 4.0 25 25 2.6 2.7 2.6 21 2.3
Europe 34 1.6 1.0 0.6 2.0 2.2 2.3 21 2.0 1.6
EMU 3.5 15 0.8 0.4 1.9 21 2.3 2.2 1.9 1.4
Austria 3.0 1.0 0.9 0.4 1.6 2.3 2.7 1.8 1.4 1.2
Belgium 3.7 0.8 0.7 0.7 1.9 2.6 2.5 1.6 1.2 13
Denmark 2.8 14 1.6 0.8 2.0 3.0 2.2 2.3 1.6 2.2
Finland 5.5 0.6 1.6 11 2.9 3.0 2.7 2.0 1.2 11
France 4.2 21 1.2 0.8 2.2 1.7 1.6 1.9 1.8 1.4
Germany 2.9 0.6 0.2 0.0 17 15 2.0 14 0.9 0.7
Greece 4.1 4.1 3.6 3.8 4.0 3.2 34 3.6 3.4 2.8
Ireland 10.0 5.7 6.0 3.0 4.0 5.2 4.0 4.7 4.1 3.2
Italy 3.3 17 0.4 0.4 1.6 25 2.8 25 25 2.2
Netherlands 3.3 1.3 0.2 -05 14 2.4 4.2 34 2.3 1.8
Norway 1.9 1.4 1.4 0.0 1.6 3.1 3.0 13 2.8 13
Portugal 3.7 1.6 0.5 0.0 1.7 2.9 4.4 3.6 35 2.8
Spain 4.3 2.7 2.0 1.7 2.7 35 3.6 35 2.9 24
Sweden 3.6 15 1.9 1.4 2.2 14 2.8 2.6 21 1.2
Switzerland 31 0.9 0.1 0.7 2.1 1.6 1.0 0.6 0.7 0.8
UK 31 21 1.8 1.7 2.4 2.9 1.8 1.6 2.9 2.6
Emerging Europe 6.3 1.6 3.6 3.6 4.3 20.9 20.1 16.0 11.6 8.9
Czech Republic 3.3 3.5 2.0 2.2 2.8 3.9 4.7 1.8 0.8 3.0
Hungary 5.2 3.7 3.3 2.7 3.3 9.8 9.2 5.3 4.3 4.1
Israel 6.5 -1.0 -1.4 2.3 4.1 11 11 5.7 3.3 18
Poland 4.0 1.0 1.3 25 4.0 101 5.5 2.0 1.2 2.2
Russia 9.0 5.0 4.1 4.5 4.6 21.0 21.6 151 13.6 10.5
Turkey 7.3 -7.5 6.5 4.2 5.8 56.4 53.5 47.2 26.9 19.2
South Africa 34 2.2 3.0 21 3.0 5.3 5.7 10.1 7.2 4.5
Japan 2.8 0.4 0.1 0.7 0.7 -0.3 -0.9 -0.8 -0.5 -0.7
Asia Ex-Japan 7.3 4.0 5.8 4.9 5.8 15 2.2 13 1.7 1.9
China 8.0 7.3 8.0 7.5 7.8 0.4 0.7 -0.8 0.1 0.1
Hong Kong 10.2 0.5 2.3 1.8 35 -3.7 -1.6 -3.0 -2.2 -0.5
India 5.1 4.1 4.7 4.9 5.6 4.2 3.8 4.3 4.3 4.4
Indonesia 4.9 3.4 3.7 3.0 3.8 3.8 115 11.9 9.0 8.0
Korea 9.3 3.0 6.3 3.0 4.9 2.3 4.1 2.8 25 31
Malaysia 8.5 0.3 4.1 3.0 4.7 1.6 1.4 1.8 2.0 2.2
Philippines 4.4 4.5 4.4 31 3.9 4.3 6.1 3.1 3.5 3.8
Singapore 9.4 -2.4 2.2 1.0 4.3 1.3 1.0 -0.4 0.9 1.2
Taiwan 5.9 -2.2 3.5 2.0 3.4 1.3 0.0 -0.2 0.0 0.8
Thailand 4.6 1.9 5.2 35 4.3 1.6 1.7 0.6 1.7 15
Latin America 4.1 0.5 -0.3 1.5 3.1 6.5 5.4 12.9 9.5 6.9
Argentina -0.8 -4.4 -10.9 5.8 4.3 -0.7 -1.5 41.0 7.0 7.9
Brazil 4.4 14 15 2.0 3.0 6.0 7.7 12.5 12.0 8.0
Chile 4.2 31 21 3.6 4.5 4.5 2.6 2.8 2.9 3.5
Colombia 2.9 1.4 15 2.1 2.7 8.7 7.6 7.0 6.5 6.0
Mexico 6.6 -0.3 0.9 1.9 2.6 9.0 4.4 5.7 3.8 4.0
Peru 31 0.6 5.2 3.3 3.2 3.7 -0.1 15 2.2 25
Venezuela 3.2 2.8 -8.9 -15.0 3.0 134 12.3 31.2 40.0 20.0

E = Morgan Sanley Research Estimates
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Global Economic Outlook: I nterest Rates, Bond Yields, and Currencies

3-Month Euro Rates (%) 10-Year Bond Yields (%) Exchange Rates

June 27  Sep03 Dec03 Mar04 June 27 Sep03 Dec03 Mar04 June 27 Sep03 Dec03 Mar04
G-3 Countries
us 0.85 1.40 1.60 1.75 3.5 4.0 4.25 4.40
Euro 2.1 1.7 1.6 1.7 3.8 3.5 3.7 3.9 1.18 1.21 1.17 1.14
Japan 0.08 0.06 0.06 0.03 0.7 0.7 0.6 0.4 120 116 113 110
Dollar Bloc
Canada 3.2 3.3 3.3 3.4 4.5 5.2 5.3 5.5 1.35 1.29 1.32 1.32
Non-EMU Europe
Denmark 2.2 2.2 2.0 2.0 4.0 3.8 4.0 4.2 7.42 7.46 7.46 7.46
Switzerland 0.3 0.2 0.2 0.2 25 2.4 24 2.4 1.55 1.53 1.50 1.50
Sweden 3.0 2.6 2.5 2.7 4.3 4.0 4.1 4.3 9.08 8.70 8.80 8.80
UK 3.6 3.5 3.7 4.0 4.2 4.0 4.2 4.7 0.70 0.74 0.70 0.68

$/GBP 1.67 1.64 1.67 1.68

Note: Data are end-of-period values. European exchange rates are against the Euro except where noted. E = Morgan Stanley Research Estimates

More detailed exchange rate forecasts are available in Morgan Sanley’s FX Pulse weekly.
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Global Stock Ratings Distribution
(as of May 31, 2003)

Coverage Universe Investment Banking Clients (IBC)
% of % of % of Rating
Stock Rating Category Count Total Count Total IBC Category
Overweight 549 30% 223 37% 41%
Equal-weight 858 47% 276 46% 32%
Underweight 416 23% 107 18% 26%
Total 1,823 606

Data include common stock and ADRs currently assigned ratings. For
disclosure purposes (in accordance with NASD and NYSE
requirements), we note that Overweight, our most positive stock
rating, most closely corresponds to a buy recommendation; Equal-
weight and Underweight most closely correspond to neutral and sell
recommendations, respectively. However, Overweight, Equal-weight,
and Underweight are not the equivalent of buy, neutral, and sell but
represent recommended relative weightings (see definitions bel ow).
An investor's decision to buy or sell a stock should depend on
individual circumstances (such asthe investor's existing holdings) and
other considerations. Investment Banking Clients are companies from
whom Morgan Sanley or an affiliate received investment banking
compensation in the last 12 months.

ANALYST STOCK RATINGS

Overweight (O). The stock’ stotdl return is expected to exceed the average total return of the analyst’ sindustry (or industry
team’s) coverage universe, or the relevant country MSCI index, on arisk-adjusted basis over the next 12-18 months.

Equal-weight (E). The stock’ s total return is expected to be in line with the average total return of the analyst’ s industry (or
industry team’s) coverage universe, or therelevant country MSCI index, on arisk-adjusted basis over the next 12-18 months.

Underweight (U). The stock’ s totd return is expected to be below the average total return of the analyst’ s industry (or industry
team’s) coverage universe, or therelevant country MSCI index, on arisk-adjusted basis over the next 12-18 months.

More volatile (V). We estimate that this sock has more than a 25% chance of a price move (up or down) of more than 25% in
amonth, based on a quantitative assessment of historical data, or in the analyst’ s view, it islikely to become materially more
volatile over the next 1-12 months compared with the past three years. Stocks with less than one year of trading history are
automatically rated as more volatile (unless otherwise noted). We note that securities that we do not currently consider "more
volatile" can ill perform in that manner.

Ratings prior to March 18, 2002: SB=Strong Buy; OP=Outperform; N=Neutral; UP=Underperform. For definitions, please go to www.morganstanley.con/companycharts.

ANALYST INDUSTRY VIEWS

Attractive (A). The analyst expects the performance of his or her industry coverage universe to be attractive vs. the relevant
broad market benchmark over the next 12-18 months.

In-Line(1). Theanalyst expects the performance of his or her industry coverage universe to bein line with the relevant broad
market benchmark over the next 12-18 months.

Cautious (C). The andyst views the performance of hisor her industry coverage universe with caution vs. the relevant broad
market benchmark over the next 12-18 months.

Sock price charts and rating histories for companies discussed in thisreport are also available at
www. morganstanl ey.com/companycharts. You may also request thisinformation by writing to Morgan Sanley at 1585
Broadway, 14th Floor (Attention: Research Disclosures), New York, NY, 10036 USA.
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Important US Regulatory Disclosures on Subject Companies
The information and opinionsin this report were prepared by Morgan Stanley & Co. Incorporated and its affiliates (“Morgan Stanley”).

The research analysts, strategists, or research associates principally responsible for the preparation of this research report have received com-
pensation based upon various factors, including quality of research, investor client feedback, stock picking, competitive factors, firm revenues
and overall investment banking revenues.

Other Important Disclosures

For adiscussion, if applicable, of the valuation methods used to determine the price targets included in this summary and the risks related to
achieving these targets, please refer to the latest relevant published research on these stocks. Research is available through your sales repre-
sentative or on Client Link at www.morganstanley.com and other electronic systems.

This report does not provide individually tailored investment advice. It has been prepared without regard to the individual financial circum-
stances and objectives of persons who receiveit. The securities discussed in this report may not be suitable for al investors. 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 a particular investment or strategy will depend on an investor’ s individual circumstances and objec-
tives.

Thisreport is not an offer to buy or sell any security or to participate in any trading strategy. In addition to any holdings that may be dis-
closed above, Morgan Stanley and/or its employees not involved in the preparation of this report may have investmentsin securities or de-
rivatives of securities of companies mentioned in this report, and may trade them in ways different from those discussed in this report. De-
rivatives may be issued by Morgan Stanley or associated persons.

Morgan Stanley isinvolved in many businesses that may relate to companies mentioned in this report. These businesses include specialized
trading, risk arbitrage and other proprietary trading, fund management, investment services and investment banking.

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 report change apart from when we intend to discontinue research cov-
erage of a subject company.

Reports prepared by Morgan Stanley research personnel are based on public information. Facts and views presented in this report have not
been reviewed by, and may not reflect information known to, professionals in other Morgan Stanley business areas, including investment
banking personnel.

The value of and income from your investments may vary because of changesin 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 rightsin your securities transactions. Past performance is not necessarily a guide to future performance. Estimates of future perform-
ance are based on assumptions that may not be realized.

This publication is disseminated in Japan by Morgan Stanley Japan Limited; in Hong Kong by Morgan Stanley Dean Witter Asia Limited; in
Singapore by Morgan Stanley Dean Witter Asia (Singapore) Pte., regulated by the Monetary Authority of Singapore; in Australia by Morgan
Stanley Dean Witter Australia Limited A.B.N. 67 003 734 576, alicensed dealer, which accepts responsibility for its contents; in certain
provinces of Canada by Morgan Stanley Canada Limited, which has approved of, and has agreed to take responsibility for, the contents of
this publication in Canada; in Spain by Morgan Stanley, S.V., SA., aMorgan Stanley group company, which is supervised by the Spanish
Securities Markets Commission (CNMV) and states that this document has been written and distributed in accordance with the rules of con-
duct applicable to financial research as established under Spanish regulations; in the United States by Morgan Stanley & Co. Incorporated and
Morgan Stanley DW Inc., which accept responsibility for its contents; and in the United Kingdom, this publication is approved by Morgan
Stanley & Co. International Limited, solely for the purposes of section 21 of the Financial Services and Markets Act 2000 and is distributed
in the European Union by Morgan Stanley & Co. International Limited, except as provided above.Private U.K. investors should obtain the
advice of their Morgan Stanley & Co. International Limited representative about the investments concerned. In Australia, this report, and any
accessto it, isintended only for “wholesale clients’ within the meaning of the Australian Corporations Act.

The trademarks and service marks contained herein are the property of their respective owners. Third-party data providers make no warranties
or representations of any kind relating to the accuracy, completeness, or timeliness of the data they provide and shall not have liability for any
damages of any kind relating to such data. The Global Industry Classification Standard ("GICS") was developed by and is the exclusive
property of MSCI and S&P.

This report or any portion hereof may not be reprinted, sold or redistributed without the written consent of Morgan Stanley.
Additional information on recommended securitiesis available on request.
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