
At the root of determining when a cycle 
may end is trying to determine when a 
recession may begin. As a result, we rely 
on signal strength of recession indicators 
to determine where we are in the current 
economic cycle. To be very honest, it 
is difficult to identify discrete periods 
that mark turning points in a cycle. This 
is especially true today because there is 
such heavy disagreement on where we 
are in this cycle. As we see it, there are 
three key indicators of the current cycle 
that are at odds with each other:
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Where are we in the current economic cycle?  
Indicators are conflicting.  

CONSUMER SPENDING 
& CONSUMPTION

is surging which indicates 
we are early in the cycle.

INVESTMENT &  
CAPITAL EXPENDITURE

is strong and we have seen 
gains in productivity, which 
indicates we are mid cycle.

LEVERAGE

is high, which 
indicates we are 
late in the cycle.
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Note: This normalized data set represents US economic cycles going back to 1960
Source: Haver Analytics, Bloomberg, BIS, NAIRU, Morgan Stanley Investment Management. Data as of July 31, 2018

  Current (Early)    Current (Mid)    Current (Late)    Late Cycle Median
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Our view on the economic cycle indicators
We believe we are halfway to two-thirds of the way through the 
current economic cycle. Why? Because we believe the current 
signals indicating we are earlier in the economic cycle are 
stronger than those signaling we’re late in the cycle.  

High levels of corporate leverage are often cited as a late 
cycle signal. However, we must take into account that many 
corporations have taken advantage of the low interest rate 
environment. Over the past several years corporations have 
refinanced their debt at lower rates and extended its maturity. 
This weakens leverage as a late cycle signal.

On the other hand, business investment and consumer related 
indicators are currently signaling we are earlier in the economic 
cycle. Thus pulling our view of the cycle inward leading us to 
believe we are somewhere past the midpoint, but not late cycle. 

But policy matters too
Fiscal policy, namely corporate taxes and regulatory reform, 
have bolstered the markets, allowing the current high growth 
environment to continue for longer than previously expected. 
This likely means the economic cycle has been extended. 

But the U.S. Federal Reserve (Fed)’s policy may be at a tipping 
point. Following the global financial crisis the Fed conducted a 

period of quantitative easing in which it purchased government 
securities, building up its balance sheet, in an effort to increase 
cash/liquidity available in the market. During this time the Fed 
also lowered the fed funds rate to further reduce interest rates 
and increase market liquidity. 

As the economy improved, the Fed began unwinding these 
policies by first increasing the fed funds rate. However, these 
rate increases have created foreign currency and U.S. dollar 
distortions, as well as global asset price dislocations. 

We believe it is time for the Fed to shift their focus from 
increasing interest rates to reducing the assets on its balance 
sheet. This would allow time for the rest of the world to catch 
up to our interest rate levels. A reduction in balance sheet could 
“normalize” the yield curve and restore the excess yield earned 
on long term bonds over short term bonds, otherwise known as 
term premia. 

Conclusion
If we had to make an estimate, we would argue that the 
economic cycle comes to an end in 2021, which lines up with 
many recession model forecasts. Broadly, we believe we are in a 
benign interest rate environment, and high yielding strategies 
will remain coveted.

Risk Considerations
There is no assurance that a Portfolio will achieve its investment objective. Portfolios are subject to market risk, which is the 
possibility that the market values of securities owned by the Portfolio will decline and may therefore be less than what you paid 
for them. Accordingly, you can lose money investing in this Portfolio. Please be aware that this Portfolio may be subject to 
certain additional risks. 

Fixed income securities are subject to the ability of an issuer to make timely principal and interest payments (credit risk), 
changes in interest rates (interest rate risk), the creditworthiness of the issuer and general market liquidity (market risk). In the 
current rising interest rate environment, bond prices may fall and may result in periods of volatility and increased portfolio 
redemptions. Longer-term securities may be more sensitive to interest rate changes. In a declining interest rate environment, 
the Portfolio may generate less income. Mortgage- and asset-backed securities are sensitive to early prepayment risk and a 
higher risk of default, and may be hard to value and difficult to sell (liquidity risk). They are also subject to credit, market and 
interest rate risks. Certain U.S. government securities purchased by the Strategy, such as those issued by Fannie Mae and 
Freddie Mac, are not backed by the full faith and credit of the U.S. It is possible that these issuers will not have the funds to 
meet their payment obligations in the future. High-yield securities ("junk bonds") are lower-rated securities that may have 
a higher degree of credit and liquidity risk. Public bank loans are subject to liquidity risk and the credit risks of lower-rated 
securities. Foreign securities are subject to currency, political, economic and market risks. The risks of investing in emerging 
market countries are greater than risks associated with investments in foreign developed countries. Sovereign debt securities 
are subject to default risk. Derivative instruments may disproportionately increase losses and have a significant impact on 
performance. They also may be subject to counterparty, liquidity, valuation, correlation and market risks. Restricted and 
illiquid securities may be more difficult to sell and value than publicly traded securities (liquidity risk).
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IMPORTANT DISCLOSURES
Past performance is no guarantee of future results.
The views, opinions, forecasts and estimates expressed of the author or the investment  
team as of the date of preparation of this material and are subject to change at any time  
due to market, economic or other conditions. 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 portfolio managers at Morgan Stanley 
Investment Management (MSIM) or the views of the firm as a whole, 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. These 
conclusions are speculative in nature and are not intended to predict the future 
performance of any specific Morgan Stanley Investment Management product.
Certain information herein is based on data obtained from third party sources 
believed to be reliable. However, we have not verified this information, and we 
make no representations whatsoever as to its accuracy or completeness.
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.
This communication is not a product of Morgan Stanley’s Research Department 
and should not be regarded as a research recommendation. The information 
contained herein has not been prepared in accordance with legal requirements 
designed to promote the independence of investment research and is not subject 
to any prohibition on dealing ahead of the dissemination of investment research.

DISTRIBUTION
This communication is only intended for and will be only distributed to 
persons resident in jurisdictions where such distribution or availability 
would not be contrary to local laws or regulations.
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. Prior to investing, 
investors should carefully review the strategy’s/product’s relevant offering 
document. There are important differences in how the strategy is carried out 
in each of the investment vehicles.
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this document shall not be issued, circulated, distributed, directed at, or made 
available to, the public in Hong Kong. Singapore: This document should not be 
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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. Australia: This publication is disseminated 
in Australia by Morgan Stanley Investment Management (Australia) Pty Limited 
ACN: 122040037, AFSL No. 314182, which accept responsibility for its contents. 
This publication, and any access to it, is intended only for “wholesale clients” 
within the meaning of the Australian Corporations Act.
Japan: For professional investors, this document is circulated or distributed for 
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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 2.16% 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  
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Provided Prior to the Conclusion of a Contract carefully before executing an 
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410 (Director of Kanto Local Finance Bureau (Financial Instruments Firms)), 
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U.S.: A separately managed account may not be suitable for all investors. 
Separate accounts managed according to the Strategy include a number of 
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before investing. A minimum asset level is required. For important information 
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