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The current geopolitical events on top of the
ever present COVID-19 virus pandemic might
make it seem like the world has been turned
upside down. Yet, as disturbing as these events
are, they are really just accelerating trends
that were already well under way. Rising debt,
global food and energy price hikes, territorial
conflicts, increasing climate change and
continuing technological barriers have only
become even more pronounced with Russia’s
invasion of Ukraine. In this paper, we convey our
ten themes for the year, examining the deeper
trends that will likely have major economic,
political and market impact.
1. Debt Proliferation
Inching higher for four decades, global debt soared during
the pandemic, driven by government borrowing. Twenty five
countries, including the U.S. and China, have total debt above
300 percent of GDP, up from none in the mid-1990s.1 Money
printed by central banks designed to protect lives, preserve jobs
and prevent bankruptcies also inflated the financial markets,
which were about the same size as the global economy in 1980,
and are now more than four times larger.2
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Government debt sustainability depends
on economic growth, budget balances
and the interest cost of servicing debt.
The key to debt servicing cost is the real
interest rate. And with higher inflation
ahead, even if nominal yields rise, real
yields are likely to stay negative or low.
That makes it unlikely we will witness
a debt implosion, which would be the
worst-case scenario for financial markets.
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Debt Spikes Coincide with Negative Real Rates
U.S. debt as a percentage of GDP and Real Yields
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U.S. Inflation Highest Since the 1980s
Consumer Price Index – Year-over-year %
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The economy of the 1970s not only
suffered from two oil price shocks (Arab
oil embargo in 1973 and the 1979 Iranian
Revolution), but the closing of the gold
window and subsequent floating of the
dollar, the unwinding of wage controls
that had suppressed wage inflation
earlier in the decade, and widespread
unionization that led to higher
wage demands.

Govt. Debt/GDP

2. But No Debt Implosion
U.S. government debt is at the highest
level ever, at 133% of GDP, although
it reached a similar levels of 121% in
1946 after World War II (Display 1).3
And yet, the debt service burden is not
as large as it was historically. Over the
past decade, average global interest
rates were lower than average global
nominal GDP growth rates.4 This has
made debt sustainable across countries,
a marked difference compared to the
conditions before and amid the great
financial crisis. The downside, however,
is that higher rates will likely have a
much greater impact on government and
non-government balance sheets, and
risk being much more damaging today
than they were just over a decade ago.
This could force policy makers to remain
behind the curve.

3. Inflation Genie Out of the Bottle
For a long time, inflation had been tamed.
Last decade, inflation in the U.S. averaged
only 1.8%.5 But as the rush of government
COVID-19 relief spending and debt last
year, as well as the rise in oil prices driven
by the Russian invasion of Ukraine push
inflation higher, many in the media fear
a return to 1970s levels of double-digit
inflation when it rose to 11% in 1974 and
more than 13% in 1980 (Display 2).6

Real Yield

This has only deepened the debt trap:
societies addicted to debt find it tough
to cut back, for fear of triggering a wave
of bankruptcies and market contagion.
Central bank mandates are generally
designed to stabilize inflation and
employment, but now also require that
tremors in the financial economy do
not negatively impact the real economy.
Faced with such a dilemma, central banks
need to avoid tightening too fast—a
delicate balancing act that, if mishandled,
could generate additional volatility and
even greater stress in financial markets.
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But it isn’t the 2010s anymore either.
The U.S. does have an inflation problem,
which is likely to persist. Demographic
decline means fewer workers and higher
wages. Deglobalization—weakening
flows of goods, money and people—
reduces competition. Weak productivity
growth implies higher costs. Efforts to
reduce carbon emissions is inflationary,
as we note below. Sustained supply
disruptions due to the Russian invasion of
Ukraine will also put pressure on prices.
The bigger risk however comes from asset
prices. Even when the financial markets
were much smaller than they are today,
their corrections could depress consumers
and lead to consumer price deflation, as
Japan experienced in the 1990s.
4. Greenflation Paradox
Climate change is raising demand for
the so-called “green” metals like copper
and aluminum, but green politics has
been reducing raw material supplies of
all kinds. Investment in mines and oil
fields has dropped by more than 50%
in the last five to ten years (Display 3).7
Normally new technologies fuel a last
gasp of defensive investment in old ones,
like electricity growth spurred a gas
lighting boom in the early 1900s that
continued for many years.
Green building projects will raise demand
for “dirty metals” and fossil fuel. Green
politics will cut supply, inflating the
cost of building a cleaner economy. The
harder policymakers try to bring forward
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DISPLAY 3

Global Oil and Mining Capital Expenditure Has Dropped Significantly
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Since then, the U.S. economy has
become progressively less energy intensive
reducing the impact of an energy price
shock compared to the 1970s. The decline
in union membership over the recent
decades also puts a dampener on intense
wage pressures.
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the shift away from fossil fuels, the less oil
and gas exploration will take place, and
oil prices will need to be higher until the
transition is well advanced, and that can
take many years.
The curbs on Russian energy exports
have seen rising oil prices and increased
calls to expand domestic production.
Governments are more focused on
alleviating near-term price shocks but
the long term trend is to cut reliance on
fossil fuels. Both the demand and supply
side dynamics in several commodities
are supportive of a multi year boom in
commodity prices.

Emerging markets (EM) have fallen
off the radar after the worst decade for
emerging stock market returns since the
1930s8—and to makes matters worse, EM
equities had another disappointing year
in 2021. The MSCI Emerging Markets
Index declined -2.3%, underperforming
the MSCI World Index by 25%, due to a
number of factors including: an economic
slowdown driven by policy tightening, a
regulatory crackdown in China, inflation
overhang, dollar strength, EM currency
weakness and COVID-19 shocks.9

5. An Emerging Markets Comeback
Every decade one investment theme
captures the attention of investors. The
2010s was dominated by large tech
companies in the U.S. as the U.S. emerged
from the Global Financial Crisis with a
deleveraged economy, a cheap dollar and
very attractive overall asset valuations.

Several critical catalysts, however, should
turn the macro environment positive
for the EM asset class this decade. We
expect a comeback for select EM equities
over the next few years driven by a postpandemic recovery, pandemic-inspired
reform, manufacturing, ongoing strength
in commodities and the digital revolution.
Asset class valuations are at very attractive
levels, with equities at nearly a 50%
discount based on composite metrics.10

only and is not meant to depict the performance
of a specific investment. Past performance is
no guarantee of future results. See Disclosure
section for index definitions
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6. China 3.0
China’s old economy is slowing, weighed
down by depopulation, declining
productivity, high debt and the hollowing
out of manufacturing industries. Going
forward, growth will come increasingly
from the next generation of the new,
“hard tech” driven economy.
In the 2010s, China’s new economy was
rising on consumer internet service giants
that offered shopping, entertainment,
mobile banking and the like. We believe
the next turn will be to science based
industries like semiconductors, artificial
intelligence, quantum computing,
biotech and high-end manufacturing.
Xi is pushing for self-reliance in tech,
meaning in particular less reliance on the
U.S. in order to localize supply chains.
His drive to make China carbon neutral
signals deeper investment in sectors such as
electronic vehicles and renewable energy.
If the 2000s saw the last surge of the Old
China, and the 2010s the rise of New
China, the 2020s will be the decade
of China 3.0—an even more deeply
digitizing economy.
7. A Silicon Curtain Descends
For the past decade, nations have erected
barriers intended to slow the flow of
people, trade and even money. Data has
been the one exception. According to
Ericsson, mobile data traffic in the third
quarter of 2021 alone exceeded all the
mobile traffic before 2017.11
In the U.S. and Europe, it is the regulators
that are trying to rein in the tech giants
to even the playing fields. Other countries
are filtering data, and blocking it from
crossing borders, creating the “Silicon
Curtain.” Data localization requirements
now act as non-tariff barriers to digital
services trade and could reduce the
efficiency of digital data trade.
Techno-nationalism is on the rise where
countries are viewing private-sector
11
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Home Prices at Their Highest Year-over-Year Increase Since 1980
OECD Nominal House Price Index Year-over-Year
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technological developments through the
lens of national security.
Russia’s invasion of Ukraine is likely to
accelerate the fragmentation of the global
economy—to include financial systems,
beyond the traded goods system.
8. Strategic Investments
We could witness a renewed capital
expenditure cycle in several parts of the
world to deal with global warming and
geopolitical challenges.
The realization that a net zero world
path is not easy will lead to investments
to meet the goals of energy security
and expanding alternative supplies.
For economic resilience, countries will
focus on onshoring some productive
capacity; insulating supply chains from
geopolitical risk; and building inventories
of important commodities and goods.
The world of Just-in-Time Management
may be structurally changing.
There is a need to increase defense
spending especially in Europe and
substitution of capital for labor could
become necessary as faster wage growth
will encourage higher labor-replacing
investment.
12
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After 75 years of austerity in Germany,
the tide may be turning. The pandemic
saw Germany accept aggressive fiscal
stimulus and debt mutualization within
the EU. Recent EU bonds are a step in the
direction to support these investments.
9. Return of the Material World
In the 2000s the world was overinvested
in commodities and underinvested in
technology. In the 2010s decade that
trend reversed.12 Now a turn towards the
commodities is underway.
Despite the hype for the intangible
economy, the rise in prices in the physical
economy—land, cars, raw materials
and human labor—tells a different
story. A housing deficit has seen home
prices rise 14% last year in Organisation
for Economic Co-operation and
Development (OECD) countries, the
highest since 1980 (Display 4).13
Growing demand from millennials
helped drive the global boom in both
house and car prices in 2021. The cars
of the future may be smarter than the
current gasoline-burning models, but
they also require a lot more copper and
aluminum—an electric car requires more
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than three times as much copper—to
connect their batteries and software.
Physical labor shortages are translating
into increased wages worldwide.
Even the advances in the metaverse
have fostered a land-grab as data centers
become the new real estate. Behind every
digital screen is an array of microchips
and costs that have soared amid a global
shortage, demonstrating how even the
most digital tech sectors are not immune
from physical world constraints.
10. Elections, Geopolitics and
Market Risk
U.S. midterm elections and Russia’s
invasion of Ukraine will likely weigh
on global stock markets. The average
drawdown in U.S. markets is historically
much greater in a mid-term election year
compared to any other.14 The silver lining
is that more often than not, markets
have bounced back strongly in the year
following those elections.15

Russia has swiftly achieved pariah status
and we believe will remain uninvestable
for some time unless there is a regime
change, a prospect that will add further
uncertainty and global market turmoil.
Our work on 27 geopolitical conflicts
since 1939 shows markets have had a
probability of being up 70% of the time
a year out after the conflict.16 Disruptive
geopolitical events are abruptly
discounted by global markets in the short
term, while the underlying economic
context tends to prevail over the
medium to longer term. The commodity
price shock as a result of the current
geopolitical situation has been significant
and, if sustained, could present an
altogether different challenge for the
global economy, with the potential to
affect the monetary policy cycle, growth
and earnings cycles.
Panic selling by retail investors who
opened trading accounts for the first
time during the pandemic could add

further pressure. From the United States
to Europe, millions of people opened
trading accounts for the first time in 2021
and in the U.S., net purchases of stock
topped $1 trillion for the first time,17 a
trend that has continued so far this year.
In Summary
Economic recovery from the COVID-19
pandemic has been derailed by geopolitical
concerns. Russia’s invasion of Ukraine
has further advanced trends that were
already in play. Food and energy price
hikes will add to inflationary pressures as
an indebted global economy prepares to
tackle climate change and health concerns.
Fears of continued conflict in Europe and
beyond will increase calls for technology
and broader protectionism, bringing
a greater appreciation for the physical
world. These trends will continue to shape
economic, political and market dynamics
in 2022—and beyond.

Risk Considerations
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INDEX DEFINITIONS

The MSCI Emerging Markets Index is a free float-adjusted market capitalization
weighted index that is designed to measure equity market performance of
emerging markets. The MSCI U.S. Index is designed to measure the performance
of the large and mid cap segments of the U.S. market. The MSCI World Index
is a free float adjusted market capitalization weighted index that is designed
to measure the global equity market performance of developed markets. The
term “free float” represents the portion of shares outstanding that are deemed
to be available for purchase in the public equity markets by investors. The
performance of the Index is listed in U.S. dollars and assumes reinvestment
of net dividends. The S&P 500® Index measures the performance of the large
cap segment of the U.S. equities market, covering approximately 75% of the
U.S. equities market. The Index includes 500 leading companies in leading
industries of the U.S. economy.
IMPORTANT INFORMATION

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. 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
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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.
Eaton Vance is par t of Morgan Stanley Investment Management.
Morgan Stanley Investment Management is the asset management division
of Morgan Stanley.
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, Atlanta Capital Management LLC, Eaton Vance
Management International (Asia) Pte. Ltd.
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 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. Spain: MSIM FMIL (Madrid Branch), Calle Serrano 55,
28006, Madrid, Spain.
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).
EVMI utilises a third-party organisation in the Middle East, Wise Capital
(Middle East) Limited (“Wise Capital”), to promote the investment capabilities
of Eaton Vance to institutional investors. For these services, Wise Capital
is paid a fee based upon the assets that Eaton Vance provides investment
advice to following these introductions.
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U.S.
A separately managed account may not be appropriate for all investors.
Separate accounts managed according to the Strategy include a number
of securities and will not necessarily track the performance of any 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.

Please consider the investment objectives, risks, charges and
expenses of the funds carefully before investing. The prospectuses
contain this and other information about the funds. To obtain a
prospectus for the Morgan Stanley funds please download one
at morganstanley.com/im or call 1-800-548-7786. Please read
the prospectus carefully before investing.
Morgan Stanley Distribution, Inc. ser ves as the distributor for
Morgan Stanley Funds.
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Hong Kong: This material has been issued by Morgan Stanley Asia Limited for
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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
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applicable provision of the SFA. This publication has not been reviewed by
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Management is exempt from the requirement to hold an Australian financial
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management agreements (“IMA”) and investment advisory agreements
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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.
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