Morgan Stanley | researcs

April 14, 2023 03:12 PM GMT

Global Economics | North America

Global Inflation Monitor

Global headline dropped, 5.5%Y in Feb (vs 6%Y in Jan). The
slowdown was mostly driven by energy prices. Global supply
chains have been healing since 2H22; what does it mean for
goods inflation? We analyze the cases of US and EA in our
thematic piece.

We estimate the effect of supply chain improvement on goods inflation in US
and EA

Our model forecasts a more meaningful effect in US (-1.6% from Jun-22 to
Dec-23) than in EA (-0.9%). The effect on PPIs is more substantive for both

economies.

While US goods inflation has been decreasing on the back of better supply
chains since mid-2022, the effect of supply chain easing started to kick in
1Q23 in EA.

Cars prices are more important for the US outlook because: (i) they
increased more during 2020/21, (ii) cars are more important in the goods
CPI basket in the US.

In the most recent US CPI, new car prices rose again, but a slowing new
cars market and tighter lending standards should soften prints this year.
Going forward we might see a temporary boost in used prices as auction
prices have ticked up recently.

Downward path in headline %Y rates in US and EA. An upward surprise in UK.

We think headline in Japan and Australia already peaked

In the US, headline CPI decreased to 5%Y in March (6%Y in Feb). Core
goods sequential inflation accelerated again due to higher new cart prices,
but rents and OER decelerated at the margin.

EA HICP strongly declined in March (6.9%Y vs 8.5%Y in Feb), driven
entirely by energy. But core inflation increased to 5.7%Y (vs 5.6%Y in Feb),
and food surprised to the upside. We expect strong core prints ahead,
mainly driven by services.

In the UK, headline CPI surprised to the upside, 10.4%Y in Feb (vs 10.1%Y in
Juan), but data collection day was on Valentine's day possibly biasing
numbers upwards, especially hospitality and catering.

In Japan, headline CPI decreased to 3.3%Y in Feb from the previous reading
of 4.3%Y. But US-style core exceeded 2%Y for the first time since Dec-92,
mainly driven by goods and reflecting increasing import prices.
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e In Australia, monthly headline inflation fell to 7.3%Y in Feb from 7.1%Y in
the previous month. We see a downward path ahead as large drivers like
food, recreation, and housing purchases decelerate.

Low inflation in China despite the rebound, food-driven volatility in India, non-
core explains prints in Korea and Indonesia

e In China, Jan-Feb CPI came in at a mild 1.6%Y (vs. 1.8%Y in Dec-22), while
core CPI remained subdued at 0.8%Y (0.7% in Dec-22). We expect
manageable inflation ahead due to labor market slack and idle capacity
utilization.

e In India, there is a bumpy path for headline CPI as food represents ~40%
of the CPI basket. Headline CPI for March slowed to 5.7%Y from 6.4% in
Feb. Core showed a broad-based drop too.

e Oil and food mostly explain recent prints in Korea and Indonesia,
respectively. Lower oil prices caused a drop in headline to 4.8%Y in Feb
(52% in Jan) in Korea, and food acceleration boosted headline in Indonesia
to 5.5%Y in Feb (5.3%Y in Jan). But core decelerated a touch in both
economies.

More uncertain path ahead in Russia, upward surprise in South Africa, headline
remains elevated in Turkey and CE3

e In Russia, inflation decreased a bit: 11%Y in Feb (vs 11.8%Y in Jan). Pressures
are broad-based and core remains above headline. A weaker ruble,
stronger consumption and fiscal spending add upward pressure to the
outlook.

e In Turkey, headline decreased in Feb (50.5%Y vs 55.2%Y in Jan). The decline
reflects FX stability and base effects.

e In CE3, inflation came out broadly in line with expectations (Hungary:
25.2%Y in March, Poland: 18 4%Y in Feb, Czech: 16.7%Y in Feb). Food and
energy inflation started to decelerate while core inflation remains on an
upward path in Hungary and Poland. In Czech Rep core inflation continued
it's gradual descent helped by lower imputed rents.

¢ In South Africa, headline surprised to the upside with 7%Y in Feb (6.9%Y in
Jan). Load-shedding is likely playing a role. We see a downward path ahead
but CPI remains ahead of target (4.5%Y) until 3Q24.

On a downward trajectory in Brazil, Mexico, Chile, the idiosyncratic cases are
Colombia and Argentina

e In Brazil, decreased again, 4.65%Y in March (vs 5.6%Y in Feb). The drop in
annual rates since last year is mainly driven by non-core, but core inflation
decelerated at the margin the last print.

e In Mexico, CPI data surprised to the downside in TH/Feb (7.76%Y), after bad
January numbers (7.88%Y 2H/Jan). There is persistence in core inflation,

with concerns mostly centered on core services.
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¢ In Argentina inflation came at 102.5%Y in Feb (98.9%Y in Jan). The bulk of
price pressures came from food and beverages amid a severe drought.
Tariff adjustments and hotels and restaurants were also key components.

e Chile's surprised to the downside but it is still high (11.9%Y vs 12.3%Y in
Jan), services inflation is accelerating at the margin. Colombia's inflation
keeps increasing (13.3%Y in Feb) and it is broad-based.

Exhibit 1: Global inflation dropped in February

8
Global CPI and components (%Y)
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Source: Haver Analytics, Morgan Stanley Research. Global inflation excludes Russia, Ukraine, Turkey and Argentina. China's CPI weights are
the ones inferred by Bloomberg.
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Goods inflation amid supply chains healing

Diego Anzoategui

Core goods inflation will likely be an important source of core disinflation in US and EA
this year. We have been highlighting progress in global supply chains since last year, but
how exactly will this progress affect core goods inflation? We use a simple model

relating our Morgan Stanley Supply Chain Index (MSSCI) with core goods inflation. Our
results point to 160 and 90bp disinflation coming from supply chains form mid-2022 to

Dec-23 in US and EA, respectively. The effect on producer price index (PPI) inflation is
larger for both economies.

Supply chains have been healing for a while. PMI delivery times and backlogs, both key
components of the index, have been improving since 2Q21. In terms of shipping costs by
sea, both the Baltic Dry Index (BDI) and containership rates decreased meaningfully. BDI
is now at pre-COVID levels, and containership rates are still 50% higher than 2019 levels
but way below the peak in 1Q22. Airfreight rates also decreased; still not reaching pre-

COVID levels, but the improvement is meaningful especially considering foreign carriers
as reflected by the US BLS airfreight import price index.

Exhibit 2: Overall delivery times and backlogs are improving
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Source: Haver, Morgan Stanley Research. Note: Series are PPP weighted averages across G4, China, Korea and Taiwan
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Exhibit 3: Shipping by sea is now cheaper.. Exhibit 4: ...and airfreights prices also
dropped, especially in foreign carriers

80000 6000
Containership rates ($/day)
70000 250 450
—— Baltic Dry Index (Jan-85=1000 - right) 5000 o
60000 Air Freight prices (US exports)

50000 4000 200 —— Air Freight Prices (US imports-right)
40000 3000
150

30000 2000

20000 100
1000 150

10000

0 0
o

Dec-19
Dec-22
Feb-23

Source: Clarksons Research, Haver, Morgan Stanley Research.

Source: Haver, Morgan Stanley Research.

We have been keeping track of the state of supply chain conditions in our monthly

release of the MSSCI, an index that summarizes the series shown above and more

granular data for individual economies.! Our data release consists of two indexes, the
MSSCI that keeps tracks of supply-side developments (MSSCI Index on BBG), and the
MSSCI supply and demand (MSSCISD Index) which summarizes the interplay between
supply and demand. That is, the MSSCI aims to capture the effect on supply chains from
supply shocks like lockdowns, whereas the MSSCISD is affected by both supply and
demand factors and, therefore, it is also driven by swings in global demand for goods.

Both indexes show great progress since 4Q21, with some bumps. Both the MSSCl and
MSSCISD peaked in 4Q21 and are now in a clear downward path. But there are two
clear bumps in the series, perhaps more clearly reflected in the MSSCI path. The first
one was in 1Q22 during the start of the Russian invasion to Ukraine, that hit delivery
times and containership rates. The second happened in 4Q22, when progress in overall
backlogs and charter rates stalled, and individual indicators for China worsened as
COVID cases spiked after lifting the zero-COVID policy. Both MSSCI and MSSCISD are
way below their peaks, but progress has been sharper for MSSCISD, reflecting the
importance of lower global demand conditions reducing bottlenecks. Exhibit 7 shows a
reduction in our proxies for global demand: overall PMI new orders and purchases. Both
series moved to contractionary territory from 2Q22 with a recent uptick after China's
reopening.

Keeping track of both MSSCI and MSSCISD is key for assessing the goods inflation
outlook. Short-run fluctuations in the state of global supply chains reflect the interplay
of both demand and supply conditions. The global business cycle determines the
demand side of the equation, and therefore it is natural to see cyclical fluctuations in
the MSSCISD, the index that incorporates demand conditions. And these cyclical
fluctuations are useful to identify inflationary pressures in the short run. For a given
supply, a more depressed demand reduced bottlenecks and inflationary pressures. But
supply-side factors are critical when we start thinking of future inflation once the
current downturn ends, and that is why the MSSCl is useful. If supply conditions don't
come back to normal levels, inflationary pressures on goods will likely be more
pronounced once the global economy regains momentum.
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Exhibit 5: MSSCl is on a clear downward path, Exhibit 6: MSSCISD is now at historical levels
but still above normal levels.. due to depressed global demand

Morgan Stanley Supply Chain Index (MSSCI)

MSSCI Supply and Demand (MSSCISD)

Source: Morgan Stanley Research.
Source: Morgan Stanley Research.

Exhibit 7: Adrop in global demand is playing a role
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Source: Haver, Morgan Stanley Research. Note: Series are PPP weighted averages across G4, China, Korea and Taiwan.

There has been deceleration in PPl in both US and EA, perhaps pointing to lower goods
inflation ahead. PPIs measure the cost of inputs for goods producers and are often used
as predictors of goods inflation. These indexes have been decreasing since 2H22 in US
and EA - both PPIs dropped ~3% from their peaks recently. And as Exhibit 9 shows, pre-
Covid data points to a correlation between core goods inflation and lagged PPIs annual
rates. And this simple relationship points to goods disinflation coming ahead. In fact, we
have already seen a meaningful slowdown in goods inflation rates in the US.
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Exhibit 8: PPl indexes are receding in both US
and EA..
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Exhibit 9: And core goods and lagged PPIs are
correlated
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Source: Haver, Morgan Stanley Research. Notes: using pre-COVID data,
PPllag was chosen to maximize R2, and the resulting lags are 12 months
for EA and 15 months for US.

Supply chains is a clear force behind the recent and upcoming PPl and goods CPI prints.

We have been providing suggestive evidence on the link between MSSCI and core goods

inflation in our monthly data releases, This time we take a deeper dive and use an

ec

onometric model to quantify the effect of recent supply chain easing on goods

inflation and PPI. In particular, we estimate a structural vector autorregressive model
including data on: the MSSCISD index, goods CPI, PPI, and also adding FX and energy
prices to control for other factors that might affect production costs (see box below for
more details). Both Exhibit 10 and Exhibit 11 summarize the effect on goods CPI and PPI
levels of the sequence of negative shocks on MSSCISD that started in Jun-22. They show

th

e contribution of supply chains healing to historical prints (up to Feb-23), and also

detail how recent supply chains shocks shape model's forecasts ahead. Several points

emerge from the charts:

® In terms of PPI, our model points to about 5pp and 4.5pp of supply-chain-induced
disinflation in from Jun-22 until Dec-23 for US and EA, respectively.

After supply chain easing, core goods inflation reacts faster in the US than in EA.
Our estimates imply that easier supply chains started to have an effect on core
goods in 3Q22 in the US, but only reduced goods inflation in 1Q23 in EA.

e The total disinflationary effect on core goods is expected to be larger in the US: -
1.6% from mid 2022 through Dec-23 (vs -0.9% in EA). The expected delayed
response in EA plays a role, but this result also reflects the fact that more domestic
factors, like energy prices, are currently driving goods inflation in EA.

Lastly, the comparison between goods CPl and goods ex cars CPI reveals that
automobile prices are more important for the US outlook. Our model expects
goods ex cars disinflation to be less pronounced than overall goods inflation
(including cars) in the US. But goods disinflation with and without cars is similar in
EA. And this result is not surprising considering that (i) car prices increased much
more during 2020 and 2021 in the US, and (i) the importance of cars in the core
goods basket is more important in the US (32%) vs EA (12%). See here for a deeper
analysis on car prices in the US and EA.


https://ny.matrix.ms.com/eqr/article/webapp/8ea4f5e6-3b2a-11ed-be64-5deea90fcf34?ch=rpint&sch=sr&sr=1
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Exhibit 10: US supply-chain-driven goods Exhibit 11: EA supply-chain-driven goods
disinflation disinflation
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Exhibit 12: Different paths for car prices in US and EA
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Source: Haver, Morgan Stanley Research.

Our results highlight supply chains as an important disinflationary force for 2023. But
looking beyond 2023, we do want to see the supply-side index (MSSCI) at normal levels

to be sure that goods inflationary pressures won't reemerge as the global economic
cycle turns.

A model relating supply chains, PPl and core goods inflation

We estimate a vector autoregressive model (VAR) with data on MSSCISD, core
goods CPI, PPI, FX (Fed trade weighted dollar index for US and MS EUR trade
weighted index for EA), and energy prices (WTI for the US and PPP weighted
average of TTF prices for the EA). The model lags were chosen using the Akaike
information criterion (AIC), and all variables are included in first differences except
the MSSCISD index. Supply chain shocks are identified using a Cholesky
decomposition ordering the supply chain index first.

To compute the contribution of global supply chains on recent goods and PPI
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inflation we simulate the VAR model shutting down the global supply-chain
shocks from Jun-22 onwards, and then compare the results with simulations
coming from the full model including shocks to the MSSCISD. The difference
between these two simulations measures the importance of supply chains shocks
in historical prints from Jun-22 to Feb-23, and the effect of past shocks on model
forecasts from Mar-23 to Dec-23.
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Global Inflation Outlook Table

Exhibit 13: Global Economics Inflation Forecast Profile (as of April 14, 2023)

Base Case

Quarterly

[ 22 ] [ 20246 [ 2022 [ 2023 [ 20248
Consumer Price Inflation (%Y) 1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q
Global* 6.4 83 87 82 6.7 5.2 49 46 42 39 36 36 7.9 53 3.9
G10 63 77 8.1 7.9 6.6 5.1 40 29 26 23 23 23 75 a1 24
us 80 86 83 7.1 58 41 32 27 23 23 23 25 80 40 24
Euro Area 6.1 80 93 100 80 68 55 35 33 27 26 24 84 60 27
Japan 09 24 29 39 35 30 21 17 14 16 17 12 25 26 15
UK 62 92 100 108 10.1 73 53 29 22 15 21 22 90 64 20
Canada 58 76 7.1 66 58 40 31 27 24 21 21 18 68 39 21
Norway 38 58 67 66 66 55 41 35 31 27 23 22 58 49 26
Sweden 47 74 97 116 114 98 72 50 39 31 27 20 84 84 29
Australia 52 6.1 73 7.8 69 60 49 36 29 26 23 22 66 53 25
EM* 6.5 8.8 9.2 84 6.9 5.3 5.6 5.9 55 5.1 4.6 46 82 5.8 5.0
CEEMEA 220 305 322 307 | 236 178 180 183 | 167 156 146 141 290 | 193 [ 152
Russia 15 169 144 122 89 35 56 65 6.1 50 45 43 138 6.1 50
Poland 96 139 163 173 172 138 15 90 74 63 50 46 143 129 58
Czech Rep 12 158 176 157 164 17 85 87 35 27 24 27 15.1 13 28
Hungary 82 106 165 227 254 236 180 116 7.9 65 53 49 145 196 62
Ukraine 15 186 235 266 241 176 155 162 18.1 174 152 124 200 184 158
Turkey 548 74.1 811 774 54.8 452 460 475 435 423 406 396 723 48.1 703
South Africa 58 66 77 74 7.0 65 53 52 52 49 48 49 69 60 49
Saudi Arabia 16 23 29 3.1 33 32 26 21 20 1.8 20 22 25 28 20
A 27 23 29 31 33 32 26 21 20 1.8 20 22 25 28 20
China 1.1 22 27 18 13 1.0 16 24 26 24 20 22 20 16 23
India 63 73 70 6.1 63 52 59 58 52 49 45 46 67 54 50
Hong Kong 15 15 27 15 22 21 22 29 30 30 31 31 18 24 31
Korea 38 54 59 52 47 32 30 32 31 24 18 18 5.1 35 23
Taiwan 28 35 29 26 26 19 20 19 11 1.1 1.0 10 29 21 11
Singapore 46 59 73 66 62 57 53 5.1 48 41 32 26 6.1 56 37
Indonesia 23 38 52 55 52 41 36 32 35 33 30 32 42 40 32
Malaysia 22 28 45 39 38 29 24 21 23 22 22 22 34 28 22
Thailand a7 65 73 58 39 21 19 17 17 16 14 18 6.1 24 16
Philippines 34 55 65 79 83 66 55 39 28 33 32 32 58 6.1 31
LatAm* 88 10.0 9.2 8.0 75 6.2 5.9 5.7 5.0 a3 42 3.8 9.0 63 a3
Brazil 107 19 87 6.1 53 39 52 56 52 45 43 41 93 50 45
Mexico 73 78 85 80 75 6.1 50 49 43 41 41 36 79 59 40
Chile 83 15 136 130 118 96 7.1 57 49 41 35 30 116 82 34
Peru 62 83 86 84 86 74 60 55 48 40 38 36 79 68 41
Colombia 78 93 108 126 132 124 110 92 64 49 42 38 102 114 48
Argentina 52.7 60.9 775 917 | 1015 1065 1059 1105 | 1462 1610 1535 1335 | 724 | 1068 | 147.1
Core Inflation (%Y)
Global (G4+BRIC) 3.8 44 44 42 3.8 37 35 28 27 27 43 3.8 28
G4 3.7 44 43 49 4.9 43 35 24 23 23 42 a4 24
US (core PCE) 53 49 48 a7 46 41 36 26 25 25 50 42 26
Euro Area 26 44 5.1 55 57 52 38 26 25 24 39 50 27
Japan® 09 15 28 34 36 28 22 10 1.0 11 11 30 12
UK 5.1 60 63 64 59 55 48 38 22 2.1 21 59 50 23
BRIC 40 48 43 3.9 35 26 3.1 36 34 3.2 3.1 43 3.2 33
China 1.1 09 07 06 08 09 14 20 21 20 20 09 12 20
India 63 66 62 63 62 54 57 56 53 53 53 63 57 53
Brazil 93 12 106 86 77 67 60 56 5.1 43 39 36 99 65 42
Russia 125 197 178 152 1.2 39 57 70 66 52 45 4.1 163 69 5.1

Source: IMF, Morgan Stanley Research forecasts. Note: Global and regional aggregates are GDP-weighted averages, using PPP weights. Global core
inflation includes G4 and BRIC. CPI numbers are period averages. *: Japan headline inflation includes VAT and free education impact. *: Global, EM, and
LatAm aggregates exclude Argentina. Japan's core CPlis excluding energy and fresh food, and ex VAT and Free child education impact.



Morgan Stanley | researcs

Exhibit 14: Inflation commentary at a glance

Source: Morgan Stanley Research
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Important note regarding economic sanctions. This research references country/ies which
are generally the subject of comprehensive or selective sanctions programs administered or
enforced by the U.S. Department of the Treasury’s Office of Foreign Assets Control
("OFAC”), the European Union and/or by other countries and multi-national bodies. Any
references in this report to entities, debt or equity instruments, projects or persons that
may be covered by such sanctions are strictly informational, and should not be read as
recommending or advising as to any investment activities in relation to such entities,
instruments or projects. Users of this report are solely responsible for ensuring that their
investment activities in relation to any sanctioned country/ies are carried out in compliance

with applicable sanctions.
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Endnotes

1 The MSSCl incorporates over 30 series, and uses principal components to calculate acommon factor that best summarizes the dataset.

13



Morgan Stanley | researcs FOUNDATION

Disclosure Section

The information and opinions in Morgan Stanley Research were prepared by Morgan Stanley & Co. LLC, and/or Morgan Stanley C.T.V.M. S.A., and/or Morgan
Stanley Mexico, Casa de Bolsa, S.A. de C.V., and/or Morgan Stanley Canada Limited. As used in this disclosure section, "Morgan Stanley" includes Morgan
Stanley & Co. LLC, Morgan Stanley C.T.V.M. S.A., Morgan Stanley Mexico, Casa de Bolsa, S.A. de C.V., Morgan Stanley Canada Limited and their affiliates
as necessary.

For important disclosures, stock price charts and equity rating histories regarding companies that are the subject of this report, please see the Morgan
Stanley Research Disclosure Website at www.morganstanley.com/researchdisclosures, or contact your investment representative or Morgan Stanley
Research at 1585 Broadway, (Attention: Research Management), New York, NY, 10036 USA.

For valuation methodology and risks associated with any recommendation, rating or price target referenced in this research report, please contact the Client
Support Team as follows: US/Canada +1 800 303-2495; Hong Kong +852 2848-5999; Latin America +1 718 754-5444 (U.S.); London +44 (0)20-7425-8169;
Singapore +65 6834-6860; Sydney +61 (0)2-9770-1505; Tokyo +81 (0)3-6836-9000. Altematively you may contact your investment representative or Morgan
Stanley Research at 1585 Broadway, (Attention: Research Management), New York, NY 10036 USA.

Global Research Conflict Management Policy
Morgan Stanley Research has been published in accordance with our conflict management policy, which is available at
www.morganstanley.cominstitutional/research/conflictpolicies. A Portuguese version of the policy can be found at www.morganstanley.com.br

Important Disclosures

Morgan Stanley is not acting as a municipal advisor and the opinions or views contained herein are not intended to be, and do not constitute, advice within the
meaning of Section 975 of the Dodd-Frank Wall Street Reform and Consumer Protection Act.

Morgan Stanley Research does not provide individually tailored investment advice. Morgan Stanley Research has been prepared without regard to the
circumstances and objectives of those who receive it. 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 an investment or strategy will depend on an investor's
circumstances and objectives. The securities, instruments, or strategies discussed in Morgan Stanley Research may not be suitable for all investors, and
certain investors may not be eligible to purchase or participate in some or all of them. Morgan Stanley Research is not an offer to buy or sell or the salicitation
of an offer to buy or sell any security/instrument or to participate in any particular trading strategy. The value of and income from your investments may vary
because of changes in interest rates, foreign exchange rates, default rates, prepayment rates, securities/instruments prices, 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 securities/instruments
transactions. Past performance is not necessarily a guide to future performance. Estimates of future performance are based on assumptions that may not be
realized. If provided, and unless otherwise stated, the closing price on the cover page is that of the primary exchange for the subject company's
securities/instruments.

The fixed income research analysts, strategists or economists principally responsible for the preparation of Morgan Stanley Research have received
compensation based upon various factors, including quality, accuracy and value of research, firm profitability or revenues (which include fixed income trading
and capital markets profitability or revenues), client feedback and competitive factors. Fixed Income Research analysts', strategists' or economists'
compensation is not linked to investment banking or capital markets transactions performed by Morgan Stanley or the profitability or revenues of particular
trading desks.

With the exception of information regarding Morgan Stanley, Morgan Stanley Research is based on public information. 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 Morgan Stanley Research change apart from when we intend to discontinue equity research coverage of a subject company. Facts and views
presented in Morgan Stanley Research have not been reviewed by, and may not reflect information known to, professionals in other Morgan Stanley business
areas, including investment banking personnel.

Morgan Stanley may make investment decisions that are inconsistent with the recommendations or views in this report.

To our readers based in Taiwan or trading in Taiwan securities/instruments: Information on securities/instruments 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. Morgan Stanley Research may not be distributed to the public media or quoted or used by the public media without
the express written consent of Morgan Stanley. Any non-customer reader within the scope of Article 7-1 of the Taiwan Stock Exchange Recommendation
Regulations accessing and/or receiving Morgan Stanley Research is not permitted to provide Morgan Stanley Research to any third party (including but not
limited to related parties, affiliated companies and any other third parties) or engage in any activities regarding Morgan Stanley Research which may create or
give the appearance of creating a conflict of interest. Information on securities/instruments that do not trade in Taiwan is for informational purposes only and is
not to be construed as a recommendation or a salicitation to trade in such securities/instruments. MSTL may not execute transactions for clients in these
securities/instruments.

Morgan Stanley is not incorporated under PRC law and the research in relation to this report is conducted outside the PRC. Morgan Stanley Research does
not constitute an offer to sell or the solicitation of an offer to buy any securities in the PRC. PRC inwestors shall hawe the relevant qualifications to invest in
such securities and shall be responsible for obtaining all relevant approvals, licenses, \erifications and/or registrations from the relevant governmental
authorities themselves. Neither this report nor any part of it is intended as, or shall constitute, provision of any consultancy or advisory senice of securities
investment as defined under PRC law. Such information is provided for your reference only.

Morgan Stanley Research is disseminated in Brazil by Morgan Stanley C.T.V.M. S.A. located at Av. Brigadeiro Faria Lima, 3600, 6th floor, S&o Paulo - SP,
Brazil; and is regulated by the Comiss&o de Valores Mobiliarios; in Mexico by Morgan Stanley México, Casa de Bolsa, S.A. de C.V which is regulated by
Comision Nacional Bancaria y de Valores. Paseo de los Tamarindos 90, Torre 1, Col. Bosques de las Lomas Floor 29, 05120 Mexico City; in Japan by
Morgan Stanley MUFG Securities Co., Ltd. and, for Commodities related research reports only, Morgan Stanley Capital Group Japan Co., Ltd; in Hong Kong
by Morgan Stanley Asia Limited (which accepts responsibility for its contents) and by Morgan Stanley Bank Asia Limited; in Singapore by Morgan Stanley
Asia (Singapore) Pte. (Registration number 1992062982) and/or Morgan Stanley Asia (Singapore) Securities Pte Ltd (Registration number 200008434H),
regulated by the Monetary Authority of Singapore (which accepts legal responsibility for its contents and should be contacted with respect to any matters
arising from, or in connection with, Morgan Stanley Research) and by Morgan Stanley Bank Asia Limited, Singapore Branch (Registration number
T14FC0118J); in Australia to "wholesale clients" within the meaning of the Australian Corporations Act by Morgan Stanley Australia Limited A.B.N. 67 003 734
576, holder of Australian financial senices license No. 233742, which accepts responsibility for its contents; in Australia to "wholesale clients" and "retail
clients" within the meaning of the Australian Corporations Act by Morgan Stanley Wealth Management Australia Pty Ltd (A.B.N. 19 009 145 555, holder of
Australian financial senices license No. 240813, which accepts responsibility for its contents; in Korea by Morgan Stanley & Co Intemational plc, Seoul
Branch; in India by Morgan Stanley India Company Private Limited; in Vietnam this report is issued by Morgan Stanley Singapore Holdings; in Canada by
Morgan Stanley Canada Limited; in Germany and the European Economic Area where required by Morgan Stanley Europe S.E., regulated by Bundesanstalt
fuer Finanzdienstleistungsaufsicht (BaFin) under the reference number 149169; in the United States by Morgan Stanley & Co. LLC, which accepts
responsibility for its contents. Morgan Stanley & Co. Intemational plc, authorized by the Prudential Regulatory Authority and regulated by the Financial
Conduct Authority and the Prudential Regulatory Authority, disseminates in the UK research that it has prepared, and approves solely for the purposes of




Morgan Stanley | researcs FOUNDATION

section 21 of the Financial Senices and Markets Act 2000, research which has been prepared by any of its affiliates. RMB Morgan Stanley Proprietary Limited
is a member of the JSE Limited and A2X (Pty) Ltd. RMB Morgan Stanley Proprietary Limited is a joint venture owned equally by Morgan Stanley Intemational
Holdings Inc. and RMB Investment Advisory (Proprietary) Limited, which is wholly owned by FirstRand Limited. The information in Morgan Stanley Research is
being disseminated by Morgan Stanley Saudi Arabia, regulated by the Capital Market Authority in the Kingdom of Saudi Arabia, and is directed at
Sophisticated investors only.
The trademarks and senice marks contained in Morgan Stanley Research are the property of their respective owners. Third-party data providers make no
warranties or representations relating to the accuracy, completeness, or timeliness of the data they provide and shall not hawe liability for any damages relating
to such data. The Global Industry Classification Standard (GICS) was dewveloped by and is the exclusive property of MSCI and S&P.
Morgan Stanley Research, or any portion thereof may not be reprinted, sold or redistributed without the written consent of Morgan Stanley.
Indicators and trackers referenced in Morgan Stanley Research may not be used as, or treated as, a benchmark under Regulation EU 2016/1011, or any other
similar framework.
The information in Morgan Stanley Research is being communicated by Morgan Stanley & Co. Intemational plc (DIFC Branch), regulated by the Dubai
Financial Senices Authority (the DFSA), and is directed at Professional Clients only, as defined by the DFSA. The financial products or financial senices to
which this research relates will only be made available to a customer who we are satisfied meets the regulatory criteria to be a Professional Client. A
distribution of the different MS Research ratings or recommendations, in percentage terms for Investments in each sector covered, is available upon request
from your sales representative.
The information in Morgan Stanley Research is being communicated by Morgan Stanley & Co. Intemational plc (QFC Branch), regulated by the Qatar
Financial Centre Regulatory Authority (the QFCRA), and is directed at business customers and market counterparties only and is not intended for Retail
Customers as defined by the QFCRA.
As required by the Capital Markets Board of Turkey, investment information, comments and recommendations stated here, are not within the scope of
investment advisory activity. Investment advisory senice is provided exclusively to persons based on their risk and income preferences by the authorized firms.
Comments and recommendations stated here are general in nature. These opinions may not fit to your financial status, risk and retum preferences. For this
reason, to make an investment decision by relying solely to this information stated here may not bring about outcomes that fit your expectations.

© 2023 Morgan Stanley

15



	Content
	Global Economics
	| North America
	Global Inflation Monitor

	Global inflation dropped in February
	Goods inflation amid supply chains healing
	Exhibit 2:

	Overall delivery times and backlogs are improving
	Exhibit 3:

	Shipping by sea is now cheaper..
	...and airfreights prices also dropped, especially in foreign carriers
	MSSCI is on a clear downward path, but still above normal levels..
	MSSCISD is now at historical levels due to depressed global demand
	Exhibit 7:

	A drop in global demand is playing a role
	PPI indexes are receding in both US and EA..
	And core goods and lagged PPIs are correlated
	US supply-chain-driven goods disinflation
	EA supply-chain-driven goods disinflation
	Exhibit 12:

	Different paths for car prices in US and EA
	Global Inflation Outlook Table
	Exhibit 13:

	Global Economics Inflation Forecast Profile (as of April 14, 2023)
	Exhibit 14:

	Inflation commentary at a glance


