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China: Beneath the Surface

“Unstable, unbalanced, uncoordinated, and unsustainable.”
— Premier Wen Jiabao, March 16, 2007

China’s Growth Leaders
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China’s Growth Laggard
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China: Unstable
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China: Unsustainable

Air Pollution
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Domestic Stock Market
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China Inflation China Real Interest Rate
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The Next China: Consumer-Led
Growth

Income Disparities: Urban vs. Rural

Saving Sentiment
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Taxonomy of a Crisis

IMPACTS TRANSMISSION MECHANISM OUTCOME

FIRST-ORDER CROSS-PRODUCT CONTAGION: DE-RISKING
DERIVATIVES AND STRUCTURED DE-LEVERAGING
PRODUCTS

SECOND-ORDER ASSET-DEPENDENT REAL CONSOLIDATION OF
ECONOMIES CONSUMPTION AND

HOMEBUILDING

THIRD-ORDER CROSS-BORDER LINKAGES: EXPORT AND
TRADE AND CAPITAL FLOWS VENDOR FINANCING
RISKS
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American Consumer at Risk
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The Global Consumer Export-Led Developing Asia
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Backlash Against Globalization
From Globalization to Localization?
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Protectionist Risks

Anti-China Measures Introduced in the US Congress

109th Congress: 2005-06 110th Congress: 2007-08

Bill Sponsors Introduced Bill Sponsors Introduced
1.S.14 Stabenow (M) 1/24/2005 1. H.R.294 Kildee (M) 1/5/2007
2. H.CON.RES.33 Ryan (OH) 1/26/2005 2. HR.321 English (PA) 1/9/2007
3. 8.295 Schumer (NY)/Graham (SC) 2/3/2005 3. H.R.388 Kildee (MI) 1/10/2007
4. HR.728 Sanders (VT) 2/9/2005 4. HR.571 Tancredo (CO) 1/18/2007
5. S.377 Lieberman (CT) 2/15/2005 5. H.R.548 DeFazio (OR) 1/18/2007
6. H.R.1498 Ryan (OH) 4/6/2005 6. S.445 Stabenow (MI) 1/31/2007
7. HRH.1575 Myrick (NC) 4/12/2005 7. HR.782 Ryan (OH) 1/31/2007
8. S.CON.RES.28 Lugar (IN) 4/26/2005 8. H.R.1002 Spratt (SC) 2/12/2007
9. S.984 Snowe (ME) 5/10/2005 9. S571 Dorgan (ND) 2/13/2007

10. H.R.2208 Manzullo (IL) 5/10/2005 10. H.R.1229 Davis (AL) 2/28/2007

11. S.RES.142 Dorgan (ND) 5/16/2005 11. H.R.1278 Camp (MI) 3/1/2007

12. H.R.2414 Rogers (MI) 5/17/2005 12. S.796 Bunning (KY) 3/7/2007

13. H.R.3004 English (PA) 6/21/2005 13. S.974 Collins (ME) 3/22/2007
14. H.RES.344 Pombo (CA) 6/29/2005 14. H.R.1958 Kaptur (OH) 4/19/2007
15. H.CON.RES.203 Rangel (NY) 6/30/2005 15. S.1677 Dodd (CT) 6/13/2007
16. H.R.3283 English (PA) 7/14/2005 16. S.1607 Baucus (MT) 6/13/2007
17. H.R.3306 Rangel (NY) 7/14/2005 17. H.R.2942 Ryan (OH) 6/28/2007
18. S.1412 Dorgan (ND) 7/15/2005 18. S.1919 Baucus (MT) 8/1/2007
19. S.1421 Collins (ME) 7/19/2005

20. S.RES.270 Bayh (IN) 10/6/2005

21. H.CON.RES.303 DeFazio (OR) 11/17/2005

22. S.2267 Dorgan (ND) 2/9/2006

23. H.R.4808 Jones (NC) 2/28/2006

24. H.R.1450 Tancredo (CO) 3/17/2006

25. S.2467 Grassley (IA)/Baucus (MT) 3/28/2006

26. S.CON.RES.87 Biden (DE) 4/5/2006

27. H.CON.RES.380 Schiff (CA) 4/5/2006

Treasury Markets




Risk Scenarios:
Trade Liberalization vs. the Business Cycle

Soft Landing

Sand in the Gears Globalization

Closed trade Open trade

Localization Fasten Seat Belts

Hard Landing
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Disclosures

This communication is not a product of Morgan Stanley’s Research Department and is not a research report but it may
refer to a Morgan Stanley research report or the views of a Morgan Stanley research analyst. We are not commenting
on the fundamentals of any companies mentioned. Unless indicated, all views expressed herein are the views of the
author’s and may differ from or conflict with those of the Morgan Stanley’s Research Departments or others in the
Firm. For additional information, research reports and important disclosures, see https://secure.ms.com.

The information provided herein has been prepared solely for informational purposes and is not an offer to buy or sell
or a solicitation of an offer to buy or sell the securities or instruments mentioned or to participate in any particular
trading strategy. This information is based on or derived from information generally available to the public from sources
believed to be reliable. No representation or warranty can be given with respect to the accuracy or completeness of the
information, or with respect to the terms of any future offer or transactions conforming to the terms hereof.

This report does not provide individually tailored investment advice. It 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 them to seek a financial adviser's advice. The
appropriateness of an investment or strategy will depend on an investor's circumstances and objectives. Morgan
Stanley Research is not an offer to buy or sell any security or to participate in any trading strategy. The value of and
income from your investments may vary because of changes in interest rates or foreign exchange rates, securities
prices or market indexes, operational or financial conditions of companies or other factors. Past performance is not
necessarily a guide to future performance. Estimates of future performance are based on assumptions that may not be
realized.

Copyright © by Morgan Stanley 2008, all rights reserved.
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