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Cyclicals Approaching Ultra
Cheap Territory

Cyclical valuations hit a trough: The outperformance
of defensives over cyclicals since the start of 2008 has
taken the relative valuations of cyclicals to multi-year
lows (Exhibit 1). There is little to distinguish between
domestic and global cyclicals, albeit the former have
recently become even more attractive (Exhibit 2). The
relative valuations of cyclicals are still not at the low
points of previous bear markets, although that has more
to do with the absolute valuations of defensives, which
are not back to their previous peaks (Exhibit 3). On an
absolute basis, cyclicals are much closer to the lows
then they are on a relative basis.

History suggests a period is coming when cyclicals
start outpacing defensives: (See Exhibit 4.) If the past
ten years’ history is anything to go by, the relative
valuations of domestic cyclicals vs. defensives indicate
59% relative outperformance for domestic cyclicals over
the coming 12 months (Exhibit 5). Of course, the
challenge for investors is that idiosyncratic risks drive
bottom-up stock views, whereas the top down looks
exigent. Meanwhile, stock prices increasingly suggest
that both these hazards are in play. Ultimately, outsized
returns are made when prices (read valuations) suggest
that downside risks are factored in — the inflection point
occurs when the outlook changes, but that is very
difficult to pinpoint, whereas prices are easy to see.

Correlations are still not low enough for us to widen
sector plays... Stock correlations with the market guide
us on the size of our sector positions.

...which means there is still juice in stock picking:
The cyclicals in our Focus List include ACC (ACC.BO,
OW, Rs1341.70); IRB (IRBI.BO, OW, Rs119), Maruti
(MRTIL.BO, OW, Rs1163.50); Oberoi Reality (OEBO.BO,
OW, Rs234.65, Tata Motors (TAMO.BO, EW, Rs232);
and Tata Steel (TISC.BO, OW, Rs400.40). Our
“quantamental” work points out potential bottom-up
choices (See The Quintessential Quest for
“Quantamental” Alpha, July 16, 2012).
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Exhibit 1
Relative Cyclical Valuations at Multi-Year
Lows
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Exhibit 2 Exhibit 4
Domestic vs. Global Cyclicals: Global Cyclicals are Time for Cyclicals to Outperform?
Cheaper
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Exhibit 3 Relative Valuations Suggest Outperformance for
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The information and opinions in Morgan Stanley Research were prepared or are disseminated by Morgan Stanley Asia Limited (which accepts the
responsibility for its contents) and/or Morgan Stanley Asia (Singapore) Pte. (Registration number 199206298Z7) and/or Morgan Stanle?/ Asia
(Singapore) Securities Pte Ltd (Re%istration 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/or Morgan Stanley Taiwan Limited and/or Morgan Stanley & Co International plc, Seoul Branch, and/or Morgan Stanley Australia Limited (A.B.N.
67 003 734 576, holder of Australian financial services license No. 233742, which accepts responsibility for its contents), and/or Morgan Stanley Smith
Barney Australia Pty Ltd (A.B.N. 19 009 145 555, holder of Australian financial services license No. 240813, which accepts responsibility for its
cont(lents)), and/or Morgan Stanley India Company Private Limited, and/or PT Morgan Stanley Asia Indonesia and their affiliates (collectively, "Morgan
Stanley").

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 price targets referenced in this research report, please email
morganstanley.researchélmor anstanley.com with a request for valuation methodology and risks on a particular stock or contact your investment
representative or Morgan Stanley Research at 1585 Broadway, (Attention: Research Management), New York, NY 10036 USA.

Anal?/st Certification

The following analysts hereby certify that their views about the companies and their securities discussed in this report are accurately expressed and
that they have not received and will not receive direct or indirect compensation in exchange for expressing specific recommendations or views in this
report: Ridham Desai.

Unless otherwise stated, the individuals listed on the cover page of this report are research analysts.

Global Research Conflict Management Policy
Morgan Stanley Research has been Fublished in accordance with our conflict management policy, which is available at
www.morganstanley.com/institutional/research/conflictpolicies.

Important US Regulatory Disclosures on Subject Companies

The following analyst or strategist (or a household member? owns securities (or related derivatives) in a company that he or she covers or recommends

in Morgan Stanley Research: Amruta Pabalkar - Tata Steel(common or preferred stock). Morgan Stanley Folic%/ prohibits research analysts, strategists

and research associates from investing in securities in their industry as defined by the Global Industry Classification Standard ("GICS," which was

developed by and is the exclusive property of MSCI and S&P). Analysts may nevertheless own such securities to the extent acquired under a prior

policy or in a merger, fund distribution or other involuntary acquisition.

As of July 31, 2012, Mor%an Stanley beneficially owned 1% or more of a class of common equity securities of the following companies covered in

Morgan Stanley Research: Oberoi Realty Limited, Tata Motors, Tata Steel.

Within the last 12 months, Morgan Stanley managed or co-managed a public offering (or 144A offering) of securities of Tata Motors.

Within the last 12 months, Morgan Stanley has received compensation for investment banking services from Tata Motors.

In the next 3 months, Morgan Stanley expects to receive or intends to seek compensation for investment banking services from ACC Ltd., Oberoi

Realty Limited, Tata Motors, Tata Steel.

Within the last 12 months, Morgan Stanley has received compensation for products and services other than investment banking services from Tata

Motors, Tata Steel.

Within the last 12 months, Morgan Stanley has provided or is providing investment banking services to, or has an investment banking client

relationship with, the following company: ACC Ltd., Oberoi Realty Limited, Tata Motors, Tata Steel.

Within the last 12 months, Morgan Stanley has either provided or is providing non-investment banking, securities-related services to and/or in the past

has entered into an agreement to provide services or has a client relationship with the following company: Tata Motors, Tata Steel.

Morgan Stanley & Co. LLC makes a market in the securities of Tata Motors.

The equity research analysts or strategists principally responsible for the preparation of Morgan Stanley Research have received compensation based

gpoE_various factors, including quality of research, investor client feedback, stock picking, competitive factors, firm revenues and overall investment
anking revenues.

Morgan Stanley and its affiliates do business that relates to companies/instruments covered in Morgan Stanley Research, including market making,
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Investment services and investment banking. Morgan Stanley sells to and buys from customers the securities/instruments of companies covered in

Morgan Stanley Research on a principal basis. Morgan Stanley may have a position in the debt of the Company or instruments discussed in this report.

Certain disclosures listed above are also for compliance with applicable regulations in non-US jurisdictions.

STOCK RATINGS

Morgan Stanley uses a relative rating system using terms such as Overweight, Equal-weight, Not-Rated or Underweight (see definitions below).
Morgan Stanley does not assign ratings of Buy, Hold or Sell to the stocks we cover. Overweight, Equal-weight, Not-Rated and Underweight are not the
equivalent of buy, hold and sell. Investors should carefully read the definitions of all ratings used in Morgan Stanley Research. In addition, since
Morgan Stanley Research contains more complete information concerning the analyst's views, investors should carefully read Morgan Stanley
Research, in its entirety, and not infer the contents from the rating alone. In any case, ratings (or research) should not be used or relied upon as
investment advice. An investor's decision to buy or sell a stock should depend on individual circumstances (such as the investor's existing holdings)
and other considerations.

Global Stock Ratings Distribution
(as of July 31, 2012)

For disclosure purposes only (in accordance with NASD and NYSE requirements), we include the category headings of Buy, Hold, and Sell alongside
our ratings of Overweight, Equal-weight, Not-Rated and Underweight. Morgan Stanley does not assign ratings of Buy, Hold or Sell to the stocks we
cover. Overweight, Equal-welight, Not-Rated and Underweight are not the equivalent of buy, hold, and sell but represent recommended relative
weightings (see definitions below). To satisfy regulatory requirements, we correspond Overweight, our most positive stock rating, with a buy
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Coverage Universe  Investment Banking Clients (IBC)

% of % of % of Rating
Stock Rating Category Count Total Count Total IBC Category
Overweight/Buy 1133 38% 457 42% 40%
Equal-weight/Hold 1260 43% 489 45% 39%
Not-Rated/Hold 109 4% 32 3% 29%
Underweight/Sell 454 15% 114 10% 25%
Total 2,956 1092

Data include common stock and ADRs currently assigned ratings. An investor's decision to buy or sell a stock should depend on individual
circumstances (such as the investor's existing holdings) and other considerations. Investment Banking Clients are companies from whom Morgan
Stanley received investment banking compensation in the last 12 months.

Analyst Stock Ratings

Overweight (O or Over) - The stock's total return is expected to exceed the total return of the relevant country MSCI Index, on a risk-adjusted basis
over the next 12-18 months.

Equal-weight (E or Equal) - The stock's total return is expected to be in line with the total return of the relevant country MSCI Index, on a risk-adjusted
basis over the next 12-18 months.

Not-Rated (NR) - Currently the analyst does not have adequate conviction about the stock's total return relative to the relevant country MSCI Index on
a risk-adjusted basis, over the next 12-18 months.

Underweight (U or Under) The stock's total return is expected to be below the total return of the relevant country MSCI Index, on a risk-adjusted basis,
over the next 12-18 months.

Unless otherwise specified, the time frame for price targets included in Morgan Stanley Research is 12 to 18 months.

Analyst Industry Views

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

In-Line (I): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be in line with the relevant
broad market benchmark, as indicated below.

Cautious (C): The analyst views the performance of his or her industry coverage universe over the next 12-18 months with caution vs. the relevant
broad market benchmark, as indicated below.

Benchmarks for each region are as follows: North America - S&P 500; Latin America - relevant MSCI country index or MSCI Latin America Index;
Europe - MSCI Europe; Japan - TOPIX; Asia - relevant MSCI country index.
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For Morgan Stanley and Citigroup Global Markets, Inc. specific disclosures, you may refer to www.morganstanley.com/researchdisclosures and
https://www.citigroupgeo.com/geopublic/Disclosures/index_a.html.

Each Morgan Stanley Equity Research report is reviewed and approved on behalf of Morgan Stanley Smith Barney LLC. This review and approval is conducted by the
same person who reviews the Equity Research report on behalf of Morgan Stanley. This could create a conflict of interest.

Other Important Disclosures

Morgan Stanley & Co. International PLC and its affiliates have a significant financial interest in the debt securities of Tata Motors, Tata Steel.

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 produces an equity research product called a "Tactical Idea.” Views contained in a "Tactical [dea" on a particular stock may be contrary to the
recommendations or views expressed in research on the same stock. This may be the result of differing time horizons, methodologies, market events, or other factors. For
all research available on a particular stock, please contact your sales representative or go to Client Link at www.morganstanley.com.

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 any security/instrument or to participate in any 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,
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Morgan Stanley may make investment decisions or take proprietary positions that are inconsistent with the recommendations or views in this report.
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of Hong Kong ("SEHK"), namely the H-shares, including the component company stocks of the Stock Exchange of Hong Kong ("SEHK")'s Hang Seng China Enterprise
Index is distributed only to Taiwan Securities Investment Trust Enterprises ("SITE"). 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
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Limited as part of its regulated activities in Hong Kong. If you have any queries concerning Morgan Stanley Research, please contact our Hong Kong sales representatives.
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