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The MSCI Europe Index fell by -0.40% during
July. The best-performing sectors were
semiconductors (+5%), insurance (+3%) and
banks (+3%), whilst the biggest laggards were
pharmaceuticals (-5%), health care equipment
(-4%) and food beverage & tobacco (-4%).

Earnings season delivered the softest quarter since fourth-
quarter 2014, with capital goods, diversified financials and
utilities delivering the weakest results whilst banks and
materials delivered the strongest. Europe’s earnings revisions
ratio fell to a one-year low, with financials remaining the
only source of earnings upgrades?

On the macro front, the IFO business climate printed a

new all-time high of 116 (versus consensus of 115), German
industrial production delivered a solid gain of 1.2% (versus
consensus 0.2%) and manufacturing orders came in ahead
of expectations. In the U.K., the purchasing managers’
index (PMI) signalled a slowing momentum and consumer
confidence fell back to levels last seen in June 2016 (Brexit).
Despite this, the labour market report was resilient, showing
that unemployment fell to a low of 4.5%

In the eurozone, economic data came in strong, with

Mr. Draghi adopting a more hawkish stance. In the last
European Central Bank (ECB) meeting, Mr. Draghi didn’t
push back against a stronger Euro. As a consequence, the

EUR/USD appreciated 3.64% month-over-month.

German 10-year yields broke above the 0.50% level for the
first time since January 2016, following hawkish comments
by President Draghi in the last week of June.

" FactSet, August 2017.
2 Morgan Stanley Research, August 2017.
3 Morgan Stanley Research, August 2017.
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In July, the best-performing sectors in
the European equity markets were:*

o Materials (+3%)
 Financials (+3%)

e Telecommunications (+2%)

July key laggards

o Health Care (-4%)
« Consumer Staples (-3%)
o Industrials (-2%)

For the year to date, the best-
performing sectors in the European
Equity markets are:

 Technology (+14%)
 Financials (+12%)
o Industrials (+9%)

For the year to date, key laggards:
 Energy (-9%)

o Real Estate (+2%)

« Consumer Discretionary (+4%)

MSIM European Equities

During the month, in the MS INVF
European Equity Alpha Fund, we took
some profit in UK. insurance company
Prudential, French industrial company
Airbus and Dutch semiconductor
company ASML. We continued to
build up a position in French eye

care company Essilor and Spanish I'T
company Amadeus.

The MS INVF European Equity Alpha
Fund remains overweight health care,
technology, telecommunications and
consumer staples; it remains underweight
energy, industrials, real estate, consumer
discretionary, materials and utilities.

During the month in the MS INVF
European Equity Alpha Fund, we took
some profit in Dutch semiconductor
company ASML, German insurance
company Allianz, French bank BNP
Paribas, French industrial company
Airbus and Italian asset management
company Azimut. We continued to
build up our positions in French eye
care company Essilor and Spanish I'T
company Amadeus.

In the MS INVF Eurozone Equity
Alpha Fund, our biggest overweight
sectors are health care, technology and
telecommunications. We are underweight
utilities, real estate, consumer staples,
financials and materials.

During the month in the MS INVF
Eurozone Equity Alpha Fund, we
topped up our position in Swiss
pharmaceutical Novartis and took some
profit in Spanish biotech company
Grifols and Dutch semiconductor

company ASML.

The portfolio remains overweight
consumer discretionary, consumer
staples, technology, healthcare and
industrials. It remains underweight
materials, utilities, energy,
telecommunications and financials.

Information in this section is as at 31

July 2017 and is subject to change on

a daily basis. This data is provided for
informational purposes and is not intended
to be an investment recommendation in
regards to amny securities, Sectors or countries
mentioned herein.

Consider This

* Disappointing U.S. growth and
legislative progress have driven
dollar weakness, despite three rate
hikes in the last eight months.
Even if the U.S. dollar stabilises
from here, it will probably have
consequences for earnings in
second half of 2017. We believe
that a weaker USD should support

earnings in the USA while acting as

a headwind for European corporates.

* On the other hand, a stronger Euro
is likely result in low inflation in the
Eurozone, which should push back
tightening by the ECB, therefore
prolonging the cycle. Historically,
each 10% Euro appreciation has
caused approximately a 6% fall of
Eurozone earning per share (EPS)?

e While many companies have FX
hedges in place and it is hard to
assess their net FX exposure, in
general, European sectors with the
highest U.S. sales exposure are health
care and consumer staples while
banks and utilities have very little
exposure to USD.

» European banks have delivered yet
another strong earning season, with
weighted EPS growth 22% ahead
of expectations® Capital goods have
been the most disappointing sector,
with 20% of companies have missed
than beaten earnings.

« EPS growth is now tracking 12.6%
growth year-on-year, and we believe a
stronger currency will probably slow
down the EPS growth pace in the
second half of 2017.

« U.S. growth momentum is also
slowing down, sending mixed signals:
rolling over in credit, housing and
car sales. The long-term outlook
remains constructive, as Eurozone
earnings are still depressed and there
is ample potential upside; equities
relative valuations are still appealing
as government bonds are expensive;
equities are still undrowned and
liquidity conditions are supportive.

* FactSet, August 2017.

5 Credit Suisse Research, August 2017.
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¢ Morgan Stanley Research, August 2017.
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Performance in % - Morgan Stanley Investment Funds (MS INVF)
Data as at 31 July 2017.

3 YEARS 5 YEARS 10 YEARS

TMONTH YTD 1YEAR ANN. ANN. ANN.

MS INVF European Equity Alpha Fund -1.86 4.99 10.59 4.07 8.19 2.74

MSCI Europe Index -0.37 6.28 13.54 6.44 10.17 2.65

ALPHA -1.49 -1.29 -2.95 -2.37 -1.98 0.09

MS INVF Eurozone Equity Alpha Fund -0.28 7.84 18.08 8.07 12.89 3.46

MSCI EMU Index 0.33 8.80 19.14 8.43 12.58 1.59

ALPHA -0.61 -0.96 -1.06 -0.36 0.31 1.87
MS INVF European Champions Fund’ -2.39 7.54 5.61
MSCI Europe Index -0.37 6.28 13.54

ALPHA -2.02 1.26 -7.93 - - -

Source: Morgan Stanley Investment Management

Note: Past performance is not a reliable indicator of future performance. Performance is shown net of fees and for the | share class, in base currency of EUR.

" Inception date of the Fund is 8" April 2076.
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This material is for informational purposes only and should not be deemed
as a recommendation to buy or sell the securities mentioned or securities
and countries in the industries mentioned herein.

Allinvestments involve risks, including the possible loss of principal. The
opinions are those of the author(s) as of the date of the paper and are subject
to change at any time due to changes in market or economic conditions.
Any information regarding expected market returns and market outlook
is based on the research, analysis, and opinions of the author(s). These
conclusions are speculative in nature, may not come to pass, and are not
intended to predict the future of any specific Morgan Stanley Management
product. The views expressed herein 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.

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.

Past performance is not indicative of future results. All investments
involve risks, including the possible loss of principal. Morgan Stanley
does not render advice on tax and tax accounting matters to clients.

This communication was issued and approved in the United Kingdom
by Morgan Stanley Investment Management Limited, 25 Cabot Square,
Canary Wharf, London, E14 4QA, authorized and regulated by the Financial
Conduct Authority, for distribution to Professional Clients only and must
not be relied upon by Retail Clients (each as defined in the UK Financial
Conduct Authority's rules).

This communication was issued by Morgan Stanley Asia Limited for use in
Hong Kong and shall only be made available to “professional investors” as
defined under the Securities and Futures Ordinance of Hong Kong (Cap 577).
The contents of this document have not been reviewed nor approved by

Explore our site at www.morganstanley.com/im

any regulatory authority including the Securities and Futures Commission
in Hong Kong. Accordingly, save where an exemption is available under the
relevant law, this document shall not be issued, circulated, distributed,
directed at, or made available to, the public in Hong Kong.

This document 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", (i) to a “relevant person” (which includes
an accredited investor) pursuant to section 305 of the SFA, and such
distribu=tion is in accordance with the conditions specified in section
3065 of the SFA; or (i) otherwise pursuant to, and in accordance with the
conditions of, any other applicable provision of the SFA.

This communication is disseminated in Australia by Morgan Stanley
Investment Management (Australia) Pty Limited ACN: 122040037, A FS.L.
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.

This document contains information relating to the sub-fund (“Fund”) of
Morgan Stanley Investment Funds (“MS INVF"), a Luxembourg domiciled
Société d'Investissement & Capital Variable. Morgan Stanley Investment
Funds (the “Company”) is registered in the Grand Duchy of Luxembourg
as an undertaking for collective investment pursuant to Part 1of the Law
of 17th December 2010, as amended. The Company is an Undertaking for
Collective Investment in Transferable Securities ("UCITS".

Applications for shares in any MS INVF should not be made without first
consulting the current Prospectus, Key Investor Information Document
("KIID"), Annual Report and Semi-Annual Report (“Offering Documents”),
or other documents available in your local jurisdictions which are available
free of charge at the above address.

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.

© 2017 Morgan Stanley. All rights reserved.
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