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The MSCI Europe Index gave back -1.1% month-
over-month following four consecutive months 
of positive performance. Financials were the 
best-performing sector in the index led by 
diversified financials (+3%) and banks (+2%), 
while the biggest laggards were food & staples 
retailing (-6%), retailing (-6%) and energy (-4%).1

Following speeches from various central bankers in Sintra 
(Portugal), there were early signs of the reflation theme being 
back in the market, driving a rotation into cyclicals. The 
European Central Bank (ECB) shifted to a more ‘hawkish’ 
tone seeing risks to growth as ‘balanced’ caused the market to 
refocus on tapering.

In Germany, the Ifo Business Climate reached a new all-
time high, printing 115.1 (versus consensus 114.5), Industrial 
Production expanded while Manufacturing Orders contracted. 
Macro-economic data in Europe remain positive although the 
magnitude of improvements has declined.

Crude continued to fall (-4.7% month over month) driven by 
OPEC meeting failing to meet expectations on production cut 
and stronger-than-expected production from Libya.2 

In the U.K., the general election produced a surprise hung 
parliament, driving conservatives to secure a deal with the 
Northern Ireland Democratic Unionist Party (DUP) to 
command a majority. 

The Markets – A Review

1 As represented by the MSCI Europe Index. FactSet, July 2017.
2 Morgan Stanley Research, July 2017.
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The U.K. economy is slowing down, as 
U.K. industrial production came in at 0.2% 
(versus consensus 0.7%) and Retail Sales 
fell by -1.2% (versus consensus 0.8%). U.K. 
consumer confidence fell sharply and the 
household saving rate fell to historic lows. 
The Monetary Policy Committee (MPC) 
was surprisingly hawkish, with three 
members voting for a hike. 

In Italy, the electoral law reform had a 
major setback, lowering the probability 
of an early election this year, and the 
Eurogroup approved EUR 8.5bn of extra 
funding for Greece (allowing the country 
to meet its payment obligations in July). 
The Greek government has outlined plans 
to return to the financial markets for the 
first time since 2014, planning to sell five-
year bonds to investors.

In June, the best-performing sectors in 
the European equity markets were:3

• Financials (+2%)
• Materials (0%)
• Industrials (0%)

June key laggards:3

• Energy (-4%)
• Telecommunications (-4%)
• Utilities (-3%)

YTD, the best-performing sectors in 
the European Equity markets are:3

• Technology (+21%)
• Industrials (+21%)
• Consumer Staples (+19%)

YTD key laggards:3

• Energy (-3%)
• Telecommunications (+10%) 
• Materials (+11%)

Consider This
• The recovery is becoming more 

self-sustaining, as evidenced in the 
availability of cheap bank loans, a 
turnaround in construction permits 
and further tightening in the labor 
market. Unless this upswing is derailed 
by political risk (German elections in 
September), the outlook should remain 
favorable.4 In the short-term, we do 
not exclude a pull-back in the market, 
given the recent rally and a slowdown 
in economic activity.

• Earnings per share (EPS) revisions 
appear to have rolled over in all the key 
regions, including Europe. Some recent 

weak Chinese data and mixed U.S. 
dataflow could affect earnings growth 
in the second half of 2017. A stronger 
euro could also be a specific issue for 
some eurozone exporters, including 
German exporters, which have done 
very well since the bottom of the 
market in 2009.

• A clear disappointment in earnings 
during the third or fourth quarter will 
probably be the catalyst to send the 
market marginally lower, especially 
given current valuations.

• Recent soft data on inflation allow 
developed markets’ central banks to 
remove monetary policy accommodation 
progressively over the course of 2018. 
Morgan Stanley economists expect 
the ECB to announce tapering of 
quantitative easing in September this 
year, starting from January 2018 and 
ending in mid-2018.5 An absence of 
inflation could also mean that bond 
yields may remain flattish for the time 
being. This will have implications on 
equity sector leadership.

3 FactSet, July 2017. 4 Citigroup Global Research, July 2017. 5 Morgan Stanley Research, June 2017.
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IMPORTANT DISCLOSURES
FOR PROFESSIONAL CLIENTS ONLY, EXCEPT IN THE U.S., WHERE THE 
MATERIAL IS FOR PUBLIC USE.
The views and opinions are those of the author as of the date of publication 
and are subject to change at any time 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 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.
Certain information herein is based on data obtained from third party sources 
believed to be reliable. However, we have not verified this information, and 
we make no representations whatsoever as to its accuracy or completeness.
The document is a general communication which is not impartial and 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.
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.
The MSCI Europe Index is a free float-adjusted market capitalization index 
that is designed to measure developed market equity performance in Europe. 
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. 
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.
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. 
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. 
Prior to investing, investors should carefully review the strategy’s/product’s 
relevant offering document. There are important differences in how the 
strategy is carried out in each of the investment vehicles.
EMEA
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 or acted upon by Retail Clients (each as defined in the UK Financial 

Conduct Authority’s rules). Financial intermediaries are required to satisfy 
themselves that the information in this document is suitable for any person 
to whom they provide this document in view of that person’s circumstances 
and purpose. MSIM shall not be liable for, and accepts no liability for, the 
use or misuse of this document by any such financial intermediary. If such 
a person considers an investment she/he should always ensure that she/he 
has satisfied herself/ himself that she/he has been properly advised by that 
financial intermediary about the suitability of an investment.
U.S.
A separately managed account may not be suitable 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 manager, please refer to Form ADV Part 2.

Please consider the investment objective, risks, charges and 
expenses of the Fund carefully before investing. The prospectus 
contains this and other information about the Fund. To obtain a 
prospectus, download one at morganstanley.com/im or call 1-800-
548-7786. Please read the prospectus carefully before investing.
NOT FDIC INSURED | OFFER NO BANK GUARANTEE | MAY LOSE VALUE | 
NOT INSURED BY ANY FEDERAL GOVERNMENT AGENCY | NOT A DEPOSIT
Hong Kong
This document has been 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 571). 
The contents of this document 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 document shall not be issued, circulated, distributed, 
directed at, or made available to, the public in Hong Kong.
Singapore
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”), (ii) to a “relevant person” (which includes an accredited 
investor) pursuant to section 305 of the SFA, and such distribution is in 
accordance with the conditions specified in section 305 of the SFA; or (iii) 
otherwise pursuant to, and in accordance with the conditions of, any other 
applicable provision of the SFA. In particular, for investment funds that are 
not authorized or recognized by the MAS, units in such funds are not allowed 
to be offered to the retail public; any written material issued to persons as 
aforementioned in connection with an offer is not a prospectus as defined 
in the SFA and, accordingly, statutory liability under the SFA in relation to 
the content of prospectuses does not apply, and investors should consider 
carefully whether the investment is suitable for them.
Australia
This publication is disseminated in Australia by Morgan Stanley Investment 
Management (Australia) Pty Limited ACN: 122040037, AFSL 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.
Morgan Stanley Investment Management (MSIM) is the asset management 
division of Morgan Stanley.
All information contained herein is proprietary and is protected under 
copyright law.
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