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Portfolio Commentary
In the quarter period ending March 31, 2023, the Portfolio’s I shares returned 11.30% (net of fees) , while the benchmark returned
6.87%.

International equities had an impressive gain of 7% (MSCI All Country World Index ex U.S.A. Index) in the first quarter as markets
started 2023 celebrating better inflation readings and better economic data relative to consensus expectations of recession in the
first half of 2023 due to the lagged impacts of monetary tightening. MSCI regional returns for the first quarter were: Europe +11%,
U.S.+ 8%, Japan +6% and emerging markets +4%.  MSCI All Country World ex-U.S.A. Index sector returns were: technology 17%,
consumer discretionary 12%, communication services 11%, industrials 10%, consumer staples and materials 6%, health care 4%,
utilities 3%, financials 2%, energy flat and real estate -2%.  Local currency returns versus the U.S. dollar (USD) were: British pound
+3%, euro +2% and Japanese yen -1%.

For the first quarter, the Fund gained 11.30% (I shares net of fees), outpacing the benchmark by over 400 basis points (bps).  The
significant underweight to banks (4% weight versus 12% for the benchmark) and overweight to digital entertainment (particularly a
Singapore-headquartered media and entertainment company, Sea Ltd,  which rallied sharply on the back of better-than-expected
sales and revenue in the fourth quarter of 2022) were the most significant positive contributors. The portfolio also benefited from
zero allocations to underperformers like Australia, Gulf Cooperation Council markets and telecom. Significant detractors included
positioning in metals and mining and zero allocations to autos, Mexico and Italy.

We did not make significant changes to the portfolio during the first quarter, outside of reducing several metals and mining positions
as they reached higher values and adding a small position in a German defense conglomerate and a South African platinum group
metals producer. For the defense company, our work shows that this company’s valuation provides room for upside surprises in its
business of supplying of ammunition and heavy armor to Western countries and the expectation of higher European defense
spending going forward. We believe this position could grow over time, as the company’s results are likely to be lumpy, creating
buying opportunities. The position in the South Africa-based platinum producer was increased due to our view that favorable supply
developments were not being recognized by the market, and due to what we consider a margin of defensiveness embedded in the
company’s free cash flow yield and valuation.

At this point, it seems that the turmoil in financials in March were not systemic due to the Federal Reserve’s (Fed) quick actions.
Higher interest rates by global central banks are draining deposits out of the banking system in favor of money market funds and the
short end of the yield curve. These conditions have contributed to banks realizing losses on fixed income securities and in some cases
have led to failures. While not all banks are seriously impacted by the deposit drain and losses on their government bond holdings,
smaller banks are clearly more vulnerable. These banks are responsible for most of the total lending to commercial real estate and
small and medium-sized local businesses. Credit conditions have been tightening since the middle of last year, and there could be
some more tightening after the Silicon Valley Bank (SVB) fallout. It remains to be seen how significant this impact will be on
economic growth and on credit spreads, something that we are monitoring closely. Banks will find it difficult to restore profitability

 

 Source: Morgan Stanley Investment Management. Data as of March 31, 2023. Performance for other share classes will vary. 
 Regional and country returns are represented by their respective MSCI regional/country indexes, which are broad measures of the

region/country’s stock market performance. Data as of March 31, 2023. 
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This document constitutes a commentary and does not constitute investment advice nor a recommendation to invest. The value of
investments may rise as well as fall. Independent advice should be sought before any decision to invest.  
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unless short-term interest rates come down, which will ease the deposit funding strains. Thus far, bank earnings have come in better
for the first quarter of 2023; however, the SVB panic and ensuing deposit run on small banks happened in mid- to late-March, right at
the end of the reporting period. Therefore, we will get a much better window into bank profitability in the April-June results, which
will only trickle in starting in July. The commercial real estate sector is facing pressure on multiple fronts, including vacant/under-
utilized office and retail spaces and pressure on capitalization rates. We remain underweight banks and zero weight in real estate.

While expectations are that economic growth will fade and industrial production data is exhibiting softening, labor markets remain
solid even with white-collar job cuts while consumer sentiment is improving relative to the low levels seen during the inflation shock
last year. Inflation has maintained its downward trajectory, but we do not think it will get to the Fed target of 2%. Supply-side
pressures have eased, and goods inflation is down. However, core services inflation continues to remain sticky. The transition away
from fossil fuels and into less-carbon-intensive methods of production and transportation will likely also be additive to price
pressures as we are likely past peak cheap-energy.

 Strategy and Outlook
Overall, the portfolio is fully invested with a barbell strategy of cyclical and secular stocks that we think continue to make sense in
the prevailing top-down environment. We think that non-U.S. markets look significantly more attractive due to record low valuations,
narrowing economic growth differentials in favor of those economies outside of the U.S., and by our expectation that returns may be
bolstered by further USD weakness. The USD hit a 20-year high in September (as measured by DXY Index) and has been weaker
since that point, while the U.S. financial system is facing stresses due to high rates and the fiscal picture is challenged by a significant
increase in interest payments. The first-half fiscal deficit in the U.S. is being estimated to top $1.1 trillion, while annualized interest
payments are expected to come in around $700 billion if rates stay at current levels.

The U.S. is late cycle, the dollar is expensive, and the relative growth of international markets is improving, making the case for
international equities, commodities and precious metals compelling in our opinion. We are overweight these areas, and the broader
portfolio is positioned to benefit from thematic trends we see across the consumer, macro, technology, health care innovation and
mispriced cyclicals with structural drivers. Our process focuses on sectors and industries with sustainable pricing power and
companies with strong balance sheets, durable competitive advantages and improving free cash flow.

 
FUND FACTS
Inception Date
January 17, 1992

Minimum Initial Investment ($)
A Shares - 1,000
I Shares - 1,000,000

Index
Primary - MSCI All Country World ex USA Index
Custom - Blended Index
Former - MSCI EAFE Index

 

 Share class availability may vary by platform. For more information, please visit the specified fund page on the website. 
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RISK CONSIDERATIONS

There is no assurance that a portfolio will achieve its investment
objective. Portfolios are subject to market risk, which is the
possibility that the market values of securities owned by the
portfolio will decline and that the value of portfolio shares may
therefore be less than what you paid for them. Market values
can change daily due to economic and other events (e.g. natural
disasters, health crises, terrorism, conflicts and social unrest)
that affect markets, countries, companies or governments. It is
difficult to predict the timing, duration, and potential adverse
effects (e.g. portfolio liquidity) of events. Accordingly, you can
lose money investing in this portfolio. Please be aware that this
portfolio may be subject to certain additional risks. In general,
equities securities’ values also fluctuate in response to
activities specific to a company. Investments in foreign markets
entail special risks such as currency, political, economic, market
and liquidity risks. The risks of investing in emerging market
countries are greater than risks associated with investments in
foreign developed markets. Derivative instruments can be
illiquid, may disproportionately increase losses and may have a
potentially large negative impact on the portfolio’s performance.
Illiquid securities may be more difficult to sell and value than
publicly traded securities (liquidity risk).

INDEX INFORMATION

The MSCI All Country World Ex-U.S. Index is a free float-
adjusted market capitalization weighted index designed to
measure the equity market performance of developed and
emerging markets, excluding the U.S. 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.

The MSCI EAFE Index (Europe, Australasia, Far East) is a free
float-adjusted market capitalization index that is designed to
measure the international equity market performance of
developed markets, excluding the US & Canada. 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 MSCI EAFE Index currently consists of
21 developed market country indices. The performance of the
Index is listed in U.S. dollars and assumes reinvestment of net
dividends.

The US Dollar Index (DXY) is an index of the value of the
United States dollar relative to a basket of foreign currencies,
often referred to as a basket of US trade partners’ currencies.

The Indexes are unmanaged and do not include any expenses, 
fees or sales charges. It is not possible to invest directly in an

Performance (%)
As of March 31, 2023

MTD QTD YTD 1 YR 3 YR 5 YR 10 YR
Class I Shares at NAV 6.08 11.30 11.30 -7.20 14.16 3.97 4.88

Class A Shares at NAV 6.01 11.18 11.18 -7.46 13.85 3.66 4.54

Class A Shares (With Max 5.25% Sales Charge) 0.45 5.37 5.37 -12.30 11.81 2.54 3.97

MSCI All Country World ex USA Index 2.44 6.87 6.87 -5.07 11.80 2.47 4.17

Blended Index 2.44 6.87 6.87 -5.07 11.80 2.47 4.68

MSCI EAFE Index 2.48 8.47 8.47 -1.38 12.99 3.52 5.00

Class A shares have a maximum front-end sales charge of 5.25%. Performance data quoted represents past
performance, which is no guarantee of future results, and current performance may be lower or higher than the
figures shown. For the most recent month end performance figures, please visit morganstanley.com/im. Investment
returns and principal value will fluctuate and fund shares, when redeemed, may be worth more or less than their
original cost.
The gross expense ratio is 0.95% for Class I shares and the net expense ratio is 0.90%. The gross expense ratio is
1.22% for Class A shares and net expense ratio is 1.22%. Where the net expense ratio is lower than the gross expense
ratio, certain fees have been waived and/or expenses reimbursed. These waivers and/or reimbursements will
continue for at least one year from the date of the applicable fund's current prospectus (unless otherwise noted in
the applicable prospectus) or until such time as the fund's Board of Directors acts to discontinue all or a portion of
such waivers and/or reimbursements. Absent such waivers and/or reimbursements, returns would have been lower.
Expenses are based on the fund's current prospectus.
Returns are net of fees and assume the reinvestment of all dividends and income. They are compared to an unmanaged market index.
Returns for less than one year are cumulative (not annualized). Performance for one year or more is based on average annual total
returns. The returns are reported for Class I and A shares. Performance for other share classes will vary.

Effective December 30, 2016, the benchmark index for the MSIF Active International Allocation Portfolio changed from Morgan
Stanley Capital International (MSCI) EAFE (Europe, Australasia, and Far East) Index to the MSCI All Country World ex USA Index.
Blended Index performance shown is calculated using the MSCI EAFE Index from inception through 12/30/2016 and the MSCI All
Country World ex USA Index thereafter.

 

 



Index. Any index referred to herein is the intellectual property
(including registered trademarks) of the applicable licensor.  

IMPORTANT INFORMATION

The views and opinions and/or analysis expressed are those of
the investment team as of the date of preparation of this
material and are subject to change at any time without notice
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 investment personnel at Morgan
Stanley Investment Management (MSIM) and its subsidiaries and
affiliates (collectively “the Firm”), and may not be reflected in all
the strategies and products that the Firm offers. 

This material is a general communication, which is not impartial
and all information provided 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.

Certain information herein has been prepared on the basis of
publicly available information, internally developed data and
other third-party sources believed to be reliable. However, no
assurances are provided regarding the reliability of such
information and the Firm has not sought to independently verify
information taken from public and third-party sources. 

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.

The whole or any part of this material may not be directly or
indirectly reproduced, copied, modified, used to create a
derivative work, performed, displayed, published, posted,
licensed, framed, distributed or transmitted or any of its contents
disclosed to third parties without MSIM's express written
consent. This material may not be linked to unless such hyperlink
is for personal and non-commercial use. All information
contained herein is proprietary and is protected under copyright
and other applicable law.

Morgan Stanley Investment Management is the asset
management division of Morgan Stanley.

NOT FDIC INSURED | OFFER NO BANK GUARANTEE | MAY LOSE
VALUE | NOT INSURED BY ANY FEDERAL GOVERNMENT
AGENCY | NOT A DEPOSIT
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