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Performance Review
In the quarter period ending March 31, 2023, the Portfolio’s I shares returned 3.64% (net of fees) , while the benchmark returned
2.96%.

 Market Review and Outlook
The price action for developed market rates in the first quarter of 2023 was staggering and historic. Early in the quarter, strong
economic data and hawkish language from the Federal Reserve (Fed) saw yields continue their movement upwards; however, that
was reversed in March as the collapse of Silicon Valley Bank unfolded. After spiking, rate volatility slowly declined from the highs but
remained elevated late in the quarter as the market digested news and tried to interpret the impact the banking situation will have.

Given the repricing of government bonds and heightened risk of recession in March, credit spread widening was surprisingly muted.
And price action in early April pushed credit spreads back towards their pre-banking turmoil levels. So, is it all a tempest in a teapot?
A false alarm? Or something more sinister? Whichever answer is correct will have huge implications.

There are reasons to be worried and reasons to be more sanguine. What we do know is that the probability of a recession is higher
now than it was in January and February and the economic data in March was disappointing. While we do not believe the events of
March are a harbinger of a new financial crisis, it does point to weak links in the economy and increased stresses that are likely to
unfold in the months ahead. That said, the global economy rebounded strongly in the first quarter. The service sector outside the U.S.
boomed. Whether or not that can continue in the face of weaker U.S. data remains to be seen.

March banking events laid bare the costs of the Fed’s aggressive hiking on the banking system. Even without a crisis or deep
contagion, profitability looks challenged and unrealized losses on asset holdings look high as a percentage of capital. This is likely to
lead to reduced lending and stricter lending standards as profitability is restored. Evidence released from the Fed already points to a
significant slowdown in bank lending. Whether or not this gets worse we do not know. This should lead to slower economic growth
in the months ahead, which should help keep yields low and put upward pressure on credit spreads.

Moreover, inflation is not beat. And the situation is worse outside the U.S. with inflation being particularly intransigent in Europe
(although good news should start arriving by summer). This puts central banks between a rock and a hard place. Financial stability is
weakened. Economies are likely to decelerate over the next few quarters (albeit after surprisingly strong growth in the first quarter),
which suggests pausing now or even considering rate cuts by the end of the year. But, labor markets and core inflation continue to
signal strength, not weakness. The Fed is unlikely to take too many chances, so it is unlikely to respond to higher unemployment
unless we get a string of negative job reports.

So, the conundrum to policymakers and investors: Has enough been done on the rate front to halt tightening and countenance
easing? Or is the big Treasury rally a head fake, a knee-jerk reaction to the banking turmoil and the need to price a higher probability
of a crisis even though it is not likely to happen? The longer that more problems do not emerge in the global banking sector, the
more likely that the rally in government bonds will pause if not reverse. Inflation data will continue to be key. If core inflation remains
intransigent, then it’s more likely a “hard landing” will occur to the benefit of government bonds and the detriment to credit markets,
particularly lower-rated bonds. Balancing these risks suggests to us that the Fed will hike rates another 25 basis points (bps)  in May,
but that will likely be the last rate hike of 2023. What happens after May remains to be seen.

 

 Source: Morgan Stanley Investment Management. Data as of March 31, 2023. Performance for other share classes will vary. 
 One basis point = 0.01% 

 
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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During the quarter, 2-, 5-, 10- and 30-year Treasury yields fell by 40, 43, 41 and 31 bps, respectively.  The rally was mostly in real
yields, as 10-year breakeven inflation rates rose by 2 bps for the quarter.  Longer-term expectations for inflation continued to be
stable.

The Bloomberg U.S. Corporate Index spread widened 8 bps during the quarter to 138 bps.  With the turmoil in the banking sector, the
widening was concentrated in the financial sector. Financials were 24 bps wider while industrials tightened by 1 basis point.  Despite
authorities providing solutions that addressed the question of systemic risk, markets demanded a higher risk premium. More broadly,
markets focused on the risks of higher funding costs impacting profitability; liquidity risk following runs on deposits; the potential
that lending standards would tighten, impacting future economic growth; and inflation data continuing to drive terminal central bank
rate expectations. Towards month-end, the market took some confidence from the lack of follow-on headlines, suggesting the events
were somewhat idiosyncratic. This led to a drop in equity and interest rate volatility and tighter credit spreads. Given the higher
representation of financial issuers on the short end of the yield curve, there was a significant flattening in the corporate spread curve:
1- to 3-year corporate bonds were 28 bps wider during the quarter, compared to only 2 bps wider for 10-year and longer corporates.

Investment grade credit fundamentals can be summarized as “things are better in 2023 but far from good.” Despite support for the
market from numerous sources, multiple headwinds suggest that above-average risk premiums are appropriate. Recent banking news
highlights the idiosyncratic risks in the market, central banks are still raising rates, inflation is likely to be sticky given the strength in
the labor market, and corporate profitability will be pressured by higher input costs. Technical demand for corporates has been a
positive, and we expect the sector to benefit from demand for an attractively valued, high quality asset in an environment of
increased uncertainty.

Higher interest rate volatility and concern about potential Federal Deposit Insurance Corporation (FDIC) sales from failed banks
pressured the agency mortgage-backed securities (MBS) market during the quarter. Current coupon spreads widened 8 bps to 153
bps above comparable duration U.S. Treasuries.  The average 30-year mortgage rate did not follow other yields lower, as it rose
slightly during the quarter to 6.75%.  Though agency MBS now appear attractive based on historical spreads to other high quality
sectors, technicals remain concerning as the Fed and U.S. banks continue to reduce their holdings.

Securitized credit sectors widened along with financial sector corporate bonds. Though we continue to believe that the fundamental
credit conditions of residential housing loan markets remain relatively sound, we also believe that higher risk premiums are warranted
across all securitized credit assets given the potential for an economic slowdown. We think this is already largely reflected in
securitized credit markets, as spreads remain at historically wide levels, which we think offer sufficient compensation for current
market risks. The supply-demand dynamic should also remain positive for securitized products, with substantially lower loan
origination volumes in the residential and commercial real estate markets. Fundamental credit conditions remain stable despite
recession risks. Delinquencies across many asset classes are increasing slowly, but overall delinquencies remain low from a historical
perspective, and we believe delinquency and default levels will likely remain non-threatening to the large majority of securities.
Additionally, securitization structures remain relatively robust in the post-Global Financial Crisis era, and we expect most securities
can generally withstand high levels of defaults without being materially impacted.

 Portfolio Strategy and Analysis
During the first quarter of 2023, the portfolio generated a positive return and outperformed the benchmark, driven primarily by the
portfolio’s securitized positioning. Security selection led to outperformance in asset-backed securities (ABS), agency commercial
mortgage-backed securities (CMBS) and non-agency residential mortgage-backed securities (RMBS) exposure despite the market’s
surge in volatility. Our underweight to agency MBS also contributed, as lower-coupon structures (where our underweight is
concentrated) underperformed. The underweight to investment grade corporates contributed, while the high yield exposure
detracted amid a challenging environment for risk assets. Our emerging market government-related debt overweight also marginally
detracted from relative performance. Interest rate positioning in the Dominican Republic, South Africa and the euro area contributed
to performance, while U.S. duration positioning detracted.

During the quarter, we changed our duration targets to flat overall relative to the benchmark (Bloomberg U.S. Aggregate Index). In
spread sectors, we added higher-coupon agency MBS to the portfolio while reducing our exposure to emerging markets debt,
securitized credit and convertible bonds, as we expect the focus of the market to shift from inflation (which is beginning to stabilize)
to weakening global economic growth.

We believe the Fund remains well positioned given its sector allocation, which creates a relative yield advantage. The Morgan Stanley
Institutional Fund Trust (MSIFT) Core Plus Fixed Income Portfolio can invest beyond traditional high quality fixed income sectors to
actively seek a diversified  set of opportunities.

  

 

 Source: Bloomberg L.P. Data as of March 31, 2023. 
 Diversification does not eliminate the risk of loss. 
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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. Fixed-income securities are subject to  
the ability of an issuer to make timely principal and interest  
payments ( credit risk), changes in interest rates ( interest-
rate risk), the creditworthiness of the issuer and general

market liquidity ( market risk). In a rising interest-rate  
environment, bond prices may fall and may result in periods of  
volatility and increased portfolio redemptions. In a declining  
interest-rate environment, the portfolio may generate less  
income. Longer-term securities may be more sensitive to  
interest rate changes. Mortgage- and asset-backed securities
are sensitive to early prepayment risk and a higher  
risk of default and may be hard to value and difficult to sell 
(liquidity risk). They are also subject to credit, market and  
interest rate risks. Municipal securities are subject to early  
redemption risk and sensitive to tax, legislative and political  
changes. High yield securities (“junk bonds”) are lower  
rated securities that may have a higher degree of credit and  
liquidity risk. Public bank loans are subject to liquidity risk and  
the credit risks of lower rated securities. Foreign securities  
are subject to currency, political, economic and market risks.  
The risks of investing in emerging market countries are

FUND FACTS
Inception Date
November 14, 1984

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

Index
Bloomberg U.S. Aggregate Index

Performance (%)
As of March 31, 2023

MTD QTD YTD 1 YR 3 YR 5 YR 10 YR
Class I Shares at NAV 2.19 3.64 3.64 -5.37 -0.76 1.24 2.96

Class A Shares at NAV 2.27 3.58 3.58 -5.58 -1.09 0.91 2.62

Class A Shares (With Max 3.25% Sales Charge) -1.05 0.19 0.19 -8.65 -2.19 0.24 2.28

Bloomberg U.S. Aggregate Index 2.54 2.96 2.96 -4.78 -2.77 0.91 1.36

Class A shares have a maximum front-end sales charge of 3.25%. 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 0.63% for Class I shares and the net expense ratio is 0.42%. The gross expense ratio is
0.89% for Class A shares and net expense ratio is 0.77%. 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.

The fund has received proceeds related to certain non-recurring litigation settlements. If these monies were not
received, any period returns which include these settlement monies would have been lower.  These were one-time
settlements, and as a result, the impact on the net asset value and consequently the performance will not likely be
repeated in the future. Rankings for the fund were more favorable due to these settlements and ratings may also
have been positively impacted. Please visit www.morganstanley.com/im for additional details.
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greater than risks associated with investments in foreign
developed countries. Derivative instruments may
disproportionately increase losses and have a significant impact
on performance. They also may be subject to counterparty,
liquidity, valuation, correlation and market risks. Illiquid
securities may be more difficult to sell and value than publicly
traded securities (liquidity risk). Certain U.S. government
securities purchased by the Strategy, such as those issued by
Fannie Mae and Freddie Mac, are not backed by the full faith and
credit of the U.S. It is possible that these issuers will not have
the funds to meet their payment obligations in the
future. Portfolio Turnover. Consistent with its investment
policies, the Fund will purchase and sell securities without regard
to the effect on portfolio turnover. Higher portfolio turnover will
cause the Fund to incur additional transaction costs.

INDEX INFORMATION

The Bloomberg U.S. Aggregate Index tracks the performance of
all U.S. government agency and Treasury securities, investment-
grade corporate debt securities, agency mortgage-backed
securities, asset-backed securities and commercial mortgage-
backed securities.

“Bloomberg®” and the Bloomberg Index/Indices used are service
marks of Bloomberg Finance L.P. and its affiliates, and have been
licensed for use for certain purposes by Morgan Stanley
Investment Management (MSIM). Bloomberg is not affiliated
with MSIM, does not approve, endorse, review, or recommend
any product, and. does not guarantee the timeliness,
accurateness, or completeness of any data or information
relating to any product. 

The Bloomberg U.S. Corporate Index is a broad-based
benchmark that measures the investment grade, fixed-rate,
taxable, corporate bond market.

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. 

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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