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Performance
In the quarter period ending March 31, 2023, the Portfolio’s I shares returned 3.85% (net of fees) , while the benchmark returned
3.50%.

The portfolio’s overall investment grade credit positioning had a positive impact on performance.

The portfolio is positioned to be overweight financials, and underweight industrials when measured in duration times spread terms.

Positions within investment grade financials were drivers of positive performance, driven by the overweight to banking and insurance.
Furthermore, positions within investment grade industrials were also positive contributors to performance, due to the overweight to
energy and technology. The overweight to investment grade utility had a positive impact on performance, as a result of the
overweight to the electric sector.

Elsewhere in the portfolio, the overweights to high yield (fallen angels) and convertible bonds had negative impacts on performance,
while the overweight to government-related debt had a positive impact on performance.

The underweight in duration positioning had a positive impact on performance due to the underweight to U.S. rates, which rose in
February, outweighing the negative impact from January and March when rates fell.

 Market Review
Following a volatile 2022 it’s not surprising the first quarter of 2023 was nothing short of a roller coaster.

The quarter saw credit market volatility as the banking concerns and macro environment drove market sentiment towards the end of
the period. There were four main drivers of credit spreads in the period. First, while the banking story was viewed as idiosyncratic,
markets rationalized that a higher risk premium for uncertainty was warranted. Second, a slightly stronger-than-expected consumer
price index (CPI) print showed that inflation remained sticky, supported by still strong service sector spending. Third, while fourth
quarter corporate reporting exceeded expectations, risks remain that the higher funding costs will impact profitability. Finally, the
technical was supportive with strong demand for credit.

The year began with the sentiment that January was a gangbuster month for financial markets. A lot of fear and loathing evident in
December disappeared, allowing bonds, equities and non-U.S. currencies to rally. The continued decline in volatility was a key factor
in allowing bond yields to fall, equities to rally and credit spreads to materially tighten.

After the very optimistic January, markets changed their view on the economic outlook in February. In recent market terms, the
economic soft landing morphed into a “no landing” scenario. The facts which led to this change were mainly about inflation, which
looked stickier than previously hoped, while the growth outlook improved. Central banks were priced to tighten more aggressively, a
change that risky assets have been able to withstand without too much damage because the growth outlook was also upgraded.

Investors were “dazed and confused” about the events of March and their potential impact. Worries about too-strong growth flipped
into worries about too-weak growth. During the month, problems in the banking sector arose in dramatic fashion with the failure of
several U.S. banks and the takeover of Credit Suisse. Worries of a “no landing” of the U.S. economy (which had just grown from “soft
landing”) switched to worries of a “hard landing.”

 

 Source: Morgan Stanley Investment Management. Data as of March 31, 2023. Performance for other share classes will vary. 
 
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.

BROAD MARKETS FIXED INCOME TEAM | COMMENTARY | MARCH 31, 2023

1

1



Over the quarter, euro investment grade corporate spreads widened +2 basis points (bps) to +170 bps.  U.S. investment grade
corporate spreads underperformed as they widened +8 bps to +138 bps.  Sterling investment grade corporate spreads tightened -3
bps to +191 bps.  Equities were higher in the period, and volatility was -14% lower (VIX closed at 19).  Global “risk-free” yields were
lower in the period with German 10-year government bonds down -28 bps, closing at 2.29%, U.S. 10-year government bonds down
-41 bps, closing at 3.47%, and U.K. 10-year government bonds down -18 bps, closing at 3.49%.

 Portfolio Strategy and Analysis
Over the quarter, risk positioning was altered slightly to match market sentiment, with risk adjustments made on the margins to
capture changing risk-adjusted valuations. We opportunistically trimmed exposure to investment grade names, while adding to high
yield corporates.  

The portfolio’s alpha sources remain financials (banks and insurance) and a small overweight to BBB-rated non-financials. We remain
underweight A-rated or better non-financial bonds. The portfolio continues to hold small allocations to off-benchmark sectors such
as convertible bonds, securitized debt and high yield corporates.

 Outlook
The issues in the banking sector have led to more volatility in markets and new uncertainties. At this point, a broader banking crisis
reminiscent of 2008 seems highly unlikely; however, it will still affect the economy. While the magnitude of the impact on the
economy is unclear at this point, credit conditions are likely to tighten even further as a result. At this point, it seems the market is
adjusting for a shift in the tail risks, as scenarios where the Fed goes much higher (i.e., taking rates to 6%) seem much less likely,
while a recession has become more likely. Unfortunately for the Fed, while the banking issues will likely be disinflationary, core
inflation is still elevated and sticky. Given the uncertainty, it is difficult to concretely express an outright view on interest rates, and it
may be wise to be patient for now, awaiting further clarification while taking advantage of more relative dislocations.

Investment grade credit fundamentals can be summarized as “things are better in 2023 but far from good.” Despite support for the
investment grade credit market from numerous sources, multiple headwinds suggest the asset class warrants an above-average risk
premium. 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 investment grade credit has been a positive, and we expect it to benefit from demand for an attractively valued, high quality asset
in an environment of increased uncertainty. Valuation levels suggest room for spread tightening as well as an attractive running yield.

 
FUND FACTS
Inception Date
August 31, 1990

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

Index
Bloomberg U.S. Corporate Index

 

 Source: Bloomberg L.P. Data as of March 31, 2023. One basis point = 0.01%  
 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. Fixed-income securitiesare 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. 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. Restricted and illiquid securities
may be more difficult to sell and value than publicly traded
securities (liquidity risk).

INDEX INFORMATION

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

“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 Volatility Index (VIX) is the ticker symbol for the Chicago
Board Options Exchange Market Volatility Index, a popular
measure of the implied volatility of S&P 500 index options. It
represents one measure of the market's expectation of stock
market volatility over the next 30-day period. The VIX is quoted
in percentage points and translates, roughly, to the expected
movement in the S&P 500 index over the next 30-day period,
which is then annualized.

Performance (%)
As of March 31, 2023

MTD QTD YTD 1 YR 3 YR 5 YR 10 YR
Class I Shares at NAV 2.41 3.85 3.85 -6.01 -0.44 1.41 3.11

Class A Shares at NAV 2.38 3.69 3.69 -6.31 -0.74 1.11 2.80

Class A Shares (With Max 3.25% Sales Charge) -0.98 0.34 0.34 -9.37 -1.82 0.45 2.46

Bloomberg U.S. Corporate Index 2.78 3.50 3.50 -5.55 -0.54 1.62 2.32

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 0.86% for Class I shares and the net expense ratio is 0.70%. The gross expense ratio is
1.09% for Class A shares and net expense ratio is 0.99%. 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. Please visit www.morganstanley.com/im for additional details. 

 

 

http://www.morganstanley.com/im


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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