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If you were trying to doom a newly invented currency AUTHOR

to irrelevance, naming it “cryptocurrency”’ would -
have been a crafty first step. “Crypto” means hidden ®
or secret, and often describes a target of popular RUCHIR SHARMA
.. . . Head of Emerging Markets and
suspicion and fear, as in crypto-fascist or crypto- Chief Global Strategist

communist. But now, despite the jitters natural in a
global pandemic, cryptocurrencies are rapidly gaining
popular support as alternatives to gold (a store of
value) and the dollar (as a means of payment).

The most widely circulated cryptocurrency, Bitcoin, is trading
above $35,000, around 10 times its early 2020 low.? To some
investors, this is a bubble. To others, including us, it is a sign that
Bitcoin is following the natural path of new inventions, in which
investor interest comes first from venture capital, then from
hedge funds, and finally—about 10 years on—from traditional
Wall Street players. Bitcoin first launched in 2009, and the
resistance of traditionalists is waning as digital services of all
kinds boom during the pandemic.

We see fundamental reasons to believe that— regardless of where
the price of Bitcoin goes next— cryptocurrencies are here to stay
as a serious asset class. One is growing distrust in fiat currencies,
thanks to massive money printing by central banks. Another is
generational: younger people hear the “crypto” in cryptocurrency
as new and improved, an exciting digital advance over metal
coins. The worst knock on cryptocurrency as a store of value is its
volatility, but unflinching demand from millennials has helped
lower the volatility of Bitcoin, even during the pandemic.

T Cryptocurrency (notably, Bitcoin) operates as a decentralized, peer-to-peer
financial exchange and value storage that is used like money. It is not backed
by any government. Federal, state or foreign governments may restrict the
use and exchange of cryptocurrency. Cryptocurrency may experience very high
volatility. The Global Emerging Markets strategies do not invest in cryptocurrency.

2 Bloomberg. Intra-day trading low occurred on 3/12/20.




To this under-40 set, who grew up with
digital tech, the open-source software
behind Bitcoin makes it more transparent,
transferrable and trustworthy than paper
money printed by governments. Not less.
And this crypto-confidence may reach even
deeper in emerging markets, where distrust
in centralized authority runs high.

Governments have been slow to recognize
this evolution. When the pandemic hit,
the dollar ruled the world as the favored
medium of international trade, the anchor
against which other nations value their
currencies, and the “reserve currency” most
central banks hold as savings. Before the
United States, only five great powers had
enjoyed the coveted “reserve currency”
status, going back to the mid-1400s:
Portugal, then Spain, the Netherlands,
France and Britain. Those reigns lasted 94
years on average.” At the start of 2020 the
dollar’s run had endured 100 years, which

was reason enough to question how much
longer it could continue.

The dollar enjoyed one key bulwark that
its predecessors did not: no challengers.
Europe had hopes for the euro, but it was
young, and burdened by doubts about
Europe’s multistate government. China
had aspirations for the renminbi, which
have been stymied by suspicions of the
country’s one-party state.

Moreover, led by the Fed, every major
central bank has been printing money
madly to keep economies afloat during
the pandemic, undermining confidence
in all national currencies. Twenty percent
of all dollars in circulation were printed
in 2020,% and that binge was a huge
boost to the appeal of Bitcoin, which
was designed with a gradual process

for “mining” new coins and a limited
supply. In effect, central banks conspired
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Cryptocurrency: Surprisingly Advanced in Emerging Countries

The 2020 Global Crypto Adoption Index
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Source: Chainalysis, The 2020 Geography of Cryptocurrency Report, September 2020.

Methodology: 154 countries are ranked on 4 cryptocurrency (CC) metrics (1 On-chain CC value received,
weighted by purchasing power parity (PPP) per capita (PO); 2 On-chain retail value transferred, weighted
by PPP PC; 3 Number of on-chain CC deposits, weighted by number of internet users (IU); & Peer-to-peer
exchange trade volume, weighted by PPP PC and IU.) The geometric mean of each country’s ranking in all
four is then normalized for a final ranking on a scale from O to 1. The closer the country's final scoreis to 1,

the higher the country's adoption of cryptocurrencies relative to the other ranked countries.

unintentionally to fuel the rush into
cryptocurrencies, which have long been
pitched as decentralized, democratic
options to dollar dominance.

That is not to say that Bitcoin is poised

to topple the dollar any time soon, only
that traditionalists continue to dismiss

the seriousness of the crypto challenge at
their own risk. In 2019, after mounting
for decades, U.S. debts to the rest of the
world surpassed 50 percent of the nation’s
economic output—a threshold that often
signals a coming crisis.’ In 2020, heavy
government borrowing pushed those
liabilities up to 67 percent of output, deep
in the warning zone.® Dollar dominance is
likely to end when the rest of the world loses
confidence that the U.S. can pay its bills.

Bitcoin was not only the hottest
investment of 2020, it was the hottest
investment of the decade ending in 2020,
up more than 200 percent a year on
average.” The Bitcoin market now totals
around $690 billion, and represents

a growing share of the $1.1 trillion
cryptocurrency market.® But it is still tiny
compared to a more traditional inflation
hedge like gold, which is a $12 trillion
global market.” That leaves plenty of
room to grow.

Bitcoin is still volatile, with average annual
price swings of 69 percent, compared to
27 percent for silver, 13 percent for gold,
and around 20 percent for stocks."® But
the volatility of gold and silver has barely
changed in decades. Since the launch

of Bitcoin, its volatility has come down
from an annual average of more than

400 percent, so the volatility gap between
Bitcoin and the traditional hedges is
narrowing.!" The risk-adjusted returns of
Bitcoin are now in the same range as global
or U.S. stocks.'?

The remaining skeptics tend to be
older investors who are more inclined
to distrust the stateless “peer-to-peer”
network that underpins Bitcoin. This is

2 )P Morgan, HKMA, Erste Group.
* Federal Reserve Board

5 IMF: External Liabilities and Crises
& MSIM, IMF, Haver.

7 MSIM, Bloomberg, FactSet, Haver. Data from 2011-2020.

8 CoinMarketCap data as of 2/3/21.
9 Galaxy Fund Management.
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10 MSIM, Bloomberg, FactSet, Haver. Based on 3-year trailing monthly volatility
annualized. Data as of 2/3/21.

" MSIM, Bloomberg, FactSet, Haver. Based on 3-year rolling monthly volatility
annualized from 7/31/11to 2/3/21.

2 Based on the 3-year trailing Sharpe ratio for Bitcoin, which is 0.80, compared
to 0.47 for MSCI ACWI, and 0.77 for the S&P 500. This is a modified Sharpe

ratio with the risk-free rate set at zero, given the low rates regime. Data from

1/31/16 to 2/3/21.
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exactly the quality that appeals to many
millennials: the absence of a big government
or a financial institution playing middleman
to every transaction. In a recent survey, only
3 percent of baby boomers in the United
States said they own a cryptocurrency,
compared to 27 percent of millennials.”
Those numbers are likely to grow across
generations; the recent boom has been
fueled by established firms, run by aging
financial moguls, joining millennials on the

crypto-bandwagon.

Bitcoin is also starting to make progress
on its ambition to replace the dollar as a
medium of exchange. Today, virtually all
Bitcoins are held as an investment, not
used to pay bills, but that is changing.
Last year popular payment platforms
started accepting Bitcoin and other digital
currencies, a major step forward in their
campaign to challenge the dollar.

Cryptocurrencies promise to help solve
problems that are particularly acute in
emerging markets (EM). Their governments
are often centralized but relatively
unreliable, which destabilizes currencies,
opens the door to profiteering middlemen,
and erodes public trust. Blockchain, the
technology behind Bitcoin’s decentralized

network, promises to cut out the grasping
hands of governments and middlemen,

and speed up transactions with more
transparency and lower fees. It is offering
what many EM customers are desperate for.

Recently the Chainalysis research and
consulting firm ranked nations by how far

they had gone in adopting cryptocurrencies.

Surprisingly, many of the most advanced
are emerging countries (see Display 1). The
three leaders were Russia, Ukraine and
Venezuela; China was in a narrow second
tier alongside the United States, and much
of Asia and Latin America were as or more
advanced than any country in Europe."
Smaller businesses are starting to use
Bitcoin in international trade, particularly
in countries where dollars can be hard

to come by (such as Nigeria) or the local
currency is unstable (Argentina). Last
year, the number of internet searches for
“Bitcoin” reached an all time high in many
countries,” including emerging markets

from Thailand to Turkey and Mexico.

One irresistibly practical EM application
for cryptocurrency is the $470 billion
market for remittances—the money
ex-pat workers send home to low- and
middle-income countries.'® These transfers

typically take one to five days, for a fee
ranging from 5 to 9 percent.” Today, a
payment system using cryptocurrency can
send the same sum in seconds, for pennies.

It’s hard to imagine why this alternative
wouldn’t have a strong future. Many
regulators are less hostile than observers
suppose. They have stepped in following
exposure of fraud in new cryptocurrency
launches or of crypto ties to criminal sales
networks like Silk Road (which was shut
in 2013). In general, regulators seem to
be more focused on cleaning up crypto-
markets than on preventing their growth.

So even if Bitcoin’s price pops, as it has
before, the rush of 2020 can’t be dismissed
as an irrational mania. Cryptocurrencies
are still young, they still face growing pains.
But they also promise speed, transparency,
and low fees that traditional payment
channels cannot match. They satisfy a
growing demand for a digital alternative

to gold, an asset likely to protect investors
from massive money printing and the threat
of inflation. To younger investors, “crypto”
already evokes digital, stable and good, not
shadowy and sinister. The rest would be
well advised to recognize that the currency
world is changing, or risk being left behind.

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, and market
risks. The risks of investing in emerging market countries are greater than the risks generally associated with investments in foreign
developed countries. Stocks of small- and medium-capitalization companies entail special risks, such as limited product lines, markets,
and financial resources, and greater market volatility than securities of larger, more-established companies. 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 public traded securities (liquidity risk). Non-diversified portfolios often invest in a
more limited number of issuers. As such, changes in the financial condition or market value of a single issuer may cause greater volatility.

About Morgan Stanley Investment Management™

Morgan Stanley Investment Management, together with its investment advisory affiliates, has 738 investment professionals around the
world and approximately $781 billion in assets under management or supervision as of December 31, 2020. Morgan Stanley Investment
Management strives to provide outstanding long-term investment performance, service and a comprehensive suite of investment
management solutions to a diverse client base, which includes governments, institutions, corporations and individuals worldwide.

For more information, please visit our website at www.morganstanley.com/im. This material is current as of the date specified, is for
educational purposes only and does not contend to address the financial objectives, situation or specific needs of any individual investor.

3 Forbes, July 2020.

¥ Chainalysis: The 2020 Geography of Cryptocurrency Report. September 2020
5 Citi, ICO Analytics, Google Trends.
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7 \World Bank, TransferWise

8 Assets under management as of December 31, 2020. Morgan Stanley
Investment Management (“MSIM") is the asset management business of
Morgan Stanley. Assets are managed by teams representing different MSIM
legal entities; portfolio management teams are primarily located in New
York, Philadelphia, London, Amsterdam, Hong Kong, Singapore, Tokyo and
Mumbai offices. Figure represents Morgan Stanley Investment Management's
total assets under management/supervision.
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DEFINITIONS: Gross Domestic Product (GDP) is the monetary value of
all the finished goods and services produced within a country's borders
in a specific time period. It includes all private and public consumption,
government outlays, investments and net exports. Sharpe ratio is a risk-
adjusted measure calculated as the ratio of excess return to standard
deviation. The Sharpe ratio determines reward per unit of risk. The higher
the Sharpe ratio, the better the historical risk-adjusted performance.

IMPORTANT DISCLOSURES: 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.

Forecasts and/or estimates provided herein are subject to change and may
not actually come to pass. Information regarding expected market returns
and market outlooks is based on the research, analysis and opinions of
the authors. These conclusions are speculative in nature, may not come
to pass and are not intended to predict the future performance of any
specific MSIM product.

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 information herein is a general communications which is not impartial
and has been prepared solely for information 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 material
contained herein has not been based on a consideration of any individual client
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.

Past performance is no guarantee of future results.

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.

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.

DISTRIBUTION: This communication is only intended for and will only be
distributed to persons resident in jurisdictions where such distribution
or availability would not be contrary to local laws or regulations.
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Ireland: MSIM Fund Management (Ireland) Limited. Registered Office: The
Observatory, 7-11 Sir John Rogerson’s Quay, Dublin 2, DO2 VC42, Ireland.
Registered in Ireland as a private company limited by shares under company
number 616661. MSIM Fund Management (Ireland) Limited is regulated by
the Central Bank of Ireland. United Kingdom: Morgan Stanley Investment
Management Limited is authorised and regulated by the Financial Conduct
Authority. Registered in England. Registered No. 1981121. Registered Office:
25 Cabot Square, Canary Wharf, London E14 4QA. Dubai: Morgan Stanley
Investment Management Limited (Representative Office, Unit Precinct 3-7th
Floor-Unit 701and 702, Level 7, Gate Precinct Building 3, Dubai International
Financial Centre, Dubai, 506501, United Arab Emirates. Telephone: +97
(0)14 709 7158). Germany: MSIM Fund Management (Ireland) Limited
Niederlassung Deutschland, Grosse Gallusstrasse 18, 60312 Frankfurt am
Main, Germany (Gattung: Zweigniederlassung (FDI) gem. § 53b KWG). Italy:
MSIM Fund Management (Ireland) Limited, Milan Branch (Sede Secondaria
di Milano) is a branch of MSIM Fund Management (Ireland) Limited, a
company registered in Ireland, regulated by the Central Bank of Ireland and
whose registered office is at The Observatory, 7-11 Sir John Rogerson's Quay,
Dublin 2, DO2 VC42, Ireland. MSIM Fund Management (Ireland) Limited
Milan Branch (Sede Secondaria di Milano) with seat in Palazzo Serbelloni
Corso Venezia, 16 20121 Milano, ltaly, is registered in Italy with company
number and VAT number 11488280964. The Netherlands: MSIM Fund
Management (Ireland) Limited, Rembrandt Tower, 11th Floor Amstelplein
11096HA, Netherlands. Telephone: 31 2-0462-1300. Morgan Stanley
Investment Management is a branch office of MSIM Fund Management
(Ireland) Limited. MSIM Fund Management (Ireland) Limited is regulated
by the Central Bank of Ireland. France: MSIM Fund Management (Ireland)
Limited, Paris Branch is a branch of MSIM Fund Management (Ireland)
Limited, a company registered in Ireland, regulated by the Central Bank
of Ireland and whose registered office is at The Observatory, 7-11 Sir John
Rogerson’'s Quay, Dublin 2, DO2 VC42, Ireland. MSIM Fund Management
(Ireland) Limited Paris Branch with seat at 61rue de Monceau 75008 Paris,
France, is registered in France with company number 890 071 863 RCS.
Spain: MSIM Fund Management (Ireland) Limited, Sucursal en Espafia is a
branch of MSIM Fund Management (Ireland) Limited, a company registered
in Ireland, regulated by the Central Bank of Ireland and whose registered
office is at The Observatory, 7-11 Sir John Rogerson’s Quay, Dublin 2, DO2
VC42, Ireland. MSIM Fund Management (Ireland) Limited, Sucursal en
Espafia with seat in Calle Serrano 55, 28006, Madrid, Spain, is registered
in Spain with tax identification number WO058820B. Switzerland: Morgan
Stanley & Co. International plc, London, Zurich Branch Authorised and
regulated by the Eidgendssische Finanzmarktaufsicht (‘FINMA”"). Registered
with the Register of Commerce Zurich CHE-115.415.770. Registered Office:
Beethovenstrasse 33, 8002 Zurich, Switzerland, Telephone +41(0) 44 588
1000. Facsimile Fax: +41(0)44 588 1074

U.S.: A separately managed account may not be appropriate 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.
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Please consider the investment objectives, risks, charges
and expenses of the funds carefully before investing. The
prospectuses contain this and other information about
the funds. To obtain a prospectus please download one
at morganstanley.com/im or call 1-800-548-7786. Please
read the prospectus carefully before investing.

Morgan Stanley Distribution, Inc. serves as the distributor for
Morgan Stanley Funds.

NOT FDIC INSURED | OFFER NO BANK GUARANTEE | MAY
LOSE VALUE | NOTINSURED BY ANY FEDERAL GOVERNMENT
AGENCY | NOT A BANK 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
publication 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 appropriate for them. This publication
has not been reviewed by the Monetary Authority of Singapore. Australia:
This publication is disseminated in Australia by Morgan Stanley Investment
Management (Australia) Pty Limited ACN: 122040037, AFSL No. 314182,
which accepts 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.

Japan: For professional investors, this document is circulated or distributed for
informational purposes only. For those who are not professional investors, this
document is provided in relation to Morgan Stanley Investment Management
(Japan) Co., Ltd. (“MSIM)")'s business with respect to discretionary investment
management agreements (“IMA”") and investment advisory agreements
(“IAA"). This is not for the purpose of a recommendation or solicitation of
transactions or offers any particular financial instruments. Under an IMA,
with respect to management of assets of a client, the client prescribes
basic management policies in advance and commissions MSIMJ to make all
investment decisions based on an analysis of the value, etc. of the securities,
and MSIMJ accepts such commission. The client shall delegate to MSIM]J the
authorities necessary for making investment. MSIM] exercises the delegated
authorities based on investment decisions of MSIMJ, and the client shall

Explore our site at www.morganstanley.com/im

not make individual instructions. All investment profits and losses belong
to the clients; principal is not guaranteed. Please consider the investment
objectives and nature of risks before investing. As an investment advisory fee
foran|AA oran IMA, the amount of assets subject to the contract multiplied
by a certain rate (the upper limit is 2.20% per annum (including tax)) shall
be incurred in proportion to the contract period. For some strategies, a
contingency fee may be incurred in addition to the fee mentioned above.
Indirect charges also may be incurred, such as brokerage commissions for
incorporated securities. Since these charges and expenses are different
depending on a contract and other factors, MSIMJ cannot present the
rates, upper limits, etc. in advance. All clients should read the Documents
Provided Prior to the Conclusion of a Contract carefully before executing an
agreement. This document is disseminated in Japan by MSIMJ, Registered No.
410 (Director of Kanto Local Finance Bureau (Financial Instruments Firms)),
Membership: the Japan Securities Dealers Association, The Investment
Trusts Association, Japan, the Japan Investment Advisers Association and
the Type Il Financial Instruments Firms Association.

IMPORTANT INFORMATION: EMEA: This marketing communication has
been issued by MSIM Fund Management (Ireland) Limited. MSIM Fund
Management (Ireland) Limited is regulated by the Central Bank of Ireland.
MSIM Fund Management (Ireland) Limited is incorporated in Ireland as
a private company limited by shares with company registration number
616661 and has its registered address at The Observatory, 7-11 Sir John
Rogerson’s Quay, Dublin 2, D02 VC42, Ireland.

Any index referred to herein is the intellectual property (including registered
trademarks) of the applicable licensor. Any product based on an index s in
no way sponsored, endorsed, sold or promoted by the applicable licensor
and it shall not have any liability with respect thereto.

Charts and graphs provided herein are for illustrative purposes only.

The information contained in this communication is not a research
recommendation or ‘investment research’ and is classified as a ‘Marketing
Communication’ in accordance with the applicable European or Swiss
regulation. This means that this marketing communication (a) has not been
prepared in accordance with legal requirements designed to promote the
independence of investment research (b) is not subject to any prohibition
on dealing ahead of the dissemination of investment research.

MSIM has not authorised financial intermediaries to use and to distribute
this document, unless such use and distribution is made in accordance
with applicable law and regulation. Additionally, financial intermediaries
are required to satisfy themselves that the information in this document
is appropriate 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.

The whole or any part of this work 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 work 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.
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