SLIMMON’S TAKE > TAKEAWAYS & KEY EXPECTATIONS

Andrew Slimmon May 2022

SOLUTIONS & MULTI-ASSET | APPLIED EQUITY ADVISORS TEAM | SLIMMON’S TAKE | MAY 2022

One of the oldest investment axioms for market experts is to never
set a price target and attach a date to when it happens. The market is a
humbling beast that delights in making the supposed “smart money” look
foolish. Anyone who is arrogant in the investment business is either too
new or about to be colossally wrong.
Yet as a portfolio manager of equity funds, I must have a market view.
Quite simply, the concept of “just pick stocks and ignore the noise” sounds
great in theory. However, too much of a stock’s return is explained by macro
inputs to simply put on blinders regarding the market. The painful unwind of
the uber growth stocks over the past six months has had far less to do with
stock specific problems and a lot more to do with a massively shifting macro
environment that is no longer willing to stomach sky high valuations.
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Overall, I remain cautious as we head into the summer, yet optimistic about a rally from the expected summer
market lows through the end of the year.
1)

Regarding my cautious stance heading into the summer:
a. In my opinion, we have not yet hit maximum growth scare hyperbole (“recession coming, look out below”).
Here are some of the maximum growth scare signals we are watching for:
i.
ii.
iii.
iv.
v.
vi.
vii.

VIX >40…. not there yet.
GS Financial Conditions Index tighten to over 100…. not there yet.
Put/call ratio reflecting extreme investor anxiety…. building.
High yield spreads to Treasuries blowing out…. not there yet.
Fund flows turn very negative…. not there yet.
CTA trend-followers have all but given up on equities…. in process.
Typically, with this level of volatility in bonds, currencies and stocks, something breaks. Hedge
fund blow-up? Debt default? Who knows?

b. I think a maximum growth scare will happen when the Fed actually begins the more aggressive rate
increases.
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c.

I do suspect we are nearing a short-term bottom for the market:
i. Stock buybacks are collectively the number one buyer of stocks. The window for stock buybacks will
largely reopen, having been closed for much of April.
ii. Corporate fundamentals in the Q1 earnings season, overall, were simply too strong to scare off the
bulls.
iii. Investor optimism is very low, and that is a contrarian indicator.
iv. With increased expectations of a hawkish Fed, investors could positively react to any more balancedstance signal from Powell.

d. The annual lows during a mid-term year have pretty consistently arrived in the summer.
e. I continue to believe 4,050 is an attractive initial entry point for the S&P 500 and 3,850 is a distinct
possibility.
2)

Regarding being optimistic following a potential summer low and a buyer at that level:
a.

Corporate and individual balance sheets remain too strong for us to experience more than a
growth “scare”.

b.

We do expect inflation to subside.

c.

Therefore, Wall Street is likely to, yet again, overestimate the degree of Fed tightening.

d.

If inflation subsides as recession fears fade, the setup for an equity market rally exists. However, at this
juncture, it’s premature to expect more than an oversold bounce.

e.

During a mid-term year, Q4 has historically been the best quarter, as the incumbent party refocuses on
“stimulus” (passing out the candy) in front of the upcoming Presidential campaign.

f.

While the full year S&P 500 return could be lackluster from the 4,778 level on January 1st, 2022, the
upside potential from those targeted lows would be quite attractive.

g.

Yet, sadly, here is what I am highly confident will occur:
Investors cumulatively won’t be buyers into a summer low. Instead, they will hit the panic button to sell at
exactly the wrong time.

3)

Here are our current thoughts regarding portfolio positioning:
a.

It’s too late to buy defensives. The time to buy defensives is when the market is soaring and nobody
wants them, as happened at the end of 2021.

b.

Our portfolios have been underweight growth stocks. That is changing, given the magnitude of growth
underperformance relative to the market.

c.

Therefore, using defensive positions as a source of funds, we are actively preparing a list of quality
growth stocks to potentially add into this next leg lower for the market, with the following characteristics:
i.
ii.
iii.
iv.

d.

phenomenal long-term track records of profitability outpacing their peers.
no fundamental problems in their businesses.
down over 20%+ from their highs.
reasonable (do not have to be cheap) valuations.

While now is too early to pull the trigger, we do think that a great opportunity is nearing.

Patience.
Andrew
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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 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. STOCKS OF SMALL-AND MEDIUMCAPITALIZATION COMPANIES ENTAIL SPECIAL
RISKS, SUCH AS LIMITED PRODUCT LINES,
MARKETS AND FINANCIAL RESOURCES, AND
GREATER MARKET VOLATILITY THAN SECURITIES
OF LARGER, MORE ESTABLISHED COMPANIES.
INVESTMENTS IN FOREIGN MARKETS ENTAIL
SPECIAL RISKS SUCH AS CURRENCY, POLITICAL,
ECONOMIC, MARKET AND LIQUIDITY RISKS.
ILLIQUID SECURITIES MAY BE MORE DIFFICULT TO
SELL AND VALUE THAN PUBLICLY 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.
DEFINITIONS
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 S&P
500® Index measures performance of the large cap segment of the
U.S. equities market, covering approximately 75% of the U.S. market,
including 500 leading companies in the U.S. economy. The Russell
1000 Index is an index of approximately 1,000 of the largest companies
in the U.S. equity market. The Russell 1000 is a subset of the Russell
3000 Index. It represents the top companies by market capitalization.
© 2022 Morgan Stanley. All rights reserved.

The Russell 1000 typically comprises approximately 90% of the total
market capitalization of all listed U.S. stocks. The Russell 1000®
Growth Index measures the performance of the large- cap growth
segment of the US equity universe. It includes those Russell 1000
companies with relatively higher price-to-book ratios, higher I/B/E/S
forecast medium term (2 year) growth and higher sales per share
historical growth (5 years). The Russell 1000® Value Index measures
the performance of the large- cap value segment of the US equity
universe. It includes those Russell. 1000 companies with relatively
lower price-to-book ratios, lower I/B/E/S. The MSCI World Index is a
free float adjusted market capitalization weighted index that is designed
to measure the global equity market performance of developed
markets. 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
Europe Index captures large and mid cap representation across 15
Developed Markets (DM) countries in Europe. The Shanghai
Composite Index is a capitalization-weighted stock market index
designed to track the price performance of all A-shares and B-shares
listed on the Shanghai Stock Exchange. Standard deviation is a
measure that is used to quantify the amount of variation or dispersion
of a set of data values.

IMPORTANT INFORMATION
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.
A separately managed account may not be appropriate for all
investors. Separate accounts managed according to the particular
Strategy may include securities that may not necessarily track the
performance of a particular index. A minimum asset level is
required.
For important information about the investment managers, please
refer to Form ADV Part 2.
The views and opinions and/or analysis expressed are those of the
author or 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.
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 or the investment team. These conclusions are
speculative in nature, may not come to pass and are not intended to
predict the future performance of any specific strategy or product the
Firm offers. Future results may differ significantly depending on factors
such as changes in securities or financial markets or general economic
conditions.
This material 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.
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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.
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.
This material is not a product of Morgan Stanley’s Research
Department and should not be regarded as a research material or a
recommendation.
The Firm has not authorised financial intermediaries to use and to
distribute this material, 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 material is appropriate for any person to whom they provide this
material in view of that person’s circumstances and purpose. The Firm
shall not be liable for, and accepts no liability for, the use or misuse of
this material by any such financial intermediary.
This material may be translated into other languages. Where such a
translation is made this English version remains definitive. If there are
any discrepancies between the English version and any version of this
material in another language, the English version shall prevail.
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
the Firm’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.

DISTRIBUTION
This material 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.
MSIM, the asset management division of Morgan Stanley (NYSE: MS),
and its affiliates have arrangements in place to market each other’s
products and services.
Each MSIM affiliate is regulated as
appropriate in the jurisdiction it operates. MSIM’s affiliates are: Eaton
Vance Management (International) Limited, Eaton Vance Advisers
International Ltd, Calvert Research and Management, Eaton Vance
Management, Parametric Portfolio Associates LLC, and Atlanta
Capital Management LLC.
This material has been issued by any one or more of the following entities:
EMEA:
This material is for Professional Clients/Accredited Investors only.
In the EU, MSIM and Eaton Vance materials are issued by MSIM Fund
Management (Ireland) Limited (“FMIL”). FMIL is regulated by the Central
Bank of Ireland and is incorporated in Ireland as a private company limited
by shares with company registration number 616661 and has its registered
© 2022 Morgan Stanley. All rights reserved.

address at The Observatory, 7-11 Sir John Rogerson's Quay, Dublin 2, D02
VC42, Ireland.
Outside the EU, MSIM materials are issued by Morgan Stanley Investment
Management Limited (MSIM Ltd) 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.
In Switzerland, MSIM materials are issued by Morgan Stanley & Co.
International plc, London (Zurich Branch) Authorised and regulated by the
Eidgenössische Finanzmarktaufsicht ("FINMA"). Registered Office:
Beethovenstrasse 33, 8002 Zurich, Switzerland.
Outside the US and EU, Eaton Vance materials are issued by Eaton Vance
Management (International) Limited (“EVMI”) 125 Old Broad Street,
London, EC2N 1AR, UK, which is authorised and regulated in the United
Kingdom by the Financial Conduct Authority.
Italy: MSIM FMIL (Milan Branch), (Sede Secondaria di Milano) Palazzo
Serbelloni Corso Venezia, 16 20121 Milano, Italy. The Netherlands: MSIM
FMIL (Amsterdam Branch), Rembrandt Tower, 11th Floor Amstelplein 1
1096HA, Netherlands. France: MSIM FMIL (Paris Branch), 61 rue de
Monceau 75008 Paris, France. Spain: MSIM FMIL (Madrid Branch), Calle
Serrano 55, 28006, Madrid, Spain.
MIDDLE EAST
Dubai: MSIM Ltd (Representative Office, Unit Precinct 3-7th Floor-Unit 701
and 702, Level 7, Gate Precinct Building 3, Dubai International Financial
Centre, Dubai, 506501, United Arab Emirates. Telephone: +97 (0)14 709
7158).
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.

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 | NOT INSURED BY ANY FEDERAL GOVERNMENT
AGENCY | NOT A BANK DEPOSIT
Canada: For use only with “Permitted Clients” under Canadian Law and
may not be used with the general public. This presentation is
communicated in Canada by Morgan Stanley Investment Management
Inc. (“MSIM”), which conducts its activities in Canada pursuant to the
international adviser exemption and International Investment Fund
Manager Exemption. This presentation does not constitute an offer to
provide investment advisory available. MSIM may only advise separately
managed accounts of “Permitted Clients” and may only manage accounts
which invest in non-Canadian issuers. “Permitted clients” as defined under
Canadian National Instrument 31-103 generally include Canadian
financial institutions or individuals with $5 million (CAD) in financial assets
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and entities with at least $25 million (CAD) in net assets. Permitted Clients
may only invest in a separately managed account referenced in this
presentation by entering into an investment management agreement with
MSIM, of which this presentation is not a part. Materials which describe
the investment expertise, strategies and/or other aspects of MSIMmanaged separately managed accounts may be provided to you upon
request for your consideration of the available investment advisory
services offered by MSIM. MSIM and certain of its affiliates may serve as
the portfolio manager to separately managed accounts described in this
presentation and may be entitled to receive fees in connection therewith.

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
material 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 II Financial Instruments Firms Association.

Hong Kong: This material is disseminated 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 material 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 material shall not be issued, circulated,
distributed, directed at, or made available to, the public in Hong Kong.
Singapore: This material is disseminated by Morgan Stanley Investment
Management Company and 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. This publication
has not been reviewed by the Monetary Authority of Singapore.
Australia: This material 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. Calvert Research and
Management, ARBN 635 157 434 is regulated by the U.S. Securities and
Exchange Commission under U.S. laws which differ from Australian laws.
Calvert Research and Management is exempt from the requirement to
hold an Australian financial services licence in accordance with class
order 03/1100 in respect of the provision of financial services to
wholesale clients in Australia.
Japan: For professional investors, this material is circulated or distributed
for informational purposes only. For those who are not professional
investors, this material is provided in relation to Morgan Stanley
Investment Management (Japan) Co., Ltd. (“MSIMJ”)’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 MSIMJ the
authorities necessary for making investment. MSIMJ exercises the
delegated authorities based on investment decisions of MSIMJ, and the
client shall 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 for an IAA or an 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
© 2022 Morgan Stanley. All rights reserved.

CS 323436 04/22 CRC 4718417 (exp. 4/30/2023)

