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The pandemic has been full of surprises for global AUTHOR
markets, none more unexpected than the housing
boom. Home prices were rising before COVID-19 and
continued to rise even under lockdown. Getting
confined to quarters turned out to be a big incentive
to move to larger quarters. But the story here is now
much bigger than the oft-told tale of young families
fleeing cramped city apartments for roomier suburbs.
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Home prices have been rising on average in U.S. cities as well
as in rural and suburban areas.! Prices have increased not only
in the United States but also worldwide, regardless of how hard
a country was hit by the pandemic. The latest data from the
Organisation for Economic Co-operation and Development
(OECD) comes from the end of October 2020, and shows that
over the prior 12 months home prices in its 36 member states ’
rose by an average of more than 6 percent—the fastest pace since S o
2007.% In short, home prices have been rising as fast during the '
pandemic as they did during the boom that went bust in 2008. “‘“““w , ;
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In our view, the boom has legs so long as its underlying supports N ,///////w”////////él////%%m
remain firm: limited supply in many countries, coupled with ‘ ~4|
demand pent-up over the last decade, unleashed by record low @
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mortgage rates.” Moreover, as the global economic recovery gains 3 " v

steam, the threat of inflation looms larger, and many investors . ‘;“‘}

are looking to buy traditional inflation hedges, including homes. B s & "
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Though supply and demand dynamics differ from one market i /// - ”'M/%///”’”’"‘/

to another, they generally point upward. Before the pandemic !
arrived, supply was very tight, following a decade when ""
developers (spooked in part by the crash of 2008) built new )
homes at an unusually slow pace. Demand was weak, as many

1 Haver, Redfin.
2 Haver, OECD as of Q3 2020.
3 MSIM, Citi, Evercore ISI.
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young people chose to put off buying

a home, and rent or stay with parents
instead. In the United States, the
number of existing homes for sale,
relative to the adult population, fell to
half the previous record lows, set in the
1990s and early 2000s.*

Then came COVID-19. City dwellers
went looking for larger homes, often at a
safer distance from the crowds. Bidding
wars are driving up prices in a sellers’
market. Rural prices are rising faster
than urban prices. By late last year, as
developers scrambled to catch up with
demand, some analysts were saying the
boom could reach “epic proportions.”

The most common factor is easy
mortgage rates. Led by the Federal
Reserve, central banks have been
lowering interest rates for decades,
hoping to stimulate economic growth,
but much of that newly issued money
keeps flowing into financial markets.
This unintended boost accelerated
drastically during the pandemic.

As central banks flooded money into
the credit markets, rates on 30-year
mortgages, which had been falling

for decades, plummeted to record
lows—around 3 percent in the United
States and under 2 percent in Europe.®

To anyone pondering a move, cheap
mortgages are an incentive to act fast.

Going back at least to the 1970s,
housing had always slumped during
recessions, both in the United States
and worldwide.® People lose jobs and
stop dreaming of bigger homes. But
through the third quarter of last year,
which saw the worst global recession
since the 1940s, the OECD data shows
prices rising fast in developed markets
from the United States to Germany,
Canada and New Zealand, and in
emerging markets from Mexico to
Turkey and India to China.”

There is little sign of a letup now.

Many buyers are looking at homes as

a speculative investment, not shelter.
More than half of prospective U.S.
buyers are losing out to higher bids. The
median price of existing homes in the
United States passed $300,000 for the
first time late last year and is now above
$315,000.° In China last week, the head
of the banking and insurance regulatory
commission warned that speculative
buying was inflating “relatively large
bubbles” in the real estate sector.

'The global recovery is gaining momentum.

'The consensus forecast for GDP growth
in 2021 is 5 percent in the U.S., and more

DISPLAY 1

Global Housing Prices Rose Right Through the 2020 Recession
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Source: OECD nominal house price index. Data as of Q3 2020. Note: 2015 =100.

than 5 percent worldwide.” We think
growth could be considerably faster,
thanks to the release of excess savings

and pent-up demand, as people emerge
from lockdown and begin working and
shopping in the real world again. Coupled
with stimulus campaigns, which continue
to roll out even as the recovery gains
momentum, the likelihood that inflation
will return is growing. If anything, the
incentive to invest in homes as an inflation
hedge is growing too.

One risk is the possible end of easy
mortgages. In anticipation of higher
inflation, credit markets are already
starting to raise long-term rates.
Mortgages however are still historically
cheap.!” In many countries, disposable
incomes rose last year thanks to
generous government stimulus, leaving
consumers with low debt and record
savings.! They are well positioned to
ignore at least the early stages of an
increase in mortgage rates.

The biggest risk, however, is that the
housing boom becomes a bubble. Since
World War I1, bank and particularly
mortgage lending has played a
growing role in developed economies.
Increasingly, economic crises have
been preceded by a run-up in prices for
housing or stocks or both."

Housing poses a particularly big threat.
Worldwide, housing is worth a total

of $220 trillion, or twice the value of
stocks.”” And when home prices go bust,
the correction is not swift, as it is in
stocks. It takes time to unravel the bad
mortgage debts, which ripple through
the middle classes, lengthening and
deepening the resulting recession.

To contain this risk, central banks need
to rethink inflation. Central bankers
see their job as containing prices for
consumer goods, and consumer price
indexes generally do not include a direct
measure of home prices. We think they

* Haver, US Census Bureau, National Association of Realtors, Applied Global
Macro Research US data as of December 31, 2020.

5 (Citi, ECB, Federal Home Loan Mortgage Corporation, Bloomberg RDHNXANT1

and NMCMPFUS Indices. Data as of March 2021.

8 Haver, Federal Home Loan Mortgage Corporation.

7 Haver, OECD as of Q3 2020.

® Bloomberg as of March 2021.

10 Citi, ECB, Federal Home Loan Mortgage Corporation, Bloomberg

" Haver, J.P. Morgan.
2 MSIM.
3 MSIM, Savills.

8 Haver, National Association of Realtors as of January 2021.
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should, and have been looking for the
Fed to show the way.

Instead, the initiative came from New
Zealand. With home prices spiraling
out of reach for many, the progressive
government in Auckland last month
changed the remit of the central bank,
which is now required to assess the

for central banks.

impact of monetary policy on housing
price stability."* Once again tiny

New Zealand, which pioneered the
use of clear targets to fight inflation
back in the 1990s, is leading the way

Hopefully, others will follow. Including
a direct measure of home prices in

WHY THE HOUSING BOOM HAS LEGS

the consumer price indexes would not
restrain central banks from rescuing an
economy in crisis, when other concerns
prevail. But it would nudge them to
wind down rescues a bit earlier than
they otherwise would have—before
housing boom:s like the one we are

in become bubbles.

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.

™ Bloomberg, February 2021.

5 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.

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.

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 s 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.

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
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Financial Centre, Dubai, 5065071, 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
abranch 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
VC&42, Ireland. MSIM Fund Management (Ireland) Limited Milan Branch
(Sede Secondaria di Milano) with seat in Palazzo Serbelloni Corso Venezia,
16 20121 Milano, Italy, 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, 7-11Sir 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 071863 RCS. Spain: MSIM Fund Management (Ireland) Limited,
Sucursal en Espafiais a branch of MSIM Fund Management (Ireland) Limited,
acompany 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, D02 VC&2, Ireland. MSIM Fund Management (Ireland) Limited,
Sucursal en Espana with seat in Calle Serrano 55, 28006, Madrid, Spain, is
registered in Spain with tax identification number WOO588208B. Switzerland:
Morgan Stanley & Co. International plc, London, Zurich Branch Authorised and
regulated by the Eidgenéssische 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 allinvestors.
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 | 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 577.
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 () to an institutional investor under section 304 of the
Securities and Futures Act, Chapter 289 of Singapore (“SFA"), (i) 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

Explore our site at www.morganstanley.com/im

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 tofit, 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. ("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 MSIM] to make all
investment decisions based on an analysis of the value, etc. of the securities,
and MSIM] accepts such commission. The client shall delegate to MSIMJ the
authorities necessary for making investment. MSIM] exercises the delegated
authorities based on investment decisions of MSIM), and the client shall not
make individual instructions. Allinvestment 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 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 MSIM), 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 is 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 (2) 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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