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Finding reasonable income in a low rate DISPLAY 1

world is a challenge. Ten-year U.S. Treasuries  Equity Yields Are Historically and
offer better developed market yields than Relatively Attractive

most other Sovereigns, but at below 1% the 40

problem is the absolute level. Allowing for

inflation, the real return is actually negative. 39

Outside the United States, the French, German, 20
Spanish and Japanese 10-year bonds all yield near
to zero, again before inflation. 10

Higher fixed income yields can be found in

more exotic debt instruments and markets, but 00
these yields are typically tempered by greater

volatility and risk.
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So how about equities? As Display I shows, in absolute ~ Source: FactSet, March 2020.
terms equity yields are reasonable by historical
standards, at 3% as of 31 March 2020. Relative to U.S.
10-year Treasuries however, given the very low treasury
yield, equity yields are now particularly attractive.

problem here is that whilst these higher yields are
attractive at face value, they typically disappoint. Our
research tells us that forecast dividend yields much

Un.like bonds, equities have.the ability o grow. above 4% are rarely sustainable. Put another way, if
This means they can .potentlally O.ﬁref b9th income 3 dividend yield is very high, the market probably
and capital appreciation. Illustrating this, the doesn’t believe in it. Potentially, there’s a risk of a
indexed price of the MSCI World Index over future dividend cut.

twenty years has risen from 100 to 131. The total

return (with dividends reinvested) has risen from The real challenge for investors is finding equity
100 to 212.1 income, but not at the expense of long-term capital

growth. The global equity income universe has
struggled relative to the market in recent years, with
the Morningstar Global Equity Income peer group

A number of companies offer dividend yields higher underperforming the MSCI World Equity Index over
than the market— sometimes a fair bit higher. The 1, 3, 5 and 10-year periods.

What you see isn't necessarily what you get

1 FactSet, March 2020.




INVESTMENT INSIGHT

DISPLAY 2

Since inception, Global Brands Equity Income has
delivered outperformance...

718%
4.68%
0.59%
I
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Source: MSIM, Factset.

Performance data is based on average annualized returns and net of fees.
Time frame reflects the inception date of the Global Brands Equity Income
Fund (29 April 2016) through 31 March 2020. The Global Brands Equity
Income Fund is not part of its Morningstar peer group. Performance for
the peer group is based on the median of peer group returns.

DISPLAY 3
...and superior distributed income

4.46%

3.87%
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Source: MSIM, Factset.

Datais based on average annualized dividend yields. Time frame reflects
the inception date of the Global Brands Equity Income Fund (29 April
2016) through 31 March 2020.

Past performance is not indicative of future results. The value of
the investments and the income from them can go down as well as up
and an investor may not get back the amount invested. Returns may
increase or decrease as a result of currency fluctuations. Performance
of other share classes, when offered, may differ. Please consider the
investment objectives, risks, charges and expenses of the fund carefully
before investing.
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In contrast, since inception on 29 March 2016, the Global
Brands Equity Income Fund has performed ahead of the
MSCI World Index, outperforming the Morningstar Global
Equity Income peer group (Display 2), as well as providing
superior distributed income (Display 3).

In difficult economic conditions, both income and capital can
be at risk as the current economic slowdown is beginning to
reveal. Companies with volatile sales, weak cash conversion,
stretched balance sheets and stretched pay-out ratios, as well as
those that operate in areas that are economically or politically
sensitive, are struggling to maintain their dividend payments,
or even pay a dividend at all. Many of these companies can

be found in the more cyclical financials, energy, materials,
industrials and consumer discretionary sectors, parts of the
market where traditional income funds often have holdings.

Focus on the Compounding

Unlike many income funds, we do not select companies
because of their dividend yield. We have always believed the
best way to achieve attractive long-term returns is from owning
high quality, well-managed, reasonably priced companies able
to maintain or improve their high returns on operating capital.
We typically find these companies in the more defensive
consumer staples, healthcare and technology sectors.

These strong fundamentals underpin the compounding of
returns—the core principle of long-term investing in our view.
Since inception, Global Brands Fund, which has exactly the
same holdings as those in the Global Brands Equity Income
Fund (with the notable exception of derivatives used in Equity
Income), has achieved an annualised compound rate twice that
of the MSCI World Index, leading to more than 3x the total
return. $100 invested in the year 2000 has compounded to
$770 today. The same $100 invested in the Index would now
be worth $219 (Display 4).

Quality Matters

In tough times, the market recognises the value of reliable,
durable, high quality fundamentals, and companies whose
earnings hold up. Managing for downside risk is a signature of
our long-standing Global Brands Fund. Since the inception of
its underlying strategy in 1996, the portfolio has outperformed
the MSCI World in each of the eight years that Index had a

negative USD return.

In the most recent setback for markets, driven by the spread
of the coronavirus and the economic impact from containing
it—including national lockdowns and social distancing—
Global Brands Equity Income has done what it was designed
for; minimising relative downside participation compared to
the broader market. The strategy has outperformed the MSCI
World Index by 8.1% in the first quarter this year, as well as
its Morningstar Global Equity Income peer group by 7.45%.
The first quarterly distribution was a little over 25% of the
expected annual distribution and the annual run rate is a
little above the 4% target.
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Generating 4% Income?

The dividend yield of our Global Brands Equity Income
Fund, which has exactly the same holdings as those in our
Global Brands Fund (with, as mentioned, the exception
of the derivatives held in Equity Income), is close to 2%.
The annualised target income is 4%, which the fund has
consistently delivered.

In partnership with MSIM’s Portfolio Solutions Group, we
seek to add roughly 2% per annum to the portfolio dividend
yield through a payment (or premium) received from selling
out-of-the-money call options (the overwrite) on equity
indices in developed markets. This is a mechanical, formula-
driven process. Note the calls are on the equity indices, not
the stocks in the portfolio.

How the overwrite works

e 'The fund receives a payment for the option, whether the
indices rise or fall.

e Ifan index rises beyond a certain level, known as the
strike price, then any upside above and beyond the strike
price over the period the option is open is paid to the call
option purchaser.

o Importantly, the fund retains all the performance of the
underlying holdings. This performance usually more than
compensates for any payout.

e Between March 2006 to March 2020, 63 months (39%)
have experienced a call-away.

+ Of these months, 55 (87%) were compensated for by
portfolio performance.

e For three of the months, portfolio performance was
positive but the performance was outweighed by call-
away losses. Five of the months experienced both a
call-away and negative portfolio performance, with an
average call-away of 11 bps.
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Since 2000, Global Brands Fund has delivered a
superior return
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Source: Factset.

Growth of investment illustration is quoted in U.S. dollars, based on an initial
investment of $100 made since fund inception (30 October 2000) through
31March 2020, assumes reinvestment of dividends and capital gains, but does
not include sales charges and fees. Performance would have been lower if
sales charges and fees had been included. Results are hypothetical.

Past performance is not indicative of future results. The value of the
investments and the income from them can go down as well as up and an
investor may not get back the amount invested. Returns may increase or decrease
as a result of currency fluctuations. Performance of other share classes, when
offered, may differ. Please consider the investment objectives, risks, charges
and expenses of the fund carefully before investing. The comparison index
is the MSCI World Index with Net dividends reinvested. It is not possible to
invest directly in an index.

Should the indices fall, then there’s nothing to forego, and
we still receive the premium. So in down markets, the relative

defensiveness of the fund is enhanced.

Income the right way

The combination of the high quality underlying Global
Brands Fund and the overwrite offers the ability to generate
a reasonable level of income without sacrificing long-term
performance; in our view, that’s income the right way.

12 Month Performance Periods to Month End (%) in USD
MAR'19-MAR'20 MAR'18-MAR'19 MAR'17-MAR'18 MAR'16-MAR'17 MAR'15- MAR '16

Global Brands Fund - Class | -1.75 14.65 12.58 11.50 9.40
Global Brands Equity Income Fund - Class Z -3.90 14.41 863 - -
MSCI World Net Index -10.39 401 13.59 1477 -345

Past performance is not a reliable indicator of future results. Data as of 31 March 2020. Returns may increase or decrease as a result of currency fluctuations. All
performance data is calculated NAV to NAV, net of fees, and does not take account of commissions and costs incurred on the issue and redemption of units. The sources

for all performance and Index data is Morgan Stanley Investment Management.

2 The current overall income objective is c.4% per annum but is subject
to change depending on market factors, including the current income and
volatility of general equity markets, the current income of the underlying
equity strategy, inflation and interest rates. The relative contributions to the

overall income objective of the two income components (dividends and call
option premiums) may vary. The target is less likely to be achieved in periods
of strong markets and very low volatility.
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Risk Considerations:

Global Brands Equity Income Share Class Z Risk and
Reward Profile

Lower Risk Higher Risk

Potentially Lower Rewards Potentially Higher Rewards

* Historic figures are only a guide and may not be a reliable
indicator of what may happen in the future.

e As such this category may change in the future.

* The higher the category, the greater the potential reward, but
also the greater the risk of losing the investment. Category 1
does not indicate a risk free investment.

* The fund is in this category because it invests in company shares
and the fund’s simulated and/or realised return has experienced
high rises and falls historically.

* The fund may be impacted by movements in the exchange
rates between the fund’s currency and the currencies of the
fund’s investments.

This rating does not take into account other risk factors which

should be considered before investing, these include:

* The value of financial derivative instruments are highly sensitive
and may result in losses in excess of the amount invested by

the Sub-Fund.

* The fund relies on other parties to fulfill certain services,
investments or transactions. If these parties become insolvent,
it may expose the fund to financial loss.

e There may be an insufficient number of buyers or sellers which
may affect the funds ability to buy or sell securities.

* Investment in China A-Shares via Shanghai-Hong Kong and
Shenzhen-Hong Kong Stock Connect programs may also entail
additional risks, such as risks linked to the ownership of shares.

* The derivative strategy aims to increase the income paid to
investors, but there is potential for the fund to suffer losses.

® Past performance is not a reliable indicator of future results.
Returns may increase or decrease as a result of currency
fluctuations. The value of investments and the income from
them can go down as well as up and investors may lose all or a
substantial portion of his or her investment.

¢ The value of the investments and the income from them will
vary and there can be no assurance that the Fund will achieve
its investment objectives.

¢ Investments may be in a variety of currencies and therefore
changes in rates of exchange between currencies may cause the
value of investments to decrease or increase. Furthermore, the
value of investments may be adversely affected by fluctuations in
exchange rates between the investor’s reference currency and the
base currency of the investments.



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: Morgan Stanley Investment Management (Ireland) Limited. Registered
Office: The Observatory, 7-11 Sir John Rogerson's, Quay, Dublin 2, Ireland.
Registeredin Ireland under company number 616662. 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: Morgan Stanley Investment Management Limited Niederlassung
Deutschland Grosse Gallusstrasse 18, 60312 Frankfurt am Main, Germany
(Gattung: Zweigniederlassung (FDI) gem. § 53b KWG). Italy: Morgan Stanley
Investment Management Limited, Milan Branch (Sede Secondaria di Milano)
is a branch of Morgan Stanley Investment Management Limited, a company
registered in the UK, authorised and regulated by the Financial Conduct
Authority (FCA), and whose registered office is at 25 Cabot Square, Canary
Wharf, London, E14 4QA. Morgan Stanley Investment Management 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 08829360968. The Netherlands: Morgan Stanley Investment
Management, Rembrandt Tower, T1th Floor Amstelplein 1T1096HA, Netherlands.
Telephone: 312-0462-1300. Morgan Stanley Investment Management is a
branch office of Morgan Stanley Investment Management Limited. Morgan
Stanley Investment Management Limited is authorised and regulated by the
Financial Conduct Authority in the United Kingdom. Switzerland: Morgan
Stanley & Co. International plc, London, Zurich Branch Authorised and
regulated by the Eidgenossische 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

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 document
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");
(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. 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 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.

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 MSIM)J accepts such commission. The client shall delegate to MSIM] the
authorities necessary for making investment. MSIM|J 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
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 incurredin
proportion to the contract period. For some strategies, a contingency fee

Explore our site at www.morganstanley.com/im

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 Morgan Stanley
Investment Management Limited (“MSIM"). Authorised and regulated by the
Financial Conduct Authority. Registered in England No. 1981121. Registered
Office: 25 Cabot Square, Canary Wharf, London E14 4QA.

This document contains information relating to the sub-fund (“Fund”) of Morgan
Stanley Investment Funds, a Luxembourg domiciled Société d'Investissement
a Capital Variable. Morgan Stanley Investment Funds (the “Company”) is
registered in the Grand Duchy of Luxembourg as an undertaking for collective
investment pursuant to Part Tof the Law of 77th December 2010, as amended.
The Company is an Undertaking for Collective Investment in Transferable
Securities ("UCITS”).

Applications for shares in the Fund should not be made without first consulting
the current Prospectus, Key Investor Information Document (“KIID"), Annual
Report and Semi-Annual Report (“‘Offering Documents”), or other documents
available in your local jurisdiction which is available free of charge from the
Registered Office: European Bank and Business Centre, 6B route de Tréves,
L-2633 Senningerberg, R.C.S. Luxemburg B 29 192. In addition, all Italian
investors should refer to the ‘Extended Application Form’, and all Hong
Kong investors should refer to the ‘Additional Information for Hong Kong
Investors' section, outlined within the Prospectus. Copies of the Prospectus,
KIID, the Articles of Incorporation and the annual and semiannual reports,
in German, and further information can be obtained free of charge from the
representative in Switzerland. The representative in Switzerland is Carnegie
Fund Services S.A., 11, rue du Général-Dufour, 1204 Geneva. The paying agent
in Switzerland is Banque Cantonale de Genéve, 17, quai de l'lle, 1204 Geneva.
The document has been prepared solely for informational purposes and does
not constitute an offer or a recommendation to buy or sell any particular
security or to adopt any specific investment strategy.

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.

All investments involve risks, including the possible loss of principal. 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.

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. MSIM shall not be liable for, and accepts
no liability for, the use or misuse of this document by any such financial
intermediary. If you are a distributor of the Morgan Stanley Investment Funds,
some or all of the funds or shares in individual funds may be available for
distribution. Please refer to your sub-distribution agreement for these details
before forwarding fund information to your clients.

The whole or any part of this work may not be reproduced, copied or
transmitted or any of its contents disclosed to third parties without MSIM's
express written consent.

All information contained herein is proprietary and is protected under
copyright law.

This document 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 document
in another language, the English version shall prevail.
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