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When the U.S. Federal Reserve hiked rates by 75 basis
points (bps) in June—with projections of comparable
increases leaving the federal funds rate at 3.25% to
3.50% by the end of 2022 and 4.0% in 2023—that
marked the start of a new, more aggressive stage in its
battle with inflation.

Market Views

Chair Jay Powell said the Fed is “acutely focused on
returning inflation to our 2% objective.” But the gap
between that target and the most recent 8.5% jump in
the CPI—the largest spike in 40 years—clearly
worried investors, and the Fed’s surprising
hawkishness injected more uncertainty and volatility
into both equity and fixed income markets.
Yields increased across the curve: Both 2-year and
10-year U.S. Treasurys touched near 3.5% in midJune—meaning that the widely followed “2s-10s” yield
curve is almost flat.
U.S. and international equities all experienced sharp
declines through June 21; for example, the S&P 500
Index gave up 6.1% during the week ended June 17—the
worst sell-off since the pandemic lows in March 2020.
Credit spreads widened as recession concerns took
their toll; on June 21, for instance, the spread on the
U.S. BofA High Yield Index surpassed 500 bps— the
widest since October 2020.
In our view, times like these underscore the value of
active management. We believe in carefully assessing
the fluctuations driven by all kinds of disruptions, and
in taking dynamic actions that best serve the longterm interests of our clients.
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EQUITY MARKETS
Be Wary of Confusing Signals from Nominal versus Real Measures of Value




Edward J. Perkin,
CFA
Chief Investment
Officer, Eaton Vance
Equity



One of three key attributes of good money is serving as a “unit of account.” In an inflationary
environment, however, fiat money struggles to fulfill this basic function.
Inflation makes it much harder to count things properly—just one of the many problems it causes; under an
inflationary regime, the value of money through time is no longer a constant, as with, say, an ounce of gold.
In a free market economy with a stable currency, fluctuating prices are welcome, as they help signal
where to direct resources:
z
z








Not enough Uber drivers on a rainy afternoon? Deploy surge pricing to incentivize more to show up
(although that might be mistaken for gouging desperate customers, rather than serving their needs).

If the price fluctuations are monetary in nature, they can send confusing signals.
For an equity analyst, it is always important to disaggregate revenues into price and units to understand
what is really going on.
Pricing power is a much-sought-after trait, but for intermediary businesses like retailers, higher prices
may simply reflect higher costs:
z

A hypothetical retailer might put up a healthy sounding same-store-sales “comp” of 5%.

z

With CPI currently running at 8%, however, volumes would actually be down -3%.

Likewise for capital spending figures:
z

z



Higher gasoline prices? Drive less and/or drill for more oil.

In the first quarter, year-over-year growth in capital expenditures for companies in the S&P 500 Index
clocked in at a seemingly robust 20%.
That level was likely a peak, however, and with the Producer Price Index (PPI) running at 16%, a
year-over-year decline in “real” capital spending may be in the offing.

In such an environment, we would favor European and U.S. markets over Japanese equities, and health
care and real estate over financials and consumer staples.
Unfavorable

Regions

–

+

Europe



Inexpensive way to gain cyclical exposure, interest
rates less of a headwind

U.S.



U.S. companies are strong, and valuations have
improved

Investors overestimate the secular earnings growth
in EM



Emerging Markets (EM)



Health Care



Real Estate



Information Technology
Sectors:
3 Least Favored

Divergent monetary policy offers both risk and
opportunity for global investors



Japan

Sectors:
3 Most Favored

Favorable

A microcosm of the growth versus value debate;
secular growth and attractive valuations
Inflation hedge plus dividend yield
Previously our least favored sector, now more
reasonably valued since the pullback

Energy



After roughly 150% outperformance over about
18 months, time to take profits

Consumer Staples



A sector that is defensive, but too expensive

Financials



This group has been over-earning on capital
markets, credit quality and rates

Risk Considerations: The value of investments may increase or decrease in response to economic, and financial events (whether real, expected
or perceived) in the U.S. and global markets. The value of equity securities is sensitive to stock market volatility.

3 | MSIM Forward | June 24, 2022		
INCOME MARKETS
Spread Widening Opens Up Opportunities in Some Sectors
Unfavorable
Corporate

Eric Stein, CFA
Chief Investment
Officer, Global Fixed
Income

–

Investment
Grade (IG)
Floating-Rate
Loans

U.S. High
Yield

Municipal

+


All-in yields of 8.5% on the ICE BofA U.S. High Yield Index put the “high”
back in high yield. Valuations are wide of 10-yr averages and back to
long-term fair value. Decent convexity due to lower $ prices. A lot of
debt is termed out at low coupons with limited refinance risk in the
intermediate horizon. In a recession, rates should be able to absorb
some of the spread widening.







Agency MBS

Emerging
Markets

Other

On a YTD basis, municipal funds have experienced a total of $69 billion
in outflows, which has resulted in some forced selling. This has resulted
in improved value, as muni yields have increased by 150 to 190 basis
points (bps) across the curve since the beginning of the year.
We remain selective in HY munis. Municipal credit quality is strong, but
spreads remain tight on a historical basis.



Securitized

Nonagency
MBS

European IG appears better value than U.S. IG. Going forward rate risk
is less of concern given the tightening in the market. Should perform if
market starts to worry about recession risk.
"Cleanest dirty sheet" among credit sectors YTD, given the limited
duration risk. Fundamentals could deteriorate from here on lower
growth and as floating rates move through to debt service.



High-Quality
Investment
Grade
High Yield
(HY)

Favorable

Overweight higher coupon agency MBS and neutral on longer duration
lower coupon bonds. Higher coupon agency MBS look extremely
compelling for a safe government agency space to ride out volatility,
with nominal spreads hovering around 150 bps over Treasuries, spreads
are roughly 80 bps wider than where they began the year.
Moving to neutral as spike in mortgage rates to 6% has extended the
weighted average lives of many of the legacy deals and also decreased home
price appreciation (HPA) assumptions going forward. While spreads have
widened dramatically to start the year, the extension risk of many existing
deals brings on additional risks of eventually taking losses. We believe the
best value lies in shorter 3+ year old deals with a significant HPA cushion.



CLOs



We still see spread widening across the capital stack, with most noticable
widening and variation at the AAA level. Spreads have continued to
widen as a result of increased risk awareness and in sympathy with other
IG asset classes. The floating-rate nature of CLOs acts as a natural hedge
against rising rates, and marks have held up better than many other
competing assets. We expect spread levels to remain flat to potentially
tighter. Reduced new issue CLO supply should also provide some
technical support for spreads. We continue to believe spread levels are
attractive, barring exogenous shocks to the markets.

Sovereign –
Local Currency



Higher U.S. rates will be a headwind for EM local assets, but EM central
banks are generally way further along the curve in normalizing monetary
policy, which will support rates and foreign exchange valuations.

Sovereign –
U.S. Dollar



Spreads have widened and are starting to look interesting.

Inflation
Breakeven



The war in Ukraine pours fuel on the global inflationary fire. Long-end
breakevens don't have enough risk premium built in to account for the
possibility that inflation is slow to come down.

Source: Morgan Stanley Investment Management, as of 6/1/22.
The impact of the coronavirus on global markets could last for an extended period and could adversely affect a strategy's performance.

Risk Considerations: An imbalance in supply and demand in the income market may result in valuation uncertainties and greater volatility, less
liquidity, widening credit spreads and a lack of price transparency in the market. There can be no assurance that the liquidation of collateral
securing an investment will satisfy the issuer’s obligation in the event of non-payment, or that collateral can be readily liquidated. The ability
to realize the benefits of any collateral may be delayed or limited. Investments in income securities may be affected by changes in the
creditworthiness of the issuer and are subject to the risk of non-payment of principal and interest. The value of income securities also may
decline because of real or perceived concerns about the issuer’s ability to make principal and interest payments. Investments rated below
investment grade (typically referred to as “junk”) are generally subject to greater price volatility and illiquidity than higher-rated investments.
As interest rates rise, the value of certain income investments is likely to decline. Bank loans are subject to pre-payment risk.
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INFLATION
The Fed Cannot Contain Inflation Alone—Fiscal Policy Is Required
Containing inflation


Jim Caron
Chief Fixed Income
Strategist





In my view, the Federal Reserve cannot lower inflation and keep it contained within a 2% to 2.5% target
range all by itself; to sustainably rein in significant inflation risks, what is required is coordination of both
monetary and fiscal policy.
These were the tools used to lower and contain inflation in the 1980s, and they are again necessary to
lower inflation to target levels and—most importantly—keep it there.
If the Fed relies on raising interest rates alone, it may only succeed at deflating asset valuations, which
might also create a recession, while inflation may remain sticky and bounce even higher once the
economy recovers. It is imperative that productive capacity is increased, requiring a supply-side policy
response.

Learning from the Volcker era






Today’s narrative is that the Fed needs to cure the inflation infirmity only through monetary policy,
much like the former Fed Chair Paul Volcker did in the 1980.
This is only a half-truth, and a common misunderstanding, because—similar to the 1980s—today’s
inflation is being driven by a supply shock as well as an increase in demand.
A broader and more accurate account of that era would indicate that Volcker’s policies created not one
but two deep, back-to-back recessions that merely served to “interrupt” the rise in inflation; to
completely eliminate inflation, corresponding supply-side fiscal policies were necessary.

Addressing supply and demand






Now, as then, we need a supply-side response supported by fiscal policy, in addition to a monetary policy
response, which only serves to decrease demand by increasing the cost of money and credit.
We understand that the shortages in goods and labor causing higher prices and wages are not transitory;
rather, they have resulted in a wage-price spiral creating persistent inflation risks.
These shortages need to be addressed by fiscal policy—namely government spending, regulation and
taxation designed to increase the productive capacity of the U.S. economy such that supply meets
demand.

Fiscal policy is a must





Supply and demand need to work together to bring down inflation more permanently, so we must see a
plan for fiscal policy in coordination with monetary policy.
If the Fed goes it alone, then it will only be using a demand tool to fix what is also a supply problem.
Unless we see coordinated fiscal and monetary policy, inflation may stick around longer than market
consensus suggests.

Risk Considerations: Fixed income securities are subject to the ability of an issuer to make timely principal and interest payments (credit risk),
changes in interest rates (interest-rate risk), the creditworthiness of the issuer and general market liquidity (market risk). In a rising interestrate environment, bond prices may fall and may result in periods of volatility and increased portfolio redemptions. In a declining interest-rate
environment, the portfolio may generate less income. Longer-term securities may be more sensitive to interest rate changes.
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PORTFOLIO SOLUTIONS
Managing Risk when Uncertainty Is High and the Range of Possible Outcomes Is Wide
Inflation takes center stage


Rui De Figueiredo
Co-Head and CIO of
Solutions & MultiAsset Group





The basic shape of the inflation debate has been consistent throughout 2022, with expectations for
inflation to peak in the first half of 2022 and then trend lower as pandemic stimulus fades into the rear
view, demand trends normalize, supply constraints ease and base effects take hold.
Market debate has focused on the balance of transient inflation versus more persistent inflation, and
ultimately the degree of monetary policy response required to bring inflation to the Federal Reserve’s target.
Each inflation data point takes center stage as markets focus on how inflation is trending relative to
expectations, translate this to the path of monetary policy and evaluate the growth implications.

May CPI marks turning point










For a brief period prior to the May Consumer Price Index (CPI) report, markets started to reflect a view
that inflation was decelerating in a manner consistent with expectations. The May CPI brought this view
to a halt, with both headline and core CPI coming in above expectations, and measures of the underlying
trend showing acceleration.
The market immediately priced the terminal policy rate higher, and equities started to fall again based
on negative valuation and growth implications.
The June Federal Open Market Committee (FOMC) update that followed was unsurprising in that it
showed an updated outlook consistent with where the market had moved—growth estimates revised
down, inflation estimates revised up and the “dot plot” implied path of the policy rate revised higher.
The Fed has identified bringing labor supply and demand into balance as its primary focus—a goal that is
within the scope of its tools. Ideally, policymakers could maintain that focus, and supply-side issues
would resolve through post-pandemic normalization and market forces.
If supply-side challenges persist, the Fed might find itself having to risk inflation expectations moving
higher—with potential self-reinforcing effect—or tightening financial conditions until a recession
becomes inevitable; markets have now priced in a probability of this downside scenario.

Positioning for higher inflation and lower growth










We have approached portfolio positioning in 2022 recognizing the upside momentum in inflation
surprise and rising risks to growth, with both suggesting greater potential for volatility.
Positioning for both high inflation and decelerating growth is challenging—commodities have been the only
source of positive return so far this year, while both equity and fixed income total returns have been negative.
Our approach to this environment has been to maintain an overweight in commodities, reduce equity
exposure to neutral, take our fixed income underweight closer to neutral and upgrade quality within
equities and fixed income.
These steps took us in the right direction ahead of recent volatility, though hindsight can always
highlight areas where we could have been either more or less aggressive.
While we continue to monitor the evolving macro situation and shifting valuation dynamics, we intend to
manage risk with an understanding that uncertainty is high and the range of potential outcomes over the
next 12 months remains wide.

Risk Considerations: Alternative investments are speculative and include a high degree of risk. Investors could lose all or a substantial amount
of their investment. Alternative investments are suitable only for long-term investors willing to forego liquidity and put capital at risk for an
indefinite period of time. Alternative investments are typically highly illiquid – there is no secondary market for private funds, and there may
be restrictions on redemptions or assigning or otherwise transferring investments into private funds. Alternative investment funds often
engage in leverage and other speculative practices that may increase volatility and risk of loss. Alternative investments typically have higher
fees and expenses than other investment vehicles, and such fees and expenses will lower returns achieved by investors. Alternative investment
funds are often unregulated, are not subject to the same regulatory requirements as mutual funds, and are not required to provide periodic
pricing or valuation information to investors. Real estate values are affected by many factors including interest rates and property tax rates,
zoning laws, changes in supply and demand, and in the local, regional and national economies. Funds of funds often have a higher fee structure
than single manager funds as a result of the additional layer of fees.
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CORE EQUITY
We do believe inflation will peak this summer, which would let the Fed back off tightening
later this fall after moving so aggressively now.
What We Are Seeing


Andrew Slimmon
Head of Applied
Equity Advisors

We remain cautious into the summer, and here’s why: Whether or not we are headed into a recession,
the S&P 500 Index—which currently trades at 16.57 times NTM (Next Twelve Months) earnings—has a
valuation problem.
z

z

z



The 10-year U.S. Treasury (UST) hit 3.50% on June 13; the last time that happened, in April 2011, the
S&P 500 price to earnings ratio (P/E) NTM was 13 times.
Likewise, the May reading of core Personal Consumption Expenditures (PCE) inflation hit 4.9%;
historically, when PCE inflation is running above 4%, the P/E for the market is 13 times.
Only 11% of the S&P 500 members have a dividend yield above the 10-year UST, a low since 2007,
with the average during the quantitative easing (QE) era of 40% to 50%.

How does this problem get solved? Stocks need signs of inflation peaking or interest rates backing off.

What We Are Doing


We run long equity products, so our mandate is to be invested.



However, until we see better signs of inflation and rates peaking, our two main strategies are:
z
z



Maintain a risk profile (beta) lower than the market through a heavy dose of defensive names.
Exercise tax swaps: With so many stocks down a lot, we can book losses and reset the cost basis of
other names at lower levels, as we did quite effectively in spring 2020.

As a core equity manager, we have the flexibility to take advantage of what we consider to be “fat
pitches” the stock market has offered. Since the pandemic, we have had three fat pitches in the U.S.
z

z

Our first two fat pitches in 2020 were investing in travel and leisure when everyone was sheltering at
home during the first quarter, and investing in energy stocks when energy futures went negative in the
fourth quarter.
Now the University of Michigan gauge of consumer sentiment is at a 42-year low,1 and consumer
stocks have been trounced; our third fat pitch is investing in these stocks when consumer sentiment is
so horrid, we think the only way to go is up.

What We Are Watching






It’s not all bad news: Recession or no recession, stocks have historically bottomed as inflation peaks;
once that occurs, subsequent 12-month returns have tended to be quite positive.
The Citi Inflation Surprise Index peaked last summer, so the market weakness is not because of an
upside inflation surprise, but rather that inflation has not come down as quickly as expected.
We do believe inflation will peak this summer, which would let the Fed back off tightening later this fall
after moving so aggressively now, and we think that will ease the valuation pressure on the S&P 500.

University of Michigan, Surveys of Consumers, Preliminary Results for June 2022.
Past performance is no guarantee of future results. The returns referred to in the commentary are those of representative indexes and are
not meant to depict the performance of a specific investment.
Risk Considerations: The value of equity securities can 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). Nondiversified 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.
Exercising tax swaps involves certain risks including, among others, the risk that the new investment could perform worse than the original
investment and that transaction cost could offset the tax benefit. There may also be unintended tax implications. Prospective investors should
consult with a tax or legal advisor before making any investment decision.
1
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INTERNATIONAL EQUITY TEAM
As investors, we are navigating this environment by continuing to focus on companies with
robust fundamentals that enjoy pricing power.
What We Are Seeing



William Lock
Head of
International
Equity Team





Against a backdrop of rising rates and inflation, markets are shrinking, in stark contrast to the cost of living.
March Consumer Price Index data in the U.S. took the annual rate of inflation to 8.5%—the highest since
December 1981.
Inflation has so far been driven by “stuff,” a result of goods and commodities shortages due to economic
bouncebacks from COVID-19 in developed economies, aggravated by supply shocks in food and energy
caused by the Russian invasion of Ukraine.
Will inflation leak from “stuff” to “staff”? With jobs easy to find and hard to fill, U.S. wage growth has
accelerated to 5%—the highest seen so far this century—though still behind the consumer inflation
rate, implying falling real wages.

What We Are Doing


Bruno Paulson
Portfolio Manager







Interestingly, company earnings forecasts are proving largely immune to inflation fears.
EBIT (earnings before interest and taxes) margins remain at extremely elevated levels, approaching 17%
for the MSCI World Index, versus the pre-pandemic peak of 15% and the 20-year average of 13.4%.
These stretched margins have to be under threat, either from inflation itself or any slowdown caused by
the attempts to tackle inflation.
As investors, we are navigating this environment by continuing to focus on companies with robust
fundamentals that enjoy pricing power—the ability to pass on input costs for stuff or staff—to consumers.
z

Laura Bottega
Lead Portfolio
Specialist

z

In the first quarter, for example, a multinational consumer hygiene company we hold reported that its
strong portfolio of brands has allowed for “responsible price action”—an increase in pricing of 5%
across its business—while a Dutch brewing company we own managed a double-digit “price mix” as it
passed on costs helped by the return to bars and restaurants in Europe.
This contrasts with the fortunes of general retailers we don’t own, which have made the mistake of
increasing their inventories of home equipment just as the post-pandemic consumer is shifting towards
leisure and services outside the home.

What We Are Watching






Five months of de-rating has eased our concerns over multiples—though at the top end of their range
from 2003 to 2019, they cannot be considered in any way low.
Our worries about earnings have continued to rise, as have earnings themselves, aggravated by growing
risks to stretched margins from either deflation or a downturn.
Given the risk to earnings, we advocate looking out for compounders—those companies that can grow their
earnings steadily across cycles because their pricing power and recurring revenue can make them resilient.

Risk Considerations: The value of equity securities can 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. 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). The use of futures includes the possible imperfect correlation between the price of futures contracts
and movements in the prices of the securities being hedged, and the possible absence of a liquid secondary market for any particular investment.
ESG Strategies that incorporate impact investing and/or Environmental, Social and Governance (ESG) factors could result in relative investment
performance deviating from other strategies or broad market benchmarks, depending on whether such sectors or investments are in or out of
favor in the market. As a result, there is no assurance ESG strategies could result in more favorable investment performance.
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GLOBAL TEAM
The panic that is driving asset managers to hold cash and defensive stocks will increasingly
create opportunities to move against consensus.
What We Are Seeing


Christopher M. Dyer,
CFA
Head of Global Team,
Portfolio Manager
Eaton Vance Equity







Ian Kirwan
Portfolio Manager,
Global Team
Eaton Vance Equity

There are increasing signs that the consumer is feeling inflationary pain and trading down. We expect
this situation to get worse before it gets better. Interestingly, the industrial and commodities parts of
the economy remain very firm. Will this crack as the combination of surging inflation and higher rates
cycles further through the global economy?
China’s COVID policy is exacerbating the global supply chain bottlenecks that kicked off this inflation
cycle. Although the lockdown in Shanghai is now easing, the transportation infrastructure remains very
congested—feeding back into the inflation loop, of course, and pushing central bankers to move faster
and harder on monetary policy.
Higher bond yields mean growth stocks are de-rating and selling off swiftly; we think this creates
opportunity as the baby is thrown out with the bathwater.
Bank of America’s “Global Fund Manager Survey” for June reveals that optimism on global growth has hit
an all-time low since the survey began in 1994: 73% of respondents said they expect a weaker economy
in the next 12 months. With the S&P 500 Index now officially in a bear market—the 20th in the last 140
years—it appears the COVID honeymoon in financial markets is definitively over.

What We Are Doing








We had taken a more defensive posture in our strategy several months ago, but recently we have begun
to recycle some capital from our defensive winners back into names that have de-rated this year.
Higher valuations had been a building headwind for some of our long-term holdings in 2021, so we had
taken several holdings down to much smaller active weights. We are now seeing an opportunity to begin
adding back.
As investor fears build, we look for opportunity: The panic that is driving asset managers to hold cash
and defensive stocks will increasingly create opportunities to move against consensus.
We are not meaningfully changing the composition of our portfolios, but we believe the risk-reward
framework is naturally improving in more economically sensitive sectors as many investors rush for
cover.

What We Are Watching






Economic sector signals: We are closely monitoring consumer credit within financials—and order
patterns in the industrial/materials space—for signs that non-consumer sectors feel the increasing
economic pressure.
Chinese government policy on both COVID and its wider economy: Despite the growing trend to
re-shore manufacturing away from countries like China, it remains the “Factory of the World.” China’s
ability to navigate the effects of COVID on manufacturing and supply chains will continue to have a
meaningful impact on global gross domestic product (GDP) trends in 2022.
Inflation expectations: The majority of investors expect the current inflation surge to be temporary. We
are closely following the stickier elements of inflation, such as wages and housing rental rates, to help
assess its direction.

Risk Considerations: The value of equity securities can 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). Nondiversified 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.
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U.S. SMALL/MID-CAP EQUITY
We are seizing the opportunity to redeploy capital, pulling ideas from the team’s “wish list”
into the portfolio.
What We Are Seeing


Michael D. McLean,
CFA
Co-Director of U.S.
Small/Mid-Cap Equity
Eaton Vance Equity






With multiple crosscurrents facing the U.S. and global markets—rampant inflation, spiking interest rates,
ongoing supply chain shortages and tightening central bank policies—volatility is being driven by a wide
range of potential outcomes.
Recession is increasingly priced in at both U.S. stock and industry levels.
Although the U.S. consumer has been fairly resilient thus far, we are seeing a dramatic shift in spending
from goods to services as consumers are far less homebound than in 2021. In early June, the University
of Michigan consumer sentiment index registered its lowest reading since the late 1970s—at 50.2—a
year-over-year decline of -41.3% and a potential harbinger of weaker future consumer spending.1
Monolithic, nearly indiscriminate sell-offs and rallies are occurring across industries and sectors from
auto, housing and consumer goods to energy and materials.

What We Are Doing


J. Griffith Noble, CFA
Co-Director of U.S.
Small/Mid-Cap Equity
Eaton Vance Equity







Amid an environment of falling stock prices and valuations, we are seizing the opportunity to redeploy
capital, pulling ideas from the team’s “wish list” into the portfolio.
We’ve been reallocating capital to purchase companies that, in our view, represent great businesses that
have sold off as part of the market’s downdraft or have moved lower based on industry exposures.
We are opportunistically upgrading the portfolio as we observe the highest-quality companies on our
wish list fall to reasonable/attractive valuations.
When we see stock mispricing and disconnects, we are taking advantage of the ability to buy stocks
where a recessionary environment is priced in, while funding with those where it isn’t.

What We Are Watching






We have an eye out for key indicators that recession fears are warranted, including a rise in jobless
claims, rising yield curves, high-yield spreads and credit trends.
We are also looking for evidence of market capitulation, such as negative fund flows, lower security
prices, volatility spikes and continued declines in speculative assets like crypto currency.
We are monitoring whether peak inflation has been reached, although current signs are that inflation is
still rising, evidenced by the Consumer Price Index’s 8.6% year-on-year increase as well as steepening
food and energy prices.

University of Michigan, Surveys of Consumers, Preliminary results for June 2022.
Risk Considerations: The value of investments may increase or decrease in response to economic and financial events (whether real, expected
or perceived) in the U.S. and global markets. The value of equity securities is sensitive to stock market volatility. Smaller and mid-sized
companies are generally subject to greater price fluctuations, limited liquidity, higher transaction costs and higher investment risk than larger,
more established companies.
1
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ACTIVE INTERNATIONAL ALLOCATION
We think businesses with improving returns and margins could again outperform those with
low returns and deteriorating prospects in the long term, though in the short term, markets
may not recognize these higher quality companies.
What We Are Seeing


Jitania Kandhari
Deputy CIO of the
Solutions and
Multi-Asset Group,
Co-Lead Portfolio
Manager for Active
International
Allocation,
Head of Macro and
Thematic Research
for Emerging
Markets Equity









Market volatility has continued to be a primary feature of equity markets, with investors apparently
fixated on inflation and global central bank responses to rising price measures and inflation expectations.
Many great companies with defensible moats and favorable industry structures are being sold off due to
changes in interest rate expectations, rather than changes in their competitive dynamics or business outlooks.
Deglobalization, high debt, depopulation and “greenflation” are contributing to structural headwinds that
impact global economies and markets—likely slowing global growth momentum while keeping price
pressures high—as well as the countries, sectors and stocks in our investment universe.
Non-U.S. equity markets, as measured by MSCI ACWI (All Country World Index) ex USA Index,
outperformed the U.S. in April and May; for the year through May 31, non-U.S. equities have declined
10.7% versus a loss of 14.2% for the U.S.
Many non-U.S. equities are also supported by attractive valuations—for instance, on a forward 12-month
price to earnings (P/E) basis as of May 31, ACWI ex USA trades at 12.5 times while the U.S. is at 17.9 times.

What We Are Doing




Ben Rozin
Co-Lead Portfolio
Manager for Active
International
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Our core approach invests across developed and emerging markets to navigate the current investment
landscape, seeking to identify the most attractive sustainable growth and compelling value opportunities.
By integrating top-down and bottom-up analysis, we can focus on countries with the strongest equity
market potential, sectors and industries with improving pricing power, and companies with robust
balance sheets and durable competitive advantages.
We are using volatility to add to the most solid structural stories and to companies with the most
compelling valuations relative to our estimates of their intrinsic value, while rotating away from those
that are fully valued to those that are attractive valued.
Our long-term themes are consumer, macro, technology, healthcare innovation and mispriced cyclicals
with structural drivers, and we currently hold a barbell strategy that is focused on long-term thematic
winners as well as adding to cyclical companies in supply-constrained industries with growing pricing
power to help expand their businesses and margins.

What We Are Watching






Improving profitability and solid balance sheets are now coming more into focus for investors as capital
is getting more expensive: We think businesses with improving returns and margins could again
outperform those with low returns and deteriorating prospects in the long term, though in the short
term, markets may not recognize these higher quality companies.
China has eased COVID lockdowns in major cities and further expanded its policy measures to support
demand and economic growth.
Cost increases are hurting consumer sentiment and inflation expectations have risen, which is concerning
for demand and economic growth, so we are watching how global central banks focus on responding to
price pressures with tightening measures.



Increases in the commodity supply could shift the current demand/supply deficit into a balance or surplus.



Geopolitics will remain a focus—both the positive outcomes and the setbacks.

Risk Considerations: The value of equity securities can 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. ESG Strategies that incorporate impact investing and/or
Environmental, Social and Governance (ESG) factors could result in relative investment performance deviating from other strategies or broad
market benchmarks, depending on whether such sectors or investments are in or out of favor in the market. As a result, there is no assurance
ESG strategies could result in more favorable investment performance.

11 | MSIM Forward | June 24, 2022		
EMERGING MARKETS LEADERS
The investment thesis for our holdings remains unchanged as we continue to reassess and
reflect the changing operating environment: We believe our companies will remain industry
winners in the mid- to long-term.
What We Are Seeing


Vishal Gupta
Portfolio Manager,
Emerging Markets
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Higher-than-expected inflation continues to weigh on growth companies globally, and with oil prices
already so elevated, the latest spike in the U.S. Consumer Price Index (CPI) has only exacerbated worries
of negative spillovers to Emerging Markets.
The extended conflict between Russia and Ukraine has put further pressure on commodity prices—
particularly on food, which is felt more keenly in emerging markets.
We had noted the possibility of over-ordering by retailers, and we see some of these trends showing up
in corporate results.
However, we are starting to observe a turnaround in consumer companies—especially in China—and
recoveries in specific themes in the portfolio; there has been some consolidation in industries such as
food delivery, where less competition could unlock more profit potential.

What We Are Doing








After reassessing our investment thesis and growth outlook, we have been using the latest bout of share
price corrections to add to our themes in athleisure, domestic production, niche finance and digital IT
services, which we funded by exiting one of our thematic stocks within the information technology sector.
We had taken advantage of earlier share price bounces to re-balance positions in the semiconductor
industry and to reduce some holdings in India, given the strong performance of the past three to four
years through the first quarter.
We have been spending more time on the road, with visits to Hangzhou and Mumbai, as well as
additional research trips planned over the next couple of months.
The investment thesis for our holdings remains unchanged as we continue to reassess and reflect the
changing operating environment: We believe our companies will remain industry winners in the mid- to
long-term.

What We Are Watching






While we are bottom-up investors, we also monitor macro data points, such as the pick-up in the
employment participation rate and some moderation in wage increases.
We are following the rise of local manufacturing opportunities in some EM countries that are investing
heavily to increase their capacity toward self-sufficiency.
We are closely tracking the path to improving profitability of our consumer e-commerce businesses, which we
believe could ride through the near-term slowdown and repeated COVID outbreaks to return to growth.

Risk Considerations: The value of equity securities can fluctuate in response to activities specific to a company. Investments in foreign markets
entail special risks such as currency, political, economic, market and liquidity risks. The risks of investing in emerging market countries are
greater than the risks generally associated with investments in foreign developed countries.
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FLOATING-RATE LOANS
Just as the loan market has proved its resiliency over several decades and business cycles,
today we see value in this asset class, and we believe the forward return potential from these
levels is bright.
What We Are Seeing


Andrew Sveen, CFA
Director of FloatingRate Loans


The historic 75 basis points (bps) hike by the Federal Reserve on June 15 signifies a major boost for
floating-rate loans—literally. Rates in this asset class have an average reset period of just over 30 days,
and the two key loan benchmarks—Libor and Sofr1—both closely track the fed funds rate that the
policymakers control.
The Fed has four meetings on the books through the end of the year, and is projecting that its policy
rate will be boosted to more than 3% over that period, and as high as 4.00% next year. So rising yields
will likely be a continuing theme in the loan market for the balance of 2022.

What We Are Doing








The Fed is aiming to thread the needle, in hopes that raising rates sharply will stave off inflation without
tipping the economy into recession. We think of these risks in terms of probabilities and degree,
assessing what’s likely based on what’s already “priced in.”
The loan price of $94 on the S&P/LSTA Leveraged Loan Index as of June 17 means that investors are
predicting $6 in losses over the five year nominal maturity of typical loans. Our universe of first-lien loans
has had an average recovery rate of 75%, based on the S&P Global Loss Stats database. Applying some
basic arithmetic, the loan pricing and recovery rates imply that investors expect a 24% default rate.
That default rate allows us to gauge how fairly priced loans are, if we assume that a recession is likely,
based on relevant comparisons. The default rates in the loan market peaked at 8% in the 2001-2002 tech
wreck, 10% in the 2008-2009 Global Financial Crisis (GFC) and 4% in the 2020 COVID pandemic. In other
words, today’s market is pricing in a multiple of the GFC and over five times the COVID recession.
More recently, the trailing 12-month default figure rounds to zero. The distressed ratio of loans trading
under $80, which has been a good indicator of where investors see defaults trending, remains a low 2%
to 3% of the market.

What We Are Watching






The implied default rate of 24% based on current loan pricing appears to be a very large cushion against
the most likely economic downturns. Moreover, it suggests that the 9% yield to maturity on loans, as of
June 17, offers attractive value—it is the highest of major fixed-income asset classes.
For investors assessing the current environment, two key factors stand out: First, courtesy of the Fed,
loan coupons are poised to rise, and by quite a lot. Second, the discounted price on loans anticipates far
more credit carnage than we believe is remotely justified.
Just as the loan market has proved its resiliency over several decades and business cycles, today we see
value in this asset class, and we believe the forward return potential from these levels is bright.

Libor and Sofr are short-term benchmarks commonly used in the pricing of short-term and variable-rate instruments such as bank loans.
Risk Considerations: Loans are traded in a private, unregulated inter-dealer or inter-bank resale market and are generally subject to contractual
restrictions that must be satisfied before a loan can be bought or sold. These restrictions may impede the strategy's ability to buy or sell loans
(thus affecting their liquidity) and may negatively impact the transaction price. It may take longer than seven days for transactions in loans to
settle. Due to the possibility of an extended loan settlement process, the strategy may hold cash, sell investments or temporarily borrow from
banks or other lenders to meet short- term liquidity needs. Loans may be structured such that they are not securities under securities law, and
in the event of fraud or misrepresentation by a borrower, lenders may not have the protection of the anti-fraud provisions of the federal
securities laws. Loans are also subject to risks associated with other types of income like high-yield bonds described above. Investments in
foreign instruments or currencies can involve greater risk and volatility than U.S. investments because of adverse market, economic, political,
regulatory, geopolitical, currency exchange rates or other conditions. Changes in the value of investments entered for hedging purposes may
not match those of the position being hedged.
1
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U.S. MULTI-SECTOR
We are gradually reducing allocations to bank loans to add to investment-grade and lowdollar-priced BB-rated corporates, while maintaining portfolio “ballast” in cash and Treasurys.
What We Are Seeing


Vishal Khanduja, CFA
Co-Head of U.S.
Multi-Sector









After decades of being stuck in a low inflation and very low yield environment, we are witnessing the
U.S. central bank trying to control what they initially viewed as transitory, supply-led inflationary
pressure to what now seems to be an inflation spiral.
In our view, economic momentum has yet to fully adjust to the higher interest-rate environment,
because: 1) there is typically a lag between policy action and economic activity adjustment, 2) there is
pent-up demand for services as consumers transition away from a focus on goods and 3) consumer and
corporate balance sheets are still very strong.
Financial asset valuations are adjusting to this lower growth and higher inflation environment, and to the
magnitude and speed of the Federal Reserve’s pivot. At this point, the “dot plot” of policymaker
projections now suggests the Fed expects rates to near 3.5% by December 2022, and almost 4% in
2023, before falling again in 2024.
The abrupt reversal from very tight spreads and low yields has led to sharply negative returns across
most segments of the income market. Interest rates have moved higher along the yield curve, spreads
have widened as investors demand greater risk premiums, and implied volatility has spiked.
Looking forward, we believe this historic adjustment leaves yields and spreads at levels that compensate
investors for a period of slower growth, while offering attractive income generation potential.

What We Are Doing






After the significant repricing seen in the fixed income markets this year, we are covering part of our
duration underweight as the 10-year U.S. Treasury yield and real yields reach target levels.
We are gradually reducing allocations to bank loans to add to investment-grade and low-dollar-priced
BB-rated corporates, while maintaining portfolio “ballast” in cash and Treasurys.
We are increasing exposure to the 2019-2020 consumer/housing sector via non-agency, mortgagebacked securities. These loans previously benefited from stringent underwriting criteria and now benefit
from strong home price appreciation.

What We Are Watching






We will continue to keep a close watch on high-frequency economic data that indicate the direction of
the labor market and inflation, which will be key to future central bank policy.
Corporate earnings reports will start to be released in July. We will monitor these, focusing on:
z

Top-line trends to show the adjustment between goods and services

z

Companies’ ability to maintain margins and pass though their higher costs

z

Corporate hiring plans to get a sense of intermediate-term labor market conditions

z

Capital allocation decisions to learn how management teams are planning to use their balance sheets

We will look at global central banks and their reaction functions—how effective the central banks’
policy tools are proving to be—and we will consistently track market “technicals” around global capital
flows to gauge security supply and demand levels.

Risk Considerations: Fixed income securities are subject to the ability of an issuer to make timely principal and interest payments (credit risk),
changes in interest rates (interest-rate risk), the creditworthiness of the issuer and general market liquidity (market risk). In a rising interestrate environment, bond prices may fall and may result in periods of volatility and increased portfolio redemptions. In a declining interest-rate
environment, the portfolio may generate less income. Longer-term securities may be more sensitive to interest rate changes.
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MUNICIPAL BONDS
At current valuations, municipals appear attractive for crossover buyers, which could provide
some much-needed support for the market.
What We Are Seeing


Bill Delahunty, CFA
Portfolio Manager





The municipal market is in the midst of a historic outflow cycle: Through mid-June, municipal bond funds
have experienced $73 billion in outflows—making this the worst outflow cycle dating back to 1992.
The outflows have resulted in significant selling pressure, and much improved value, as muni yields have
increased 150 to 190 basis points (bps) across the curve since the beginning of the year.
Entering the summer months, municipal technicals on the supply side may turn supportive, with an
estimated negative $33 billion in net supply potentially providing support for current price levels.

What We Are Doing




Trevor Smith
Portfolio Manager




Volatility in the muni market has created opportunities within rating categories, sectors and coupon
structures; we have used relative value trading to take advantage of these inefficiencies.
The front end of the yield curve remains attractive, and with the significant increase in yields on the long
end of the curve, we are now assessing longer duration opportunities.
We are taking advantage of pockets of liquidity to sell bonds when certain demand arises from retail
investors, banks and insurance companies.
We are redeploying capital in times of stress, when there are forced sellers in the market.

What We Are Watching






Through mid-June, the Bloomberg Municipal Bond Index is down -10%—the worst start to the year for
municipals in 40 years. Historically, sharp increases in municipal yields have been followed by rewarding
6-month and 12-month returns for municipal bonds. After 23 straight weeks of fund outflows, we are
watching and waiting for fund flows to turn around, which could help trigger a rally in municipals.
The Federal Reserve is in the precarious position of combating persistent inflation while avoiding a
recession. Given that the fed funds rate is now 1.75%, we are watching inflationary pressures to see if
the anticipated 175 bps of additional monetary tightening by year-end is realistic.
We are actively assessing ratios of tax-exempt municipals to Treasurys, taxable municipals and
investment-grade corporate bonds. At current valuations, municipals appear attractive for crossover
buyers, which could provide some much-needed support for the market.

Risk Considerations: An imbalance in supply and demand in the municipal market may result in valuation uncertainties and greater volatility,
less liquidity, widening credit spreads and a lack of price transparency in the market. There generally is limited public information about
municipal issuers. Investments in income securities may be affected by changes in the creditworthiness of the issuer and are subject to the risk
of non-payment of principal and interest. The value of income securities also may decline because of real or perceived concerns about the
issuer's ability to make principal and interest payments. As interest rates rise, the value of certain income investments is likely to decline.
Investments involving higher risk do not necessarily mean higher return potential. Diversification cannot ensure a profit or eliminate the risk
of loss. Debt securities are subject to risks that the issuer will not meet its payment obligations.

15 | MSIM Forward | June 24, 2022		
SHORT-DURATION INFLATION PROTECTION
We are still seeking to deliver inflation protection with less interest-rate risk than is typically
found with longer-duration, traditional inflation-protection strategies.
What We Are Seeing
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Despite widely held expectations that inflation might have peaked, the May Consumer Price Index (CPI)
indicated that U.S. inflation could likely go higher and be more broad-based than expected.
The ongoing Russia-Ukraine war continues to pressure food and energy prices, while renewed COVID
lockdowns in China threaten progress made in taming goods inflation and global supply chain constraints.
Consumers’ longer-term outlook for inflation also spiked higher, which—combined with a tight labor
market—could put further pressure on wages and push inflation higher.
In this inflation cycle, traditional inflation-protection income strategies have generally delivered sharply
negative total returns along with the broader fixed income markets. By contrast, shorter-duration,
inflation-focused strategies have performed positively.

What We Are Doing
Brian S. Ellis, CFA
Portfolio Manager





The strategy was designed precisely for this environment—one in which inflation is high and the Federal
Reserve has to raise interest rates quickly to try to contain it.
We are still seeking to deliver inflation protection with less interest-rate risk than is typically found with
traditional longer-duration, inflation-protection strategies. We believe this is best achieved by:
z

z

Focusing on shorter-duration, inflation-linked assets, which are 1) less negatively impacted by rising
interest rates, 2) better correlated with the inflation consumers are experiencing, and 3) more likely to
provide inflation protection if inflation continues to surprise by overshooting expectations.
Swapping interest rate risk for credit risk. Floating-rate securities, such as bank loans, can potentially
enhance total returns and have attractive correlations with inflation. However, we are moderately
decreasing this exposure and moving to a more neutral positioning across credit sectors, as the Fed
has pivoted to tightening monetary policy more quickly and aggressively than anticipated.

What We Are Watching








We are keeping a close watch on high-frequency economic data that indicate the direction of the labor
market and inflation, which will be key to future central bank policy.
Corporate earnings reports will start to be released in July. We will monitor these, focusing on:
z

Top-line trends to show the adjustment between goods and services

z

Companies’ ability to maintain margins and pass through higher costs

z

Corporate hiring plans to get a sense of intermediate-term labor market conditions

z

Capital allocation decisions to learn how management teams are planning to use their balance sheets

We are looking at global central banks and their reaction functions, or how effective the banks’ policy
tools are proving to be.
Consistently, we are tracking market “technicals” around global capital flows to gauge security supply
and demand levels.

Risk Considerations: Loans are traded in a private, unregulated inter-dealer or inter-bank resale market and are generally subject to contractual
restrictions that must be satisfied before a loan can be bought or sold. These restrictions may impede the strategy's ability to buy or sell loans
(thus affecting their liquidity) and may negatively impact the transaction price. It may take longer than seven days for transactions in loans to
settle. Due to the possibility of an extended loan settlement process, the strategy may hold cash, sell investments or temporarily borrow from
banks or other lenders to meet short- term liquidity needs. Loans may be structured such that they are not securities under securities law, and
in the event of fraud or misrepresentation by a borrower, lenders may not have the protection of the anti-fraud provisions of the federal
securities laws. Loans are also subject to risks associated with other types of income like high-yield bonds described above. Investments in
foreign instruments or currencies can involve greater risk and volatility than U.S. investments because of adverse market, economic, political,
regulatory, geopolitical, currency exchange rates or other conditions. Changes in the value of investments entered for hedging purposes may
not match those of the position being hedged.
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EMERGING MARKETS DEBT
Recognizing that country selection continues to matter most, we remain focused on
analyzing the direction of policy in each emerging and frontier markets country.
What We Are Seeing


Marshall Stocker,
Ph.D., CFA
Co-Director of
Emerging Markets,
Portfolio Manager





Further repricing of U.S. Federal Reserve policy has triggered another leg down in the global sell-off in
risk assets. Emerging Markets Debt (EMD) has not been spared, performing in line with other asset
classes that possess similar risk profiles.
A notable divergence in commodity prices has been a key driver of performance dispersion between
EM countries.
China is critical for the global economy, and the country’s growth picture remains challenged. As EM
investors, we need to balance the government’s easing of COVID lockdowns and recommitting to
“common prosperity” through policy stimulus, with property sector stress, global supply chain challenges
and prices for industrial metals.

What We Are Doing


John Baur
Co-Director of
Emerging Markets,
Portfolio Manager





We’ve noted that some investors have attempted to apply overly simplistic rules to EM investing, such
as “buy commodity exporters, sell commodity importers.” In our view, markets are far too complex and
fast-moving for such an approach. For example, some net commodity importers continue to have vibrant
value-added exports that offset commodity price risk.
There appear to be more EM countries that will be adversely affected by the uncertainty of the current
environment than those that can prosper under it. As a result, our portfolios reflect that reality from the
bottom up.
We still find countries where governments are committed to structural reforms aimed at improving their
economies and the prospects for investment. Historically, this has led to better standards of living and
ESG outcomes, as well as capital market outperformance and a reduced cost of capital—a powerful
combination.

What We Are Watching








Inflation may be nearing its peak, or may even have already peaked in certain EM countries, which would
be positive for those areas where we think local interest rates, in particular, represent compelling value.
That said, inflation does not appear to have peaked in the U.S., and many other developed-market
economies and central banks appear committed to further policy tightening. How much tighter they will
get, collectively, is the question haunting most markets, and we will certainly watch how policies unfold.
The Russia/Ukraine war rages on and continues to impact people and markets around the world.
Unfortunately, we remain skeptical of a near-term resolution.
Recognizing that country selection continues to matter most, we remain focused on analyzing the
direction of policy in each emerging and frontier markets country—our nearly 50-person EM team
covers more than 100 of them—as well as on how macro challenges might impact each.

Risk Considerations: The value of investments may increase or decrease in response to economic and financial events (whether real or
perceived) in the U.S. and global markets. The strategy employs an "absolute return" investment approach, benchmarking itself to an index of
cash instruments and seeking to achieve returns that are largely independent of broad movements in stocks and bonds. Investments in foreign
instruments or currencies can involve greater risk and volatility than U.S. investments because of adverse market, economic, political,
regulatory, geopolitical, currency exchange rates or other conditions. In emerging or frontier countries, these risks may be more significant.
Investments in debt instruments may be affected by changes in the creditworthiness of the issuer and are subject to the risk of non-payment
of principal and interest. The value of income securities also may decline because of real or perceived concerns about the issuer's ability to
make principal and interest payments. Exposure to derivatives involves risks different from, or possibly greater than, the risks associated with
investing directly in securities and other investments. As interest rates rise, the value of certain income investments is likely to decline. The
value of commodities investments will generally be affected by overall market movements and factors specific to a particular industry or
commodity, including weather, embargoes, tariffs, or health, political, international and regulatory developments.
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GP LED CONTINUATION PRIVATE EQUITY
By investing in a resilient business with a track record of success, we believe we are better
able to mitigate our exposure to volatility.
Ashbridge is a private equity (PE) strategy focused on single asset General Partner (GP) led continuation
transactions in the middle market.

Nash Waterman
Head of AIP Private
Markets Secondaries

What We Are Seeing






While the macro environment has become more challenging, economic headwinds are not necessarily
acting as an impediment to deal activity for GP-led deals. In fact, GPs’ reluctance to divest prize blue-chip
assets at a time when comparable businesses remain in a trough may even create opportunities for
continuation transactions, with GPs seeking to raise capital and ease liquidity pressures in the current
market.
As part of our bottom-up investment approach, we continue to see high-performing, low-leverage and
resilient PE-owned businesses that, in our view, have the potential to outperform and capitalize on
opportunities, even in a down cycle.
For example, we believe that well capitalized buy-and-build businesses will act as consolidators, as they
move to purchase attractively priced add-on businesses to capture synergies while bringing down
average acquisitions costs.

What We Are Doing






We continue to focus on companies that provide essential products and services for stable end markets,
which typically prove more resilient throughout economic cycles. By investing in a resilient business with
a track record of success, we believe we are better able to mitigate our exposure to volatility.
Importantly, we typically target investments with track records beyond three years, as this initial period
is considered the riskiest stage for a PE investment.
Our team remains highly selective, rejecting over 90% of the deals that we screen. When we do invest,
it is only after carrying out in-depth fundamental research and due diligence that is not dissimilar to
buyout funds.

What We Are Watching






We believe a downturn could exacerbate the existing capital-demand imbalance. Already, data indicate
that GP demand for capital now exceeds supply.
We expect the current market to sustain continuation funding as a viable source of capital for GPs,
which should persist even as new funds are raised for this space.
As pioneers in this market with deep capabilities in deal origination and expertise in transacting GP-led
deals, we believe we are well placed to find attractive opportunities ahead.

Risk Considerations: Alternative investments are speculative and include a high degree of risk. Investors could lose all or a substantial amount
of their investment. Alternative investments are suitable only for long-term investors willing to forego liquidity and put capital at risk for an
indefinite period of time. Alternative investments are typically highly illiquid – there is no secondary market for private funds, and there may
be restrictions on redemptions or assigning or otherwise transferring investments into private funds. Alternative investment funds often
engage in leverage and other speculative practices that may increase volatility and risk of loss. Alternative investments typically have higher
fees and expenses than other investment vehicles, and such fees and expenses will lower returns achieved by investors.
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INDEX DEFINITIONS

Bloomberg Municipal Bond Index is an unmanaged index of municipal bonds traded in the U.S.
Citi Inflation Surprise Index is a measure sourced from Bloomberg and Citi U.S. Wealth Management and designed so that a reading above zero
means that inflation data are on average coming in above consensus expectations.
Consumer Price Index (CPI) is a measure of the change in the average price level of a fixed basket of goods and services purchased by consumers.
ICE BofA U.S. High Yield Index is an unmanaged index of below-investment grade U.S. corporate bonds.
S&P/LSTA Leveraged Loan Index is an unmanaged index of the institutional leveraged loan market.
S&P 500® Index is an unmanaged index of large cap stocks commonly used as a measure of U.S. stock market performance.
MSCI USA Index is an unmanaged index designed to measure the performance of large- and mid-cap U.S. common stocks.
MSCI World Index is a market-cap weighted index that captures large and mid-cap stock performance across 23 developed market countries.
MSCI ACWI (All Country World Index) ex USA Index is an unmanaged free float-adjusted market capitalization-weighted index designed to
measure the equity market performance of developed and emerging markets, excluding the United States.
ICE® BofA® indices are not for redistribution or other uses; provided “as is”, without warranties, and with no liability. Eaton Vance has prepared this
report and ICE Data Indices, LLC does not endorse it, or guarantee, review, or endorse Morgan Stanley Investment Management's products. BofA®
is a licensed registered trademark of Bank of America Corporation in the United States and other countries.
S&P Dow Jones Indices are a product of S&P Dow Jones Indices LLC (“S&P DJI”) and have been licensed for use. S&P® and S&P 500® are registered
trademarks of S&P DJI; Dow Jones® is a registered trademark of Dow Jones Trademark Holdings LLC (“Dow Jones”); S&P DJI, Dow Jones and their
respective affiliates do not sponsor, endorse, sell or promote the Fund, will not have any liability with respect thereto and do not have any liability
for any errors, omissions, or interruptions of the S&P Dow Jones Indices.
MSCI indexes are net of foreign withholding taxes. Source: MSCI. MSCI data may not be reproduced or used for any other purpose. MSCI provides
no warranties, has not prepared or approved this report, and has no liability hereunder.

Risk Considerations

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. 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. 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, investors can lose money investing. See offering document for more description of risks associated with each strategy.

Important Information

Date of Data: 6/24/22.
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. 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
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.
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.
Charts and graphs provided herein are for illustrative purposes only. Past performance is no guarantee of future results.
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.
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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.
Eaton Vance is part of Morgan Stanley Investment Management. Morgan Stanley Investment Management is the asset management division of
Morgan Stanley.

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
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 U.S. 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. Germany: MSIM FMIL (Frankfurt
Branch), Niederlassung Deutschland, Grosse Gallusstrasse 18, 60312 Frankfurt am Main, Germany (Gattung: Zweigniederlassung (FDI) gem. § 53b
KWG).
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.
NOT FDIC INSURED | OFFER NO BANK GUARANTEE | MAY LOSE VALUE | NOT INSURED BY ANY FEDERAL GOVERNMENT AGENCY | NOT
A DEPOSIT
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 may not be circulated or distributed,
whether directly or indirectly, to persons in Singapore other than to (i) an accredited investor (ii) an expert investor or (iii) an institutional investor
as defined in Section 4A of the Securities and Futures Act, Chapter 289 of Singapore ("SFA"); or (iv) 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 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 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 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 II Financial
Instruments Firms Association.
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Eaton Vance and Calvert are part of Morgan Stanley Investment Management. Morgan Stanley Investment Management is the asset management
division of Morgan Stanley.
The whole or any part of this material may not be directly or indirectly reproduced, copied, modified, used to create a derivative work, performed,
displayed, published, posted, licensed, framed, distributed or transmitted or any of its contents disclosed to third parties without MSIM’s express
written consent. This material may not be linked to unless such hyperlink is for personal and non-commercial use. All information contained herein
is proprietary and is protected under copyright and other applicable law.
Morgan Stanley Distribution, Inc. serves as the distributor for Morgan Stanley Funds.
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