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In December, MSCI Europe Index finished up 
0.79%, bringing the total gain for 2017 to a 
hefty 10.2%. The market was led by consumer 
services (+6%), materials (+4%) and real 
estate (+3%); utilities (-4%), retailing (-4%) and 
technology (-2%) underperformed.1

Markit’s PMI for the euro area’s manufacturers rose to a record 
high in December. Operating conditions continue to improve 
in all of the eight countries for which separate data is gathered, 
including Greece (where the manufacturing PMI is at a 
114-month high). Once again, the survey highlighted strong 
growth in output, jobs and new orders.

In early December, Eurostat published estimates of gross 
domestic product (GDP) growth for 3Q17. Relative to 3Q16, 
growth is estimated at 2.6%.2

The European Central Bank (ECB) meeting in December 
ended as expected, with upward revisions to both growth 
and inflation. Ten-year Bund yields underperformed both 
treasuries and U.K. gilt, finishing the month five basis points 
(bps) higher.3

Oil prices continued to rally, making December the fourth 
consecutive month of price increases. The Brent ended 2017 
18% higher.4

On the political front, the three pro-Catalan independence 
parties won a majority of parliamentary seats, but they fell 
short of a parliament majority. The Italian government has 

1 FactSet, January 2018. The index performance is provided for illustrative 
purposes only and is not meant to depict the performance of a specific 
investment. Past performance is no guarantee of future results. See 
disclosures for more information.
2 Eurostat.
3 Morgan Stanley Research, January 2018.
4 MSIM, January 2018.
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announced that the next election 
will take place on March 4. The new 
electoral system is proportional for the 
most part. The polls say that no single or 
party coalition is projected to win, and it 
will likely need support to form a grand 
coalition to rule the country. In the 
meanwhile, the Italian economy picked 
up speed and our economists revised 
GDP growth numbers upward for 2018.5

IN DECEMBER, THE BEST-PERFORMING 
SECTORS IN THE EUROPEAN EQUITY 
MARKETS WERE:6

•	 Materials (+4%)
•	 Real Estate (+3%)
•	 Energy (+2%)

DECEMBER KEY LAGGARDS WERE:6

•	 Utilities (-4%)
•	 Technology (-1%)
•	 Industrials (+0%)

IN 2017, THE BEST-PERFORMING 
SECTORS IN THE EUROPEAN EQUITY 
MARKETS WERE:6

•	 Technology (+20%)
•	 Materials (+19%)
•	 Industrials (+15%)

2017 KEY LAGGARDS WERE:6

•	 Telecommunications (+2%)
•	 Health Care (+3%) 
•	 Energy (+5%)

MSIM European Equities
The MS INVF European Equity Alpha 
Fund remains overweight in health 
care, technology, telecommunications 
and consumer staples; it remains 
underweight in energy, financials, 
industrials, consumer discretionary, 
materials and utilities.

During the month, we continued 
to build up our desired positions in 
Swiss bank UBS and Dutch food 
retail company Ahold. We took some 
profit in German health care company 
Fresenius SE, Italian asset management 
company Azimut and Dutch tech 
company ASML. 

The MS INVF Eurozone Equity 
Alpha Fund is currently overweight 
in health care, telecommunications 
and technology. The portfolio is 
underweight in utilities, real estate, 
consumer discretionary, financials and 
materials. 

During the month, we took some profit 
in Dutch tech company ASML and 
Italian asset management company 
Azimut. We continued to build up our 
position in French real estate company 
Unibail-Rodamco.

The MS INVF European Champions 
Fund remains overweight in consumer 
discretionary, consumer staples, 
technology, healthcare and industrials. 
It remains underweight in materials, 
utilities, energy, telecommunications 
and financials.

We topped up our position in German 
health care company Fresenius SE, 
following recent stock price weakness.

Information in this section is as at 31 
December 2017 and is subject to change 
on a daily basis. This data is provided for 
informational purposes and is not intended 
to be an investment recommendation in 
regards to any securities, sectors or countries 
mentioned herein. 

Consider This
European equities and global equities 
had another strong year in 2017, with 
the former ending the year up more 
than 10% (in euro). The key question 
now is whether it is time to become 
more bearish in 2018 as the U.S. cycle is 
nine years old and central bank liquidity 
may turn gradually. 

We remain constructive on European 
equities for the coming months, 
although we acknowledge that absolute 
valuations are not as compelling as 
they used to be and the market might 
become more cautious for the second 
half of 2018 when it may start to 
discount the first hike in European 

interest rates. We want to flag the 
following supportive points for the 
coming months:

•	 European earnings growth for 
2018 is positive, with consensus 
expectations around 6-8% growth.

•	 GDP growth momentum is 
likely to continue, with consumer 
sentiment, unemployment, PMIs 
and other leading indicators at 
multi-year highs. The U.K. is the 
only major country in Europe 
where our economists predict a 
strong contraction year-on-year of 
the economy, but not a recession.

•	 ECB tightening is not imminent, 
as our economists expect the 
first hike only to happen in 
March 2019.7

•	 Global inflation is on the rise, but 
it is still well below central banks’ 
targets. Oil prices are up 40% over 
the past six months, and this will 
certainly have consequences on 
inflation over the coming months.7

The U.S. curve (10-2 years) is flattening, 
but it is not inverted yet. The U.S. curve 
has been a good indicator of future 
recessions, and when inverted, it has 
always signalled an imminent recession. 
Crucially, U.S. stocks never peaked 
before yield curve inverts.8

From a macro perspective, we will 
carefully watch any potential slowdown 
in global growth; a significant rise of 
inflation forcing the Federal Reserve 
to accelerate the pace of interest rate 
hikes; political instability (German 
government; Catalonia; Italian and 
Swedish elections; Brexit negotiations).

5 Morgan Stanley Research, December 2017.
6 FactSet, November 2017.
7 Morgan Stanley Research, December 2017.
8 JP Morgan Equity Research, S&P 500 Index; December 2017.
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Data as at 31 December 2017 for Class I (%)
Investment Performance (% net of fees) for Morgan Stanley Investment Funds (MS INVF) in EUR

1 MONTH YTD 1 YEAR 
3 YEARS  

ANN.
5 YEARS  

ANN.
10 YEARS  

ANN.

MS INVF European Equity Alpha Fund 0.80 8.84 8.84 4.53 7.78 3.18

MSCI Europe Index 0.79 10.24 10.24 6.96 9.40 3.36

ALPHA 0.01 -1.40 -1.40 -2.43 -1.62 -0.18

MS INVF Eurozone Equity Alpha Fund -0.74 10.63 10.63 8.27 10.81 3.75

MSCI EMU Index -0.89 12.49 12.49 8.84 10.66 1.94

ALPHA 0.15 -1.86 -1.86 -0.57 0.15 1.81

MS INVF European Champions Fund9 1.53 10.69 10.69 - - -

MSCI Europe Index 0.79 10.24 10.24 - - -

ALPHA 0.74 0.45 0.45 - - -

9 Inception date of the Fund is 8 April 2016.

12 Month Performance Periods to Latest Month End

DEC ’12  
– DEC ’13

DEC ’13  
– DEC ’14

DEC ’14  
– DEC ’15

DEC ’15  
– DEC ’16

DEC ’16  
– DEC ’17

MS INVF European Equity Alpha Fund 23.06 3.46 5.23 -0.27 8.84

MSCI Europe Index 19.82 6.84 8.22 2.58 10.24

MS INVF Eurozone Equity Alpha Fund 29.50 1.67 10.73 3.59 10.63

MSCI EMU Index 23.36 4.32 9.81 4.37 12.49

MS INVF European Champions Fund9 - - - - 10.69

MSCI Europe Index - - - - 10.24

Past performance is not a reliable indicator of future results. 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.

Risk Considerations
•	 The fund relies on other parties to fulfill certain services, investments or transactions. If these parties become insolvent, ittt 

may expose the fund to financial loss.

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

•	 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.
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INDEX INFORMATION
The MSCI Europe Index is a free float-adjusted market capitalization index 
that is designed to measure developed market equity performance in 
Europe. The term “free float” represents the portion of shares outstanding 
that are deemed to be available for purchase in the public equity markets 
by investors. The performance of the Index is listed in U.S. dollars and 
assumes reinvestment of net dividends. The S&P 500 Index measures the 
performance of the large cap segment of the U.S. equities market, covering 
approximately 80% of the U.S. equities market. The Index includes 500 
leading companies in leading industries of the U.S. economy. The S&P Index 
is one of the most widely used benchmarks of U.S. equity performance.

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.
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, authorised and regulated by the Financial 
Conduct Authority. Dubai: Morgan Stanley Investment Management 
Limited (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). 
Germany: Morgan Stanley Investment Management Limited Niederlassung 
Deutschland Junghofstrasse 13-15 60311 Frankfurt Deutschland (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, 11th Floor Amstelplein 1 1096HA, Netherlands. Telephone: 31 
2-0462-1300. 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 Eidgenössische 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”), (ii) to a “relevant 
person” (which includes an accredited investor) pursuant to section 305 
of the SFA, and such distribution is in accordance with the conditions 
specified in section 305 of the SFA; or (iii) otherwise pursuant to, and 
in accordance with the conditions of, any other applicable provision 
of the SFA. In particular, for investment funds that are not authorized 
or recognized by the MAS, units in such funds are not allowed to be 
offered to the retail public; any written material issued to persons 
as aforementioned in connection with an offer is not a prospectus as 
defined in the SFA and, accordingly, statutory liability under the SFA in 
relation to the content of prospectuses does not apply, and investors 
should consider carefully whether the investment is suitable for them. 
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.

IMPORTANT INFORMATION
EMEA: This 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 à 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 1 of the Law of 
17th 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 Trèves, 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 Genève, 17, quai de l ’Ile, 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.
Except as otherwise indicated herein, the views and opinions expressed 
herein are those of the portfolio management team, are based on matters 
as they exist as of the date of preparation and not as of any future date, 
and will not be updated or otherwise revised to reflect information that 
subsequently becomes available or circumstances existing, or changes 
occurring, after the date hereof.
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’ express written consent.
All information contained herein is proprietary and is protected under 
copyright law.


