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MSCI Europe Index finished the month flat at 
+0.2% in USD. The market was dragged down by 
health care equipment (-5%), consumer durables 
(-4%) and retailing (-3%); food & staples retailing 
(+7%), transportation (+3%) and real estate  
(+3%) outperformed.1 

Brexit negotiations continued and, at the beginning of 
December, the U.K. and the European Union (EU) found an 
agreement on the first part of the negotiations. They found 
compromise on the Brexit bill, citizens’ rights and the Irish 
border. With these points now settled, the dialogue can now 
move to the second stage, which will continue over the coming 
months. We believe that the U.K. pound and U.K. equities, in 
particular, will remain volatile depending on the progress of the 
negotiations.
European macro-economic data remain strong, with 
manufacturing PMI, industrial production and employment 
figures continuing their upward trend. Eurozone inflation 
temporarily slipped and, with oil prices up 40% 2 over the past 
six months, it will not take long before it returns to the 2% 
European Central Bank (ECB) target. 
The euro outperformed across the board, as the European growth 
outlook remained positive and the eurozone break-up risk 
from Catalonia’s referendum seemed to reduce. Though initial 
German coalition talks have fallen through, the markets seem 
optimistic about some possible return of the grand coalition. 

The Markets – A Review

1 FactSet in USD, December 2017. 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.
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Sterling continued to be volatile, as the Bank of England’s first 
hike in November was well priced in by the market. In addition, 
the government budget failed to impress investors, resulting 
in some Sterling strengthening when progress on Brexit 
negotiations were made. 

IN NOVEMBER, THE BEST-PERFORMING SECTORS IN THE 
EUROPEAN EQUITY MARKETS WERE:2

•	 Real estate (+3%)
•	 Telecommunications (+2%)
•	 Energy (+1%)

NOVEMBER KEY LAGGARDS:2

•	 Consumer Discretionary (-1%)
•	 Industrials (-1%)
•	 Technology (+0%)

FOR THE YEAR TO DATE, THE BEST-PERFORMING SECTORS IN 
THE EUROPEAN EQUITY MARKETS ARE:2

•	 Technology (+36%)
•	 Industrials (+30%)
•	 Materials (+29%)

YEAR-TO-DATE KEY LAGGARDS:2

•	 Telecommunications (+14%)
•	 Energy (+16%)
•	 Health Care (+16%)

Consider This
•	 Global equities have had a strong run year-to-date. Europe, in 

particular, pending a major sell-off during December, is likely 
to end the year with an annual performance of around 25%  
in USD. It is tempting to turn bearish given the big move, 
the fact that the U.S. cycle is nine years old and that central 
bank liquidity will be turning. We remain constructive on 

European equities for the coming months. In particular, we 
want to highlight our view that: 

– � European earnings are set to continue its growth trend.
– � �Gross domestic product growth momentum is likely to 

continue, with consumer sentiment, unemployment, 
PMIs and other leading indicators at multi-year high. 
The U.K. is the only major country in Europe where our 
economists predict a strong contraction of the economy.

– �� �ECB tightening is not imminent, as our economists 
expect the first hike to happen only in March 2019.

– � �Global inflation is on the rise but 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. The eurozone 
unemployment rate has fully unwound all the downturn 
caused by the recession, although significant pockets of 
capacity utilisation rates remain in some parts of southern 
Europe. This means that wage pressure is not uniform 
across Europe. 

–  ��Relative valuations of European equities remain 
undemanding.

•	 In the U.S., while we acknowledge that the U.S. curve (10-2 
years) is flattening, it is still not inverted. The U.S. curve has 
been a good indicator of future recessions, and when inverted, 
it has always signalled an imminent recession. 

•	 Geopolitical risks (North Korea, Catalonia, Italian and 
U.S. mid-term elections, Germany), inflation and U.S. 
Federal Reserve policy will be key factors to watch in the 
coming year.

2 FactSet, MSCI Europe Index in USD; December 2017.
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IMPORTANT DISCLOSURES
The views and opinions are those of the author as of the date of publication 
and are subject to change at any time due to market or economic conditions 
and may not necessarily come to pass. Furthermore, the views will not be 
updated or otherwise revised to reflect information that subsequently 
becomes available or circumstances existing, or changes occurring, after 
the date of publication. The views expressed do not reflect the opinions of 
all portfolio managers at Morgan Stanley Investment Management (MSIM) 
or the views of the firm as a whole, and may not be reflected in all the 
strategies and products that the Firm offers.
Forecasts and/or estimates provided herein are subject to change and may 
not actually come to pass. Information regarding expected market returns 
and market outlooks is based on the research, analysis and opinions of the 
authors. These conclusions are speculative in nature, may not come to pass 
and are not intended to predict the future performance of any specific 
Morgan Stanley Investment Management product.
Certain information herein is based on data obtained from third-party sources 
believed to be reliable. However, we have not verified this information, and 
we make no representations whatsoever as to its accuracy or completeness.
The document is a general communication which is not impartial and 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.
RISK CONSIDERATIONS
There is no assurance that a Portfolio will achieve its investment objective. 
Portfolios are subject to market risk, which is the possibility that the market 
values of securities owned by the Portfolio will decline and that the value 
of Portfolio shares may therefore be less than what you paid for them. 
Accordingly, you can lose money investing in this Portfolio. Please be aware 
that this Portfolio may be subject to certain additional risks. In general, 
equities securities’ values also fluctuate in response to activities specific 
to a company. Investments in foreign markets entail special risks such as 
currency, political, economic, 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. Derivative instruments 
may disproportionately increase losses and have a significant impact on 
performance. They also may be subject to counterparty, liquidity, valuation, 
correlation and market risks. Concentrated investments in Europe are more 
susceptible to such risks affecting European issuers than a fund that holds 
more geographically diversified investments. Focused Investing. To the 
extent that the Fund invests in a limited number of issuers, the Fund will 
be more susceptible to negative events affecting those issuers and a decline 
in the value of a particular instrument may cause the Fund’s overall value 
to decline to a greater degree than if the Fund were invested more widely. 

The indexes are unmanaged and do not include any expenses, fees or sales 
charges. It is not possible to invest directly in an index. Any index referred to 
herein is the intellectual property (including registered trademarks) of the 
applicable licensor. Any product based on an index is in no way sponsored, 
endorsed, sold or promoted by the applicable licensor and it shall not have 
any liability with respect thereto.
The 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.
This communication is not a product of Morgan Stanley’s Research 
Department and should not be regarded as a research recommendation. 
The information contained herein has not been prepared in accordance with 
legal requirements designed to promote the independence of investment 
research and is not subject to any prohibition on dealing ahead of the 
dissemination of investment research.
This communication is only intended for and will be only distributed to 
persons resident in jurisdictions where such distribution or availability 
would not be contrary to local laws or regulations. 
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. 
Prior to investing, investors should carefully review the strategy’s/product’s 
relevant offering document. There are important differences in how the 
strategy is carried out in each of the investment vehicles.
U.S.
A separately managed account may not be suitable for all investors. Separate 
accounts managed according to the Strategy include a number of securities 
and will not necessarily track the performance of any index. Please consider 
the investment objectives, risks and fees of the Strategy carefully before 
investing. A minimum asset level is required. For important information 
about the investment manager, please refer to Form ADV Part 2.

Please consider the investment objective, risks, charges and 
expenses of the Fund carefully before investing. The prospectus 
contains this and other information about the Fund. To obtain a 
prospectus, download one at morganstanley.com/im or call 1-800-
548-7786. Please read the prospectus carefully before investing.
NOT FDIC INSURED | OFFER NO BANK GUARANTEE | MAY LOSE VALUE | 
NOT INSURED BY ANY FEDERAL GOVERNMENT AGENCY | NOT A DEPOSIT
Morgan Stanley Investment Management (MSIM) is the asset management 
division of Morgan Stanley.
© 2017 Morgan Stanley Morgan Stanley Distribution, Inc.
All information contained herein is proprietary and is protected under 
copyright law.



Explore our site at www.morganstanley.com/im

MACRO INSIGHT

© 2017 Morgan Stanley. Morgan Stanley Distribution, Inc.� � CRC 1971261  Exp. 12/31/18  9117368_CH_0418


