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With volatility on the rise, why are you suggesting that
investors consider markets outside of the U.S.?
PORTFOLIO SOLUTIONS GROUP (PSG): Two key reasons
are the increased opportunity set and the potential for risk
mitigation. More than half of the world’s investable markets
are outside the U.S., and investors who focus exclusively on
the U.S. may be missing out on 60% of the world’s investment
opportunities.1 In certain segments of the market, the gap
is even greater—the international small cap universe, for
example, is double that of the U.S.2 International investing
allows for a wider breadth of investments and potentially more
rewarding investment opportunities.
Increased geographic diversification may also offer some
downside risk mitigation, as the relative performance of U.S.
vs. international stocks has historically alternated. While
U.S. equity markets have done remarkably well since 2008,
recency bias may cause investors to forget that 2000-2010 was
referred to as “the lost decade” due to their poor performance
(Display 1). With low international correlations, diversified
portfolios have provided more consistent and stable investment
results over the long run than narrower domestic markets.

1
Source: Bloomberg as of March 31, 2019 - Global Equities Market - market
capitalization
2
Source: FactSet as of 12/31/18. “US Small Cap” is represented by the Russell
2000 Index and “International Small Cap” by the Morgan Stanley Capital
International (MSCI) All Country World Index (ACWI). Past performance
is no guarantee of future results. Russell 2000 is an index designed to
measure the performance of the small capitalization companies in the
United States equities market. It is a composite of roughly 2,000 securities
issued by companies with market capitalization values averaging $2 billion.
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DISPLAY 1

Regional Annualized Returns
Performance for non-overlapping periods. Data January 1, 2001 through June 30, 2019.
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Source: PSG Analysis, Bloomberg. Past performance is no guarantee of future results. The index performance is provided for illustrative purposes only
and is not meant to depict the performance of a specific investment. Please refer to important information, disclosures and qualifications at the end of
this paper. Investing involves risks including the possible loss of principal. Indexes do not include any expenses, fees or sales charges, which would lower
performance. Indexes are unmanaged and should not be considered an investment. It is not possible to invest directly in an index.

Further, the current macro political
backdrop with trade wars across the globe
is having an impact on globalization.
One of the consequences of countries
putting up new barriers to cross-border
trade and investment is that countries’
economies, and therefore markets, move
in a less asynchronous manner. With
correlations among regions declining, the
ability to move in and out of markets is
increasingly important; as is the ability
to assess the relative value of each market
and potential for alpha generation.
In regards to implementation, are
there benefits to choosing a single
global manager as opposed to, say, a
number of regional managers?
PSG: As previously alluded to, we believe
geographic diversification is both
prudent and timely. A global manager
has the ability to rotate geographies in
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a way that can smooth out volatility,
improve diversification and enhance
returns. The ability to diversify
may be particularly useful today:
Morgan Stanley Research suggests there
is a 70% chance that the U.S. will move
from expansion to downturn in the
next 12 months, while forward-looking
consensus expectations suggest attractive
returns for non-U.S. equities.
With the ability to tactically allocate
between U.S. and non-U.S. equities, a
global manager removes the need for
asset owners to make a series of regional
asset allocation decisions that they may
not be better suited to make and may not
fully take into account overall portfolio
balance. A global implementation,
coupled with specialist managers for
certain inefficient segments of the market,
is thus likely to be a more optimal
portfolio construction approach.
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Thank you for sharing your views.
With more market volatility,
there is a view that international
diversification increasingly
makes sense and the benefits and
actionable insights that you offered
may be useful in helping advisors
and their clients achieve their goals.
The Portfolio Solutions Group specializes
in designing and managing custom multiasset, multi-manager investment solutions
with an open architecture framework on
behalf of some of the most sophisticated
investors around the world.
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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 value of securities owned by the portfolio will decline. Accordingly, you can lose money investing in
this strategy. Please be aware that this strategy may be subject to certain additional risks. In general, equity securities’ values also
fluctuate in response to activities specific to a company. Investments in foreign markets entail special risks such as currency, political,
economic, and market risks. Stocks of small-capitalization companies carry special risks, such as limited product lines, markets
and financial resources, and greater market volatility than securities of larger, more established companies. The risks of investing
in emerging market countries are greater than risks associated with investments in foreign developed markets. 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. 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. Illiquid securities may be
more difficult to sell and value than public traded securities (liquidity risk).

INDEX DEFINITIONS

The S&P 500® Index measures the performance of the large cap segment
of the U.S. equities market, covering approximately 75% of the U.S. equities
market. The Index includes 500 leading companies in leading industries of
the U.S. economy.
The MSCI Japan Index is a free-floated adjusted market capitalization
weighted index that is designed to track the equity market performance of
Japanese securities listed on the Tokyo Stock Exchange, Osaka Stock Exchange,
JASDAQ and Nagoya Stock Exchange. The MSCI Japan Index is constructed
based on the MSCI Global Investable Market Indices Methodology, targeting
a free-float market capitalization coverage of 85%.
The MSCI World Index is a free float adjusted market capitalization weighted
index that is designed to measure the global equity market performance of
developed markets. 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 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 MSCI Emerging Markets Index (MSCI EM) is a free float-adjusted
market capitalization weighted index that is designed to measure equity
market performance of emerging markets.
The MSCI Emerging Markets Latin America Index is a free float-adjusted
market capitalization index that is designed to measure equity market
performance of emerging markets within Latin America. The MSCI Emerging
Markets Latin America Index consists of the following 5 emerging market
country indices: Brazil, Chile, Colombia, Mexico and Peru.
The MSCI All Country Asia Pacific Ex-Japan Index is a free float-adjusted
market capitalization weighted index that is designed to measure the equity
market performance of Asia, excluding Japan. The performance of the Index
is listed in U.S. dollars and assumes reinvestment of net dividends.
DISTRIBUTION

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 objectives, risks, charges and
expenses of the funds carefully before investing. The prospectuses
contain this and other information about the funds. To obtain
a prospectus please download one at morganstanley.com/im
or call 1-800-548-7786. Please read the prospectus carefully
before investing.
Morgan Stanley Distribution, Inc. ser ves as the distributor for
Morgan Stanley funds.
NOT FDIC INSURED | OFFER NO BANK GUARANTEE | MAY LOSE
VALUE |NOT INSURED BY ANY FEDERAL GOVERNMENT AGENCY
| NOT A DEPOSIT
This material 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.
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.
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.
MSIM has not authorized financial intermediaries to use and to distribute
this document, unless such use and distribution is made in accordance
with applicable law and regulation. Additionally, financial intermediaries
are required to satisfy themselves that the information in this document
is suitable for any person to whom they provide this document in view of
that person’s circumstances and purpose. MSIM shall not be liable for, and
accepts no liability for, the use or misuse of this document by any such
financial intermediary.
The whole or any part of this work may not be reproduced, copied or
transmitted or any of its contents disclosed to third parties without MSIM’s
express written consent.
All information contained herein is proprietary and is protected under
copyright law.
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