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Important information
• The Fund invests primarily in domestic, international and Euromarket fixed income securities of varying maturities denominated in
US Dollars and other currencies, including emerging markets. 
• Investment involves risks. Key risks for this fund include Interest Rate Risk, Credit Risk, High Yield Securities Risk, Exchange Rate
Risk, Emerging Market Currency Risk, Derivatives Risk, Downgrading Risk, Unrated Securities Risk and Risk of Exposure to the Euro
and Eurozone. 
• There is a risk that you may potentially lose your entire investment in this Fund. 
• The investment decision is yours but you should not invest unless the intermediary who sells it to you has advised you that it is
suitable for you and has explained why, including how buying it would be consistent with your investment objectives. You should
not make any investment decision solely based on this document. Please read the relevant offering document carefully for further
fund details including risk factors. 
• The Fund may use derivatives for investment or efficient portfolio management (including hedging) purposes which may expose
to higher counterparty, liquidity and valuation risks. The Fund may suffer losses from its derivatives usage.

Performance Review
In the one month period ending 30 April 2023, the Fund’s A shares returned 0.13% (net of fees) , while the benchmark returned
0.44%.

In April, the Fund underperformed the benchmark. Macro decisions detracted, while contribution from sector spreads was slightly
positive.

Within rates, an overweight position in New Zealand dollar duration was a positive driver of performance, while the underweight
position in Japanese government bonds was negative. Elsewhere within rates, the contribution from emerging markets local rates
was negative overall, as the allocation to Dominican Republic and Indonesia were positive but offset by losses in South Africa.

The allocation to investment grade (bias to financials, focused on systemically important institutions) contributed as spreads
tightened overall.

Within securitized assets, the allocation non-agency residential mortgage-backed securities (RMBS) was positive.

Within currencies, the long position in Japanese yen expressed versus U.S. dollar (USD) detracted.

 Market Review
The challenge of bringing down inflation remains ongoing. The costs of that effort have become more evident, with First Republic
following Silicon Valley Bank into FDIC (Federal Deposit Insurance Corporation) receivership. While the Federal Reserve (Fed) did
raise rates another 25 basis points (bps) in May, it emphasized that future rate hikes would be dependent on the data, signaling a
strong probability of a pause in the hiking cycle, despite the fact that core inflation remains significantly higher than desired and is
only showing mixed signs of ameliorating. Even the European Central Bank (ECB) slowed its pace of tightening to 25 bps in May,
reflecting its belief that rate hikes to date are now being transmitted “forcefully” to financial markets and the economy. While it
remains to be seen how much damage the blows to the banking system will be, there is no doubt that the economy is slowing,
presenting central banks with further challenges in juggling financial market stability with a forceful commitment to bringing down
inflation. And ever in the minds of bond investors is the question of how banking issues will affect central banks’ ability to lower
inflation. Given the uncertainty, we are remaining flexible. Markets tend to overreact and underreact. We hope to take advantage of
this as the year progresses.

Despite ongoing issues in banking and weaker-than-expected data (generally speaking), financial asset prices outside of banking were
surprisingly calm. It is almost incredible to believe that, in a month with the second-largest bank failure in history, global asset prices
were the least volatile since the beginning of the pandemic by the metric of percentage of assets moving less than 3% in either
direction and by VIX, a measure of equity market volatility, which returned to levels last seen in late 2021.

 

 Source: Morgan Stanley Investment Management Limited. Data as of 30 April 2023. 
 
This document constitutes a commentary and does not constitute investment advice nor a recommendation to invest. The value of
investments may rise as well as fall. Independent advice should be sought before any decision to invest.
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The Fed is now in “wait and see” mode and has made no indications it is ready to even think about cutting rates; the market,
however, has other ideas. Financial market futures contracts are now anticipating about 100 bps in rate cuts in the second half of
2023. It should not be a surprise that, given the 500 bps of rate hikes in a little over a year, various leveraged business models such
as those run by banks might come under pressure, even if monetary policy tightening was well executed. But it could get worse, and
there are likely to be more casualties of the inflation fight. That does not mean there will be a crisis, but rather economic weakness
and hopefully a faster drop in inflation, which would allow the Fed to reverse some of its tightening in 2024.

 Portfolio Activity
In April, we marginally increased the duration underweight of the portfolio.

Within developed market rates, we closed the overweight position in U.K. rates as the position detracted given the stronger-than-
expected economic data releases, and we increased the long position in Australian rates. We also added euro (EUR) duration as we
expect the differential in EUR vs. USD monetary policies (hawkish ECB expectations vs. dovish Fed) to be priced.

Within euro area spreads, we took profit on Greece, where we had participated in a new issue.

Within emerging markets (local), we added duration in Indonesia on attractive carry and valuations. We maintain a positive bias to
emerging markets local overall given high real yields and steeper curves.

Within credit, we maintain a long position in investment grade corporates, predominantly through financials and a preference for
EUR relative to USD, with an overall focus on the intermediate part of the curve versus the short end.

Within securitized, we slightly added to non-agency RMBS. Overall we maintain a positive view toward securitized credit given
attractive valuations, low supply and stronger underwriting.

Regarding currency positioning, we closed the Swiss franc short and maintained our long EUR vs. USD position.

 Strategy and Outlook
A key factor in understanding what comes next in the U.S. will be measuring how tight monetary/financial conditions have become.
By the standard of short rates, they are at a minimum moderately tight or significantly tight if you use a long-run inflation rate of
2% to calculate the real fed funds rate. Bank credit conditions are clearly on a tightening trajectory, although to what extent remains
to be seen. However, if we look at government bond yields, credit spreads, the S&P 500 Index and energy prices, things are looking
up — meaning that the movement in these variables does not suggest financial conditions are tightening.

The inability of government bond yields to fall in April, post the March rally, suggests that further movements in yields will
necessitate one of two events transpiring:

a crisis unfolds, the Fed cuts rates and yields fall; or
a crisis is avoided, inflation may or may not fall significantly, but bond yields rise.

Scenario two is bearish for “risk-free” bonds, but supportive of stable-to-tighter spreads on corporate bonds and securitized assets,
and we would not expect a significant backup in U.S. Treasury yields beyond their recent ranges. For example, 10-year U.S. Treasury
yields have been in a broad 3.3%-3.7% range for a while now. This is unlikely to break, barring scenario one coming to pass. German
government bond yields are also probing the bottom of recent ranges, in a market where inflation is in worse shape than in the U.S.
Keep in mind though that in scenario one, the market has already priced in 100 bps of rate cuts this year and another 100 bps next
year. Expectations would have to exceed this number to get bond yields meaningfully lower.

Where does this leave us? We are concerned about the global economy. While growth looked like it was accelerating through the
first quarter, it decelerated toward the end of the quarter, suggesting that — in conjunction with banking sector woes and what the
ECB characterized as “forceful” transmission of higher rates into the economy — second quarter growth may be weak. Moreover,
there is no doubt employment growth is slowing in the U.S. (less so outside the U.S.) and headline inflation is falling. This augurs
well for no further Fed rate hikes.

But inflation is not beaten, neither in the U.S. nor in most other countries. Even though central banks are at or nearly at peak
terminal rates, they will be reluctant to cut rates simply because unemployment rates rise. The Fed and most other central banks
need to see higher unemployment rates simply to stop hiking. But, to further complicate matters, central banks must also ensure
financial market stability, which may constrain their ability to maintain moderately tight monetary conditions for a long time, pushing
out success on the inflation front. Indeed, one risk investors must remain vigilant about is the possibility that worries about financial
contagion and systemic financial sector risks are pushing out into the future the attainment of long-run inflation goals. If true, by
design or by accident, this would steepen yield curves and add an inflation risk premium to longer-maturity bonds.

In terms of strategy, we continue to run longer duration than before the collapse of Silicon Valley Bank and seek to buy additional
duration on any setbacks in yields. We look for ways to intelligently upgrade credit quality, minimizing give-ups in expected returns.
Credit markets look modestly undervalued; but, in the investment grade space, the cheaper valuations are predominantly in bonds
issued by financial institutions. Spreads are above average but not materially so, making credit a carry game with limited
opportunities for spread compression. Given that we expect an economic slowdown but no big recession this year, we believe
shorter-dated high yield bonds look fairly valued and, if chosen carefully, could potentially generate an attractive return. Securitized
credit continues to look more attractive than any other sector, in our view. We think the credit risk of residential and selective

 



INDEX INFORMATION

The Blended Index performance shown is calculated using the
JPM Global Traded Unhedged Index from inception through 31
March 2004, the FTSE WGBI Index to 31 January 2010 and the
Bloomberg Global Aggregate Bond Index thereafter.

The Bloomberg Global Aggregate Index: provides a broad-
based measure of the global investment grade fixed-rate debt
markets. Total Returns shown is unhedged USD.The index is
unmanaged and does not include any expenses, fees or sales
charges. It is not possible to invest directly in an index.

The JPM Global Traded Unhedged Index: provides a broad-
based measure of the global investment grade fixed-rate debt
markets. Total Returns shown is unhedged USD.The index is
unmanaged and does not include any expenses, fees or sales
charges. It is not possible to invest directly in an index.

The FTSE WGBI Index: measures the performance of fixed-rate,
local currency, and investment grade sovereign bonds. The
WGBI provides a broad benchmark for the global sovereign
fixed income market.

“Bloomberg®” and the Bloomberg Index/Indices used are service
marks of Bloomberg Finance L.P. and its affiliates, and have
been licensed for use for certain purposes by Morgan Stanley
Investment Management (MSIM). Bloomberg is not affiliated
with MSIM, does not approve, endorse, review, or recommend
any product, and. does not guarantee the timeliness,
accurateness, or completeness of any data or information
relating to any product.

The Volatility Index (VIX) is the ticker symbol for the Chicago

Board Options Exchange Market Volatility Index, a popular
measure of the implied volatility of S&P 500 index options. It
represents one measure of the market's expectation of stock
market volatility over the next 30-day period. The VIX is quoted
in percentage points and translates, roughly, to the expected
movement in the S&P 500 index over the next 30-day period,
which is then annualized.

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.

DISTRIBUTION

This material 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. It is the responsibility of any person in
possession of this material and any persons wishing to
make an application for Shares in pursuant to the
Prospectus to inform themselves and observe all
applicable laws and regulations of any relevant
jurisdictions. 

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

commercial mortgage-backed securities like multi-family housing is attractive given the strong starting point for household and
corporate balance sheets, and strong household income growth. Our favorite category of securitized credit remains non-agency
residential mortgages, despite expectations that U.S. home prices will likely fall in 2023. Recent events continue to be negative for
the U.S. dollar. U.S. growth is likely to weaken more than in many other countries, supporting the idea of monetary policy tightening
further outside the U.S. If the Fed holds policy rates unchanged to combat inflation in the face of weaker data and/or banking sector
stresses, it is likely to be negative for the dollar. If the Fed cuts rates while inflation is still too high in response to economic
weakness or financial stability concerns, it is likely to be negative for the U.S. dollar. We continue to like being underweight the
dollar versus a basket of developed and emerging market currencies. We also continue to like emerging market local government
bonds versus hard currency debt.

For further information, please contact your Morgan Stanley Investment Management representative. 

  
FUND FACTS
Launch date
01 November 1989

Base currency
U.S. dollars

Index
Custom - Blended Benchmark

Calendar Year Returns (%)
Past performance is not a reliable indicator of future results.

YTD 2022 2021 2020 2019 2018 2017 2016 2015 2014 2013
Class A Shares 3.04 -17.05 -5.48 10.05 8.33 -2.99 9.13 1.91 -4.93 1.62 -2.42

Blended Benchmark 3.46 -16.25 -4.71 9.20 6.84 -1.20 7.39 2.09 -3.15 0.59 -2.60

Investment involves risks. All performance data is calculated NAV to NAV, net of fees, and assume the reinvestment
of all dividends and income. The sources for all performance and Index data is Morgan Stanley Investment
Management. Please refer to the relevant offering documents for fund details, including risk factors. 

 

 



International Ltd, Calvert Research and Management, Eaton
Vance Management, Parametric Portfolio Associates LLC,
and Atlanta Capital Management LLC. 

Hong Kong: This material has been issued by Morgan Stanley
Asia Limited for use in Hong Kong. The contents of this
document have not been reviewed by the Securities & Futures
Commission of Hong Kong. For investment returns denominated
in foreign currency: "The investment returns are denominated in
foreign currency. US/HK dollar-based investors are therefore
exposed to fluctuations in the US/HK dollar vs foreign currency
exchange rate."' 

IMPORTANT INFORMATION 

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 Fund is actively managed,
and the management of the fund is not constrained by the
composition of the Benchmark. 

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. 

MSIM 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. MSIM shall not
be liable for, and accepts no liability for, the use or misuse of this
material 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 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.

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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