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What is currency risk?
When investors invest in assets that are denominated in currencies other than their local currency, changes in exchange rates will 
aff ect the value of their investment. When investing in collective investment schemes currency risk can arise in two forms:
Net Asset Value (NAV) Currency Risk – Th is arises from changes in exchange rates between an investor’s local currency and 
the base currency of the sub-fund in which they are invested.
Portfolio Currency Risk – Th is arises from changes in exchange rates between a sub-fund’s base currency and the currencies in 
which the sub-fund’s underlying assets are denominated. Where a sub-fund’s portfolio is invested solely in assets denominated in 
the sub-fund’s base currency, there is very little Portfolio Currency Risk, for example Morgan Stanley Investment Funds Japanese 
Equity Fund.

What is currency hedging?
Currency hedging is a technique that is used to reduce the impact of changes in exchange rates, on your investment.

How does the hedging work?
Currency hedging is off ered for diff erent sub-funds across the Morgan Stanley Investment Funds umbrella through separate 
share classes. In addition to their share of the sub-fund’s underlying assets and liabilities, these share classes also hold currency 
hedge positions. 
Gains/losses will arise on the valuation of these currency hedge positions on each business day and are attributable to the 
currency hedged share classes and therefore included in the performance of these share classes only. Th ese gains/losses are 
designed to off set the gains/losses arising from changes in foreign currency exchange rates.
Currency hedging involves the use of derivatives.  For an explanation of how derivatives are used in the sub-funds under the 
Morgan Stanley Investment Funds umbrella, please refer to the Prospectus.

What types of currency hedging are available?
Morgan Stanley Investment Funds off er two types of currency hedging: NAV Hedging; and Portfolio Hedging.
Th e diff erent types of currency hedging are distinguished by the following suffi  xes to the share class name: 

NAV Hedging   – H  (eg. AH, ZH)

Portfolio Hedging  –  H1  (eg. ZH1)

Why are there different types of currency hedging?
Th e diff erent types of currency hedged share classes will result in diff ering currency exposures, as such they will be suitable for 
investors with diff ering currency requirements.
NAV Hedged Share Classes hedge the sub-fund’s base currency to the requested currency without taking into account 
the currency exposure of the underlying portfolio. As a result, the impact of a change in the exchange rates between the base 
currency and the hedge currency is reduced, however the investor still retains the risk of changes in the exchange rate between 
the base currency and the portfolio’s underlying currencies.
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NAV Hedged Share Classes may be suitable for investors who:
 •  Are looking to reduce the impact of changes in exchange 

rates between their local currency and the base currency 
of the sub-fund

Portfolio Hedged Share Classes hedge the sub-fund’s 
diff erent underlying currencies to the hedged currency. As a 
result, the impact of a change in the exchange rates between 
the underlying portfolio’s currencies and the requested 
currency is reduced.
Portfolio Hedged Share Classes may be suitable for 
investors who:
 • Are looking to reduce the underlying currency exposure 

of the sub-fund

How should the currency hedged share classes behave 
relative to unhedged share classes?
It should be noted that currency hedging may decrease or 
increase a share class’ performance compared to that of 
an unhedged share class. In particular currency hedging 
may substantially limit currency hedged share classes from 
benefi tting if the currency of the currency hedged share class 
falls against a sub-fund’s base currency or the portfolio’s 
currencies. 
Consequently, non-hedged share classes can profi t from 
currency movements, and investors in currency-hedged 
share classes may miss out on additional gains in these 
circumstances.
NAV Hedged Share Classes
NAV Hedged Share Classes aim to replicate the performance 
of the unhedged share class in the sub-fund’s base currency. 
However, due to imperfections in the hedging process the 
relative performances will not exactly match. Th e main 
reasons for this are:
 •  Interest rate diff erentials – this arises where interest rates 

diff er between currencies, meaning that an investor 
would earn more by holding one currency than the other.

 •  Costs – there are additional costs incurred in the 
administration and execution of hedged share classes 
which are not borne by unhedged share classes.

 •  Hedge position mismatch – As the value of assets 
and exchange rates are constantly changing the 
hedge position will not always exactly match the 
underlying assets.

 •  Unrealised gains/losses – Open hedge positions carry an 
unrealized gain or loss, which do not exist in unhedged 
share classes, as a result the underlying assets are slightly 
diff erent and therefore will not generate the same returns.

 •  Timing diff erences – Hedge positions cannot always 
be implemented at the same time that the sub-fund is 
valued, as a result the exchange rates at which currency 
positions are opened and closed may diff er to the rates 
used to value the portfolio.

Th e NAV hedging process has no impact on the management 

of underlying assets in the sub-funds off ering NAV hedged 
share classes because it is the NAV of the relevant share class 
which is hedged, not the underlying assets.

Example
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MS INVF Emerging Markets Dept A US Dollar MS INVF Emerging Markets Dept AH Euro

MS INVF Emerging Markets Dept A Euro

Annual Returns Emerging 
Market Debt 
Fund A EUR

Emerging 
Market Debt 
Fund A USD

Emerging 
Market Debt 
Fund AH EUR

2010 16.6% 8.7% 8.3%

2011 10.2% 6.8% 7.0%

2012 15.8% 18.0% 17.4%

2013 -13.1% -9.5% -9.7%

Portfolio Hedged Share Classes
Portfolio Hedged Share Classes aim to reduce underlying 
currency exposure, so they will generate diff erent levels of 
performance to the sub-fund’s unhedged share classes due to 
the diff erent currency hedge positions. Th ese currency hedge 
positions will also suff er from the imperfections listed above 
for NAV Hedged Share Classes, as a result there will be some 
residual currency exposure.
In addition, where a sub-fund’s investment manager uses 
‘active’ currency positions to try to generate additional 
returns, Portfolio Hedged Share Classes will negate these 
positions and therefore investors in these share classes will not 
benefi t from the gains associated with these positions.

How is the hedging monitored?
Th e hedge positions are monitored daily to ensure they 
remain within a tolerance threshold. If the hedging positions 
move outside the tolerance threshold the hedges are adjusted 
on the same day.

Are there any additional fees that will be incurred by 
the hedged share classes?
Hedged share classes incur an additional 0.05% charge per 
annum. Th is covers the additional cost of the hedging.
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Important information
This document has been prepared by Morgan Stanley Investment 
Management Limited solely for informational purposes and 
does not seek to make any recommendation to buy or sell any 
particular security (including Shares in the Fund) or to adopt any 
specifi c investment strategy. MSIM has not authorized fi nancial 
intermediaries to use and to distribute this document, unless such 
use and distribution is made in accordance with applicable law and 
regulation.  Additionally, fi nancial intermediaries are required to 
satisfy themselves that the information in this document and an 
investment in Shares of the Fund 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 fi nancial 
intermediary. If such a person considers an investment in Shares 
of the Fund, she/he should always ensure that she/he has satisfi ed 
herself/himself that she/he has been properly advised by that 
fi nancial intermediary about the suitability of an investment.
There are additional risks involved with this type of investment. 
Please refer to the Prospectus and relevant Key Investor 
Information for full risk disclosure.
This Financial Promotion has been issued and approved in the UK by 
Morgan Stanley Investment Management Limited, 25 Cabot Square, 
Canary Wharf, London E14 4QA, authorized and regulated by the 
Financial Conduct Authority.
This document contains information relating to the sub-funds (‘Funds’) 
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”).

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. In particular, the 
Shares are not for distribution in the United States or to US persons.
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.
Applications for shares in Morgan Stanley Investment Funds should 
not be made without fi rst consulting the current Prospectus, Key 
Investor Information Document (KII), Annual Report and Semi-Annual 
Report (‘Offering Documents’), or other documents available in 
your local jurisdiction, which are available free of charge from our 
Registered Offi ce: 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.
Swiss investors are advised that the Prospectus, the Key Investor 
Information Document (KIID), the Articles of Incorporation of the 
Company, the audited Annual Reports and the unaudited Semi-
Annual Reports may be obtained free of charge from the Swiss 
representative. Morgan Stanley & Co. International plc, London, Zurich 
Branch, Bahnhofstrasse 92, 8001 Zurich, is the Swiss representative of 
the Company and RBC Investor Services Bank S.A., Esch-sur-Alzette, 
Zurich Branch, Badenerstrasse 567, 8048 Zurich, is the Swiss 
paying agent.
For cash management purposes the Fund may invest in shares in the 
Liquidity Funds of Morgan Stanley Liquidity Funds.

FOR BUSINESS AND PROFESSIONAL INVESTORS ONLY AND NOT TO BE USED WITH THE GENERAL PUBLIC


