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Since the beginning of this year we have been considering a number of 
binary risks which have held us back from further increasing equity 
exposure, despite our otherwise positive expectations for future global 
economic growth. Key risks among these are the US-China trade 
tensions, which we have been monitoring closely and recent 
developments show that our concerns are well founded.  

During April we increased our equity allocation across our funds due to the 
positive economic outlook, but as the trade tensions between the US and China 
continued to develop we have subsequently de-risked  substantially1. Whilst we 
did not expect further tariffs to be implemented at this point, we believed that 
the possibility was not negligible and that the market should not dismiss this. 
We are comfortable that our focus on risk events has enabled us to identify the 
trade tensions as a reason to be more cautious of risk assets than would 
otherwise be the case. In addition in funds which permit their use, we have 
been using options as a complement to our dynamic asset allocation approach, 
to further protect funds from potential downside losses, whilst still allowing for 
the possibility to participate in upside gains.  

The current situation remains unclear, but at the time of writing we do not believe that the US and China will resolve 
the remaining issues surrounding the trade war in the near term. Our assumption is that in the near term there will be 
no resolution between the two countries given the fundamental differences and the market has under-priced this 
scenario. However, the recent escalation of tensions is a strong endorsement of the positioning we have taken and 
we will continue to monitor the situation.    

Our relatively defensive positioning should protect us from a potential increase in volatility. In the meantime, we 
should still receive decent upside if there is a resolution or if the market just ignores the tariffs completely. We have 
provided the target asset allocations of each of our four Luxembourg SICAV Funds in the following table, as of 13 
May 2019. Please note that the positions we hold in cash are comprised of a combination of cash and short term 
money market instruments, along with the backing of the short futures positions we implemented in our portfolios.  

                                                           
1
 De-risking does not eliminate the risk of loss. 
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 VOLATILITY  P.A.1 EQUITY 
% 

FIXED INCOME 
% 

COMMODITIES 
% 

CASH 
% 

MS INVF Global Balanced Risk Control Fund         4% – 10% 26.0 53.5 5.0 15.6 

MS INVF Global Balanced Income Fund         4% – 10% 26.0 53.5 5.0 15.6 

MS INVF Global Balanced Fund         4% – 10% 31.0 50.0 5.0 14.1 

MS INVF Global Balanced Defensive Fund          2% – 6% 8.0 75.0 3.0 14.0 

 Source: Global Balanced Risk Control team, Morgan Stanley Investment Management.  
Allocations are subject to change on a daily basis and without notice. For information only and not a 
recommendation to buy or sell specific investment strategy. MS INVF standards for Morgan Stanley Investment 
Funds. 1. Volatility targets are indicative ranges. There is no assurance that these targets will be attained. 
 

RISK CONSIDERATIONS 

There is no assurance that the Strategy 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 strategy may be subject to certain additional risks. There is the risk that the 
Adviser’s asset allocation methodology and assumptions  regarding the Underlying Portfolios may be incorrect in 
light of actual market conditions and the Portfolio may not achieve its investment objective. Share prices also tend to 
be volatile and there is a significant possibility of loss. The portfolio’s investments in commodity-linked notes  
involve substantial risks, including risk of loss of a significant portion of their principal value. In addition to commodity 
risk, they may be subject to additional special risks, such as risk of loss of interest and principal, lack of secondary 
market and risk of greater volatility, that do not affect traditional equity and debt securities. Currency fluctuations  
could erase investment gains or add to investment losses. Fixed-income securities  are subject to the ability of an 
issuer to make timely principal and interest payments (credit risk), changes in interest rates (interest-rate risk), the 
creditworthiness of the issuer and general market liquidity (market risk). In a rising interest-rate environment, bond 
prices may fall. Equity and foreign securities  are generally more volatile than fixed income securities and are 
subject to currency, political, economic and market risks. Equity values fluctuate in response to activities specific to a 
company. 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.  Exchange traded funds (ETFs)  shares have many of the same risks as direct investments in common 
stocks or bonds and their market value will fluctuate as the value of the underlying index does. By investing in 
exchange traded funds ETFs and other Investment Funds , the portfolio absorbs both its own expenses and those 
of the ETFs and Investment Funds it invests in. Supply and demand for ETFs and Investment Funds may not be 
correlated to that of the underlying securities. Derivative instruments  can be illiquid, may disproportionately 
increase losses and may have a potentially large negative impact on the portfolio’s performance.  A currency 
forward  is a hedging tool that does not involve any upfront payment. The use of leverage  may increase volatility in 
the Portfolio. Diversification  does not protect you against a loss in a particular market; however, it allows you to 
spread that risk across various asset classes.  
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DISTRIBUTION 
This communication is only intended for and will on ly be 
distributed to persons resident in jurisdictions wh ere 
such distribution or availability would not be cont rary 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 BranchI 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. This material has not been reviewed by the 
Monetary Authority of Singapore. 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 marketing communication has been issued 
by Morgan Stanley Investment Management Limited 
(“MSIM”). Authorised and regulated by the Financial  
Conduct Authority. Registered in England No. 198112 1. 
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. 

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 indices 
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are unmanaged and do not include any expenses, fees or 
sales charges. It is not possible to invest directly in an index. 
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 views and opinions expressed are those of the portfolio 
management team at the time of writing/of this presentation 
and are subject to change at any time due to market, 
economic, or other conditions, and may not necessarily come 
to pass. These comments are not representative of the 
opinions and views of the firm as a whole. Charts and graphs 
provided herein are for illustrative purposes only. 
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 regulation 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.  

Morgan Stanley Investment Management is the asset 
management division of Morgan Stanley. This document 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 document in another language, the English 
version shall prevail. 
 


