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Performance Review
In the quarter period ending March 31, 2023, the Portfolio’s I shares returned 4.94% (net of fees) , while the benchmark returned
7.31%.

The Fund underperformed the MSIM Global Allocation Index, its custom index, which returned 5.58%, and as well as the MSCI All
Country World Equity Index (ACWI), its primary benchmark, which returned 7.31% in USD.  During the quarter, the J.P. Morgan Global
Government Bond Index (GBI) returned 3.08% in USD.

The Fund’s asset allocation mix of an overweight to fixed income and to global equities had a negative impact on performance. Top-
down thematic contributors in the first quarter included overweights in European Union (EMU) vs. U.S. equities, in EMU Value vs.
Anti-Value stocks, and in Brazil 4-year bonds vs. U.S. 5-year Treasuries. Directional overweights in EMU equities and in gold also
contributed to performance. Detractors from performance included overweights in U.S. Value vs. Anti-Value stocks, in U.S. exploration
and production (E&Ps) equities vs. U.S. equities, and in EMU banks vs. EMU equities. An overweight in Japanese banks vs. U.S. equities,
and an underweight in the U.S. dollar also detracted from performance.

 Market Review
The first quarter of 2023 was a tumultuous period marked by substantial volatility. Investors started the year on an optimistic note
based on an improving economic outlook and broad gains across asset classes, but turned bearish in early March following the
collapse of Silicon Valley Bank (SVB), which led to concerns of a “financial crisis 2.0.” The narrative of an improving economic outlook
in January was driven by stronger measures of consumer confidence, China’s economic reopening, and falling energy prices in Europe,
as well as the market’s view that central banks might pause their rate hiking campaigns sooner and potentially cut rates by the end of
the year. These hopes, however, were challenged in February as a series of strong U.S. data releases and a higher-than-expected
inflation report shifted the narrative toward a “no-landing” scenario in which inflation and growth would remain high. As a result,
central banks would be forced to keep raising rates, and terminal rate expectations rose to a new high of 5.7%. This repricing process
came to an abrupt halt in early March with the collapse of SVB and Signature Bank, sparking fears of banking turmoil in the broader
financial system. Shortly thereafter, First Republic Bank and Credit Suisse came under intense investor scrutiny, causing market values
to decline more than 70% for both banks. The largest U.S. banks rushed to support First Republic with fresh deposits while Credit
Suisse was taken over by rival UBS in a deal brokered by the Swiss government. Markets recovered at the end of the quarter as
investors were convinced that central banks had provided enough guarantees to stabilize the financial system. Despite all this
turmoil, equities advanced +7.3% in the first quarter (MSCI ACWI in USD) while bonds gained +3.1% (JPM GBI in USD).

U.S. equities advanced during the period (S&P 500 Index +7.5%), with many of the losers of 2022 making a comeback on the back of
lower terminal rate pricing. Tech stocks recorded their best quarter since the second quarter of 2020 (Nasdaq Composite +17.0%),
while energy stocks (one of the winners in 2022) lost -4.0% (MSCI ACWI Energy Index in USD). Eurozone equities soared +14.2%
(Euro Stoxx 50 Index in EUR) supported by a -37.9% decline in natural gas prices, which fueled optimism that a recession in the
eurozone might be avoided. Inflation in the eurozone, however, remained elevated with the core consumer price index (CPI) year-
over-year continuing to accelerate from +5.2% in January to +5.7% in March, increasing pressure on the European Central Bank (ECB)
to hike rates further despite the recent banking turmoil. Emerging markets (EM) lagged, advancing +4.0% (MSCI EM Index in USD)
supported by a weaker dollar (DXY Index -1.0%) and the end of China’s zero-COVID policy and subsequent economic reopening.

 

 Source: Morgan Stanley Investment Management. Data as of March 31, 2023. Performance for other share classes will vary. 
 Currency (FX) abbreviations used in this report are: EUR = euro, USD = U.S. dollar. 
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Tech-heavy Taiwan equities (MSCI Taiwan Index +14.8% in USD) led within EM markets, benefiting from lower rates. Japan equities
increased +6.2% (MSCI Japan Index in USD) as industrial production improved during the quarter and headline CPI continued to
decline, although core inflation has yet to peak.

Global government bonds rose +3.1% (JPM GBI in USD), with U.S. Treasuries (Bloomberg U.S. Treasuries Index +3.0%) marking their
best quarter since the first quarter of 2020 and euro sovereign bonds recording their largest gain since the third quarter of 2019
(Iboxx Eurozone Sovereign Total Return +2.4% in EUR). Government bond prices benefited from the market’s expectation for a lower
fed funds terminal rate following SVB’s collapse. The U.S. 10-year Treasury yield ended the quarter at 3.47%, -41 basis points (bps)
below where it started the year. By the end of the period, the market was pricing in only one more 25 basis point Federal Reserve
(Fed) rate hike and two cuts by the end of the year, marking a sharp contrast between market expectations and the Fed’s clear
communication to not cut rates in 2023. This divergence reflects investors’ uncertainty regarding the extent to which the March
turmoil would turn out to be an isolated event, or the start of a series of further shocks that will eventually lead to a global
recession and force central banks to cut rates.

The U.S. dollar and oil, the big winners of 2022 (rising +8.2% and +9.7%, respectively), fell -1.0% (DXY Index) and -7.2% (Brent spot),
driven by fears that an imminent recession could lead to lower aggregate demand for oil and lower Fed rates. The euro gained +1.3%
versus the dollar as eurozone core inflation continued to rise, implying that the yield differential between the dollar and euro would
narrow as the ECB hikes rates further than expected while the Fed pauses.

 Portfolio Activity
We initiated overweight positions in Japan and Korea Value vs. Anti-Value stocks and in the Japanese yen vs. the U.S. dollar, as
well as an underweight in Japanese 10-year government bonds, on the view that Japan is likely on its way to achieving 2%
inflation, which warrants a normalization in monetary policy and is likely to benefit the yen and Japanese Value stocks while
driving bond prices lower. We initiated an overweight in iron ore miners vs. global equities and a directional overweight in gold.
We believe iron ore equities can potentially outperform as China’s reopening continues and the China property market recovers
while gold is likely to benefit from its status as relative safe-haven asset and amid lower real yields during a potential recession.
We also initiated an overweight in defensive currencies vs. the U.S. dollar as we believe that interest rate differentials between
countries in our defensive currencies and the U.S. are likely to narrow. Lastly, we initiated an overweight in Mexican 3-year bonds
vs. U.S. 5-year Treasuries as we expect the disinflationary trend in Mexico to continue and project core inflation falling to 5% by
year-end from 8.3% currently.
We have reduced our directional overweight positions in EMU equities and U.S. TIPS (Treasury inflation-protected securities),
booking profits. While we still remain bullish on eurozone domestic growth and equity market earnings, we see downside risk to
global equity price-earnings (P/E) multiples on the back of higher recent inflation data in the U.S. and Europe. Regarding U.S.
TIPS, we believe that the market is now fairly pricing the path for policy rates.
We closed our directional overweight position in Australian 10-year bonds as incoming inflation and policy signals suggest a
more hawkish Reserve Bank of Australia and a longer hiking cycle than we expected. We also closed our overweight in U.S.
industrial stocks vs. U.S. tech stocks. While we continue to believe industrials can potentially outperform over the medium term
due to underinvestment across most industries (capex-to-depreciation remains near historical lows for global equities), we see
risks to the position if the Fed cuts rates sooner than expected.
In line with our stop-loss policy, we reduced our overweight positions in China 10-year bonds, in oil futures, in EMU banks vs.
EMU equities, and in U.S. Value vs. Anti-Value stocks. We also closed our underweights in the renminbi vs. a trade-weighted
basket of currencies, in Canadian banks vs. Japanese banks, and in the U.S. dollar, as well as our overweight in U.S. E&Ps vs. U.S.
equities, all in line with our stop-loss policy.

 Outlook
Three years after the initial outbreak, inflation remains substantially above target in most major economies except China. A number

of cyclical factors, including temporary supply disruptions, have coalesced to lift inflation so far. While many of them are reversing

and some cyclical moderation of inflation is likely, we suspect that several secular forces are at work to raise inflation structurally.

We have termed these forces the 5 “D”s of secular inflation: dovish policy shift, deglobalization, decarbonization, demographics, as

well as debt and deficits. These structural forces have the potential to make the eventual trough in inflation higher than target and

result in average inflation remaining above target for a number of years, perhaps by 1% to 2%. If this is correct, there is substantial

room for repricing of inflation-sensitive assets as most of them discount what looks like a return to the low inflation regime that

dominated in the decade prior to COVID-19.

 

 



Despite a recent moderation in inflation, most readings in the majority of major economies remain substantially above target. So far,
disinflation has been largely limited to lower commodity prices as well as some moderation of goods prices. Most core inflation
measures remain above targets and the most representative core measures show little moderation. Inflation forecasts have been
persistently too low relative to the actual outturns. While the components of inflation that are supply-driven have moderated, the
contribution from demand-driven inflation remains at 2.2% year-over-year, substantially above its 2000-19 average of 0.44%.  Why
has inflation been relatively slow to return to target?

Near-term: Policy Lags

The obvious—and at least partially correct—reason is policy lags. Inflation moderation takes time. It typically lags growth and policy,
and today these lags may be more substantial than in the past because of the unprecedented size of the fiscal response to COVID-19,
as well as forced accumulation of savings via mobility restrictions. It appears that the impact of fiscal stimulus is getting close to
having run its course. Savings rates in most major economies have returned to normal levels, even undershooting in some.
Accumulated excess savings that continued to support consumer spending even as real incomes struggled last year are inexorably
getting closer to depletion.

Delayed and possibly insufficient monetary tightening also played a role in prolonging the inflation outbreak. But this too is finally
working to slow growth. With policy rates in G-10 countries having risen to 4%, the neutral real policy rate is now positive on an
expected basis for the first time since 2008. Housing markets in many (especially the dollar bloc) economies have seen pronounced
downturns, which appear to be spreading and affecting consumption as well as tightening credit supply, as is the case in the U.S. As
growth slows further, labor markets, which so far have remained tight in the G-10, will likely begin to cool appreciably and core
measures of inflation will likely decelerate. This process is at an early state at present, as unemployment rates across the G-10
remain at historic lows.

Medium-term: 5 “D”s of higher inflation

Dovish Policy Shift, Deglobalization, Decarbonization, Demographics, as well as Deficits and Debt are likely already at work to keep
inflation higher for an extended period.

Dovish Policy Shift

Fiscal policy, having been excessively stimulative in recent years, is a well understood factor at present. COVID-related fiscal stimulus
in the U.S. was excessive relative to the demand loss at the time and was followed by additional spending packages (Infrastructure
Investment and Jobs Act, Inflation Reduction Act, CHIPS and Science Act). In the eurozone, a series of fiscal packages helped lift
inflation while fiscal rules were suspended due to COVID-19 and the war in Ukraine. Although the impact of the fiscal measures is
lessening, no effort is being made to tackle persisting deficits. The U.S. Congressional Budget Office revised its projected 10-year
primary budget deficit higher, from 2.5% last year to 3.0% in its 2023 annual outlook.

Likewise, major central banks are de facto committed to tolerating higher-than-target inflation for the next four to five years (five
years for the Fed, five years for the ECB, and four years for the Bank of England). Some hints of upcoming regulatory forbearance and
willingness to pause monetary policy tightening at the first sign of trouble, which is probably unavoidable during growth downturns
(which are needed to bring inflation down), have already appeared. In Korea, as higher mortgage rates led to affordability problems
for overstretched homeowners, authorities stepped in to protect the most vulnerable borrowers from excessive increases in debt
servicing by limiting allowed mortgage rate increases. In Australia, the Reserve Bank of Australia has paused hiking rates in response
to global financial stability concerns and likely due to its subsequently released assessment that a small but growing part of the
population will face declining essential spending as higher mortgage costs eat into incomes. Significantly, core measures of inflation in
both countries remain far above target, at around 4% and 6%, respectively. In response to the deposit flight out of some banks in the
U.S., the authorities were quick to offer additional lines of liquidity and preemptively take over institutions (e.g. Signature Bank).
Although the dovish panic has not yet occurred—the Fed did hike 25 basis points in March and New Zealand’s central bank by 50
basis points in early April—severe tests by pronounced growth slowdowns and weaker labor markets have yet to come. The
rationale of sticking to a 2% inflation target rather than lifting it to 3% is continually publicly debated. In this climate, the probability
that monetary policy tightening will be reversed as growth weakens appears high. It appears especially likely if persistent inflationary
pressures from other structural factors, which are discussed below, come to be recognized as being beyond the control of monetary
policy. Consequently, the chance of inflation troughing at a higher-than-target rate is also appreciable. In our note from July 2021, we
termed such a scenario as a “’60s-style dovish policy error” and assigned a substantial probability to it. Recent developments suggest
that such a policy error remains likely.

 

 

 

 

 Based on the San Francisco Fed’s disaggregation. 
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Deglobalization

The economic and political logic for a pause in the rapid advance of globalization was somewhat evident even before the pandemic.
The productivity-adjusted labor cost differential between Western economies and China has narrowed, and China’s export
competitiveness diminished somewhat as its share of global exports began to stall. Global goods trade has declined by approximately
1.4 percentage points from the peak in 2008 to 49.7% of GDP by 2022 . Internal divisions in advanced economies led to protectionist
trade policies enacted in the U.S. in the years leading up to the pandemic, reversing the previous decline in the global weighted mean
tariff. Security of supply concerns rose during the pandemic as many Western economies found themselves dependent, almost
exclusively at times, on imports from China and thus unable to source certain vital goods. Over the past two years, the rift between
China and the West has acquired an added geopolitical dimension as economic competition has come to be seen as a vital element of
a broader contest for global influence. Various measures have been enacted in the U.S. to lessen dependence on economies deemed
unfriendly and, in the case of China, to limit China’s access to advanced technology. The CHIPS Act was enacted in August 2022 to
encourage semiconductor industry investment onshore in the U.S. The Inflation Reduction Act (IRA) legislation, although primarily
focused on decarbonization, incorporates incentives for shifting production of related technologies to the U.S. or friendly countries. In
Europe, energy transition related legislation (European Green Deal, REPowerEU Plan and EU Green Industrial Plan) does not
discriminate against foreign producers in the way that the U.S. IRA does, but nevertheless also contains provisions stipulating limits
on the geographic mix of externally sourced raw materials.

Unsurprisingly, companies have started reshoring and nearshoring. Anecdotes of higher costs that are likely to result from this
abound: TSMC’s (Taiwan Semiconductor Manufacturing Company) original plans for a factory in Arizona envisioned a $12 billion
investment; at the end of last year the cost was revised higher to $40 billion. On a recent call with investors, a company
representative indicated that the cost of manufacturing in the U.S. at this point is twice as high. The IRA stipulates, for example, that
solar equipment be manufactured in the U.S. or friendly countries. As a result of these policies and probably expectations of
additional similar ones, discussions of reshoring by companies are on the rise.

Assessments of the future inflationary impact of deglobalization obviously vary depending on the speed and degree of
deglobalization. But on the current trajectory of rising geoeconomic fragmentation, it is fair to assume not only that the previous,
persistent disinflationary impulse will be gone, but also that as a result of its reversal the impulse will become inflationary. One
Organisation for Economic Co-operation and Development (OECD) paper estimates that the decline of tariffs in the preceding couple
of decades lowered producer price inflation by 0.3% per year.  Another estimate of the impact of disinflation from deteriorating
trade estimates the impact will be 0.5% higher PCE on average.  By some estimates, curtailing trade by 25% with China and other
countries with lower wages would raise core PCE in the U.S. by 0.4% per year.  Most of the estimates of the impact of
deglobalization on inflation tend to focus on the impact of lower goods prices. In addition, higher slack in goods-producing industries
affected the labor market more widely and as such likely dampened inflationary pressures throughout the economy.

 

 

 

 

 

 

 Source: Bloomberg L.P. 
 Andrews, Dan, et al. “Will the Inflation Genie Stay in the Bottle?” OECD Observer , ECO/WKP(2018)10, 20 Mar. 2018. 
 Nathan, Allison, et al. “(De)Globalization Ahead?” Goldman Sachs , 28 Apr. 2022. 
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Decarbonization 

Over recent years, as a result of the effort to accelerate the transition to carbon neutrality, a flurry of major legislation, subsidies,
spending packages, regulations and rules has been enacted. Given the complexity and the multitude of these measures, assessing
their macroeconomic impact conclusively has been difficult for most observers. At the optimistic end of the spectrum, there is the
International Monetary Fund (IMF), based on the GMMET Model (Global Macroeconomic Model for the Energy Transition). On the
more pessimistic side, a number of commentators and policy makers, including the ECB’s Isabel Schnabel, have acknowledged the
likely significant inflationary impact of decarbonization.

In our view, rapid decarbonization is already having a pronounced inflationary impact, and we expect it to continue over the coming
decade. Spending to replace the existing fossil-fuel-based energy system represents a substantial macroeconomic demand shock.
Advanced economies, which are pursuing decarbonization ahead of other countries, will likely see related spending representing a
larger share of GDP. Of course, this spending could be funded via taxation and as such result in a dramatic shift from consumption to
investment, without causing the overall price level to rise. However, due to the regressive nature of any such taxation, it is likely
politically not palatable, as the Yellow Vests movement in France illustrated. At the same time, because decarbonization is
supposedly done for the benefit of future generations, incurring public debt to finance it may be politically more acceptable than
spending on society’s current needs such as social obligations to older generations. Thus, it is likely that decarbonization will result in
de facto ongoing fiscal stimulus, funded by deficit spending, and will result in inflation or “greenflation” as ECB’s Schnabel termed it. 

Decarbonization is also affecting inflation via the supply side, by restricting investment into much-needed resources for current
consumption and to rebuild the energy system. Capital flow is increasingly restricted to the resources sector, and companies are
pressured to either decarbonize their current businesses (e.g., Fortescue Metals Group, an iron ore miner, aiming to achieve carbon
neutrality by 2030, or Occidental Petroleum’s plan to become carbon neutral via investment in carbon capture)  or by limiting
investment in their current fossil fuel businesses and shifting to renewables (e.g., European integrated oil companies). This adverse
supply shock is going to be all the more pronounced given the large increase in demand for certain minerals to achieve
decarbonization. Substantial supply shortfalls of certain key metals looms, as mineral demand will rise six-fold by 2050 if net zero is
pursued, according to a much-discussed International Energy Agency (IEA) report .This will likely cause price spikes and shortages
along the way, and the adverse supply shock of decarbonization and ESG (environmental, social, governance) policy will likely
contribute to higher inflation. 

In addition to the impact of spending on decarbonization and the rising cost of traditional fuels as they are made scarce and
expensive, as decarbonization progresses, its unit costs are likely to increase due to the steep abatement cost curves. Despite
expectations of innovation to drive costs down, over recent years the curves remained fairly static, absent subsidies. The cost of
renewable energy appears to have been increasing in recent years, contrary to previously reported declines. Even as renewables unit
costs have fallen, their broader costs for the distribution and storage networks have resulted in higher and often volatile electricity
prices. For example, U.K. power prices skyrocketed in 2021 due to slow wind conditions and shortfalls in wind-generated electricity. In
2022, the U.K. spent £150 per household to address high-cost peaking capacity during periods of renewables shortfalls. Furthermore,
continued reduction in renewables unit costs appears unlikely. Higher input prices have the potential to result in ongoing cost
increases. For example, according to WindEurope, an industry association, the price of wind turbines rose 40% in 2021-22 due to
higher input costs. As a result, orders for new wind turbines fell in 2022, and investment in European wind capacity fell in 2022,
rather than increasing as is needed based on EU plans. Secondly, manufacturing costs are likely to rise as local or “friendly country”
supply content requirements of the IRA and some European legislation will lead to production relocating to higher-cost countries. On
balance, it is hard to imagine how a gigantic 3%-5% of GDP-worth ongoing spending spree, likely deficit-financed, amid a disrupted
supply side will not result in a large and sustainable increase in inflation. Estimating the precise effect is hard, but it seems likely that
1%-2% additional annual inflation is likely.

 

 The Global Macroeconomic Model for the Energy Transition (GMMET) is a multi-region model configured for four regions – the
United States, the euro area, China, and a fourth block for the rest of the world. It belongs to the class of large-scale structural New-
Keynesian dynamic general equilibrium models that are traditionally used for the quantitative short- and medium-term analysis of
monetary and fiscal policy. The model’s macroeconomic core is inherited from GIMF (the IMF’s Global Integrated Monetary and Fiscal
Model). Consequently, it includes tradable and non-tradable goods sectors, liquidity-constrained and overlapping-generations
households, a wide menu of real and nominal rigidities, a fiscal sector with a variety of fiscal instruments, and a simple monetary policy
rule. 
 “WORLD ECONOMIC OUTLOOK: Countering the Cost-of- Living Crisis,” Chapter 3: “Near-Term Macroeconomic Impact of

Decarbonization Policies,” International Monetary Fund , Oct. 2022. 
 Schnabel, Isabel. “A New Age of Energy Inflation: Climateflation, Fossilflation and Greenflation.” European Central Bank , 17 Mar. 2022. 
 As of March 31, 2023, Fortescue Metals Group and Occidental Petroleum were 0.1% and 0.1% of the portfolio, respectively 
 Kim, Tae-Yoon. “The Role of Critical Minerals in Clean Energy Transitions.” IEA , May 2021. 
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Debt and Deficits 

As we discussed in more detail in a recent publication, unprecedented debt burdens in most major economies are colliding with
primary budget deficits that are becoming increasingly structural in nature. In the example of the U.S., with a net government debt-to-
GDP ratio of 100% and a 5% primary budget deficit over the next 10 years, real interest rates on U.S. government debt would need
to be -3.3% for the debt-to-GDP ratio to remain stable (this assumes U.S. trend GDP growth of 1.7%). Even if policy rates return to
zero and the curve is kept flat via quantitative easing, inflation would need to be 3.3% (to achieve a -3.3% real interest cost) to
prevent debt from ballooning. By contrast, if the interest cost of government debt is +1%, in 10 years U.S. debt-to-GDP will snowball
to over 140% of GDP. The actual outcome will likely lie somewhere in the middle, such that the full debt stabilization will not be
achieved but negative real rates (via higher inflation) will mitigate its increase. This regime of a mild “financial repression” (i.e., lower-
than-normal real interest rates) has a strong historical precedent in the post-World War II deleveraging period, which started with
similarly elevated government debt and led to real interest rates remaining negative until the 1980s.

Arguably, the need for financial repression today may be larger than back then because of the high stock of private debt and wider
budget deficits. The pressure on budget deficits to remain high is significant due to rising social spending (as discussed under
“Demographics” below), higher defense spending and decarbonization-related spending and subsidies.

Demographics: Rising Dependency Ratios 

The inflationary impact of the rising dependency ratio appears to be intuitive and has been widely discussed.  The entry of low-cost
economies, mainly China, into the global economy since the 1980s has largely occurred, and this drove an increase in the global labor
force from about 0.6 billion to 1.5 billion workers between the mid-1970s and the 1990s . The aggregate labor force peaked at
approximately 1.9 billion people in the middle of the last decade and is expected to decline over the coming decades . At the same
time, the number of older, retired persons is expected to increase, from 200 million to 350 million in advanced economies . The
shrinking working age population relative to the rising retired part of the population is likely to cause an aggregate supply shortfall
relative to demand. Obviously, this assumes that steady, or even increasing, consumption in old age will continue to be supported via
government social and health care spending commitments. This is likely in advanced economies, where voters over 65 years of age
will outnumber 20- to 40-year-olds within just a few years, making a reduction of social spending politically very difficult. While Japan
is often cited as evidence of an aging population leading to deflation, it is just the exception that proves the rule. It is more likely that
Japan’s inflation dynamics were overwhelmed by China’s integration into the global economy and the downward pressure on labor
costs this caused.

Conclusion

Although many of the secular trends discussed above appear powerful and likely long-lasting, their quantification is slow to come
through. It is understandably difficult to do precisely, and nobody likes to be the bearer of bad news. The combined effect of these
forces can be imagined to lift inflation in major economies by around 2% above targets, on average, over an economic cycle. While it
may be difficult to pin down the impact of each of these forces, it seems likely that the combined effect will be pronounced. This is
because many of the 5 Ds are closely linked, e.g., decarbonization leading to higher budget deficits; or demographics accelerating
deglobalization; or decarbonization also contributing to deglobalization, as discussed above. As such, they together contribute to a
large inflationary shift in the macro environment.

As we have written in the past, traditional balanced portfolios (composed of equities and bonds) historically tend to perform poorly
in higher inflation environments And today many of the assets that dominate balanced portfolios, such as U.S. equities and the U.S.

 

 Goodhart, Charles, and Manoj Pradhan. “Demographics Will Reverse Three Multi-Decade Global Trends.” Bank for International
Settlement , Aug. 2017. 

 Source: International Labor Organization. 
 Please refer to MSIM Global Multi-Asset Team’s September 2022 “Difficult Decade Ahead for the Balanced Portfolio” Viewpoint for

more details. 
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dollar, are significantly overvalued. By contrast, many inflation-sensitive assets and other segments of global markets that tend to do
well in higher inflation environments, such as non-U.S. equities and currencies, inflation-linked bonds and value equities, are
attractively valued. We continue to believe increased exposure to real return strategies, inflation-linked bonds, value equities and
non-U.S. assets is attractive in this environment. 

 
FUND FACTS
Inception Date
December 31, 1992

Minimum Initial Investment ($)
A Shares - 1,000
I Shares - 1,000,000

Index
Primary - MSCI All Country World Index
Custom - Blended Index

 

 Share class availability may vary by platform. For more information, please visit the specified fund page on the website. 
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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 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. Market values can change daily due to economic and 
other events (e.g. natural disasters, health crises, terrorism, 
conflicts and social unrest) that affect markets, countries, 
companies or governments. It is difficult to predict the timing,

duration, and potential adverse effects (e.g. portfolio liquidity)  
of events. Accordingly, you can lose money investing in this  
portfolio. Please be aware that this portfolio 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. The risks of  
investing in emerging market countries are greater than risks  
associated with investments in foreign developed countries.
Fixed-income securities  are subject to the ability of an issuer

Performance (%)
As of March 31, 2023

MTD QTD YTD 1 YR 3 YR 5 YR 10 YR
Class I Shares at NAV 2.45 4.94 4.94 -8.33 8.70 3.14 4.58

Class A Shares at NAV 2.41 4.87 4.87 -8.61 8.34 2.82 4.25

Class A Shares (With Max 5.25% Sales Charge) -2.98 -0.65 -0.65 -13.40 6.41 1.71 3.69

MSCI All Country World Index 3.08 7.31 7.31 -7.44 15.36 6.93 8.06

Blended Index 3.11 5.58 5.58 -7.50 7.69 3.83 4.69

Class A shares have a maximum front-end sales charge of 5.25%. Performance data quoted represents past
performance, which is no guarantee of future results, and current performance may be lower or higher than the
figures shown. For the most recent month end performance figures, please visit morganstanley.com/im. Investment
returns and principal value will fluctuate and fund shares, when redeemed, may be worth more or less than their
original cost.
The gross expense ratio is 0.84% for Class I shares and the net expense ratio is 0.75%. The gross expense ratio is
1.06% for Class A shares and net expense ratio is 1.06%. Where the net expense ratio is lower than the gross expense
ratio, certain fees have been waived and/or expenses reimbursed. These waivers and/or reimbursements will
continue for at least one year from the date of the applicable fund's current prospectus (unless otherwise noted in
the applicable prospectus) or until such time as the fund's Board of Directors acts to discontinue all or a portion of
such waivers and/or reimbursements. Absent such waivers and/or reimbursements, returns would have been lower.
Expenses are based on the fund's current prospectus.
Returns are net of fees and assume the reinvestment of all dividends and income. They are compared to an unmanaged market index.
Returns for less than one year are cumulative (not annualized). Performance for one year or more is based on average annual total
returns. The returns are reported for Class I and A shares. Performance for other share classes will vary.

Asset Allocation(%) PORTFOLIO
ACTIVE

WT
Global Equities 60.63 0.63

Global Fixed Income 34.39 -5.61

Commodities 0.92 0.92
Cash 4.06 4.06

Currency Exposure(%) FUND

Developed Markets 89.27

North America 45.73

Europe 26.30

Asia ex-Japan 3.91

Japan 13.33
Emerging Markets 10.73

Regional Allocation (% Net of Cash) EQUITIES
FIXED

INCOME
North America 33.30 9.58

Europe 13.32 6.77

Asia ex-Japan 2.14 1.14

Japan 4.35 1.07
Emerging Markets 7.53 15.83

 

 



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 and may result in periods of volatility and increased
portfolio redemptions. In a declining interest-rate environment,
the portfolio may generate less income. Longer-term
securities may be more sensitive to interest rate changes. High
yield securities (“junk bonds”) are lower rated securities that
may have a higher degree of credit and liquidity risk. Mortgage-
and asset-backed securities (MBS and ABS) are sensitive to
early prepayment risk and a higher risk of default and may be
hard to value and difficult to sell (liquidity risk). They are also
subject to credit, market and interest rate risks. Certain U.S.
government securities purchased by the Portfolio, such as
those issued by Fannie Mae and Freddie Mac, are not backed by
the full faith and credit of the United States. It is possible that
these issuers will not have the funds to meet their payment
obligations in the future. Real estate investment trusts are
subject to risks similar to those associated with the direct
ownership of real estate and they are sensitive to such factors as
management skills and changes in tax laws. Derivative
instruments can be illiquid, may disproportionately increase
losses and may have a potentially large negative impact on the
Portfolio’s performance. Illiquid securities may be more difficult
to sell and value than publicly traded securities (liquidity risk). By
investing in investment company securities, the portfolio is
subject to the underlying risks of that investment company's
portfolio securities. In addition to the Portfolio's fees and
expenses, the Portfolio generally would bear its share of the
investment company's fees and expenses. Subsidiary and tax
risk the Portfolio may seek to gain exposure to the commodity
markets through investments in the Subsidiary or commodity
index-linked structured notes. The Subsidiary is not registered
under the 1940 Act and is not subject to all the investor
protections of the 1940 Act. Historically, the Internal Revenue
Service ("IRS") has issued private letter rulings in which the IRS
specifically concluded that income and gains from investments in
commodity index-linked structured notes or a wholly-owned
foreign subsidiary that invests in commodity-linked instruments
are "qualifying income" for purposes of compliance with
Subchapter M of the Internal Revenue Code of 1986, as amended
(the "Code"). The Portfolio has not received such a private letter
ruling, and is not able to rely on private letter rulings issued to
other taxpayers. If the Portfolio failed to qualify as a regulated
investment company, it would be subject to federal and state
income tax on all of its taxable income at regular corporate tax
rates with no deduction for any distributions paid to
shareholders, which would significantly adversely affect the
returns to, and could cause substantial losses for, Portfolio
shareholders. Cryptocurrency (notably, Bitcoin) operates as a
decentralized, peer-to-peer financial exchange and value storage
that is used like money. It is not backed by any government.
Federal, state or foreign governments may restrict the use and
exchange of cryptocurrency. Cryptocurrency may experience very
high volatility.

INDEX INFORMATION

The Customized MSIM Global Allocation Index is comprised of
60% MSCI All-Country World Index (benchmark that measures
the equity market performance of developed and emerging
markets), 30% Bloomberg Global Aggregate Bond Index
(benchmark that provides a broad based measure of the global
investment grade fixed-rate debt markets), 5% S&P GSCI Light
Energy Index (benchmark for investment performance in the
energy commodity market), and 5% ICE BofAML US Dollar 1-
Month LIBID Average Index (benchmark that tracks the
performance of a basket of synthetic assets paying LIBID to a
stated maturity).

The MSCI All Country World Index (ACWI) is a free float-
adjusted market capitalization weighted index designed to
measure the equity market performance of developed and
emerging 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 index is unmanaged and does not include any
expenses, fees or sales charges. It is not possible to invest
directly in an index.

The Standard & Poor’s 500® Index (S&P 500®) measures the
performance of the large cap segment of the U.S. equities
market, covering approximately 80% of the U.S. equities market.
The Index includes 500 leading companies in leading industries
of the U.S. economy. 

The Euro Stoxx 50 Index is a market capitalization-weighted
stock index of 50 large, blue-chip European companies operating
within Eurozone nations. The universe for selection is found
within the 18 Dow Jones EURO STOXX Supersector indexes,
from which members are ranked by size and placed on a
selection list.

The MSCI Emerging Markets Net Index is a free float-adjusted
market capitalization weighted index that is designed to measure
equity market performance of emerging 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 MSCI Emerging Markets Index currently
consists of 23 emerging-market country indices. The performance
of the index is listed in U.S. dollars and assumes reinvestment of
net dividends. The index does not include any expenses, fees or
sales charges, which would lower performance.

The US Dollar Index (DXY) is an index of the value of the United
States dollar relative to a basket of foreign currencies, often
referred to as a basket of US trade partners’ currencies.

The JP Morgan Global Government Bond Index is a market
value weighted fixed income index comprised of government
bonds in developed countries.

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 Nasdaq Composite Index is a stock market index of the
common stocks and similar securities listed on the NASDAQ
stock market. It is used as an indicator of the performance of
stocks of technology companies and growth companies. Since
both U.S. and non-U.S. companies are listed on the NASDAQ
stock market, the index is not exclusively a U.S. index. 

The MSCI ACWI Energy Index includes large and mid cap
securities across 23 developed markets and 25 emerging markets
countries. All securities in the index are classified in the energy
sector as per the Global Industry Classification Standard (GICS®).

The MSCI Taiwan Index measures the performance of the large-
and mid-cap segments of the Taiwan stock market.

The Bloomberg U.S. Treasury Index includes public obligations
of the U.S. Treasury.

The Iboxx Eurozone Sovereign Total Return Index measures
euro-denominated, fixed-rate, nominal debt issued by member
countries of the eurozone.

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.

IMPORTANT INFORMATION

The views and opinions and/or analysis expressed are those of
the investment team as of the date of preparation of this
material and are subject to change at any time without notice
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 investment personnel at Morgan
Stanley Investment Management (MSIM) and its subsidiaries and
affiliates (collectively “the Firm”), and may not be reflected in all
the strategies and products that the Firm offers. 

This material is a general communication, which is not impartial 
and all information provided 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.

Certain information herein has been prepared on the basis of
publicly available information, internally developed data and
other third-party sources believed to be reliable. However, no
assurances are provided regarding the reliability of such
information and the Firm has not sought to independently verify
information taken from public and third-party sources. 

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.

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 MSIM'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.

Morgan Stanley Investment Management is the asset
management division of Morgan Stanley.

NOT FDIC INSURED | OFFER NO BANK GUARANTEE | MAY LOSE
VALUE | NOT INSURED BY ANY FEDERAL GOVERNMENT
AGENCY | NOT A DEPOSIT
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