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Performance
In the quarter period ending March 31, 2023, the Portfolio’s I shares returned 3.96% (net of fees) , while the benchmark returned
3.57%.

An underweight position and favorable credit selection in the wirelines sector was the primary contributor to relative performance
during the quarter. Relative outperformance in the sector was driven by a lack of exposure to a legacy wireline operator that is in
structural decline. Credit selection and overweight positions in the chemicals and restaurants sectors were also beneficial to
performance. Within the chemicals sector, an overweight position in a global supplier of cleaning, hygiene and sanitizing products and
equipment drove relative outperformance. It was announced in March that the company would be acquired by another specialty
chemicals supplier. This positive contribution, however, was partially offset by the negative contribution from an underweight
position and credit selection in the leisure sector. The leisure sector was the top performing sector during the quarter and the Fund’s
lack of exposure, particularly to a high-beta cruise line operator, drove relative underperformance in the sector. Challenging credit
selection in the banking and health care sectors also detracted from relative performance.

From a credit ratings perspective, favorable credit selection and an underweight position in BB-rated bonds as well as credit selection
and an overweight position in B-rated bonds helped relative performance. The lower quality parts of the market generally
outperformed during the quarter. However, this was partially offset by a higher-rated off-benchmark position in a California-based
commercial bank that failed in March. A modest allocation to cash also hurt relative performance in a strong quarter for the U.S. high
yield market.

 Market Review
The Bloomberg U.S. Corporate High Yield Index returned 3.57% in the first quarter. Over the quarter, yields decreased by -44 basis
points (bps) and spreads compressed by -11 bps to end the quarter at 8.52% and 478 bps, respectively.

The U.S. and global high yield markets kicked off 2023 with a strong opening act in January as investors put cash to work and risk
assets broadly rallied. Volatility returned in early February amid a string of macroeconomic readings that exceeded investors’
expectations. The net result was a further increase in consensus expectations for the Federal Reserve's (Fed) terminal fed funds rate.
Volatility then leapt higher in mid-March following the collapse of Silicon Valley Bank and Signature Bank and a sharpened focus on
the vulnerability of U.S. regional banks and select European banks to a potential rapid withdrawal of deposits.

The tone across the high yield market was consistently strong for most of January. Softer inflation readings, a strong labor market
with wage moderation and corporate earnings that periodically surpassed modest expectations supported the growing perception in
the minds of many investors that a “soft landing” was possible, if not likely. As a result, high yield experienced a beta-led rally and, in
aggregate, spreads aggressively tightened in the month.

In the first week of February, the average spread in U.S. and global high yield markets bottomed at levels not seen since April 2022.
The tone quickly softened as interest rates once again began to climb after a strong January payrolls report and a string of strong
macroeconomic readings lifted consensus expectations for future rate increases. The average yield in the U.S. high yield market
exhibited an intra-month trough-to-peak increase of more than 100 bps.

 

 Source: Morgan Stanley Investment Management. Data as of March 31, 2023. Performance for other share classes will vary. 
 Source: Bloomberg L.P. Data as of March 31, 2023. One basis point = 0.01% 

 
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 quarter concluded with a roller coaster ride for risk assets after the collapse of the aforementioned banks shined a light on
visible cracks in the U.S. and European economies after a year of record change in monetary policy.

Fourth quarter earnings released in the first quarter showed the average high yield issuer experienced slowing revenue and earnings
growth, and is contending with a modest increase in leverage, according to J.P. Morgan.  The trailing 12-month par-weighted default
rate continued to creep higher, ending the first quarter at 1.27%, or 1.91% including distressed exchanges.

The primary market was initially strong, but the pace of issuance abruptly slowed as sentiment weakened. Issuance totaled only
$40.5 billion in the first quarter.  Refinancing accounted for 71% of quarterly issuance, and acquisition financing accounted for 8%.
According to preliminary Lipper estimates, U.S. high yield retail funds experienced a net outflow of -$16.0 billion in the first quarter.

 Portfolio Strategy and Analysis
During the quarter, we continued to look for opportunities to add to defensive sectors particularly where we believe long-term value
is present, and we remain inclined to reduce exposure to cyclicals and segments exhibiting asymmetric risk/return characteristics
when opportunities present themselves. We increased our cash position during the quarter as wider peak spreads seem likely in
coming quarters and we expect entry points to soon emerge where disciplined long-term investors will likely be rewarded for
incrementally adding exposure to the asset class.

 Outlook
We remain cautious on the high yield market as we enter the second quarter of 2023. Episodic weakness accompanied by volatile
spread movement seems to be the most likely path forward due to several factors, starting with clear evidence of existing cracks in
the U.S. economy and what we view as the increasing likelihood of a hard economic landing. Slowing economic growth across most
of the developed market, still elevated inflation and the expectation for further tightening in monetary policy, reduced liquidity, and
the declining health of corporate fundamentals are clear headwinds for the U.S. and global high yield markets. Finally, geopolitical
risk is not only lurking in the background, but has grown more pronounced.

Historically, the Fed raises interest rates until something breaks. Weakness among regional banks appears to be the first evidence of
cracks in the U.S. economy. We are concerned about the lagged effects of the aggressive tightening of monetary policy and expect
more problematic effects will manifest themselves. Global economic activity has already slowed, and the current pace of
deceleration in 2023 is unknown. The U.S. Institute for Supply Management (ISM) Manufacturing Survey reading has been in
sequential decline for several quarters and, with a recent reading under 50, is indicating a contraction in economic output. According
to the Fed’s measure (released March 17), U.S. industrial production contracted 25 bps year-over-year.

Going forward we see a much more balanced inflation picture on the back of lower import prices and negative money supply growth,
but current inflation readings remain well above the Fed’s target rate, the labor market remains stubbornly strong and we expect this
combination means monetary policy will remain a headwind over the near term. Future rate increases, coupled with continued
quantitative tightening, exacerbate an already challenging liquidity backdrop.

We expect liquidity and credit availability for the marginal borrower, whether the low-end consumer or troubled company, to become
more challenging. Prior to the collapse of Silicon Valley Bank, over 40% of banks surveyed by the Fed reported they had tightened
lending conditions to small and large companies.  While already at a recessionary level, we expect this figure to increase. Meanwhile,
the financial health of the low-end consumer is clearly weakening with payments on 4% of the current balance in auto loans and
more than 7% of outstanding credit card balances more than 90 days delinquent.  Furthermore, these metrics are trending upward.

The average corporate fundamentals of high yield issuers are softening, but are starting from a point of strength. According to J.P.
Morgan, fourth quarter earnings released in the first quarter indicate the average year-over-year revenue and EBITDA growth of high
yield issuers have declined to 8.9% and 11.5%, respectively.  The average leverage of high yield issuers increased modestly, after
nearly two years of sequential quarterly improvement. While average interest coverage increased to yet another record high, interest
expense increased more than 8% quarter-over-quarter.  Approximately 50% of the market is still rated BB – near the all-time high.
Increasing default risk is not sector specific, though parts of health care and technology appear at risk. The trailing 12-month par-
weighted default rate is trending upward, and we anticipate it will likely breach the long-term average of 3.2% by year-end.  The
silver lining is that much of the cohort at elevated risk of default is already trading at distressed levels, likely mitigating return
degradation on a go-forward basis, in our view.

Valuations quickly widened amid the emerging stress in the banking system. Average spreads breaking into the mid-500s began to
approach levels that we believe are clearly compelling from a longer-term perspective. We favor defensive sectors and higher quality

 

 Source: J.P. Morgan. Data as of March 31, 2023. EBITDA = Earnings before interest, taxes, depreciation and amortization 
 Source: Federal Reserve 
 Source: New York Federal Reserve 
 Source: ICE Data Indices. Data as of March 31, 2023. 
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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

credits particularly where long-term value is present, and remain inclined to reduce exposure to cyclicals and segments exhibiting
asymmetric risk/return characteristics. The health care sector ended the first quarter trading in the widest decile relative to the
preceding 10 years.  We believe the health care services sector is looking more appealing, where labor cost pressure is beginning to
abate and balanced billing legislation is trending toward a final solution that appears more amicable for service providers relative to
managed care providers. Meanwhile, healthy fundamentals in the energy sector appear fully reflected, with an average spread in the
sector that ended the quarter in the tightest quintile.

As episodic volatility persists, we expect our modestly defensive positioning will continue to be of benefit. Capitalizing on pricing
inefficiencies and avoiding credit mistakes will be critical in driving outperformance. Geopolitical risk remains elevated, and risk
markets have historically done a poor job pricing this risk. Wider peak spreads seem likely in the coming quarters, and we expect
entry points to soon emerge where disciplined long-term investors will likely be rewarded for incrementally adding exposure to the
asset class.

 
FUND FACTS
Inception Date
February 07, 2012

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

Index
Bloomberg U.S. Corporate High Yield Index

Performance (%)
As of March 31, 2023

MTD QTD YTD 1 YR 3 YR 5 YR 10 YR
Class I Shares at NAV 0.96 3.96 3.96 -4.45 6.06 2.19 4.05

Class A Shares at NAV 1.06 3.92 3.92 -4.69 5.70 1.83 3.69

Class A Shares (With Max 3.25% Sales Charge) -2.19 0.50 0.50 -7.84 4.56 1.17 3.35

Bloomberg U.S. Corporate High Yield Index 1.07 3.57 3.57 -3.34 5.91 3.21 4.10

Class A shares have a maximum front-end sales charge of 3.25%. 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 1.04% for Class I shares and the net expense ratio is 0.65%. The gross expense ratio is
1.29% for Class A shares and net expense ratio is 1.00%. 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.

 

 

 Source: ICE Data Indices. Data as of March 31, 2023. 
 Share class availability may vary by platform. For more information, please visit the specified fund page on the website. 
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Portfolio. Please be aware that this Portfolio may be subject to
certain additional risks. 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 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. Asset-
backed securities 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. Public bank loans are subject to liquidity risk
and the credit risks of lower rated securities. 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.
Distressed and defaulted securities are speculative and
involve substantial risks in addition to the risks of investing in
junk bonds. The Portfolio will generally not receive interest
payments on the distressed securities and the principal may also
be at risk. These securities may present a substantial risk of
default or may be in default at the time of investment, requiring
the portfolio to incur additional costs. Preferred securities are
subject to interest rate risk and generally decreases in value if
interest rates rise and increase in value if interest rates fall.
Mezzanine investments are subordinated debt securities, thus
they carry the risk that the issuer will not be able to meet its
obligations and they may lose value. Foreign securities are
subject to 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. 

INDEX INFORMATION

The Bloomberg U.S. Corporate High-Yield Index measures the
market of USD-denominated, non-investment grade, fixed-rate,
taxable corporate bonds. Securities are classified as high yield if
the middle rating of Moody’s, Fitch, and S&P is Ba1/BB+/BB+ or
below.

“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 Index is 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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