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3-17-22 | by Katie Rushkewicz Reichart
Morgan Stanley Institutional Growth’s ups and
downs are on full display. Its People, Process, and
Parent pillars remain the same, but shifts in the
composition of its category peer group boost its
cheapest share classes' Morningstar Analyst
Ratings to Gold. The more-expensive shares range
from Bronze to Silver.
Wide performance swings are inevitable at this
growth-fueled strategy. It has taken a sharp turn
since posting triple-digit gains in 2020. As the
Russell 1000 Growth Index fell from its Dec. 27,
2021 peak to its recent March 8, 2022, trough, the
U.S. vehicle's I shares dropped nearly 40%, more
than double the benchmark’s decline. Big picture
headwinds hurt, including concerns that rising
interest rates would clobber the growth stocks this
portfolio prefers. Apple’s privacy guidelines change
also weighed on several advertising-dependent
holdings, including Pinterest, Snap, and Twitter.

Other issues underscored a lack of traditional risk
management. The team builds a compact portfolio
leaning heavily on its highest-conviction ideas and
will hold large stakes in successful picks without
taking gains as they rise. That works well on the
way up and has fueled strong long-term results,
but can inflict short-term pain. For instance,
Snowflake, a 2020 IPO, grew into a 7% position by
December 2021, but plunged after muting its
growth forecast in early 2022, which hurt this
strategy’s year-to-date results.
The strategy has been through such periods before
and gone on to thrive. It posted huge gains in 2009
and 2017 after weak prior years. Yet fund flows
show investors often lack patience; they poured
into the strategy in 2020 during its steep ascent,
leading the team to close it to new investors, only
to rush for the exits when trouble brewed in 2021.
The fund reopened in March 2022.
The team, led by Dennis Lynch, oversaw $79 billion
across a mix of strategies, as of December 2021,
more than ever. It has added researchers, including
in key areas like healthcare, disruptive change, and
blockchain, though most are recent hires; nearly
half of the 25-person team joined in the past two
years.
Even so, this strategy remains appealing for risktolerant investors.

Process Pillar Above Average | Katie
Rushkewicz Reichart 03/17/2022
The effective implementation of a long-term, highconviction approach earns an Above Average
Process rating.
Dennis Lynch and team look for companies with
defensible business models that dominate their
markets or benefit from a strong network effect.
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However, the portfolio also owns less-established
industry disrupters, using a variety of valuation
methods to assess new business models that may
appear expensive on traditional metrics and
looking out five years, resulting in modest turnover.
The managers' patient mindset shows in their
decision to typically limit major trades to every four
to six weeks so they're not overly focused on the
market's short-term movements.
Four analysts on the team solely conduct deep-dive
research that can help the team's stock-pickers
spot innovative companies that can disrupt
established industries, and two others focus on
big-picture research. Lynch and team are willing to
go wherever their research takes them, so they pay
little attention to the Russell 1000 Growth's sector
weightings. They're also willing to take
concentrated positions in their best ideas to get
ahead, though successful picks can grow into big
positions that result in significant stock-specific
risk. Holdings in the team's small- and mid-cap
strategies can appear here, and the portfolio has
recently tilted further down the market cap
spectrum than the benchmark.
Most portfolio holdings fall in the growth bucket
and tend to be companies disrupting their
industries, the most promising of which the team
will stick with through adversity. Cloud provider
Snowflake, a 2020 IPO, grew to a 7% position by
December 2021 but hurt as it plunged in early 2022
after muting its growth outlook. Shopify, also
nearly 7% of assets and a winning longer term
pick, lost half its value in 2022’s first two months.
Technology, communications, and healthcare
stocks are prominent, but the fund doesn't mimic
the Russell 1000 Growth Index. It shunned top
constituents Apple, Microsoft, Alphabet, or
Amazon.com as of December 2021, opting for
smaller stocks where the team sees more robust
growth. The fund's active share (or how much it
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differs from its benchmark) was recently in the
90s--near the large-growth category's top.
While the portfolio's less-established names may
have longer growth runways, several of them don't
make money yet. The fund's return on invested
capital and return on equity are below the Russell
1000 Growth's, though its debt/capital is also
lower, so its average holding isn't very levered.
There was more evidence of volatility and
momentum than quality in the portfolio as of
December 2021, according to Morningstar's Risk
Model. It also owns the Grayscale Bitcoin Trust
and a handful of private companies, which courts
volatility.

Performance Pillar | Katie Rushkewicz
Reichart 03/17/2022
Shareholders who have owned this fund since the
start of manager Dennis Lynch's tenure have been
rewarded, but they've endured some tough
stretches. Since Lynch took over in mid-2004
through February 2022, the I shares gained 13.7%
annualized, well ahead of the Russell 1000 Growth
Index's 11.9% and the large-growth Morningstar
Category's 9.8%.
The edge was narrower in risk-adjusted terms,
reflecting big swings in up and down markets.
Indeed, the fund gained 113% as much as the
benchmark in rising markets and captured 112% of
its losses in drawdowns. Strong showings landed it
near the category's top in 2013, 2015, 2017, 2018,
and 2020, while it fell toward the bottom in 2014,
2016, 2019, and 2021.
Recent performance exemplifies this strategy’s
extremes. It had a banner year in 2020, with the I
shares gaining 115%, about 3 times the
benchmark's return. The portfolio's technology
holdings both buffered it in early 2020’s pandemicinduced market sell-off and supported its
subsequent ascent, as it held stakes in COVID
beneficiaries, such as Zoom Video
Communications, Moderna, and Shopify. Its
fortunes have since reversed, with many of its
technology-related holdings tanking on concerns
about rising interest rates, the impact of Apple’s
privacy changes, and stock-specific bumps. Its

27.7% loss for the trailing year through February
2022, a period in which the benchmark gained
12.6%, highlights its potential for huge losses. Its
relatively concentrated and sector-agnostic
portfolio means investors should have a stomach
for volatility and maintain a long-term mindset.

People Pillar High | Katie Rushkewicz
Reichart 03/17/2022
Dennis Lynch fosters a unique and long-term
investment culture that embraces curiosity,
flexibility, and self-awareness. He anchors a
stable, experienced team and has had success
developing and retaining team members, earning
the strategy a High People rating.
Lynch took over in mid-2004, and was the 2013
Morningstar Domestic-Stock Fund Manager of the
Year. He works with 24 team members, seven of
whom have double-digit tenures. The team hasn't
seen any departures since 2011 and has added to
its ranks as interesting people have surfaced to
broaden its range of perspectives. As assets have
grown, the team has expanded: 12 have joined in
the past two years. Industry veteran Michael
Mauboussin and Dan Callahan joined in January
2020 to focus on "consilience" research, or looking
across disciplines to come up with new ideas and
sharpen analysis. Lynch has also deepened the
analyst bench in key sectors, including healthcare
and technology, and added a director of research to
help oversee the growing team. While no
immediate departures are anticipated, the hiring
helps prepare for long-term succession.
The team runs a variety of strategies spanning the
market-cap spectrum. While the team follows a
bottom-up approach, it includes four analysts
focusing on big-picture disruptive change research.
Lynch protege Kristian Heugh runs a Hong Kongbased team that's also helps.

Parent Pillar Average | Gabriel
Denis 12/16/2021
Morgan Stanley Investment Management, which
acquired Eaton Vance in March 2021, has pockets
of strength within its motley and expansive lineup.
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Yet, ongoing uncertainty as the merger shakes out
underpins its Average Parent rating.
Both MSIM and Eaton Vance had mixed success as
asset managers prior to their 2021 unification.
MSIM's greatest strength is the handful of strong
teams in its equity lineup, including Dennis Lynch's
Counterpoint Global team, but its fixed-income
franchise had less success, and the workload of
some of its key equity contributors has expanded
quite rapidly in recent years. Eaton Vance, for its
part, found success among parts of its fixed-income
lineup and with some of its affiliates, but its
eponymous equity unit struggled with outflows and
personnel instability.
While there is potential for these once disparate
teams to prosper under MSIM's combined
leadership, there are several areas of uncertainty
as the firm grows together. The firm made the
decision to keep fund closures and mergers to a
minimum, leading to a situation where it now
offers distinct strategies with overlapping
mandates. Turnover has reared its head here, and
several longtime team leads retired or departed the
firm over 2021. As Morgan Stanley CEO James
Gorman continues his quest for expansion, MSIM
faces operational challenges in stewarding its
growing empire.

Price Pillar | Katie Rushkewicz
Reichart 03/17/2022
It’s critical to evaluate expenses, as they come
directly out of returns. The share class on this
report levies a fee that ranks in its Morningstar
category’s cheapest quintile. Based on our
assessment of the fund’s People, Process and
Parent pillars in the context of these fees, we think
this share class will be able to deliver positive
alpha relative to the category benchmark index,
explaining its Morningstar Analyst Rating of Gold.

IMPORTANT INFORMATION
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 or call 1-800-548-7786. Investment returns
and principal value will fluctuate and fund shares, when redeemed, may be worth more or less than
their original cost.
To view the most recent standardized performance, holdings, and important fund disclosures please
click on the following link, Growth Portfolio.
Information, including performance and holdings, herein are provided by Morningstar, and no
representation or warranty can be given with respect to the accuracy or completeness of the
information. The information herein should not be construed as an offer or solicitation for any security,
fund or investment strategy. Holdings referenced should not be construed as a recommendation to take
any action (buy or sell). Past performance is not indicative of future results.
Morningstar Analysts have rated the fund a Gold medal (effective 03/17/22).
Morningstar Analyst Rating™(“Rating”): The Rating is a subjective evaluation, is not a credit or risk
rating, and a high rating is not a guarantee for relatively strong performance. The Morningstar’s
Manager Research group (“MRG”) evaluates funds based on five key pillars (process, performance,
people, parent, and price) to determine how they believe funds are likely to perform relative to a
benchmark over the long term on a risk adjusted basis. They consider quantitative and qualitative
factors. The weighting analysis for actively managed strategies are: people and process 45% each;
parent 10%; performance has no explicit weight (it is incorporated into people and process); price
(share-class level where applicable) is subtracted from an expected gross alpha estimate derived from
the analysis of other pillars. The impact of the weighted pillar scores for people, process and parent on
the final Rating is further modified by a measure of the dispersion of historical alphas among relevant
peers.
Rating scale: Gold, Silver, Bronze, Neutral, and Negative. For active funds, Gold, Silver, or Bronze reflects
the MRG’s level of expectation that the fund will be able to deliver positive alpha net of fees relative to
the standard benchmark index assigned to the Morningstar category. Ratings reflect the MRG’s overall
assessment, are overseen by an Analyst Rating Committee, and are continuously monitored and
reevaluated at least every 14 months.
For more detailed information, including its methodology: https://shareholders.
morningstar.com/investorrelations/governance/Compliance-Disclosure/default.aspx. The Rating (i)
should not be used as the sole basis in evaluating a fund, (ii) involves unknown risks and uncertainties
which may cause the MRG’s expectations not to occur or to differ significantly from what they expected,
and (iii) should not be considered an offer or solicitation to buy or sell the fund.
Ratings: The Morningstar Rating™ for funds, or "star rating", is calculated for managed products
(including mutual funds, variable annuity and variable life subaccounts, exchange traded funds, closedend funds, and separate accounts) with at least a three-year history. Exchange-traded funds and open
ended mutual funds are considered a single population for comparative purposes. It is calculated based
on a Morningstar Risk-Adjusted Return measure that accounts for variation in a managed product's
monthly excess performance, placing more emphasis on downward variations and rewarding consistent
performance. The top 10% of products in each product category receive 5 stars, the next 22.5% receive
4 stars, the next 35% receive 3 stars, the next 22.5% receive 2 stars, and the bottom 10% receive 1 star.
The Overall Morningstar Rating for a managed product is derived from a weighted average of the

performance figures associated with its three-, five-, and 10-year (if applicable) Morningstar Rating
metrics. The weights are: 100% three-year rating for 36-59 months of total returns, 60% five-year
rating/40% three-year rating for 60-119 months of total returns, and 50% 10-year rating/30% five-year
rating/20% three-year rating for 120 or more months of total returns. While the 10-year overall star
rating formula seems to give the most weight to the 10-year period, the most recent three-year period
actually has the greatest impact because it is included in all three rating periods. Ratings do not take into
account sales loads.
©2022 Morningstar. All Rights Reserved. The information contained herein: (1) is proprietary to
Morningstar and/or its content providers; (2) may not be copied or distributed; and (3) is not warranted
to be accurate, complete or timely. Neither Morningstar nor its content providers are responsible for
any damages or losses arising from any use of this information. Past performance is no guarantee of
future results. Morningstar information is based on quarter-end data. Please visit
morganstanley.com/im for the latest month-end Morningstar information.
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, equities securities’ values also fluctuate in response to
activities specific to a company. Investments in foreign markets entail special risks such as currency,
political, economic, market and liquidity risks. The risks of investing in emerging market countries are
greater than risks associated with investments in foreign developed countries. Illiquid securities may be
more difficult to sell and value than publicly traded securities (liquidity risk). Focused Investing. To the
extent that the Fund invests in a limited number of issuers, the Fund will be more susceptible to
negative events affecting those issuers and a decline in the value of a particular instrument may cause
the Fund’s overall value to decline to a greater degree than if the Fund were invested more widely.
Privately placed and restricted securities may be subject to resale restrictions as well as a lack of
publicly available information, which will increase their illiquidity and could adversely affect the ability
to value and sell them (liquidity risk).
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. Bitcoin futures expose a portfolio to all of the risks related to bitcoin and also expose the
portfolio to risks specific to bitcoin futures. An investment in bitcoin futures may involve illiquidity risk,
as bitcoin futures are not as heavily traded as other futures given that the bitcoin futures market is
relatively new. In addition, exchanges on which bitcoin futures are traded and their related
clearinghouses and a portfolio’s futures commission merchant (“FCM”) generally require a portfolio to
maintain relatively high levels of initial margin at the clearinghouse and FCM in connection with bitcoin
futures. Initial margin requirements will increase if a portfolio’s bitcoin futures investments increase in
value. For additional risk information, refer to the SAI supplement.
The views and opinions are those of Morningstar, Inc., and referenced third party individuals as of the date
of publication and are subject to change at any time 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 portfolio managers at

Morgan Stanley Investment Management (MSIM) or the views of the Firm as a whole, and may not be
reflected in all the strategies and products that the Firm offers.
Certain information herein is based on data obtained from third party sources believed to be reliable.
However, we have not verified this information, and we make no representations whatsoever as to its
accuracy or completeness.
The information herein is a general communication which is not impartial and has been prepared solely
for information 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 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.
DISTRIBUTION: 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.

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.
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 BANK DEPOSIT
©2022 Morgan Stanley. Morgan Stanley Distribution, Inc.

CRC 4640989 Exp. 4/30/2023

