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Market Risk Outlook

US launched trade disputes on multiple fronts,
risking higher cost of goods for companies as peak-
margin fears already weigh on markets.

First salvo came as US announced tariffs and investment restrictions
aimed at China. A prolonged China-US trade dispute, in which tech
policy plays a larger role than the trade deficit, favors small- and mid-
cap stocks. A trade deal focusing on US agricultural and energy exports
looked plausible, which would be a win for the president’s political base. But
hopes that a transactional approach ends the China-US trade dispute were
dashed when the US slapped $50 billion of tariffs on tech imports and new
restrictions on foreign investment ahead of high-level negotiations. China
surprised with patience. The deal may be salvageable, but the White House’s
hard line on intellectual property will frustrate rapid resolution.

Second salvo was fired at Europe, Mexico and Canada, which were quick
to announce reciprocal tariffs. Cost of manufactured goods could
increase. Citing slow progress in discussions, the US waived exemptions on
steel and aluminum tariffs. Imports account for one-third of total US steel
consumption and duties impact 47% of that. Canada quickly announced a

Rank Topic . o .
symmetric $16.6 billion of tariffs on US goods. The EU offered a more
1 Trade tailored tariff response and looks to WTO complaints. NAFTA negotiations
2 Europe’s Fiscal Dilemma are on hold.
3 MorthKorea Rome Burns, Spain Falls?
4 Energy Italy moved forward with populist, anti-austerity coalition while Spain’s
5 Emerging Markets government collapsed following corruption charges. Risk to regional
6 Latin America Elections financials is elevated, but more fiscal spending could be a tailwind. Left-
i ) and right-wing parties combined in Italy to form a government based on
7 US Midterm Elections increased spending and lower taxes. It could likely expand the deficit beyond
8 Iran EU limits. In response the European Central Bank (ECB) could stop buying
9 Tech Regulation Italian _debt, but that seems unlikely. Soc.ialists also tpok over in Spain
following a “no confidence” vote. The distorted EU incentive structure
10 Defense and Cyber encourages periphery countries to run deficits motivated by low rates, the

ECB’s record as a buyer of last resort and, contrary to EU rules, lack of labor
mobility. Brussels may be forced to reconsider austerity.

Morgan Stanley Wealth Management is the trade name of Morgan Stanley Smith Barney LLC, a registered broker-dealer in the United
States. This material has been prepared for informational purposes only and is not an offer to buy or sell or a solicitation of any offer to
buy or sell any security or other financial instrument or to participate in any trading strategy. Past performance is not necessarily a guide
to future performance. Please refer to important information, disclosures and qualifications at the end of this material.
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Trade

Commentary

Trade supplants Europe as risk to the stock market after US announced
measures aimed at China, Europe, Mexico and Canada. The US
diplomatic trip to China ended with little hope for a trade breakthrough.
Transactional agreement about agriculture and energy exports looked
possible, but US moved ahead with $50 billion of tariffs on tech. This
was subsequently followed with imposition of steel and aluminum tariffs
against Europe, Mexico and Canada. Each quickly responded with
retaliatory tariffs. Investors should expect a prolonged dispute and
resolution process in China and more complicated NAFTA negotiations

Conclusion

Continue to short Chinese equities because of
slowing economy (Nov. 16, 2017). Prolonged
trade dispute adds risk. US small- and mid-
caps are less vulnerable; Europe potentially
benefits. Expect higher costs of goods sold for
large US firms with the most-vulnerable supply
chains (March 18)

Europe’s Fiscal
Dilemma

New government run by coalition of populist left- and right-wing parties
could drive Italy’s deficit about 6% higher in violation of EU rules. The
ECB could stop buying Italian debt, but we believe this is unlikely given
the market size of €2.3 trillion. Anti-austerity and populist politics could
drive capital flight from Italy and increase financials risk around autumn
budget time. In Spain, a corruption finding resulted in a “no confidence”
vote, toppling the government and bringing a Socialist party to power.
Spain’s debt market is €1.2 trillion, which adds to macro risk

Remain overweight European equities on lower
rates and weaker currency (March 14), but risk
in periphery is elevated. Closely monitor
geopolitical developments that could weigh on
financials. Prefer core countries to periphery
and Spain over ltaly

North Korea

After calling off negotiations for mid-June summit, wheels of diplomacy
moved ahead this past week. Investors generally welcomed the recent
US-North Korea-South Korea détente. This could be a positive
development, but we believe the outcome is likely to hinge on differing
definitions of “denuclearization.” Progress toward lasting peace would
generate strong returns. All but the most speculative investors may
choose to wait before betting on diplomatic success

Stick with the holding pattern on South Korean
risk assets (May 8). A major reunification
project leaves plenty of time to get upside after
potential deal. On-again, off-again, on-again
pattern of negotiations is simply too uncertain

Energy Disintegration of OPEC-Russia production quotas should relieve some Remain long oil and oil-exposed companies
tension in the oil market coming from a reduction of about 1 million (Jan. 10) even though catalysts for higher
barrels a day from Iran and Venezuela. Main players likely looking to prices have weakened. Consider income-
forecasted supply-demand imbalance in which global overhang leads to generating assets like master limited
a shortfall, resulting in price stability even in the absence of a deal. We partnerships that have less upside with higher
believe that US shale production serves a swing function, causing price prices but can generate income in the current
cycles of shorter frequency but greater amplitude range of $65 to $75 per barrel

Emerging Pressure on EM continues with greatest volatility in fiscally weak Maintain EM overweight, but tighter financial

Markets countries like Argentina and Turkey, but some oil importers have also conditions, a stronger dollar and high oil prices

struggled. Primary flash points are upcoming elections in Turkey, a
truckers’ strike in Brazil and debate over tax policy in Argentina

do pose risks. Middle East/North Africa
positions include long Egypt (Jan. 31) and short
Turkey (Jan. 31). Asia positions include long
India (March 14) and short Malaysia (May 22)
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Latin America

Commentary

Colombia’s right-leaning candidate moved closer to securing the

Conclusion

Long Pacific markets (Chile, Columbia and

Elections presidency as the election moves into a second runoff. Concerns over Peru), short Atlantic (Argentina, Brazil and
the coming elections in Brazil and Mexico remain elevated, and a Mexico) on election and economic risks.
truckers’ strike in Brazil has added to economic uncertainty. Historical Regional defensive sectors like consumer
equity performance is not kind to investors in election years: regional staples and health care historically outperform
equities have underperformed in the months before the elections and before and after elections (May 8)
immediately after. Additional disheartening news out of Argentina was
the president’s veto of a legislative measure aimed at reducing taxes.
The move is good for fiscal health, but is bad for markets and sets up
more confrontation between the two branches of government

US Midterm New excitement surrounds a potential infrastructure program that could Infrastructure bill unlikely before midterms (April

Elections be anywhere from a few hundred billion dollars to multiple trillions. We 26). Instead, consider firms that benefit from
believe the likelihood of any infrastructure bill ahead of the midterm higher capital spending, which the market may
elections is low. Investors should not get excited about further fiscal be underestimating. Also, cybersecurity firms
spending and should instead plan for a contentious and polarized could benefit from concerns about election
political climate leading up to November. Tax reform, passed in late integrity (March 5). US defensive sectors have
2017, is the administration’s flagship domestic policy achievement, but historically outperformed ahead of the midterm
the measure has not provided hoped-for popular support. Initial elections while cyclical does well after (May 22)
evidence does suggest that companies are investing

Iran Europe scrambles to find a means of protecting firms from US sanctions Short Middle East equities as Iran and Saudi

following the president’s decision to exit the Iran nuclear deal.
Protective measures may have little impact given the modest
investment European companies have made since entering into the Iran
agreement and the potential cost of violating US sanctions. Should the
possibility of foreign investment evaporate in the coming months, Iran
will have less incentive to remain party to the agreement

Arabia remain on a collision course over
regional supremacy even as oil moves higher
(Jan. 31). The US’ unilateral withdrawal could
create drag on the US and the global economy
if oil prices spike

Tech Regulation

US regulatory risk for technology companies has receded since
Facebook CEO Mark Zuckerberg's congressional testimony, but we
caution that these tides are cyclical. The EU imposed the General Data
Protection Regulation for improved data protection, which impacts some
of the largest US tech companies

Use regulation-driven weakness as buying
opportunities for top tech companies. Expect
new round of debate over regulation close to
US midterms. Tech also benefits from US tax
bill encouraging capital expenditures

Defense and
Cyber

Philippines President Rodrigo Duterte opened the door to conflict in
South China over island building and disputed waters

Long cyber companies positioned to benefit
from increased spending in latest US budget
(March 15). Defense stocks also appear poised
to rise

Please refer to important information, disclosures and qualifications at the end of this material.
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Index Definitions

For index, indicator and survey definitions referenced in this report please visit the
following: http://www.morganstanleyfa.com/public/projectfiles/id.pdf

Risk Considerations

Investing in commodities entails significant risks. Commodity prices may be affected by a variety of factors at any time, including but not limited to,
(i) changes in supply and demand relationships, (ii) governmental programs and policies, (iii) national and international political and economic events,
war and terrorist events, (iv) changes in interest and exchange rates, (v) trading activities in commodities and related contracts, (vi) pestilence,
technological change and weather, and (vii) the price volatility of a commodity. In addition, the commodities markets are subject to temporary
distortions or other disruptions due to various factors, including lack of liquidity, participation of speculators and government intervention.

Physical precious metals are non-regulated products. Precious metals are speculative investments, which may experience short-term and long
term price volatility. The value of precious metals investments may fluctuate and may appreciate or decline, depending on market conditions. If sold
in a declining market, the price you receive may be less than your original investment. Unlike bonds and stocks, precious metals do not make interest
or dividend payments. Therefore, precious metals may not be suitable for investors who require current income. Precious metals are commodities
that should be safely stored, which may impose additional costs on the investor. The Securities Investor Protection Corporation (“SIPC”) provides
certain protection for customers’ cash and securities in the event of a brokerage firm’s bankruptcy, other financial difficulties, or if customers’ assets
are missing. SIPC insurance does not apply to precious metals or other commodities.

Bonds are subject to interest rate risk. When interest rates rise, bond prices fall; generally the longer a bond's maturity, the more sensitive it is to this risk.
Bonds may also be subject to call risk, which is the risk that the issuer will redeem the debt at its option, fully or partially, before the scheduled maturity date.
The market value of debt instruments may fluctuate, and proceeds from sales prior to maturity may be more or less than the amount originally invested or the
maturity value due to changes in market conditions or changes in the credit quality of the issuer. Bonds are subject to the credit risk of the issuer. This is the
risk that the issuer might be unable to make interest and/or principal payments on a timely basis. Bonds are also subject to reinvestment risk, which is the risk
that principal and/or interest payments from a given investment may be reinvested at a lower interest rate.

Bonds rated below investment grade may have speculative characteristics and present significant risks beyond those of other securities, including greater
credit risk and price volatility in the secondary market. Investors should be careful to consider these risks alongside their individual circumstances, objectives
and risk tolerance before investing in high-yield bonds. High yield bonds should comprise only a limited portion of a balanced portfolio.

Yields are subject to change with economic conditions. Yield is only one factor that should be considered when making an investment decision.
Equity securities may fluctuate in response to news on companies, industries, market conditions and general economic environment.
Companies paying dividends can reduce or cut payouts at any time.

Investing in smaller companies involves greater risks not associated with investing in more established companies, such as business risk,
significant stock price fluctuations and illiquidity.

Stocks of medium-sized companies entail special risks, such as limited product lines, markets, and financial resources, and greater market
volatility than securities of larger, more-established companies.

The indices are unmanaged. An investor cannot invest directly in an index. They are shown for illustrative purposes only and do not represent the
performance of any specific investment.

The indices selected by Morgan Stanley Wealth Management to measure performance are representative of broad asset classes. Morgan
Stanley Smith Barney LLC retains the right to change representative indices at any time.

Credit ratings are subject to change.

Because of their narrow focus, sector investments tend to be more volatile than investments that diversify across many sectors and companies.
Technology stocks may be especially volatile. Risks applicable to companies in the energy and natural resources sectors include commodity
pricing risk, supply and demand risk, depletion risk and exploration risk.

Rebalancing does not protect against a loss in declining financial markets. There may be a potential tax implication with a rebalancing strategy.
Investors should consult with their tax advisor before implementing such a strategy.

Investing in foreign emerging markets entails greater risks than those normally associated with domestic markets, such as political, currency,
economic and market risks.

Investing in foreign markets entails greater risks than those normally associated with domestic markets, such as political, currency, economic and
market risks. Investing in currency involves additional special risks such as credit, interest rate fluctuations, derivative investment risk, and
domestic and foreign inflation rates, which can be volatile and may be less liquid than other securities and more sensitive to the effect of varied
economic conditions. In addition, international investing entails greater risk, as well as greater potential rewards compared to U.S. investing. These
risks include political and economic uncertainties of foreign countries as well as the risk of currency fluctuations. These risks are magnified in
countries with emerging markets, since these countries may have relatively unstable governments and less established markets and economies.

Please refer to important information, disclosures and qualifications at the end of this material. 4
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Certain securities referred to in this material may not have been registered under the U.S. Securities Act of 1933, as amended, and, if not, may not
be offered or sold absent an exemption therefrom. Recipients are required to comply with any legal or contractual restrictions on their purchase,
holding, and sale, exercise of rights or performance of obligations under any securities/instruments transaction.

Disclosures

Morgan Stanley Wealth Management is the trade name of Morgan Stanley Smith Barney LLC, a registered broker-dealer in the United States. This
material has been prepared for informational purposes only and is not an offer to buy or sell or a solicitation of any offer to buy or sell any security or
other financial instrument or to participate in any trading strategy. Past performance is not necessarily a guide to future performance.

The author(s) (if any authors are noted) principally responsible for the preparation of this material receive compensation based upon various factors,
including quality and accuracy of their work, firm revenues (including trading and capital markets revenues), client feedback and competitive factors.
Morgan Stanley Wealth Management is involved in many businesses that may relate to companies, securities or instruments mentioned in this
material.

This material has been prepared for informational purposes only and is not an offer to buy or sell or a solicitation of any offer to buy or sell any
security/instrument, or to participate in any trading strategy. Any such offer would be made only after a prospective investor had completed its own
independent investigation of the securities, instruments or transactions, and received all information it required to make its own investment decision,
including, where applicable, a review of any offering circular or memorandum describing such security or instrument. That information would contain
material information not contained herein and to which prospective participants are referred. This material is based on public information as of the
specified date, and may be stale thereafter. We have no obligation to tell you when information herein may change. We make no representation or
warranty with respect to the accuracy or completeness of this material. Morgan Stanley Wealth Management has no obligation to provide updated
information on the securities/instruments mentioned herein.

The securities/instruments discussed in this material may not be suitable for all investors. The appropriateness of a particular investment or strategy
will depend on an investor's individual circumstances and objectives. Morgan Stanley Wealth Management recommends that investors
independently evaluate specific investments and strategies, and encourages investors to seek the advice of a financial advisor. The value of and
income from investments may vary because of changes in interest rates, foreign exchange rates, default rates, prepayment rates,
securities/instruments prices, market indexes, operational or financial conditions of companies and other issuers or other factors. Estimates of future
performance are based on assumptions that may not be realized. Actual events may differ from those assumed and changes to any assumptions
may have a material impact on any projections or estimates. Other events not taken into account may occur and may significantly affect the
projections or estimates. Certain assumptions may have been made for modeling purposes only to simplify the presentation and/or calculation of any
projections or estimates, and Morgan Stanley Wealth Management does not represent that any such assumptions will reflect actual future events.
Accordingly, there can be no assurance that estimated returns or projections will be realized or that actual returns or performance results will not
materially differ from those estimated herein.

This material should not be viewed as advice or recommendations with respect to asset allocation or any particular investment. This information is
not intended to, and should not, form a primary basis for any investment decisions that you may make. Morgan Stanley Wealth Management is not
acting as a fiduciary under either the Employee Retirement Income Security Act of 1974, as amended or under section 4975 of the Internal Revenue
Code of 1986 as amended in providing this material except as otherwise provided in writing by Morgan Stanley and/or as described at
www.morganstanley.com/disclosures/dol.

Morgan Stanley Smith Barney LLC, its affiliates and Morgan Stanley Financial Advisors do not provide legal or tax advice. Each client
should always consult his/her personal tax and/or legal advisor for information concerning his/her individual situation and to learn about
any potential tax or other implications that may result from acting on a particular recommendation.

This material is disseminated in Australia to “retail clients” within the meaning of the Australian Corporations Act by Morgan Stanley Wealth
Management Australia Pty Ltd (A.B.N. 19 009 145 555, holder of Australian financial services license No. 240813).

Morgan Stanley Wealth Management is not incorporated under the People's Republic of China ("PRC") law and the material in relation to this report
is conducted outside the PRC. This report will be distributed only upon request of a specific recipient. This report does not constitute an offer to sell or
the solicitation of an offer to buy any securities in the PRC. PRC investors must have the relevant qualifications to invest in such securities and must
be responsible for obtaining all relevant approvals, licenses, verifications and or registrations from PRC's relevant governmental authorities.

If your financial adviser is based in Australia, Switzerland or the United Kingdom, then please be aware that this report is being distributed by the
Morgan Stanley entity where your financial adviser is located, as follows: Australia: Morgan Stanley Wealth Management Australia Pty Ltd (ABN 19
009 145 555, AFSL No. 240813); Switzerland: Morgan Stanley (Switzerland) AG regulated by the Swiss Financial Market Supervisory Authority; or
United Kingdom: Morgan Stanley Private Wealth Management Ltd, authorized and regulated by the Financial Conduct Authority, approves for the
purposes of section 21 of the Financial Services and Markets Act 2000 this material for distribution in the United Kingdom.

Morgan Stanley Wealth Management is not acting as a municipal advisor to any municipal entity or obligated person within the meaning of Section
15B of the Securities Exchange Act (the “Municipal Advisor Rule”) and the opinions or views contained herein are not intended to be, and do not
constitute, advice within the meaning of the Municipal Advisor Rule.

This material is disseminated in the United States of America by Morgan Stanley Smith Barney LLC.
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Third-party data providers make no warranties or representations of any kind relating to the accuracy, completeness, or timeliness of the data they
provide and shall not have liability for any damages of any kind relating to such data.

This material, or any portion thereof, may not be reprinted, sold or redistributed without the written consent of Morgan Stanley Smith Barney LLC.

© 2018 Morgan Stanley Smith Barney LLC. Member SIPC.
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