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GIMA 2018 Alternative Investments Themes  
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Source: Morgan Stanley Wealth Management Global Investment Manager Analysis (GIMA). Illiquidity premium is the extra yield investors expect to earn for giving up control to liquidate their capital 
for a certain period of time. 
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GIMA 2018 Alternative Investments Themes  

Theme Implementation Key Rationale 

Capitalizing on 
Increasing Volatility 

Global Macro  
Managed Futures 

Market volatility should increase across bonds, equities, currencies, 
and commodities, driven by Fed interest rate hikes, tighter financial 
conditions, increased credit and economic data volatility, 
decelerating growth, and higher oil prices.   

Late Cycle/ Defensive 
Positioning 

Distressed Investing 
Real Estate Debt 

In the current “late stage” economic cycle, consider strategies that 
capitalize on eventual distress and focus on managers that are 
positioned to provide support in a market downturn. 

Hedged Equity Late Cycle Equity 
Long/Short 

Equity long/short has been broadly supported on the long side by low 
correlations and relatively low dispersion. Should earnings dispersion 
and market volatility increase, equity long/short may also benefit 
from shorting/hedging and late-cycle factor and sector exposures. 

Alternative & 
Enhanced Income 

Non-Traded Real Estate  
Structured Credit 

Sr. Sec. Direct Lending 
Value-Add Real Estate 

Investors should seek alternative solutions for potential attractive 
income relative to traditional fixed income and interest rate-sensitive 
equities, given lower return expectations and rising rate headwinds. 
Also, real estate may provide an inflation hedge if the US dollar 
continues to weaken. 

Source: Morgan Stanley Wealth Management GIMA 
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GIMA 2018 Alternative Investments Themes  

Theme Implementation Key Rationale 

Capture the Equity 
Illiquidity Premium 

Small/Mid Market 
Buyout 

In a high valuation and competitive environment, focus on small/mid 
market buyout firms that may be better positioned to deliver an 
illiquidity premium1 due to lower valuations, pull various levers to 
drive growth, and have exposure to a larger opportunity set. 

Create Value on the 
Buy 

Secondaries 
Co-Investments 

Utilize the structural advantages of certain alternatives to create 
value through j-curve mitigation2, purchasing assets at a discount, 
and lower fees. 

Infrastructure 
Spending Private Infrastructure 

Investors should consider strategies that may enhance portfolio 
diversification and provide an inflation hedge while meeting the 
world’s infrastructure needs. 

Portfolio Diversifiers 
With Low Correlation 

Relative Value/ 
Trading Strategies 

Given expectations for muted traditional public equity and fixed 
income returns and increasing volatility, investors should seek 
Relative Value and Trading Strategies that can produce attractive risk-
adjusted results with low correlation to the broad equity market.   

Source: Morgan Stanley Wealth Management GIMA. (1) Illiquidity premium is the extra yield investors expect to earn for giving up control to liquidate their capital for a certain period of time.  
(2) The J-curve effect refers to a "J" shaped section of a time-series graph in which the curve falls into negative territory and then gradually rises to a higher level than before the decline. 
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Market Environment 

Source: FactSet, Bloomberg, BofA, Federal Reserve, Morgan Stanley Wealth Management GIC. (1) Equity volatility represented by the VIX Index. (2) Rate volatility represented by the Merrill Lynch Option Volatility Estimate 
(MOVE) Index; FactSet, Morgan Stanley Wealth Management GIMA.  

• Volatility remained at historically low levels during 
2017 with the intra-year drawdown for the S&P 500 
ranking as the lowest level (only -3%) in 38 years  

• Conversely, despite a continuation of strong 
economic data, volatility surged in 1Q18 amid a 
backdrop of geopolitical concerns, higher interest 
rates due to inflation fears, and looming threats of 
trade war 

• YTD through May, the S&P 500 has 
experienced two ~10%  intra-month 
drawdowns in 2018 

• Improving global growth, late-cycle 
inflationary pressures, and impact from the 
recent tax reform (which significantly 
increased the Federal Deficit) have acted as 
catalysts for the Fed to continue rate hikes in 
2018 

• Although the recent increase in volatility has 
been more equities-related, if rates and 
inflation normalize as expected, this could 
lead to an increase in volatility more broadly 
across capital markets (i.e., including fixed 
income, currencies, and commodities) 

NY Fed Underlying Inflation Gauge and Core CPI 
As of April 30, 2018  
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Market Environment 

• Correlations had remained elevated since the 
financial crisis; however, monetary policy (tightening) 
and global economic growth (expanding) are 
diverging, leading to a market characterized by lower 
correlations between asset classes and regions 

• Global cross-asset & regional correlations 
notably declined in 2017 and, despite a recent 
uptick due to headline-driven volatility, remain 
at low levels, supporting active management 

• Improved conditions across correlations (lower) and 
volatility (higher) are conducive to active 
management; additionally, should the market begin 
to experience more pronounced valuation and 
earnings dispersion, that would also support active 
management  

• Muted traditional equity and fixed income return 
expectations may lead to increased capital rotation 
into alternatives; as the market has moved beyond a 
“melt-up” environment to start the year, alternatives 
will have the opportunity to provide investors with 
attractive risk-adjusted results throughout 2018 

Source: FactSet, Morgan Stanley Wealth Management GIMA. 
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Source: Bloomberg, Morgan Stanley Wealth Management GIMA 

Flatter Yield Curve Points to Rise in Volatility 
As of May 31, 2018 
 

Global Macro Strategies Can Potentially Provide Higher Returns  
As of March 2009 
 

Managed Futures & Global Macro 
• Managed Futures and Global Macro may deliver 

uncorrelated returns in an environment characterized 
by interest rate normalization and capital markets 
volatility (across bonds, equities, currencies, and  
commodities) 

• Managers that trade globally and across asset 
classes can provide potentially higher returns 
with lower volatility during market drawdowns 

• Managed Futures, which exploits trends in currencies, 
rates, and commodities, have generally benefitted 
during periods of heightened volatility 

• In the short run (as was evidenced in 
February), Managed Futures may not always 
act as a hedge for long equity. Although CTAs 
have historically demonstrated low-to-no 
correlation over longer periods of time, over 
the short term, these strategies may become 
highly correlated to equities 

• Global Macro, which primarily focuses on broad 
moves based on systemic risk (including changes in 
global economic policies and capital flows), could 
provide higher returns during periods of increased 
dispersion in fixed income, currencies, and regions 
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Late Cycle/Defensive Positioning 

Source: Morgan Stanley Wealth Management GIMA, Morgan Stanley & Co. Research, S&P LCD; Federal Reserve, Trepp 

Distressed Investing 
• Over-levered balance sheets, combined with slow 

global growth, have historically been followed by 
periods of default 

• High yield and leveraged loan issuance has reached 
record levels post crisis with a spike in lower quality 

• Invest in managers that seek control or non-control 
positions in distressed credit 

• Favor illiquid managers with dry powder ready to 
deploy in the event of credit market dislocations 
when raising capital tends to be difficult 

Real Estate Debt 
• Cumulative commercial mortgage loan maturities 

through 2022 totaling $1.8 trillion are projected to 
require financing. Insufficient capital exists for 
refinancing transitional properties 

• Traditional lenders have generally exited the 
transitional commercial real estate loan business and 
currently focus on stabilized properties  

• Floating rate private real estate debt provides support 
in a rising rate environment and an attractive risk-
adjusted return profile due to built-in support against 
the first loss position of equity 

CRE Loan Maturities 
As of September 30, 2017 
 
 

US High Yield and Leveraged Loan Issuance 
As of June 4, 2018 
 

0

100

200

300

400

500

20
18

20
19

20
20

20
21

20
22

20
23

20
24

20
25

$ 
B

ill
io

ns
 

Banks CMBS Life Cos Other

Late Cycle/ 
Defensive 

Positioning 

278 

467 
529 

139 
203 

445 449 

640 

778 
687 

519 566 

779 

325 

0
100
200
300
400
500
600
700
800
900

$ 
B

ill
io

ns
 

Page 8 of 23

Presenter
Presentation Notes
{title}:GIMATheme007:




Past performance is no guarantee of future results. Estimates of future performance are based on assumptions that may not be realized. This material is not a solicitation of any offer to buy or sell any security or other 
financial instrument or to participate in any trading strategy. Please refer to important information, disclosures and qualifications at the end of this material. This slide sourced from Market Performance section. 

WEALTH MANAGEMENT INVESTMENT RESOURCES  |  CHARTBOOK  |  GIMA 2018 ALTERNATIVE INVESTMENTS THEMES 

Hedged Equity 

Source: Bloomberg, Morgan Stanley & Co. Research; Morgan Stanley Wealth Management GIMA. Drawdown is the peak-to-trough decline during a specific period. 
 
 

Late-Cycle Equity Long/Short 
• S&P 500 P/E multiples peaked in December 2017  with 

the passage of the tax bill and market sentiment for 
equities became more optimistic to start 1Q18 as the 
equity market reached extreme levels in terms of 
being overbought 

• Equity long/short funds also reached near highs in 
gross leverage (since 2005) going into 2018 

• Equity long/short managers that have proven to be 
highly adaptable (e.g., varying net exposure and 
positioning) may deliver strong risk-adjusted returns 
due to increased volatility and dispersion 

• During 1Q18, equity volatility increased, 
leading to a normalization in intra-year 
drawdowns (the equity market experienced 
two  intra-month ~10% drawdowns YTD) 

• Given that late-cycle inflationary pressures are likely 
to increase throughout 2018, we have a preference 
for equity long/short funds with late-cycle factor 
(value-oriented) and sector biases (industrials, 
energy, financials, discretionary, and select 
technology industries that focus on capex 
beneficiaries, etc.) 

  

Factor Sensitivity (Beta) of US Sectors 
As of May 31, 2018  
 

S&P 500 Forward P/E Ratio 
As of May 31, 2018 

Hedged 
Equity 

Value Growth Quality Momentum
Financials 0.79 -1.28 0.61 -0.30
Technology -1.76 2.00 -0.28 1.03
Cons. Disc. 0.87 -0.68 0.23 -0.47
Cons. Staples 0.33 -0.41 1.15 -0.56
Energy 1.04 -0.73 -3.10 -0.21
Health -0.89 1.22 -0.33 0.45
Industrial 0.08 -0.36 0.05 -0.08
Materials 0.16 -0.15 -0.86 0.06
Real Estate 0.24 -0.10 0.90 -0.38
Telecom 1.25 -0.98 0.64 -0.82
Utilities -0.65 0.23 2.41 -0.02
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Alternative and Enhanced Income 
Private Real Estate Performance and Volatility Vs. Stocks  
and Bonds   
As of March 31, 2018  
 

Source: Morgan Stanley Wealth Management GIMA. Reported returns and volatility are based on data from the above-mentioned indices. The NAREIT All Equity and S&P 500 indexes reflect total 
returns.   

Non-Traded Real Estate & Structured Credit 
• Improving global growth and inflation has led to 

rising rates, which has negatively impacted prices of 
longer-duration bonds and publicly listed REITs 

• However, underlying real estate property 
fundamentals remain relatively strong due to 
continued economic and employment growth leading 
to solid demand, strong cash flow, low vacancy rates, 
and healthy transaction volume  

• Along with serving as a potential inflation 
hedge, Non-Traded Real Estate strategies 
offer attractive, consistent income with a 
significantly lower volatility profile than public 
REITs, low correlation to US stocks and public 
REITs, and a negative correlation to US bonds 

• Along with continued strong Commercial Mortgage-
Backed Securities (CMBS) demand, structured credit 
funds can also benefit from opportunistic Asset-
Backed Securities (ABS) and Collateralized Loan 
Obligations (CLOs) positions that may provide 
greater support in a rising rate environment due to 
the floating-rate nature of the underlying securities 
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Alternative and Enhanced Income 

Source: Morgan Stanley Wealth Management GIMA; Cliffwater Research, S&P/LSTA Leverage Loan Index, Bloomberg Barclays US Corporate High Yield Index. RCA; IPD and AEW Research.  
RCA changed their methodology for calculating their Commercial Property Price indices in September 2017. 

Senior Secured Direct Lending 
• The bank retrenchment from lending, coupled with 

record levels of private equity dry powder and the 
impending loan maturity wall, create supply/demand 
imbalance in the middle market 

• In addition to outperforming leveraged loans and high 
yield, privately negotiated loans have delivered equal 
or lower loss rates over the market cycle 

• We prefer managers who invest at the top of the 
capital structure, with moderate leverage, that have 
invested through the cycle and have experience in 
company workouts  

Value-Add Real Estate 
• Consider value-add real estate in high growth and 

liquid property markets, which targets in-place cash-
flowing properties and has attractive current yields 

• Select sectors such as senior housing and multi-family 
whose growth is driven by projected long-term 
demand growth and constrained supply 

• Value-add strategies that invest in non-major US 
markets with strong population and employment 
growth, and local economies tied to growth industries 
such as education, healthcare and technology 

Property Values by Market 
As of April 30, 2018; indices = 100 at December 31, 2006 
 
 

10-Year Annualized Returns 
As of December 31, 2017 
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Capture the Equity Illiquidity Premium 

Source: Morgan Stanley Wealth Management GIMA, Thomson ONE’s Cambridge Associates; S&P Leveraged Buyout Review 4Q 2017; mPME represents public market equivalent. Vintage year returns 
beyond 2013 are not meaningful. Illiquidity premium is the extra yield investors expect to earn for giving up control to liquidate their capital for a certain period of time. Internal rate of return (IRR) is the 
interest rate at which the net present value of all the cash flows (both positive and negative) from a project or investment equal zero. Internal rate of return is used to evaluate the attractiveness of a 
project or investment. 
 

Small/Mid Market Buyout  
• Including the global financial crisis, US buyouts 

delivered an illiquidity premium every year since 
2000, except 2013 

• Even in the worst vintage year since 2000, buyouts 
still delivered an 8% median internal rate of return 
(IRR) (14% for top quartile) 

• In a richly priced and competitive environment driven 
by significant amounts of dry powder, larger-cap 
managers may potentially face challenges in 
deploying capital 

• Focus on smaller, middle-market buyout firms that 
are better positioned to deliver an illiquidity premium 
due to lower valuations, the ability to pull various 
levers to drive growth  and exit, as well as those that 
have exposure to a larger opportunity set 

Purchase Price Multiples by LBO Transaction Size (Enterprise Value) 
As of March 31, 2018 
 
 

US Buyout Illiquidity Premium vs S&P 500 mPME 
As of September 30, 2017 
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Create Value on the Buy 
 
 

Source: Morgan Stanley Wealth Management GIMA, Greenhill Cogent; Preqin Investor Interviews, December 2017. (1) The J-curve effect refers to a "J" shaped section of a time-series graph in which 
the curve falls into negative territory and then gradually rises to a higher level than before the decline.  

Secondaries  
• Managers typically purchase limited partnership (LP) 

interests at a discount to NAV, creating immediate 
value as well as mitigating the j-curve effect1 

• Secondaries reduce blind pool risk and add 
diversification by vintage year, geography, and 
industry type 

• Institutional LPs have traditionally utilized 
secondaries for liquidity and rebalancing their private 
equity/real estate exposure and general partners (GP) 
are increasingly using secondaries as a tool to help 
restructure their funds. As a result,  the secondary 
market volume has grown from $25 billion in 2011 to 
$40 billion in 2015 and $58 billion in 2017 

• Market corrections offer the opportunity for 
secondary players to take advantage of price volatility 

Co-investments 
• Co-investments offer lower fees than the traditional 

“2 and 20” and therefore a lower cost of access to 
private equity strategies with potentially stronger 
returns 

• Co-investments offer diversification to GPs that an 
investor may not otherwise access 
 

LPs’ Motivations for Co-Investing Alongside a Fund 
As of December 31, 2017 
 
 

Secondary Pricing Over Time 
As of January 30, 2018 
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financial instrument or to participate in any trading strategy. Please refer to important information, disclosures and qualifications at the end of this material. This slide sourced from Market Performance section. 
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Infrastructure Spending 
 
 

Source: Morgan Stanley Wealth Management GIMA; United Nations, McKinsey & Co. “Bridging Global Infrastructure Gaps”; Thomson ONE, Bloomberg Private Infrastructure data sourced from 
Thomson ONE’s Cambridge Associates benchmarking data base.  

Private Infrastructure  
• It is estimated that $3.3 trillion is required annually 

through 2030 to support projected global economic 
growth forecasts. Based on most recent data of 
current spending, the world spends only $2.5 trillion 
to address infrastructure needs, thus presenting a 
funding gap 

• Since the global financial crisis, global governments’ 
investments in infrastructure as a % of GDP—a 
primary source of infrastructure spending—have 
declined steadily 

• There is a growing opportunity set for private capital 
providers to address the infrastructure spending need 
growing throughout the world  

• Infrastructure may enhance portfolio diversification 
as well as offer an attractive cash flow profile. It may 
also potentially act as an inflation hedge 
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Annual Infrastructure Spending Worldwide 
As of June 30, 2016 
 

Infrastructure 
Spending 

Private 
Infrastructure 

S&P 500 
Bloomberg 

Barclays Agg. 

Private 
Infrastructure 

1.00 0.64 -0.14 

S&P 500 0.64 1.00 -0.29 

Bloomberg 
Barclays Agg. 

-0.14 -0.29 1.00 
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Portfolio Diversifiers With Low Correlation 

Source: Bloomberg, Morgan Stanley Wealth Management GIMA. Long-run correlations calculated from 1/31/90. Efficient frontier, Time period: 7Y; Alternatives represented by relative value 
hedge funds on the GIMA platform. Note: (1) Managed futures data incepted in April 30, 2007.  
 

Relative Value/Trading Strategies 
• Bond yields remain relatively low by historical 

standards (as measured by 10-year sovereign bond 
yields across the US, UK, Japan, and Germany)  

• Further, QE suppressed volatility post-GFC (Jan 2010–
Dec 2017) resulting in elevated risk-adjusted returns 
for a 60/40 portfolio versus long–term historical 
averages; as rates and volatility continue to 
normalize, investors in balanced 60/40 portfolios 
should consider using alternatives as a lower 
correlation portfolio diversifier as bonds may not 
provide the same level of portfolio diversification  

• In 1Q18, declining cross-asset correlations and 
rising equity volatility provided the backdrop 
for relative value managers to exhibit their 
ability to preserve capital  

• Preference for nimble Relative Value strategies that 
seek to take advantage of security and sector 
dispersion 

• For investors seeking better risk-adjusted 
returns relative to fixed income, target funds 
with volatility in the mid-single-digit range and 
relatively low-to-no correlation and/or beta to 
equities 
 

Portfolio 
Diversifiers 
with Low 

Correlation 

Sharpe Ratio of a 60% S&P 500 / 40% Bloomberg Barclays US Aggregate 
Portfolio 
As of May 31, 2018  

Alternatives’ Outperformance in Rising Rate Environments 
As of May 31, 2018 

Avg. HFRI FoF Index 
outperformance in 

rising rate 
environments: +11% 
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Convertible Arbitrage is a market-neutral investment strategy often employed by hedge funds. It typically involves taking a long strategy in a convertible arbitrage and a short 
position in the underlying common stock, in order to capitalize on pricing inefficiencies between the convertible and the stock. 
Credit Long/Short This strategy consists of a core holding of long credits hedged at all times with varying degrees of short sales of bonds and/or index options. Some managers 
maintain a substantial portion of assets within a hedge structure and commonly employ leverage. 
Distressed Credit involves directly working with a company that has filed for bankruptcy or has a significant chance of filing for bankruptcy in the near future to extend it credit on 
behalf of the hedge fund. This credit can be in the form of bonds or even a revolving credit line. The distressed firm usually needs a lot of cash to turn things around; if more than 
one hedge fund extends credit, then none of the funds are overexposed to the default risk tied to one investment. This is why multiple hedge funds and investment banks usually 
undertake the endeavor together.  
Equity Long/Short This strategy consists of a core holding of long equities hedged at all times with varying degrees of short sales of stock and/or index options. Some managers 
maintain a substantial portion of assets within a hedge structure and commonly employ leverage. 
Equity Market Neutral Equity market neutral strategies employ sophisticated quantitative techniques of analyzing price data to ascertain information about future price 
movement and relationships between securities, select securities for purchase and sale. These can include both factor-based and statistical arbitrage/trading strategies. Factor-
based investment strategies include strategies in which the investment thesis is predicated on the systematic analysis of common relationships between securities. In many but not 
all cases, portfolios are constructed to be neutral to one or multiple variables, such as broader equity markets in dollar or beta terms, and leverage is frequently employed to 
enhance the return profile of the positions identified. Statistical arbitrage/trading strategies consist of strategies in which the investment thesis is predicated on exploiting pricing 
anomalies which may occur as a function of expected mean reversion inherent in security prices; high frequency techniques may be employed and trading strategies may also be 
employed on the basis of technical analysis or opportunistically to exploit new information the investment manager believes has not been fully, completely or accurately discounted 
into current security prices. Equity market neutral strategies typically maintain characteristic net equity market exposure no greater than 10% long or short. 
Event Driven Investment managers in this strategy maintain positions in companies currently or prospectively involved in corporate transactions of a wide variety including but not 
limited to mergers, restructurings, financial distress, tender offers, shareholder buybacks, debt exchanges, security issuance or other capital structure adjustments. Security types 
can range from most senior in the capital structure to most junior or subordinated, and frequently involve additional derivative securities. Event-driven exposure includes a 
combination of sensitivities to equity markets, credit markets and idiosyncratic, company-specific developments. Investment theses are typically predicated on fundamental 
characteristics (as opposed to quantitative), with the realization of the thesis predicated on a specific development exogenous to the existing capital structure. 
Global Macro This is a hedge fund strategy that bases its holdings—such as long and short positions in various equity, fixed income, currency, and futures markets—primarily on 
overall economic and political views of various countries (macroeconomic principles). 
Hedge Fund of Funds This strategy tracks investment managers who trade a broad range of strategies in which the investment process is predicated on movements in underlying 
economic variables and the impact these have on equity, fixed income, hard currency and commodity markets. Managers employ a variety of techniques, both discretionary and 
systematic analysis, combinations of top down and bottom up theses, quantitative and fundamental approaches and long and short term holding periods. Although some strategies 
employ relative value techniques, macro strategies are distinct from relative value strategies in that the primary investment thesis is predicated on predicted or future movements 
in the underlying instruments, rather than realization of a valuation discrepancy between securities. In a similar way, while both macro and equity hedge managers may hold equity 
securities, the overriding investment thesis is predicated on the impact movements in underlying macroeconomic variables may have on security prices, as opposed to equity 
hedge, in which the fundamental characteristics of the company are the most integral to the investment thesis. 
Managed Futures Funds These funds primarily trade liquid global futures, options, swaps, and foreign exchange contracts, both listed and over-the-counter. A majority of these 
funds follow trend-following, price-momentum strategies. Other strategies included in this category are systematic mean reversion, discretionary global macro strategies, 
commodity index tracking, and other futures strategies. More than 60% of the fund’s exposure is invested through derivative securities. These funds obtain exposure primarily 
through derivatives; the holdings are largely cash instruments. 
Relative Value Investment managers in this strategy maintain positions in which the investment thesis is predicated on realization of a valuation discrepancy in the relationship 
between multiple securities. They employ a variety of fundamental and quantitative techniques to establish investment theses, and security types range broadly across equity, fixed 
income, derivatives or other security types. 

 

Alternative Strategy Definitions 
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Morgan Stanley Wealth Management is the trade name of Morgan Stanley Smith Barney LLC, a registered broker-dealer in the United States.

The sole purpose of this material is to inform, and it in no way is intended to be an offer or solicitation to purchase or sell any security, other investment or service, or to attract any funds or deposits . 
Investments mentioned may not be suitable for all clients. Any product discussed herein may be purchased only after a client has carefully reviewed the offering memorandum and executed the 
subscription documents. Morgan Stanley Wealth Management has not considered the actual or desired investment objectives, goals, strategies, guidelines, or factual circumstances of any investor in 
any fund(s). Before making any investment, each investor should carefully consider the risks associated with the investment, as discussed in the applicable offering memorandum, and make a 
determination based upon their own particular circumstances, that the investment is consistent with their investment objectives and risk tolerance . Morgan Stanley Smith Barney LLC offers 
investment program services through a variety of investment programs, which are opened pursuant to written client agreements. Each program offers investment managers, funds and features that 
are not available in other programs; conversely, some investment managers, funds or investment strategies may be available in more than one program.

Morgan Stanley’s investment advisory programs may require a minimum asset level and, depending on your specific investment objectives and financial position, may not be suitable for you . Please 
see the Morgan Stanley Smith Barney LLC program disclosure brochure (the “Morgan Stanley ADV”) for more information in the investment advisory programs available. The Morgan Stanley ADV is 
available at www.morganstanley.com/ADV. Sources of Data. Information in this material in this report has been obtained from sources that we believe to be reliable, but we do not guarantee its 
accuracy, completeness or timeliness. Third-party data providers make no warranties or representations relating to the accuracy, completeness or timeliness of the data they provide and are not liable 
for any damages relating to this data. All opinions included in this material constitute the Firm’s judgment as of the date of this material and are subject to change without notice . This material was not 
prepared by the research departments of Morgan Stanley & Co. LLC or Morgan Stanley Smith Barney LLC. Some historical figures may be revised due to newly identified programs, firm restatements, 
etc.

Global Investment Manager Analysis (GIMA) Focus List, Approved List and Tactical Opportunities List; Watch Policy. GIMA uses two methods to evaluate investment products in applicable 
advisory programs: Focus (and investment products meeting this standard are described as being on the Focus List) and Approved (and investment products meeting this standard are described as 
being on the Approved List). In general, Focus entails a more thorough evaluation of an investment product than Approved. Sometimes an investment product may be evaluated using the Focus List 
process but then placed on the Approved List instead of the Focus List. Investment products may move from the Focus List to the Approved List, or vice versa. GIMA may also determine that an 
investment product no longer meets the criteria under either process and will no longer be recommended in investment advisory programs (in which case the investment product is given a “Not 
Approved” status). GIMA has a ‘Watch” policy and may describe a Focus List or Approved List investment product as being on “Watch” if GIMA identifies specific areas that (a) merit further evaluation 
by GIMA and (b) may, but are not certain to, result in the investment product becoming “Not Approved.” The Watch period depends on the length of time needed for GIMA to conduct its evaluation 
and for the investment manager or fund to address any concerns. Certain investment products on either the Focus List or Approved List may also be recommended for the Tactical Opportunities List 
based in part on tactical opportunities existing at a given time. The investment products on the Tactical Opportunities List change over time. For more information on the Focus List, Approved List, 
Tactical Opportunities List and Watch processes, please see the applicable Form ADV Disclosure Document for Morgan Stanley Wealth Management . Your Financial Advisor or Private Wealth Advisor 
can also provide upon request a copy of a publication entitled “Manager Selection Process.”

The Global Investment Committee is a group of seasoned investment professionals who meet regularly to discuss the global economy and markets. The committee determines the investment 
outlook that guides our advice to clients. They continually monitor developing economic and market conditions, review tactical outlooks and recommend model portfolio weightings, as well as 
produce a suite of strategy, analysis, commentary, portfolio positioning suggestions and other reports and broadcasts.

The GIC Asset Allocation Models are not available to be directly implemented as part of an investment advisory service and should not be regarded as a recommendation of any Morgan Stanley 
investment advisory service. The GIC Asset Allocation Models do not represent actual trading or any type of account or any type of investment strategies and none of the fees or other expenses (e .g. 
commissions, mark-ups, mark-downs, advisory fees, fund expenses) associated with actual trading or accounts are reflected in the GIC Asset Allocation Models which, when compounded over a period 
of years, would decrease returns.

The Global Investment Manager Analysis (GIMA) Services Only Apply to Certain Investment Advisory Programs GIMA evaluates certain investment products for the purposes of some – but not all 
– of Morgan Stanley Smith Barney LLC’s investment advisory programs (as described in more detail in the applicable Form ADV Disclosure Document for Morgan Stanley Wealth Management). If you 
do not invest through one of these investment advisory programs, Morgan Stanley Wealth Management is not obligated to provide you notice of any GIMA Status changes even though it may give 
notice to clients in other programs.

Strategy May Be Available as a Separately Managed Account or Mutual Fund Strategies are sometimes available in Morgan Stanley Wealth Management investment advisory programs both in the 
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form of a separately managed account (“SMA”) and a mutual fund. These may have different expenses and investment minimums. Your Financial Advisor or Private Wealth Advisor can provide more 
information on whether any particular strategy is available in more than one form in a particular investment advisory program. In most Morgan Stanley Wealth Management investment advisory 
accounts, fees are deducted quarterly and have a compounding effect on performance. For example, on an advisory account with a 3% annual fee, if the gross annual performance is 6.00%, the 
compounding effect of the fees will result in a net performance of approximately 3.93% after one year, 1 after three years, and 21.23% after five years. Conflicts of Interest: GIMA’s goal is to provide 
professional, objective evaluations in support of the Morgan Stanley Wealth Management investment advisory programs. We have policies and procedures to help us meet this goal. However, our 
business is subject to various conflicts of interest. For example, ideas and suggestions for which investment products should be evaluated by GIMA come from a variety of sources, including our Morgan 
Stanley Wealth Management Financial Advisors and their direct or indirect managers, and other business persons within Morgan Stanley Wealth Management or its affiliates . Such persons may have 
an ongoing business relationship with certain investment managers or mutual fund companies whereby they, Morgan Stanley Wealth Management or its affiliates receive compensation from, or 
otherwise related to, those investment managers or mutual funds. For example, a Financial Advisor may suggest that GIMA evaluates an investment manager or fund in which a portion of his or her 
clients’ assets are already invested. While such a recommendation is permissible, GIMA is responsible for the opinions expressed by GIMA. See the conflicts of interest section in the applicable Form 
ADV Disclosure Document for Morgan Stanley Wealth Management for a discussion of other types of conflicts that may be relevant to GIMA’s evaluation of managers and funds. In addition, Morgan 
Stanley Wealth Management, MS & Co., managers and their affiliates provide a variety of services (including research, brokerage, asset management, trading, lending and investment banking 
services) for each other and for various clients, including issuers of securities that may be recommended for purchase or sale by clients or are otherwise held in client accounts, and managers in various 
advisory programs. Morgan Stanley Wealth Management, managers, MS & Co., and their affiliates receive compensation and fees in connection with these services. Morgan Stanley Wealth 
Management believes that the nature and range of clients to which such services are rendered is such that it would be inadvisable to exclude categorically all of these companies from an account .

Consider Your Own Investment Needs: The model portfolios and strategies discussed in the material are formulated based on general client characteristics including risk tolerance . This material is not 
intended to be a client-specific suitability analysis or recommendation, or offer to participate in any investment. Therefore, clients should not use this profile as the sole basis for investment decisions. 
They should consider all relevant information, including their existing portfolio, investment objectives, risk tolerance, liquidity needs and investment time horizon . Such a suitability determination may 
lead to asset allocation results that are materially different from the asset allocation shown in this profile. Talk to your Financial Advisor about what would be a suitable asset allocation for you, whether 
CGCM is a suitable program for you.

No obligation to notify – Morgan Stanley Wealth Management has no obligation to notify you when the model portfolios, strategies, or any other information, in this material changes .

Please consider the investment objectives, risks, fees, and charges and expenses of mutual funds, ETFs, closed end funds, unit investment trusts, and variable insurance products carefully 
before investing. The prospectus contains this and other information about each fund. To obtain a prospectus, contact your Financial Advisor or Private Wealth Advisor or visit the Morgan 
Stanley website at www.morganstanley.com. Please read it carefully before investing.

An investment in a money market fund is not insured or guaranteed by the Federal Deposit Insurance Corporation or any other government agency. Although the Fund seeks to preserve the value of 
your investment at $1.00 per share, it is possible to lose money by investing in the fund.

The type of mutual funds and ETFs discussed in this presentation utilizes nontraditional or complex investment strategies and /or derivatives. Examples of these types of funds include those that utilize 
one or more of the below noted investment strategies or categories or which seek exposure to the following markets: (1) commodities (e .g., agricultural, energy and metals), currency, precious metals; 
(2) managed futures; (3) leveraged, inverse or inverse leveraged; (4) bear market, hedging, long-short equity, market neutral; (5) real estate; (6) volatility (seeking exposure to the CBOE VIX Index). 
Investors should keep in mind that while mutual funds and ETFs may, at times, utilize nontraditional investment options and strategies, they should not be equated with unregistered privately offered 
alternative investments. Because of regulatory limitations, mutual funds and ETFs that seek alternative-like investment exposure must utilize a more limited investment universe. As a result, 
investment returns and portfolio characteristics of alternative mutual funds and ETFs may vary from traditional hedge funds pursuing similar investment objectives. Moreover, traditional hedge funds 
have limited liquidity with long “lock-up” periods allowing them to pursue investment strategies without having to factor in the need to meet client redemptions and ETFs trade on an exchange . On the 
other hand, mutual funds typically must meet daily client redemptions. This differing liquidity profile can have a material impact on the investment returns generated by a mutual or ETF pursuing an 
alternative investing strategy compared with a traditional hedge fund pursuing the same strategy.

Nontraditional investment options and strategies are often employed by a portfolio manager to further a fund’s investment objective and to help offset market risks . However, these features may be 
complex, making it more difficult to understand the fund’s essential characteristics and risks, and how it will perform in different market environments and over various periods of time . They may also 
expose the fund to increased volatility and unanticipated risks particularly when used in complex combinations and/or accompanied by the use of borrowing or “leverage.”
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KEY ASSET CLASS CONSIDERATIONS AND OTHER RISKS

Investing in the markets entails the risk of market volatility. The value of all types of investments, including stocks, mutual funds, exchange-traded funds (“ETFs”), closed-end funds, and unit 
investment trusts, may increase or decrease over varying time periods. To the extent the investments depicted herein represent international securities, you should be aware that there may be 
additional risks associated with international investing, including foreign economic, political, monetary and/or legal factors, changing currency exchange rates, foreign taxes, and differences in 
financial and accounting standards. These risks may be magnified in emerging markets and frontier markets. Small- and mid-capitalization companies may lack the financial resources, product 
diversification and competitive strengths of larger companies. In addition, the securities of small- and mid-capitalization companies may not trade as readily as, and be subject to higher volatility than, 
those of larger, more established companies. The value of fixed income securities will fluctuate and, upon a sale, may be worth more or less than their original cost or maturity value. Bonds are subject 
to interest rate risk, call risk, reinvestment risk, liquidity risk, and credit risk of the issuer. High yield bonds are subject to additional risks such as increased risk of default and greater volatility because 
of the lower credit quality of the issues. In the case of municipal bonds, income is generally exempt from federal income taxes. Some income may be subject to state and local taxes and to the federal 
alternative minimum tax. Capital gains, if any, are subject to tax. Treasury Inflation Protection Securities’ (TIPS) coupon payments and underlying principal are automatically increased to 
compensate for inflation by tracking the consumer price index (CPI). While the real rate of return is guaranteed, TIPS tend to offer a low return . Because the return of TIPS is linked to inflation, TIPS 
may significantly underperform versus conventional U.S. Treasuries in times of low inflation. There is no guarantee that investors will receive par if TIPS are sold prior to maturity. The returns on a 
portfolio consisting primarily of environmental, social, and governance-aware investments (“ESG”) may be lower or higher than a portfolio that is more diversified or where decisions are based 
solely on investment considerations. Because ESG criteria exclude some investments, investors may not be able to take advantage of the same opportunities or market trends as investors that do not 
use such criteria. The companies identified and investment examples are for illustrative purposes only and should not be deemed a recommendation to purchase, hold or sell any securities or 
investment products. They are intended to demonstrate the approaches taken by managers who focus on ESG criteria in their investment strategy. There can be no guarantee that a client's account 
will be managed as described herein. Options and margin trading involve substantial risk and are not suitable for all investors. Besides the general investment risk of holding securities that may decline 
in value and the possible loss of principal invested, closed-end funds may have additional risks related to declining market prices relative to net asset values (NAVs), active manager underperformance 
and potential leverage. Closed-end funds, unlike open-end funds, are not continuously offered. There is a one-time public offering and once issued, shares of closed-end funds are sold in the open 
market through a stock exchange. NAV is total assets less total liabilities divided by the number of shares outstanding. At the time an investor purchases shares of a closed-end fund, shares may have a 
market price that is above or below NAV. Portfolios that invest a large percentage of assets in only one industry sector (or in only a few sectors) are more vulnerable to price fluctuation than those that 
diversify among a broad range of sectors.

Alternative investments often are speculative and include a high degree of risk. Investors could lose all or a substantial amount of their investment. Alternative investments are suitable only for 
eligible, long-term investors who are willing to forgo liquidity and put capital at risk for an indefinite period of time. They may be highly illiquid and can engage in leverage and other speculative 
practices that may increase the volatility and risk of loss. Alternative Investments typically have higher fees than traditional investments. Investors should carefully review and consider potential risks 
before investing. Certain of these risks may include but are not limited to: Loss of all or a substantial portion of the investment due to leveraging, short-selling, or other speculative practices; Lack of 
liquidity in that there may be no secondary market for a fund; Volatility of returns; Restrictions on transferring interests in a fund; Potential lack of diversification and resulting higher risk due to 
concentration of trading authority when a single advisor is utilized; Absence of information regarding valuations and pricing; Complex tax structures and delays in tax reporting; Less regulation and 
higher fees than mutual funds; and Risks associated with the operations, personnel, and processes of the manager . As a diversified global financial services firm, Morgan Stanley Wealth Management 
engages in a broad spectrum of activities including financial advisory services, investment management activities, sponsoring and managing private investment funds, engaging in broker -dealer 
transactions and principal securities, commodities and foreign exchange transactions, research publication, and other activities . In the ordinary course of its business, Morgan Stanley Wealth 
Management therefore engages in activities where Morgan Stanley Wealth Management’s interests may conflict with the interests of its clients, including the private investment funds it manages . 
Morgan Stanley Wealth Management can give no assurance that conflicts of interest will be resolved in favor of its clients or any such fund. All expressions of opinion are subject to change without 
notice and are not intended to be a forecast of future events or results. Further, opinions regarding Alternative Investments expressed herein may differ from the opinions expressed by Morgan Stanley 
Wealth Management and/or other businesses/affiliates of Morgan Stanley Wealth Management. This is not a "research report" as defined by NASD Conduct Rule 2711 and was not prepared by the 
Research Departments of Morgan Stanley Smith Barney LLC or Morgan Stanley & Co. LLC or its affiliates. Certain information contained herein may constitute forward-looking statements. Due to 
various risks and uncertainties, actual events, results or the performance of a fund may differ materially from those reflected or contemplated in such forward-looking statements. Clients should 
carefully consider the investment objectives, risks, charges, and expenses of a fund before investing. While the HFRI indices are frequently used, they have limitations (some of which are typical of 
other widely used indices). These limitations include survivorship bias (the returns of the indices may not be representative of all the hedge funds in the universe because of the tendency of lower 
performing funds to leave the index); heterogeneity (not all hedge funds are alike or comparable to one another, and the index may not accurately reflect the performance of a described style); and 
limited data (many hedge funds do not report to indices, and the index may omit funds, the inclusion of which might significantly affect the performance shown . The HFRI indices are based on 
information self-reported by hedge fund managers that decide on their own, at any time, whether or not they want to provide, or continue to provide, information to HFR Asset Management, L .L.C. 
Results for funds that go out of business are included in the index until the date that they cease operations . Therefore, these indices may not be complete or accurate representations of the hedge fund 
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universe, and may be biased in several ways. Composite index results are shown for illustrative purposes and do not represent the performance of a specific investment. Individual funds have specific 
tax risks related to their investment programs that will vary from fund to fund. Clients should consult their own tax and legal advisors as Morgan Stanley Wealth Management does not provide tax or 
legal advice. Interests in alternative investment products are offered pursuant to the terms of the applicable offering memorandum, are distributed by Morgan Stanley Smith Barney LLC and certain of 
its affiliates, and (1) are not FDIC-insured, (2) are not deposits or other obligations of Morgan Stanley or any of its affiliates, (3) are not guaranteed by Morgan Stanley and its affiliates, and (4) involve 
investment risks, including possible loss of principal. Morgan Stanley Smith Barney LLC is a registered broker-dealer, not a bank. This material is not to be reproduced or distributed to any other 
persons (other than professional advisors of the investors or prospective investors, as applicable, receiving this material) and is intended solely for the use of the persons to whom it has been delivered . 
This material is not for distribution to the general public. Past performance is no guarantee of future results. Actual results may vary. SIPC insurance does not apply to precious metals, other 
commodities, or traditional alternative investments. Interests in alternative investment products are offered pursuant to the terms of the applicable offering memorandum, are distributed by Morgan 
Stanley Smith Barney LLC and certain of its affiliates, and (1) are not FDIC-insured, (2) are not deposits or other obligations of Morgan Stanley or any of its affiliates, (3) are not guaranteed by Morgan 
Stanley and its affiliates, and (4) involve investment risks, including possible loss of principal. Morgan Stanley Smith Barney LLC is a registered broker-dealer, not a bank. In Consulting Group’s advisory 
programs, alternative investments are limited to US-registered mutual funds, separate account strategies and exchange-traded funds (ETFs) that seek to pursue alternative investment strategies or 
returns utilizing publicly traded securities. Investment products in this category may employ various investment strategies and techniques for both hedging and more speculative purposes such as 
short-selling, leverage, derivatives and options, which can increase volatility and the risk of investment loss. Alternative investments are not suitable for all investors. As a diversified global financial 
services firm, Morgan Stanley Wealth Management engages in a broad spectrum of activities including financial advisory services, investment management activities, sponsoring and managing private 
investment funds, engaging in broker-dealer transactions and principal securities, commodities and foreign exchange transactions, research publication, and other activities . In the ordinary course of 
its business, Morgan Stanley Wealth Management therefore engages in activities where Morgan Stanley Wealth Management’s interests may conflict with the interests of its clients, including the 
private investment funds it manages. Morgan Stanley Wealth Management can give no assurance that conflicts of interest will be resolved in favor of its clients or any such fund. Alternative 
investments involve complex tax structures, tax inefficient investing, and delays in distributing important tax information . Individual funds have specific risks related to their investment programs that 
will vary from fund to fund. Clients should consult their own tax and legal advisors as Morgan Stanley Wealth Management does not provide tax or legal advice.

While the HFRI indices are frequently used, they have limitations (some of which are typical of other widely used indices). These limitations include survivorship bias (the returns of the indices may not 
be representative of all the hedge funds in the universe because of the tendency of lower performing funds to leave the index); heterogeneity (not all hedge funds are alike or comparable to one 
another, and the index may not accurately reflect the performance of a described style); and limited data (many hedge funds do not report to indices, and the index may omit funds, the inclusion of 
which might significantly affect the performance shown. The HFRI indices are based on information self-reported by hedge fund managers that decide on their own, at any time, whether or not they 
want to provide, or continue to provide, information to HFR Asset Management, L.L.C. Results for funds that go out of business are included in the index until the date that they cease operations . 
Therefore, these indices may not be complete or accurate representations of the hedge fund universe, and may be biased in several ways .

It should be noted that the majority of hedge fund indexes are comprised of hedge fund manager returns. This is in contrast to traditional indexes, which are comprised of individual securities in the 
various market segments they represent and offer complete transparency as to membership and construction methodology. As such, some believe that hedge fund index returns have certain biases 
that are not present in traditional indexes. Some of these biases inflate index performance, while others may skew performance negatively. However, many studies indicate that overall hedge fund 
index performance has been biased to the upside. Some studies suggest performance has been inflated by up to 260 basis points or more annually depending on the types of biases included and the 
time period studied. Although there are numerous potential biases that could affect hedge fund returns, we identify some of the more common ones throughout this paper .

Self-selection bias results when certain manager returns are not included in the index returns and may result in performance being skewed up or down . Because hedge funds are private placements, 
hedge fund managers are able to decide which fund returns they want to report and are able to opt out of reporting to the various databases . Certain hedge fund managers may choose only to report 
returns for funds with strong returns and opt out of reporting returns for weak performers. Other hedge funds that close may decide to stop reporting in order to retain secrecy, which may cause a 
downward bias in returns.

Survivorship bias results when certain constituents are removed from an index. This often results from the closure of funds due to poor performance, “blow ups,” or other such events. As such, this bias 
typically results in performance being skewed higher. As noted, hedge fund index performance biases can result in positive or negative skew. However, it would appear that the skew is more often 
positive. While it is difficult to quantify the effects precisely, investors should be aware that idiosyncratic factors may be giving hedge fund index returns an artificial “lift” or upwards bias .

Hedge Funds of Funds and many funds of funds are private investment vehicles restricted to certain qualified private and institutional investors. They are often speculative and include a high degree of 
risk. Investors can lose all or a substantial amount of their investment. They may be highly illiquid, can engage in leverage and other speculative practices that may increase volatility and the risk of loss, 
and may be subject to large investment minimums and initial lockups. They involve complex tax structures, tax-inefficient investing and delays in distributing important tax information. Categorically, 
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hedge funds and funds of funds have higher fees and expenses than traditional investments, and such fees and expenses can lower the returns achieved by investors . Funds of funds have an additional 
layer of fees over and above hedge fund fees that will offset returns. An investment in an exchange-traded fund involves risks similar to those of investing in a broadly based portfolio of equity 
securities traded on an exchange in the relevant securities market, such as market fluctuations caused by such factors as economic and political developments, changes in interest rates and perceived 
trends in stock and bond prices. An investment in a target date portfolio is subject to the risks attendant to the underlying funds in which it invests, in these portfolios the funds are the Consulting 
Group Capital Market funds. A target date portfolio is geared to investors who will retire and/or require income at an approximate year. The portfolio is managed to meet the investor’s goals by the 
pre-established year or “target date.” A target date portfolio will transition its invested assets from a more aggressive portfolio to a more conservative portfolio as the target date draws closer . An 
investment in the target date portfolio is not guaranteed at any time, including, before or after the target date is reached . Managed futures investments are speculative, involve a high degree of risk, 
use significant leverage, are generally illiquid, have substantial charges, subject investors to conflicts of interest, and are suitable only for the risk capital portion of an investor’s portfolio . Managed 
futures investments do not replace equities or bonds but rather may act as a complement in a well diversified portfolio. Managed Futures are complex and not appropriate for all investors. Rebalancing 
does not protect against a loss in declining financial markets. There may be a potential tax implication with a rebalancing strategy. Asset allocation and diversification do not assure a profit or protect 
against loss in declining financial markets. Past performance is no guarantee of future results. Actual results may vary.

Tax laws are complex and subject to change. Morgan Stanley Smith Barney LLC (“Morgan Stanley”), its affiliates and Morgan Stanley Financial Advisors and Private Wealth Advisors do not 
provide tax or legal advice and are not “fiduciaries” (under ERISA, the Internal Revenue Code or otherwise) with respect to the services or activities described herein except as otherwise 
provided in writing by Morgan Stanley and/or as described at www.morganstanley.com/disclosures/dol. Individuals are encouraged to consult their tax and legal advisors (a) before 
establishing a retirement plan or account, and (b) regarding any potential tax, ERISA and related consequences of any investments made under such plan or account.

Insurance products are offered in conjunction with Morgan Stanley Smith Barney LLC’s licensed insurance agency affiliates.

Indices are unmanaged. An investor cannot invest directly in an index. They are shown for illustration purposes only and do not show the performance of any specific investment. Reference to an index 
does not imply that the portfolio will achieve return, volatility or other results similar to the index. The composition of an index may not reflect the manner in which a portfolio is constructed in relation 
to expected or achieved returns, portfolio guidelines, restrictions, sectors, correlations, concentrations, volatility, or tracking error target, all of which are subject to change over time .

This material is not a financial plan and does not create an investment advisory relationship between you and your Morgan Stanley Financial Advisor. We are not your fiduciary either under the 
Employee Retirement Income Security Act of 1974 (ERISA) or the Internal Revenue Code of 1986, and any information in this report is not intended to form the primary basis for any investment 
decision by you, or an investment advice or recommendation for either ERISA or Internal Revenue Code purposes. Morgan Stanley Private Wealth Management will only prepare a financial plan at your 
specific request using Private Wealth Management approved financial planning signature.

We may act in the capacity of a broker or that of an advisor. As your broker, we are not your fiduciary and our interests may not always be identical to yours. Please consult with your Private Wealth 
Advisor to discuss our obligations to disclose to you any conflicts we may from time to time have and our duty to act in your best interest. We may be paid both by you and by others who compensate 
us based on what you buy. Our compensation, including that of your Private Wealth Advisor, may vary by product and over time.

Investment and services offered through Morgan Stanley Private Wealth Management, a division of Morgan Stanley Smith Barney LLC, Member SIPC.

Investment, insurance and annuity products offered through Morgan Stanley Smith Barney LLC are: NOT FDIC INSURED | MAY LOSE VALUE | NOT BANK GUARANTEED | NOT A BANK 
DEPOSIT | NOT INSURED BY ANY FEDERAL GOVERNMENT AGENCY

Morgan Stanley Smith Barney LLC is a registered Broker/Dealer, Member SIPC, and not a bank. Where appropriate, Morgan Stanley Smith Barney LLC has entered into arrangements with banks and 
other third parties to assist in offering certain banking related products and services.

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

GLOBAL INVESTMENT COMMITTEE (GIC) ASSET ALLOCATION MODELS: The Asset Allocation Models are created by Morgan Stanley Wealth Management’s GIC.

HYPOTHETICAL MODEL PERFORMANCE (GROSS): Hypothetical model performance results do not reflect the investment or performance of an actual portfolio following a GIC Strategy, but simply 
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reflect actual historical performance of selected indices on a real-time basis over the specified period of time representing the GIC’s strategic and tactical allocations as of the date of this report . The 
past performance shown here is simulated performance based on benchmark indices, not investment results from an actual portfolio or actual trading. There can be large differences between 
hypothetical and actual performance results achieved by a particular asset allocation or trading strategy. Hypothetical performance results do not represent actual trading and are generally designed 
with the benefit of hindsight. Actual performance results of accounts vary due to, for example, market factors (such as liquidity) and client-specific factors (such as investment vehicle selection, timing 
of contributions and withdrawals, restrictions and rebalancing schedules). Clients would not necessarily have obtained the performance results shown here if they had invested in accordance with any 
GIC Asset Allocation Model for the periods indicated. Despite the limitations of hypothetical performance, these hypothetical performance results allow clients and Financial Advisors to obtain a sense 
of the risk/return trade-off of different asset allocation constructs. The hypothetical performance results in this report are calculated using the returns of benchmark indices for the asset classes, and 
not the returns of securities, fund or other investment products. Models may contain allocations to Hedge Funds, Private Equity and Private Real Estate. The benchmark indices for these asset classes 
are not issued on a daily basis. When calculating model performance on a day for which no benchmark index data is issued, we have assumed straight line growth between the index levels issued before 
and after that date.

FEES REDUCE THE PERFORMANCE OF ACTUAL ACCOUNTS: None of the fees or other expenses (e.g. commissions, mark-ups, mark-downs, fees) associated with actual trading or accounts are 
reflected in the GIC Asset Allocation Models. The GIC Asset Allocation Models and any model performance included in this presentation are intended as educational materials . Were a client to use 
these models in connection with investing, any investment decisions made would be subject to transaction and other costs which, when compounded over a period of years, would decrease returns . 
Information regarding Morgan Stanley’s standard advisory fees is available in the Form ADV Part 2, which is available at www.morganstanley.com/adv. The following hypothetical illustrates the 
compound effect fees have on investment returns: For example, if a portfolio’s annual rate of return is 15% for 5 years and the account pays 50 basis points in fees per annum, the gross cumulative 
five-year return would be 101.1% and the five-year return net of fees would be 96.8%. Fees and/or expenses would apply to clients who invest in investments in an account based on these asset 
allocations, and would reduce clients’ returns. The impact of fees and/or expenses can be material.

Variable annuities are long-term investments designed for retirement purposes and may be subject to market fluctuations, investment risk, and possible loss of principal . All guarantees, including 
optional benefits, are based on the financial strength and claims-paying ability of the issuing insurance company and do not apply to the underlying investment options. Optional riders may not be able 
to be purchased in combination and are available at an additional cost. Some optional riders must be elected at time of purchase. Optional riders may be subject to specific limitations, restrictions, 
holding periods, costs, and expenses as specified by the insurance company in the annuity contract. If you are investing in a variable annuity through a tax-advantaged retirement plan such as an IRA, 
you will get no additional tax advantage from the variable annuity. Under these circumstances, you should only consider buying a variable annuity because of its other features, such as lifetime income 
payments and death benefits protection. Taxable distributions (and certain deemed distributions) are subject to ordinary income tax and, if taken prior to age 59½, may be subject to a 10% federal 
income tax penalty. Early withdrawals will reduce the death benefit and cash surrender value.

Equity securities may fluctuate in response to news on companies, industries, market conditions and general economic environment. Ultrashort-term fixed income asset class is comprised of fixed 
income securities with high quality, very short maturities. They are therefore subject to the risks associated with debt securities such as credit and interest rate risk .

Master Limited Partnerships (MLPs) are limited partnerships or limited liability companies that are taxed as partnerships and whose interests (limited partnership units or limited liability company 
units) are traded on securities exchanges like shares of common stock. Currently, most MLPs operate in the energy, natural resources or real estate sectors. Investments in MLP interests are subject to 
the risks generally applicable to companies in the energy and natural resources sectors, including commodity pricing risk, supply and demand risk, depletion risk and exploration risk . Individual MLPs 
are publicly traded partnerships that have unique risks related to their structure. These include, but are not limited to, their reliance on the capital markets to fund growth, adverse ruling on the current 
tax treatment of distributions (typically mostly tax deferred), and commodity volume risk. The potential tax benefits from investing in MLPs depend on their being treated as partnerships for federal 
income tax purposes and, if the MLP is deemed to be a corporation, then its income would be subject to federal taxation at the entity level, reducing the amount of cash available for distribution to the 
fund which could result in a reduction of the fund’s value. MLPs carry interest rate risk and may underperform in a rising interest rate environment. MLP funds accrue deferred income taxes for future 
tax liabilities associated with the portion of MLP distributions considered to be a tax -deferred return of capital and for any net operating gains as well as capital appreciation of its investments; this 
deferred tax liability is reflected in the daily NAV, and, as a result, the MLP fund’s after-tax performance could differ significantly from the underlying assets even if the pre-tax performance is closely 
tracked.

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. 
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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. 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 .

REITs investing risks are similar to those associated with direct investments in real estate: property value fluctuations, lack of liquidity, limited diversification and sensitivity to economic factors such as 
interest rate changes and market recessions. Risks of private real estate include: illiquidity; a long-term investment horizon with a limited or nonexistent secondary market; lack of transparency; 
volatility (risk of loss); and leverage. Principal is returned on a monthly basis over the life of a mortgage-backed security. Principal prepayment can significantly affect the monthly income stream and 
the maturity of any type of MBS, including standard MBS, CMOs and Lottery Bonds. Asset-backed securities generally decrease in value as a result of interest rate increases, but may benefit less than 
other fixed-income securities from declining interest rates, principally because of prepayments.

Yields are subject to change with economic conditions. Yield is only one factor that should be considered when making an investment decision. Credit ratings are subject to change. Duration, the 
most commonly used measure of bond risk, quantifies the effect of changes in interest rates on the price of a bond or bond portfolio. The longer the duration, the more sensitive the bond or portfolio 
would be to changes in interest rates. The majority of $25 and $1000 par preferred securities are “callable” meaning that the issuer may retire the securities at specific prices and dates prior to 
maturity. Interest/dividend payments on certain preferred issues may be deferred by the issuer for periods of up to 5 to 10 years, depending on the particular issue. The investor would still have income 
tax liability even though payments would not have been received. Price quoted is per $25 or $1,000 share, unless otherwise specified. Current yield is calculated by multiplying the coupon by par value 
divided by the market price. The initial interest rate on a floating-rate security may be lower than that of a fixed-rate security of the same maturity because investors expect to receive additional 
income due to future increases in the floating security’s underlying reference rate. The reference rate could be an index or an interest rate. However, there can be no assurance that the reference rate 
will increase. Some floating-rate securities may be subject to call risk. The market value of convertible bonds and the underlying common stock(s) will fluctuate and after purchase may be worth more 
or less than original cost. If sold prior to maturity, investors may receive more or less than their original purchase price or maturity value, depending on market conditions. Callable bonds may be 
redeemed by the issuer prior to maturity. Additional call features may exist that could affect yield. Some $25 or $1000 par preferred securities are QDI (Qualified Dividend Income) eligible. Information 
on QDI eligibility is obtained from third party sources. The dividend income on QDI eligible preferreds qualifies for a reduced tax rate. Many traditional ‘dividend paying’ perpetual preferred securities 
(traditional preferreds with no maturity date) are QDI eligible. In order to qualify for the preferential tax treatment all qualifying preferred securities must be held by investors for a minimum period – 91 
days during a 180 day window period, beginning 90 days before the ex-dividend date.

Companies paying dividends can reduce or cut payouts at any time.

Nondiversification: For a portfolio that holds a concentrated or limited number of securities, a decline in the value of these investments would cause the portfolio’s overall value to decline to a greater 
degree than a less concentrated portfolio. The indices selected by Morgan Stanley Wealth Management to measure performance are representative of broad asset classes. Morgan Stanley Wealth 
Management retains the right to change representative indices at any time. Because of their narrow focus, sector investments tend to be more volatile than investments that diversify across many 
sectors and companies.

Growth investing does not guarantee a profit or eliminate risk. The stocks of these companies can have relatively high valuations. Because of these high valuations, an investment in a growth stock 
can be more risky than an investment in a company with more modest growth expectations. Value investing does not guarantee a profit or eliminate risk. Not all companies whose stocks are 
considered to be value stocks are able to turn their business around or successfully employ corrective strategies which would result in stock prices that do not rise as initially expected .

Any type of continuous or periodic investment plan does not assure a profit and does not protect against loss in declining markets. Since such a plan involves continuous investment in securities 
regardless of fluctuating price levels of such securities, the investor should consider his financial ability to continue his purchases through periods of low price levels .

This material is disseminated in the United States of America by Morgan Stanley Smith Barney LLC. 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, 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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