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Q3 2023 

 
The market’s performance for the quarter has been dismal despite better-than-expected earnings and 

significantly better first half GDP growth. As soon as headline inflation started to rebound around August, 

much of the good news was no longer celebrated as it indicated that the Fed might remain higher for longer. 

Although the Fed kept rates steady at their September meeting, they noted that lowering inflation from here 

will get more difficult and may warrant one more hike this year and potentially two more in 2024. This 

disappointed investors that were already pricing in several rate cuts in 2024. Ultimately, we think price action 

weakens in Q4 as the consumer finally takes a breather. Oil prices, interest rates and the dollar have all 

moved upwards and have the potential to negatively impact consumer spending going forward. Credit card 

delinquencies have started to rise, excess savings have fallen, and student loan repayments will start to 

resume. The higher earnings that the Street now expects for the next 12 months may not be achievable 

against this more challenging backdrop and we think that might get priced in soon. While we continue to 

expect a soft landing, we think growth expectations have become too lofty while stubborn inflation makes the 

likelihood for easier policy accommodation less realistic. We expect to take advantage of buying 

opportunities as they present themselves.  

 

 
 

 

 

EXECUTIVE SUMMARY 
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Current Thoughts  
• We expect to see some near-term consolidation as the Fed remains focused on inflation in order to 

prevent a buildup of excesses that might put the economy at risk for a harder landing next year.  

• We continue to emphasize equal weights for large cap growth and value with a focus on quality as 

subsectors face higher commodity prices and lower consumer discretionary spending.  

• We prefer larger and mid-cap companies over small cap in a later cycle and risk off environment 

• We have become more negative on Emerging Markets as the dollar is likely to remain strong and 

China continues to slow. 

• We expect rates to remain range bound unless a more meaningful slowdown materializes.  

• Within fixed income, we maintain a preference for shorter and intermediate duration bonds. 

• We continue to like private credit as banks are likely to lend less as financial conditions tighten. 

• While we see stress in the office and retail sectors within real estate, we believe the overall housing 

market remains healthy due to the ongoing shortage of total homes for sale. 

• We continue to view structured products and alternative investments as options to mitigate risk and 

portfolio diversifiers for eligible investors, where appropriate. 
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Markets 

Despite all of the Fed’s tightening thus far, they 

have not been successful in destroying demand. The 

massive amount of stimulus we’ve had has allowed 

both corporates and consumers to shore up their 

balance sheets and propel spending from both sides. 

On the corporate side, by the end of the Q2 earnings 

season, over 60% of S&P 500 companies increased 

capex over the last year.1 

       

The economy has been less interest rate sensitive 

than it has in the past. This has also allowed 

liquidity to remain ample despite a major drop in 

year over year bank lending. Corporates and 

households have generally avoided the pain of 

tighter lending standards as most have locked in 

lower rates during 2020 and 2021, when lending 

standards were more favorable. That has allowed 

debt demand to remain relatively low despite 

constrained debt supply and has allowed the 

consumer to keep spending despite higher inflation 

related pricing. 

                          

This enabled the economy to grow faster than 

expected, resulting in a string of positive economic 

surprises. As recession expectations started to fade, 

investors fueled a market rally that helped reverse a 

good portion of last year’s bear market. Strong 

earnings results fueled by spending supported 

forecasts that Q3 GDP could now be as high as 

5%.2 This upwards revision in GDP soon caused 

interest rates to surge again, pressuring equity 

multiples and stalling the market’s rally this year. 

 

In a similar fashion, earnings expectations have also 

moved up considerably.  FactSet's CY2024 and 

CY2025 estimates imply sequential growth of 

11.9% and 11.6%, respectively.3 Q1 and Q2 

earnings were easier to beat as expectations were 

low going into this year and already reflected a 

more dismal outlook. The lowered bar was more 

achievable as companies were successful in passing 

on costs to the consumer. However, fading pricing 

power now poses risks to earnings just as the bar 

has been reset higher. The Fed's Beige Book has 

indicated this fading pricing power is more 

widespread than consensus earnings forecasts 

currently project. Consumers have now shifted from 

tapping into their savings to increasing their credit 

card debt loads. Excess savings are estimated to 

have declined from a late-2021 peak of $2.1 trillion 

to approximately $100 billion. Meanwhile, credit 

card balances have soared to an all-time high of 

more than $1 trillion. This comes as credit cards 

have increased their average annual percentage rates 

to 22% from approximately 15% over the last 

decade.4 

                  

1 JP Morgan Global Investment Strategy; September 8, 2023. 

2 Atlanta Fed GDP Now; September 19, 2023 
3 Global Investment Committee; Topics in Portfolio Construction. September 19, 2023 
4 The GIC Weekly – September 18, 2023 (Morgan Stanley Publication) 

 

 



 

 

In addition, student loan payments, which have 

been paused for about three years, are set to resume. 

According to the New York Fed’s most recent 

Survey of Consumer Expectations, consumers’ 
concerns about their finances are growing, while 

their outlooks regarding job prospects and income 

are deteriorating. Consumer spending accounts for 

over 68% of the U.S. GDP.5 That means even small 

changes in consumer habits and sentiment can have 

a large impact on the entire economy. In addition, 

rising oil prices are likely to further weigh on 

spending. While higher gas prices have a smaller 

impact on core CPI, the greater impact might be on 

the consumer’s buying power if prices stay high for 

long enough. Geopolitical factors make this hard to 

predict, especially as oil demand remains strong and 

production cuts have been significant.  

Lastly, we expect that tailwinds from fiscal support, 

which have aided the consumer thus far, will slow. 

The recent lifting of the debt ceiling until 2025 has 

cleared the way for the Treasury Department to 

issue more T-bills. The substantial increase in the 

supply of Treasury securities expected to fund the 

government’s expenditures has offset just about all 

of the Fed’s tightening. In fact, it led to Fitch 

Ratings’ downgrade of the US Treasury’s debt. We 

believe fiscal spending will need to get pulled back 

given this recent downgrade in addition to higher 

funding costs and potential political consequences. 

 
For its part, the Fed has made it clear that it is more 

focused on taming inflation than preventing a 

market pullback. While down on a year over year 

basis, inflation remains stubbornly high, and we 

believe the market might be overconfident in how 

much or how quickly it will fall. The services-

linked personal consumption expenditures 

accelerated for the third month in a row. The uptick 

in core services inflation confirms data from the 

ISM Services Prices Paid Index and the Producer 

Price Index, with the headline level for the latter up 

8.4% on an annualized basis, up from last month’s 

3.6% annualized pace.4 A major risk is that those 

who believed that inflation would be transitory to 

begin with might be too quick to call for its 

disappearance. One of the biggest challenges for the 

Fed has been the strong job market. Unions have 

been successful in negotiating higher salaries while 

many states have implemented higher minimum 

wages. Ultimately, we think the consumer will no 

longer accept these costs being passed onto them. 

However, we also believe that a strong labor market 

is what keeps us optimistic around a soft-landing 

scenario. Given the hiring challenges during the 

pandemic and the continuing shortage of labor, 

companies are more likely to hold on to employees 

in order to remain prepared during periods of high 

demand. Both initial jobless claims and continuing 

claims continue to fall, showing that neither the 

Hollywood nor the UAW strikes are creating dents. 

In fact, we expect to see even more job creation 

after the passage of the CHIPS and Science Act, and 

Infrastructure Investment and Jobs Act (IIJA). 

There have already been many announcements of 

new manufacturing, infrastructure, and clean energy 

projects, especially as we work to secure supply 

chains and reduce our dependence on China. 

 

It remains to be seen what the actual impact of this 

will be on growth and inflation as the Fed’s 2% 

target is becoming harder to achieve. Fed Chair 

Powell acknowledged that while policy is restrictive 

it remains uncertain if it’s sufficiently high enough. 

Uncertainty is skewed towards holding or further 

rate hikes, not cuts. In addition, the war between 

Russia and Ukraine seems to have no end in sight, 

increasing the chances that the US will continue to 

5 CEIC DATA - United States Private Consumption; June 30, 2023. 4 The GIC Weekly – September 18, 2023 (Morgan Stanley Publication) 

 

 



 

 

spend to prevent Russia’s advances. While we still 

believe a soft landing is possible, we do not believe 

it will come from easier policy in the near term. 

Markets may continue to get disappointed by not 

believing in the Fed’s commitment to fight 

inflation. 

 

 

 

We expect volatility will remain elevated around a 

government shutdown. Our economists note that a 

shutdown that gets resolved within a couple of 

weeks is unlikely to hinder growth. Historically, 

shutdowns have ended when the economic risk and  

the perceived political risk becomes more real. For 

instance, the 35-day shutdown under former 

President Trump ended after the air traffic 

controllers who weren’t being paid stopped showing 

up to work, causing delays. In a similar situation, 

our economists expect lower consumption from 

deferred government salaries and other spending to 

reduce GDP by 0.05% for each week of shutdown, 

with a more muted impact if workers receive back 

pay when the shutdown ends.6 Longer shutdowns, 

however, have the potential to reduce consumption. 

Under these circumstances, rates can fall quickly, as 

growth expectations are likely to get reset lower. 

 

Given the uncertainty around global growth and 

commodity prices, we continue to advocate for 

equal weightings to large cap growth and large cap 

value. Growth has recently lagged in September, as 

rates have re-rated higher. Meanwhile, value has 

benefitted from having greater exposure to the 

energy sector. Some of this may reverse if global 

growth slows. PE multiples are actually not as high 

when we strip out the handful of large index stocks 

that have been responsible for most of the strong 

performance this year. Underneath the surface, 

many stocks and sectors are actually down or at 

least lagging the S&P 500, presenting an 

opportunity for active management. We continue to 

remind investors that while some of the winners 

may keep winning over the longer term, passive 

strategies and algorithms programmatically buy 

more of the leading stocks on the way up but also 

sell more on the way down. This phenomenon has 

caused the degree to which certain stocks 

outperform or underperform to become more 

extreme. Therefore, being overly concentrated in 

any given cohort can potentially put entire 

portfolios at risk. We would use a pullback to add to 

higher quality, less cyclical companies with 

inelastic demand.  

 

International & EM 

The ECB announced a 10th consecutive hike due to 

upward revisions in newly published 

macroeconomic projections, which see inflation 

averaging at 5.6% this year from a prior forecast of 

5.4%, and 3.2% next year from a previous forecast 

of 3%. The stronger dollar continues to be a 

headwind in general and we don’t see that changing 

anytime soon. Last year, Europe surprised to the 

upside thanks to a mild winter, which reduced 

energy demand and lowered energy prices. We do 

not claim to be weather predicters and acknowledge 

that potentially colder weather this year remains a 

risk as the war with Russia continues. Europe’s 

transition to cleaner energy sources will take a 

longer time to play out than most expect. We have a 

tactical preference to increase underweights to 

international markets via private investments, where 

high quality companies are still cheap and volatility 

remains well below that of public international 

markets. 

 

Within Emerging Markets, we have become more 

pessimistic given the Fed’s higher for longer stance. 

More importantly, political and structural issues in 

China, which still account for a large portion of the 

MSCI EM Index, make hopes for a stimulus-led 

rebound more unpredictable. China housing bubble 

could lead to wealth destruction and a longer than 

expected growth drag. This year, China’s softening 

activity data, including stagnant spending, elevated 

youth unemployment and a slump in housing, has 

6 Sunday Starts; Morgan Stanley publication; September 24, 2023 

 

 



 

 

fed into a potentially dangerous cycle of deflation. 

Other EM countries such as India have benefitted 

from companies moving their supply chains in order 

to decrease their dependance on China. Recent 

softness in Chinese equities has boosted India in 

relative terms, reversing the pattern from 2016 to 

2020.3 

 
 

Elsewhere, Taiwan and Korea have benefited from 

their concentration in Technology Hardware & 

Equipment and Semiconductor names. Overall, EM 

may become a stock picker’s market once again, but 

currency impacts and geopolitical impacts have 

made investing there increasingly more difficult. 

 

 

Fixed Income & Rates  

While the Fed may stay higher for longer, our 

expectation for a soft landing still supports our 

favorable view on high quality credit. So far, money 

market funds, short-term U.S. Treasury securities, 

and certificates of deposit (CDs) have been 

attractive places to park cash while the Fed hiked 

rates and they may continue to be. However, we do 

not recommend shifting the bulk of one’s entire 

fixed income allocation into these assets as trying to 

time reinvesment risk remains difficult. Yields have 

moved higher in response to the Fed’s rate hikes 

and opportunities still remain. While we believe that 

Fed cuts seem less likely than most expect, we still 

advise investors to lock in attractive rates when they 

can to avoid the possibility of reinvesting proceeds 

at potentially lower rates in the future. Corporates 

have borrowed at record lows and and continue to 

hold ample cash reserves. Strong interest coverage 

has helped keep credit spreads tight and delivered 

attractive yield options for fixed income investors. 

While bankruptices have increased, they have 

remained contained. We continue to like a mix of 

higher yielding ultra-short and short duration assets 

and longer dated municipals bonds.  

 

Alternatives 

Manager and fund selection has become 

increasingly important in selecting alternative 

investments. The dry powder that fund managers 

amassed while valuations were elevated should 

position them well to deploy capital at attractive 

prices. We see infrastructure and other hard assets 

such as residential real estate as attractive 

investments in the case that inflation declines at a 

much slower than expected pace. While there has 

been stress in the commercial real estate market 

given regional bank turmoil, experienced managers 

have been able to raise rents in properties across 

other subsectors and negotiate inflation protected 

rent escalators. Meanwhile, private credit is likely 

to become an even bigger source of capital as banks 

are forced to lend even less. As the cost of capital 

rises, many companies will continue to depend on 

them for funding assistance. As the direct lending 

space has grown, we look for larger managers with 

scale, experience across various credit cycles, and 

competitive advantages in deal sourcing. We do 

expect fundraising to become more difficult for 

managers and see an increased need for co-

investments. Managers with dry powder and 

experience across sectors are well positioned as 

others depend on them for extra capital in order to 

close deals. We favor managers which have 

experience in distressed markets and dislocations. 

We also like the ability of secondaries focused 

managers that can take advantage of forced selling 

at depressed prices. Portfolio companies that rely on 

credit facilities may be calling more capital than 

anticipated from investors. As uncertainty is on the 

rise, we remind eligible investors that such tools are 

available to help mitigate risk and diversify 

portfolios. 

 

To Sum Up 

While we believe there may not be many more 

hikes ahead of us, we do believe inflation will stay 

high enough to prevent any premature rate cuts 

from the Fed.  Inflation, while on the right track, 

will have a slow and uneven journey down. We are 

cognizant to not fight the Fed and note that, going 

forward, fiscal stimulus may no longer be able to 

3 Global Investment Committee; Topics in Portfolio Construction. September 19, 2023 
 

 



 

 

offset monetary tightening. We believe that higher 

rates may continue to pressure valuation multiples 

just as the newly revised earnings expectations 

might not be achievable. Factors that we will be 

watching include fading fiscal stimulus, volatility 

around a potential government shutdown, higher oil 

prices and the Fed’s response to inflation. We 

continue to look out for potential buying 

opportunities if we reach oversold conditions. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

   

 

 

 

 

 

 

 

 

 

 

   

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

THE HARBOR GROUP 
at MORGAN STANLEY 

______________________________________________ 

John Vessa, CIMA®, CFP® 
Managing Director, Wealth Management 

Family Wealth Director 
Financial Advisor 
212-603-6293 

John.vessa@morganstanley.com 
NMLS: 1270033 

 
Jeffrey Winik, CFP® 

Managing Director, Wealth Management 
Family Wealth Director 

Financial Advisor 
212-603-6294 

Jeffrey.winik@morganstanley.com 
NMLS: 125530 

 
Jeffrey Di Napoli, CFP®, CRPS® 

Executive Director, Wealth Management 
Financial Advisor 
212-603-6290 

Jeffrey.dinapoli@morganstanley.com 
NMLS: 1268401 

 
Corey Fleisher 

Vice President, Wealth Management 
Financial Advisor 
212-603-6205 

Corey.s.fleisher@morganstanley.com 
NMLS: I724239 

 
Richard Frank 

Financial Advisor 
 212-603-6231 

Richard.frank@morganstanley.com 
NMLS #: 1913313 

 
Fitzroy Whyte 

Financial Planning Specialist, Wealth Management 
Financial Advisor 
212 296-6398    

Fitzroy.Whyte@morganstanley.com   
 

522 Fifth Avenue, 11th Floor, 
New York, NY 10036 

 
fa.morganstanley.com/harborgroup 

 
 
 

mailto:John.vessa@morganstanley.com
mailto:Jeffrey.winik@morganstanley.com
mailto:Jeffrey.dinapoli@morganstanley.com
mailto:Richard.frank@morganstanley.com


 

 

Disclaimers  

 

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 appropriate 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. 

 

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 appropriate 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. 

Past performance is no guarantee of future results. Actual results may vary. Diversification does not assure a 

profit or protect against loss in a declining market. 

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. 

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. 

Actual results may vary and past performance is no guarantee of future results.  

Private equity funds typically invest in securities, instruments, and assets that are not, and are not expected to 

become, publicly traded and therefore may require a substantial length of time to realize a return or fully 

liquidate. They typically have high management, performance and placement fees which can lower the returns 

achieved by 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 with significant lock-up periods and no secondary market, 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.  

An investment in Structured Investments is subject to significant risks and may not be appropriate for all 

investors.  These risks can include, but are not limited, to: fluctuations in the price, level or yield of underlying 



 

 

asset(s), interest rates, currency values and credit quality; substantial loss of principal; limits on participation in 

appreciation of underlying asset(s); limited liquidity; credit risk of the issuer; and, conflicts of interest. 

The views expressed herein are those of the author and do not necessarily reflect the views of Morgan Stanley 

Wealth Management or its affiliates.  All opinions are subject to change without notice.  Neither the information 

provided nor any opinion expressed constitutes a solicitation for the purchase or sale of any security.  Past 

performance is no guarantee of future results. 

The investments listed may not be appropriate for all investors. Morgan Stanley Smith Barney LLC 

recommends that investors independently evaluate particular investments, and encourages investors to seek the 

advice of a financial advisor. The appropriateness of a particular investment will depend upon an investor's 

individual circumstances and objectives. 

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. 

International investing may not be appropriate for every investor and is subject to additional risks, including 

currency fluctuations, political factors, withholding, lack of liquidity, the absence of adequate financial 

information, and exchange control restrictions impacting foreign issuers.  These risks may be magnified in 

emerging markets. 

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. Generally, if interest rates rise, bond prices fall and vice versa. Longer-term bonds 

carry a longer or higher duration than shorter-term bonds; as such, they would be affected by changing interest 

rates for a greater period of time if interest rates were to increase. Consequently, the price of a long-term bond 

would drop significantly as compared to the price of a short-term bond.   

This material contains forward looking statements and there can be no guarantees they will come to pass. The 

information and statistical data contained herein have been obtained from sources believed to be reliable but in 

no way are guaranteed by Morgan Stanley as to accuracy or completeness.  There is no guarantee that the 

investments mentioned will be in each client's portfolio. 

Technical analysis is the study of past price and volume trends of a security in an attempt to predict the 

security's future price and volume trends. Its limitations include but are not limited to: the lack of fundamental 

analysis of a security's financial condition, lack of analysis of macroeconomic trend forecasts, the bias of the 

technician's view and the possibility that past participants were not entirely rational in their past purchases or 

sales of the security being analyzed. Investors using technical analysis should consider these limitations prior to 

making an investment decision.  



 

 

Equity securities may fluctuate in response to news on companies, industries, market conditions and the general 

economic environment. Companies cannot assure or guarantee a certain rate of return or dividend yield; they 

can increase, decrease or totally eliminate their dividends without notice. 

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 riskier 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.  

When Morgan Stanley Smith Barney LLC, its affiliates and Morgan Stanley Financial Advisors and Private 

Wealth Advisors (collectively, “Morgan Stanley”) provide “investment advice” regarding a retirement or 

welfare benefit plan account, an individual retirement account or a Coverdell education savings account 

(“Retirement Account”), Morgan Stanley is a “fiduciary” as those terms are defined under the Employee 

Retirement Income Security Act of 1974, as amended (“ERISA”), and/or the Internal Revenue Code of 1986 

(the “Code”), as applicable. When Morgan Stanley provides investment education, takes orders on an 

unsolicited basis or otherwise does not provide “investment advice”, Morgan Stanley will not be considered a 

“fiduciary” under ERISA and/or the Code. For more information regarding Morgan Stanley's role with respect 

to a Retirement Account, please visit www.morganstanley.com/disclosures/dol. Tax laws are complex and 

subject to change. Morgan Stanley does not provide tax or legal advice. Individuals are encouraged to consult 

their tax and legal advisors (a) before establishing a Retirement Account, and (b) regarding any potential tax, 

ERISA and related consequences of any investments or other transactions made with respect to a Retirement 

Account.       

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.  

For index, indicator and survey definitions referenced in this report please visit the following: 

https://www.morganstanley.com/wealth-investmentsolutions/wmir-definitions 

Interest on municipal bonds is generally exempt from federal income tax. However, some bonds may be subject 

to the alternative minimum tax (AMT). Typically, state tax-exemption applies if securities are issued within 

one's state of residence and, local tax-exemption typically applies if securities are issued within one's city of 

residence. The tax-exempt status of municipal securities may be changed by legislative process, which could 

affect their value and marketability. 

Bonds are affected by a number of risks, including fluctuations in interest rates, credit risk and prepayment risk.  

In general, as prevailing interest rates rise, fixed income securities prices will fall.  Bonds face credit risk if a 

https://www.morganstanley.com/wealth-investmentsolutions/wmir-definitions


 

 

decline in an issuer's credit rating, or creditworthiness, causes a bond's price to decline.  Finally, bonds can be 

subject to prepayment risk. When interest rates fall, an issuer may choose to borrow money at a lower interest 

rate, while paying off its previously issued bonds. As a consequence, underlying bonds will lose the interest 

payments from the investment and will be forced to reinvest in a market where prevailing interest rates are 

lower than when the initial investment was made.  NOTE: 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.   

Real estate investments are subject to special risks, including interest rate and property value fluctuations, as 

well as risks related to general and economic conditions.  

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.  

Investors should carefully consider the investment objectives and risks as well as charges and expenses of a 

mutual fund before investing. To obtain a prospectus, contact your Financial Advisor or visit the fund 

company's website. The prospectus contains this and other important information about the mutual fund. Read 

the prospectus carefully before investing.  

Treasury and Government Money Market: You could lose money by investing in the Fund. Although the Fund 

seeks to preserve your investment at $1.00 per share, it cannot guarantee it will do so. An investment in the 

Fund is not insured or guaranteed by the Federal Deposit Insurance Corporation or any other government 

agency. The Fund’s sponsor has no legal obligation to provide financial support to the Fund, and you should not 

expect that the sponsor will provide financial support to the Fund at any time.  

You could lose money by investing in a Money Market Fund. Because the share price of the Fund will 

fluctuate, when you sell your shares they may be worth more or less than what you originally paid for them. The 

Fund may impose a fee upon sale of your shares or may temporarily suspend your ability to sell shares if the 

Fund’s liquidity falls below required minimums because of market conditions or other factors. An investment in 

the Fund is not insured or guaranteed by the Federal Deposit Insurance Corporation or any other government 

agency. The Fund’s sponsor has no legal obligation to provide financial support to the Fund, and you should not 

expect that the sponsor will provide financial support to the Fund at any time.  

Asset Allocation, Diversification and Rebalancing do 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. 

CDs are insured by the FDIC, an independent agency of the U.S. Government, up to a maximum of $250,000 

(including principal and accrued interest) for all deposits held in the same insurable capacity (e.g. individual 

account, joint account, IRA etc.) per CD depository. Investors are responsible for monitoring the total amount 

held with each CD depository. All deposits at a single depository held in the same insurable capacity will be 

aggregated for the purposes of the applicable FDIC insurance limit, including deposits (such as bank accounts) 

maintained directly with the depository and CDs of the depository. For more information visit the FDIC website 

at www.fdic.gov.  

 



 

 

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. 

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 
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