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For more than a decade, global market volatility was generally AUTHORS

constrained, largely attributed to the quantitative easing and MANAGED FUTURES TEAM
low-to-negative interest rate policies of most central banks
around the world. Combined with a bearish cycle across the
broad spectrum of commodity markets, the global investment
marketplace experienced one of the most prolonged equity bull
markets ever. As happened many times before, this period of
buoyancy ultimately resulted in higher inflation, being tackled
now by governments and central banks globally. Investors are
experiencing further uncertainties as geopolitics are combining
with fundamental forces to keep elevated volatility across

a wide array of market sectors. In periods of such volatility,
particularly coinciding with a period of exceedingly high equity/
bond correlation, clients may be looking for an alternative
investment which may not only provide diversification and
potential portfolio protection to market fluctuations, but also
potentially capitalize on increases in volatility.

Historically, managed futures investments have offered low correlation not
only to traditional portfolio investments such as stocks and bonds, but to
other alternative hedge fund investment strategies as well. Viewed as an
absolute return alternative investment strategy, managed futures investments
typically have a low beta to risky assets and are uncorrelated to long-biased
hedge funds, private equity, and other alternatives. Moreover, managed
futures have no inherent long bias to any asset class, and at periods may be
short any number of markets. That could make managed futures an important
part of a retail or institutional investor's portfolio in the current environment
which may continue for some time.

Managed futures investments have also historically performed well in periods of
extended equity drawdowns. This “crisis alpha,” as it is often referred to, can offer
a key component of portfolio insurance in such a period. This is represented by

Display Twhich plots the performance of the Barclay CTA Index during periods of
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Data: January 1980- December 2023 Barclay CTA Index and S&P 500 TR Index. Data for Indices were provided by EurekaHedge. Past performance is

not indicative of future results.

stock market drawdowns, as represented
by the performance of the S&P 500
Total Return Index. Importantly, the
periods of strong performance for the
Barclay CTA Index coincide with S&P
500 bear markets, including recoveries
to new “high water marks.”

Why the Current Macro
Environment May Favor
Managed Futures

The current global economic
environment is exhibiting widespread
volatility which has not been

experienced in many years. Many of
the current macro and micro impacts
experienced by investors may not be
transitory and, in fact, could persist
for an extended period of time. Below
is a partial list of some of the major
fundamental drivers of the volatility
we are currently witnessing.

While certain volatility can be a
potential danger to a traditional
portfolio, it may also provide trading
opportunities for the “right” investment
vehicle. Looking forward into the
remainder of the year and beyond, there

are a number of factors that could point
to longer-term volatility that managed
futures investments have historically
been able to profitably capture.

Since the COVID pandemic, the
interplay between inflation and central
bank reaction has dominated market
focus, pushing the correlation between
equities and bonds to historical highs.
As of December 31, 2023, the 36-month
correlation between S&P 500 Index
(TR) and Bloomberg U.S. Aggregate
Bond Index (TR) was at its highest level
since 1992, as represented by Display 2.

DISPLAY 2

Barclay CTA Index vs. Stock / Bond Correlation
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When monetary policy is the primary
source of uncertainty, markets focus

on liquidity. As market expectations

of monetary policy direction change,
whether tighter or looser, it has the same
directional impact on all financial asset
pricing. Conversely, when global growth
is the primary driver of uncertainty
amidst stable monetary conditions,

we would expect to see negatively
correlated price action. For example,
strong growth expectations driving
equities higher, and bond yields up.

We believe that the market
preoccupation with monetary policy
globally is likely to remain for some
time. Further, if the market remains
primarily focused on monetary
uncertainty, we believe the bond/
equity correlation is Likely to remain
positive. Given this, we also believe
that managed futures can potentially
provide diversification to other assets
and strategies as shown by Display 2.

Of course, if the market shifts its

focus toward real growth as the
monetary policy turns consistently and
transparently looser, then a reversion
lower in the correlation between
stocks and bonds is possible. In that
case, managed futures as an investment
strategy can still have the potential to
capture alpha.

Currently, we see drivers of inflation
volatility still arising from a tight labor
market, deficiency of housing supply

and solid overall economic growth, at
least in the U.S., while the interest rate
policy remains uncertain and lacking a
significant degree of transparency. In
terms of the global real growth outlook,
a combination of risk around election
cycles and their fiscal implications,
geopolitical risk, more frequent trade
and industrial policy interventions should
all serve to keep volatility elevated,
including occasional regime shifts.

In short, the combination of high
bond/equity correlation, a high and

volatile cost of capital, and ongoing
policymaker-induced volatility should
bode well for dynamic, diversified,
multifactor, liquid trading approaches
like those employed by the managers in
managed futures investments.

INFLATION UNCERTAINTY STILL HIGH

= Are we in a disinflationary,
deflationary or even a reflationary
environment in the U.S. and globally?
Market expectation of coming rate
cuts, especially in the U.S., may be
overly optimistic.

= |ncreasing growth dispersion
between the U.S. vs. elsewhere
around the world:

— Japan and India may outperform,
Europe seems likely to
underperform, with the U.S.
probably somewhere in between.

— What is poison for some may
be a cure elsewhere: reflation
may drive Japan to a sustained
recovery, while Europe is suffering
under even slower deflation.
With the most recent negative
GDP growth print in Germany,
the European Central Bank (ECB)
may cut rates sooner and more
aggressively than the Federal
Reserve. At the same time, it
is possible that Bank of Japan
starts changing its decades long
monetary policy, and possibly even
hikes rates later this year.

= Difference in reported inflation vs.
reality for consumers and its
potential economic impact as
consumer spending, still resilient in
the U.S., may turn for worse.

RECESSION EXPECTATIONS HAVE SUBSIDED
BUT UNCERTAINTY STAYS

= While markets are increasingly
expecting a relatively “soft landing”
for the U.S. economy, the potential
for an economic slowdown is still a
measurable risk for global equities
and other risky assets. Managed
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futures is one of the few alternative
investment strategies that have the
ability for global equity exposures to
go 100% short. For example, we saw
Commodity Trading Advisors' (CTAs)
short exposures in equity indices
emerge throughout 2022 as global
equity prices overwhelmingly

moved lower.

GLOBAL GEOPOLITICAL INSTABILITY

= Current conflicts in Europe and the
Middle East involving several nuclear
powers: the U.S. and Russia, as well
as Israel and Iran. Global polarization
and deglobalization increase the
chance of further spread of conflicts.

= While energy market turmoil comes
first to mind, trade and
transportation bottlenecks, as we
are currently witnessing in the Red
Sea, currency wars and accelerating
de-dollarization are some of the
possible scenarios.

= |n the U.S., we may be facing an even
more antagonistic Presidential
election later this year. In the last
few elections, no matter the
outcome, risky assets benefitted
from continued loose monetary
policy and ever-increasing liquidity.
This time around we may face sharp
reversal of such policies, especially if
Donald Trump wins. Despite his
general pro-business stance, chances
are he would have to respond to his
caucus' calls to stop and reverse
increasing government spending and
money printing, thus likely impacting
U.S. growth.

GLOBAL CONUNDRUM ACROSS ENERGIES
AND OTHER COMMODITIES

= GROWING DEMAND VS. SHRINKING
SUPPLIES: Many commodity traders
believe that the underlying
fundamental supply/demand
equation in commaodities has no real
short-term fix. It is not just demand
that is driving the volatility in
commodity markets. The primary



reason we may see the current
commodity cycle being prolonged is
the widespread weakness of the
global supply chain and how it has
been brought on by a decade of
underinvestment in capital
expenditures at nearly every level.
Moreover, current higher working
capital costs have fueled an
inventory destocking cycle that has
held back spot pricing. Both these
dynamics may make prices less
elastic on the supply side than in
previous cycles. Given this, more
volatility in the commodity markets
could possibly lie ahead and there is
still a meaningful probability of a
‘commodity supercycle” dynamic
unfolding over time. This could offer
some strong trading opportunities
for commodity trading advisors.

WEATHER IMPACT: \Weather impact on
crops in the U.S. Midwest, South
America, West Africa, and other
geographies has arguably been more
pronounced with climate change. As
reported by the NOAA, 2023 was
the hottest year on record since
1850. 2024 may bring even more
weather havoc, and with it, reignited
food inflation. Weather also affects
power production and consumption
as energy sourcing, transmission and
demand are going through
potentially revolutionary change. As
a shift toward sustainable energy
sources is taking place, electricity

pricing may suffer extreme peak
volatility due to inadequate energy
storage and peak power gas turbines
capacity. Moreover, electric vehicle
(EV) participation, primarily in the
U.S. and Europe, is increasing while
artificial intelligence (Al) computing
drives electricity consumption higher.
All of it will require a significant
metals production increase while a
capacity increase has been severely
curtailed by chronic
underinvestment.

CONTINUED GROWTH OF “GREEN"
INITIATIVES, REGULATIONS, AND
FINANCING: Also of growing
significance is the ESG movement
and governments' actions to fight
climate change. This has the
potential to greatly impact markets
in profound ways for years to come.
Energy transitions, infrastructure
upgrades and EV conversions are
just a few examples for this to create
new investment opportunities,
sometimes in unique commodity
markets, such as in global carbon
allowance futures. Carbon capture
has been our investment theme for
years and will likely be creating
further investment opportunities as
COP28 resulted in a global
agreement to transition away from
fossil fuels in energy systems. The
growing global climate issue may
also affect the energy markets in
other significant ways. Increasingly,
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the efforts to move away from
hydrocarbon energy to sustainable
energy sources, which thus far have
not been able to reliably provide for
demand volatility, run up against the
underlying fact that demand for
energy will remain constant in the
least and is most likely to grow.
These imbalances have the potential
to inject a considerable amount of
volatility into the energy complex.

= DEGLOBALIZATION NOT LIMITED TO
MANUFACTURING: Many of the themes
listed above can be seen in terms of
a reversal of the “one-world”
globalization trend which has
emerged over the last 20 years. Any
profound change to this trend could
also potentially have a dramatic
impact across the globe and add
even more volatility to the current
global situation.

These are just a few of the themes
that can potentially create investment
opportunities for a strategy like
managed futures. Uncertainties,
whether economic, political, social,

or weather-related, will continue

to support heightened volatility.
Historically, managed futures
investment strategies have capitalized
on such environments which

feature prolonged volatility, adding
diversification to a portfolio in different
market environments.
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MSIM's Managed Futures team, which has roots dating back 40-plus years, specializes in providing high net worth and
institutional investors access to multimanager investment solutions. In our view, an allocation to managed futures is an
essential component of a well-diversified portfolio. Over the long term, we believe these strategies provide important

diversification benefits versus other traditional and alternative asset classes.

For more information, please contact the MSIM Alternative Investments Hotline at (212) 296-7676.

IMPORTANT INFORMATION

The views and opinions are those solely of the author or the investment
team as of the date of preparation of this material and are subject to change
at any time due to market or economic conditions and may not necessarily
come to pass. Furthermore, the views and opinions herein will not be updated
or otherwise revised to reflect information that subsequently becomes
available or circumstances existing, or changes occurring, after the date of
publication. The views and opinions expressed do not reflect those of other
or allinvestment teams at Morgan Stanley Investment Management (“MSIM”)
or of the firm as a whole, and may not be reflected in all the strategies and
products that the firm offers.

Forecasts and/or estimates provided herein are subject to change at any
time and may not actually come to pass. Information regarding expected
market returns and market outlooks is based on the research, analysis and
opinions of the authors. These conclusions are speculative in nature, may
not come to pass and are not intended to predict the future performance of
any specific MSIM product.

Any charts and graphs provided are for illustrative purposes only. Any
performance quoted represents past performance. Past performance does
not guarantee future results. All investments involve risks, including the
possible loss of principal.

Certain information herein is based on data obtained from third party sources
believed to be reliable. However, such information has not been independently
verified, and accordingly, no representations or warranties, express or implied,
are made whatsoever as to its accuracy or completeness.

MSIM and its affiliates disclaim any and all liability arising from or in connection
with any use of or reliance upon such information or any other information
contained herein.

This communication is not a product of Morgan Stanley's Research Department
and should not be regarded as a research recommendation. The information
contained herein has not been prepared in accordance with legal requirements
designed to promote the independence of investment research and is not
subject to any prohibition on dealing ahead of the dissemination of investment
research.
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This material is a general communication, which is not impartial and has been
prepared solely for informational and educational purposes and does not
constitute a solicitation, offer, solicitation of an offer or a recommendation
to buy or sell any particular security or to adopt any specific investment
strategy. Allinvestments involve risks, including the possible loss of principal.
The information herein has not been based on a consideration of any individual
investor circumstances and is not investment advice, nor should it be construed
in any way as tax, accounting, legal or regulatory advice. To that end, investors
should seek independent legal and financial advice, including advice as to tax
consequences, before making any investment decision.

Any index referred to herein is the intellectual property (including registered
trademarks) of the applicable licensor. Any product based on an index is in
no way sponsored, endorsed, sold or promoted by the applicable licensor
and it shall not have any liability with respect thereto.

This document may be translated into other languages. Where such a
translation is made this English version remains definitive. If there are any
discrepancies between the English version and any version of this document
in another language, the English version shall prevail.

MSIM is the asset management division of Morgan Stanley.

Allinformation contained herein is proprietary and is protected under copyright
and other applicable laws, and may not be distributed or republished, in whole
or in part, without the prior written consent of MSIM.

Managed futures investments are speculative, involve a high degree of risk,
use significant leverage, have limited liquidity and/or may be generally illiquid,
may incur substantial charges, may subject investors to conflicts of interest,
and are suitable only for the risk capital portion of an investor's portfolio.
Before investing in any partnership and in order to make an informed decision,
investors should read the applicable prospectus and/or offering documents
carefully for additional information, including charges, expenses and risks.
Investors should read the prospectus and/or offering documents carefully
for additional information, including charges, expenses and risks. Managed
futures investments are not intended to replace equities or fixed income
securities but rather may act as a complement to these asset categories in
a diversified portfolio.
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ESG strategies that incorporate impact investing and/or environmental, social
and governance (ESG) factors could result in relative investment performance
deviating from other strategies or broad market benchmarks, depending on
whether such sectors or investments are in or out of favor in the market. As
aresult, there is no assurance ESG strategies could result in more favorable
investment performance. Sustainability factors can pose risks to investments,
for example: impact asset values, increased operational costs.

DISTRIBUTION

This material is only intended for and will only be distributed to persons
resident in jurisdictions where such distribution or availability would not
be contrary to local laws or regulations.

MSIM, the asset management division of Morgan Stanley (NYSE: MS), and
its affiliates have arrangements in place to market each other's products and
services. Each MSIM affiliate is regulated as appropriate in the jurisdiction
it operates. MSIM’s affiliates are: Eaton Vance Management (International)
Limited, Eaton Vance Advisers International Ltd, Calvert Research and
Management, Eaton Vance Management, Parametric Portfolio Associates
LLC, and Atlanta Capital Management LLC.

This material has been issued by any one or more of the following entities:

EMEA
This material is for Professional Clients/Accredited Investors only.

In the EU, MSIM and Eaton Vance materials are issued by MSIM Fund
Management (Ireland) Limited ("FMIL"). FMIL is regulated by the Central
Bank of Ireland and is incorporated in Ireland as a private company limited
by shares with company registration number 616667 and has its registered
address at 24-26 City Quay, Dublin 2, DO2 NY19, Ireland.

Outside the EU, MSIM materials are issued by Morgan Stanley Investment
Management Limited (MSIM Ltd) is authorised and regulated by the Financial
Conduct Authority. Registered in England. Registered No. 1981121. Registered
Office: 25 Cabot Square, Canary Wharf, London E14 4QA.

In Switzerland, MSIM materials are issued by Morgan Stanley & Co. International
plc, London (Zurich Branch) Authorised and regulated by the Eidgenéssische
Finanzmarktaufsicht (‘FINMA"). Registered Office: Beethovenstrasse 33,
8002 Zurich, Switzerland.

Outside the US and EU, Eaton Vance materials are issued by Eaton Vance
Management (International) Limited ("EVMI") 125 Old Broad Street, London,
EC2N 1AR, UK, which is authorised and regulated in the United Kingdom by
the Financial Conduct Authority.

Italy: MSIM FMIL (Milan Branch), (Sede Secondaria di Milano) Palazzo
Serbelloni Corso Venezia, 16 20121 Milano, Italy. The Netherlands: MSIM
FMIL (Amsterdam Branch), Rembrandt Tower, 11th Floor Amstelplein 1
1096HA, Netherlands. France: MSIM FMIL (Paris Branch), 61rue de Monceau
75008 Paris, France. Spain: MSIM FMIL (Madrid Branch), Calle Serrano 55,
28006, Madrid, Spain. Germany: MSIM Fund Management (Ireland) Limited
Niederlassung Deutschland Junghofstrasse 13-15 60311 Frankfurt Deutschland
(Gattung: Zweigniederlassung (FDI) gem. § 53b KWG). Denmark: MSIM FMIL
(Copenhagen Branch), Gorrissen Federspiel, Axel Towers, Axeltorv2, 1609
Copenhagen V, Denmark.
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Dubai: MSIM Ltd (Representative Office, Unit Precinct 3-7th Floor-Unit
7071 and 702, Level 7, Gate Precinct Building 3, Dubai International Financial
Centre, Dubai, 506501, United Arab Emirates. Telephone: +97 (0)14 709 7158).

This document is distributed in the Dubai International Financial Centre by
Morgan Stanley Investment Management Limited (Representative Office),
an entity regulated by the Dubai Financial Services Authority (‘DFSA"). It is
intended for use by professional clients and market counterparties only. This
document is not intended for distribution to retail clients, and retail clients
should not act upon the information contained in this document.
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Hong Kong: This material is disseminated by Morgan Stanley Asia Limited for
use in Hong Kong and shall only be made available to “professional investors”
as defined under the Securities and Futures Ordinance of Hong Kong (Cap
577). The contents of this material have not been reviewed nor approved by
any regulatory authority including the Securities and Futures Commission
in Hong Kong. Accordingly, save where an exemption is available under the
relevant law, this material shall not be issued, circulated, distributed, directed
at, or made available to, the public in Hong Kong. Singapore: This material is
disseminated by Morgan Stanley Investment Management Company and may
not be circulated or distributed, whether directly or indirectly, to persons in
Singapore other than to (i) an accredited investor (i) an expert investor or
(i) an institutional investor as defined in Section 4A of the Securities and
Futures Act, Chapter 289 of Singapore (“SFA"); or (iv) otherwise pursuant to,
and in accordance with the conditions of, any other applicable provision of the
SFA. This publication has not been reviewed by the Monetary Authority of
Singapore. Australia: This material is provided by Morgan Stanley Investment
Management (Australia) Pty Ltd ABN 22122040037, AFSL No. 314182 and
its affiliates and does not constitute an offer of interests. Morgan Stanley
Investment Management (Australia) Pty Limited arranges for MSIM affiliates
to provide financial services to Australian wholesale clients. Interests will only
be offered in circumstances under which no disclosure is required under the
Corporations Act 2001(Cth) (the “Corporations Act”). Any offer of interests will
not purport to be an offer of interests in circumstances under which disclosure
is required under the Corporations Act and will only be made to persons who
qualify as a “wholesale client” (as defined in the Corporations Act). This material
will not be lodged with the Australian Securities and Investments Commission.

Japan

This material may not be circulated or distributed, whether directly or
indirectly, to persons in Japan other than to (i) a professional investor as
defined in Article 2 of the Financial Instruments and Exchange Act (“FIEA")
or (i) otherwise pursuant to, and in accordance with the conditions of, any
other allocable provision of the FIEA. This material is disseminated in Japan
by Morgan Stanley Investment Management (Japan) Co., Ltd., Registered No.
410 (Director of Kanto Local Finance Bureau (Financial Instruments Firms)),
Membership: the Japan Securities Dealers Association, The Investment Trusts
Association, Japan, the Japan Investment Advisers Association and the Type
[l Financial Instruments Firms Association.
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