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Important information
• The Fund invests primarily in the common shares of companies incorporated in Latin American countries. 
• Investment involves risks. Key risks for this fund include Risk of Investment in Equity, Emerging Market Risk, Exchange Rate Risk
and Risk of Exposure to the Euro and Eurozone. 
• There is a risk that you may potentially lose your entire investment in this Fund. 
• The investment decision is yours but you should not invest unless the intermediary who sells it to you has advised you that it is
suitable for you and has explained why, including how buying it would be consistent with your investment objectives. You should
not make any investment decision solely based on this document. Please read the relevant offering document carefully for further
fund details including risk factors.

Performance Review
In the one month period ending 30 April 2023, the Fund’s A shares returned 1.89% (net of fees) , while the benchmark returned
2.69%.

Strong stock selection among financials, consumer plays and materials in Brazil and Chile were the top contributors to performance,
but were slightly offset by a few names in Mexico and aluminum producer Companhia Brasileira de Alumínio (CBA) in Brazil, which
had a big decline in the month. Year-to-date, the portfolio (I shares net of fees) has continued to outperform the index by +234 basis
points (bps), with strong stock selection in utilities, industrials, financials and energy names among the top contributors. We
continue to have confidence that several important factors are benefiting many Latin American economies, with positive implications
for the companies we own in the portfolio. Among the broad positive drivers are: growing demand for credit; improving foreign
direct investment, particularly in manufacturing as the nearshoring trend continues; supply constraints and continued strong
demand for select commodities, despite a slight pullback in the first quarter on global recession concerns; the potential for central
bank interest rates cuts, especially in Brazil; and in the case of Mexico, continued strong remittances related to the tight U.S. labor
market.

Our aggregate stock selection in Brazil was the largest contributor to returns in April, though our underweight to the market
detracted slightly as Brazil rebounded in the month and outperformed emerging markets (EM) overall. We have increased our
allocation to Brazil in recent months, and our allocations to Itaú, BTG Pactual, Localiza, Raia Drogasil and copper producer Ero
Copper (listed in Canada) contributed. Our underweight allocation to Vale also added to excess returns, while our overweight
allocations to CBA, Lojas Renner and MercadoLibre and our underweight allocation to Petrobras detracted from returns. We believe
the energy transition linked to decarbonization goals, along with supply constraints and increased demand from China, particularly
with the sharp reversal in the zero-COVID policy, will further support the price of copper (Ero Copper) and aluminum (CBA), which
are critical components in the infrastructure buildout involved in greater demand for electric vehicles, solar panels and wind
turbines. Within the economy we are constructive on falling inflation, the potential for cuts in policy rates, solid external balances,
upcoming reforms and attractive valuations. Our positioning in Brazil continues to be geared toward quality growth financials,
industrials and consumer companies, particularly where the names are rate sensitive. We believe names such as Itaú and Localiza
should continue to benefit from Brazil’s dynamic credit growth cycle.

Within Chile, aggregate stock selection contributed strongly, though gains were partially offset by our overweight to the country.
The allocations to Aguas Andinas and Banco Santander Chile and our zero allocation to Sociedad Química y Minera de Chile (SQM)
contributed to returns. Elsewhere in Chile, our allocation to Antofagasta detracted. We remain positive on copper given its supply
and demand outlook, where we believe a tight market will translate into higher prices and earnings. We believe the company is a
high quality producer with strong management, a good asset base, improving social license, and attractive reinvestment
opportunities to grow production and reserves.

We visited Chile earlier this year and came back constructive on the market, choosing to net-add to our allocation. We believe the
economy is in the process of a political and economic normalization following the last few years of severe disruptions. Economically,
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the market has gone through an extreme bust-boom cycle, catalyzed by pandemic lockdowns and then extreme policy response
(which included a series of three pension fund withdrawals and distributions amounting to roughly 20% of gross domestic product).

Our aggregate stock selection in and underweight to Mexico detracted. Though our zero allocation to Grupo Aeroportuario del
Pacifico added to returns, the allocations to Regional, Prologis, Grupo Aeroportuario Centro Norte (OMA) and Becle (Cuervo)
detracted.

As quality growth investors, our mission is to identify and own the companies that we think will deliver sustainable, longer-term
earnings gains. In Latin America, in the current environment, we believe this will come from: competitive financials, where we
maintain our largest aggregate sector allocation; those commodity companies with earnings linked to green technology, cost
advantages, and assets in structurally attractive metals such as aluminum and copper (where supply is limited); select consumer
discretionary and industrial companies related to economic recovery and the greater move of manufacturing outside China; and
secular growers in the digitization and technology space. Our portfolio is focused on what we believe are the best-managed, lowest-
leveraged names within these themes.

 Market Review
The MSCI Emerging Markets Latin America Index returned +2.69% during the month, outperforming the MSCI Emerging Markets
Index (-1.13%) and the MSCI World Index (+1.75%). Colombia (+5.42%) was among the best-performing EM countries, while Brazil
(+3.40%) outperformed the EM index and the Latin America region index. Mexico (+2.55%) ended the month largely in line with the
Latin America index, while Peru (+0.26%) and Chile (-2.12%) lagged.

 Portfolio Activity
During the month we increased our allocation to Brazil by adding to existing positions in BTG Pactual and Localiza. Localiza is
Brazil’s largest car rental company, with a fleet of nearly 600,000 cars and 184 stores that sell used cars. Our thesis is driven by
Localiza’s opportunity to gain market share, as smaller players face tougher cash flow dynamics in Brazil’s challenging macro
environment; our expectation of interest rate cuts (which could alleviate net financial expenses); and the merger with Unidas. Car
prices in Brazil have doubled versus pre-COVID levels, and the merger should further strengthen Localiza’s pricing power. The stock
is trading at depressed earnings given the peak level of interest rates, and we view this as potential upside given the probability for
rate cuts combined with higher rental costs, which should bode well for rate-sensitive companies such as Localiza.

We funded the above trades by reducing our allocation to Regional and exiting network-based communication services provider
Megacable. Following the rejected merger proposal from Televisa, Megacable’s margins may continue to face headwinds and
competition could increase.

Elsewhere in Mexico, we added to our overweight allocation to Gruma after the stock price eased from overbought conditions. Our
thesis for Gruma continues to track — we believe it is a high quality company with a strong management team, high return on
capital, disciplined capital allocation and improving earnings outlook.

 Strategy and Outlook
After years of currency weakness relative to the U.S. dollar, individual currencies, particularly the Mexican peso, have begun to
recover in recent months — a reflection of their healthy current account status and improving growth prospects, particularly
among consumers.

China’s sudden reversal of its zero-COVID policy helps contribute to what we already believed was healthy demand for select
materials, further supporting our constructive view on aluminum and copper in particular. As we have allocated more in these areas
in the last few months, we have funded such changes by trimming from longer-duration names, particularly in the e-commerce
space, and taking gains on some of our travel recovery plays, both of which have contributed positively to performance.

We maintain our overweight to financials in select countries with strong balance sheets and where credit demand is recovering; in
select materials, such as aluminum, copper and platinum, related to energy transition; in select quality, well-managed energy names;
in consumer staples that meet our quality growth criteria; and in companies that should benefit from the trend toward increased
local and regional manufacturing of strategic industries. Mexico, in particular, is a beneficiary, with its trade agreement with the U.S.
and Canada. Even some Chinese companies are capitalizing on relatively lower wages in Mexico to invest in manufacturing.

In regard to the financials names in the Latin American portfolio, it is important to note that, generally speaking, the performance of
financials within emerging markets is primarily a consequence of a particular country’s credit cycle, overall leverage and economic
growth prospects, all of which are heterogeneous to an individual country. In choosing financials for the portfolio, as with any stock
we own, we meet with management and closely analyze the fundamentals of that particular company as we determine that they
meet our quality growth expectations.

The majority of big U.S. banks have undergone a great deal of positive change as a consequence of the Global Financial Crisis (GFC)
of 2007-08, chiefly with the ending of proprietary trading and establishing the requirement for much improved capital ratios
compared with the years prior to the GFC. We do not foresee financial contagion stemming from the Silicon Valley Bank matter,
which had its own particular characteristics related to its lending in the tech sector.

 



That said, the monetary policy of individual EM central banks certainly takes cues from Federal Reserve (Fed) policy. With the
notable exception of China’s central bank, the People’s Bank of China — which has been loosening monetary policy during this past
year — most EM countries have moved in the same direction as the Fed’s tightening cycle in the U.S. Countries such as Brazil and
Mexico have pursued among the most aggressive monetary policy, resulting in some of the highest real interest rates in the EM
universe. Inflation in these economies has been coming off, and there are no excesses in their private sector leverage in the last
decade.

In sum, we do not see signs of the type of contagion that affected EM countries during the crises of the past, such as the Asian
financial crisis, the dotcom bust or the GFC. Emerging markets are in a better condition with lower external vulnerability, no
excessive leverage and preemptive monetary tightening.

We have increased the portfolio’s allocation to Brazil. Brazilian equities have underperformed the EM index year-to-date, suffering a
sharp drawdown in February, in particular on investor concerns about the Lula administration’s fiscal plans. Lula won last October’s
election by a small margin and congress remains center-right, which serves as one source of restraint on spending plans. But even
more importantly, Brazil is a highly rate-sensitive market; historically, equities perform well when there is a decline in interest rates,
which are currently high in real terms as inflation has come down. Brazil’s central bank was among the most aggressive in emerging
markets in raising rates to fight inflation over the last two years. The central bank will likely await any cuts until it is convinced that
the Lula administration will temper spending plans. Eventual rate cuts should present an opportunity for rate-sensitive companies
with compelling value, quality management, achievable earnings estimates and intermediate-term market share opportunities.

In addition, there are some meaningful reforms on the administration’s policy agenda, including regarding the value-added tax.
Further, cumulative micro reforms undertaken since 2016 — like changes in the state-owned enterprise laws and greater
transparency and scrutiny regarding the state-owned oil company — will serve as further material checks on potential spending
plans. The Brazilian real looks attractive on our currency framework, with external balances in good shape and valuations at low
levels relative to its own history.

While Brazil has suffered from low growth and weak domestic demand in recent years, the country is benefiting from a booming
agricultural sector, which contributes about 80% of its overall trade balance. We think Brazil’s strong external fundamentals and
relatively cheap currency are being underappreciated by the market. We recently visited Brazil and came away with a view that,
despite his recent push for populist measures, Lula is less popular than during his first presidency that began 20 years ago, and
remains constrained by a center-right congress and by the Brazilian central bank, which is laser-focused on cutting inflation. Despite
ambitious spending plans, we predict Lula will likely moderate his tone and ultimately implement reasonable economic policies that
will likely benefit investors. The path may not be smooth, but we think the market will climb this wall of worry.

Mexico is delivering strong growth in both real and nominal terms. The country’s economy should continue to benefit from trade
and economic links with major trading partner the United States. Growth has been better than expected and above levels in the U.S.
for the last two years, and though growth is likely to slow in line with the U.S. from here, foreign direct investment has been strong,
driven by new investments, and the nearshoring/China plus one strategy should provide a positive anchor for the Mexican macro
story going forward. We believe the domestic names should continue to benefit from rising investment, strong remittances and
robust consumption. We believe the stocks we own are likely to continue to deliver on earnings and potentially deliver above-
average growth.

We feel we are well positioned with our holdings in Chile, which includes exposure to a well-managed bank, a food retailer and
long-duration assets among utilities, where we have conviction in the gradual transition to greater renewables. We added to our
allocation to the country in March following a trip by the investment team, where we came away as constructive on the normalizing
political environment and attractive valuations for domestic stocks. The proposed new constitution was broadly rejected by 62% of
the population in September 2022, making it clear that Chileans are seeking improvements to the system, rather than an entirely
new system. The new process is now more bounded in terms of scope and participants, and firm deadlines were set for April and
December, which we are closely following. Furthermore, while Chile’s economy had been hit with several shocks, including civil
unrest in 2019, the pandemic, extensive stimulus and a resulting inflation/rate cycle, these factors appear to be normalizing after the
economy experienced a greater-than-normal pandemic-political “bust-boom” sequence across macro factors like gross domestic
product, domestic demand, investment and consumption. Structurally, we believe the economy remains attractive given a strong
macro-prudential framework with low sovereign debt, an independent central bank, attractive natural resources, solid human capital
and rule of law.

For further information, please contact your Morgan Stanley Investment Management representative. 

  
FUND FACTS
Launch date
02 August 1994

Base currency
U.S. dollars

Index
MSCI EM Latin America Index

 



INDEX INFORMATION

The MSCI Emerging Markets Latin America Index is a free
float-adjusted market capitalization index that is designed to
measure equity market performance of emerging markets
within Latin America. The MSCI Emerging Markets Latin
America Index consists of the following 5 emerging market
country indices: Brazil, Chile, Colombia, Mexico and Peru.

The MSCI World Index is a free float adjusted market
capitalization weighted index that is designed to measure the
global equity market performance of developed markets. The
term "free float" represents the portion of shares outstanding
that are deemed to be available for purchase in the public
equity markets by investors. The performance of the Index is
listed in U.S. dollars and assumes reinvestment of net
dividends.

The MSCI Emerging Markets Net Index is a free float-
adjusted market capitalization weighted index that is designed
to measure equity market performance of emerging markets.
The term “free float” represents the portion of shares
outstanding that are deemed to be available for purchase in the
public equity markets by investors. The MSCI Emerging Markets
Index currently consists of 24 emerging-market country indices.
The performance of the index is listed in U.S. dollars and
assumes reinvestment of net dividends. The index does not
include any expenses, fees or sales charges, which would lower
performance. The index is unmanaged and should not be
considered an investment. It is not possible to invest directly in
an index.

DISTRIBUTION

This material is only intended for and will be only
distributed to persons resident in jurisdictions where such
distribution or availability would not be contrary to local
laws or regulations. It is the responsibility of any person in
possession of this material and any persons wishing to
make an application for Shares in pursuant to the
Prospectus to inform themselves and observe all
applicable laws and regulations of any relevant
jurisdictions. 

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. 

Hong Kong: This document has been issued by Morgan

Stanley Asia Limited for use in Hong Kong. The contents of this
document and website have not been reviewed by the
Securities & Futures Commission of Hong Kong. The investment
returns are denominated in base currency. HK/US dollar-based
investors are therefore exposed to exchange rate fluctuations. 

IMPORTANT INFORMATION 

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. The Fund is actively
managed, and the management of the fund is not constrained
by the composition of the Benchmark. 

All investments involve risks, including the possible loss of
principal. The material contained herein has not been based on
a consideration of any individual client circumstances and is not
investment advice, nor should it be construed in any way as tax,
accounting, legal or regulatory advice. To that end, investors
should seek independent legal and financial advice, including
advice as to tax consequences, before making any investment
decision. 

MSIM has not authorised financial intermediaries to use and to
distribute this material, unless such use and distribution is made
in accordance with applicable law and regulation. MSIM shall
not be liable for, and accepts no liability for, the use or misuse
of this material by any such financial intermediary. If you are a
distributor of the Morgan Stanley Investment Funds, some or
all of the funds or shares in individual funds may be available
for distribution. Please refer to your sub-distribution agreement
for these details before forwarding fund information to your
clients. 

The whole or any part of this material may not be directly or
indirectly reproduced, copied, modified, used to create a
derivative work, performed, displayed, published, posted,
licensed, framed, distributed or transmitted or any of its
contents disclosed to third parties without the Firm’s  express
written consent. This material may not be linked to unless such
hyperlink is for personal and non-commercial use. All
information contained herein is proprietary and is protected
under copyright and other applicable law.

This material 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 material in another language,
the English version shall prevail. 

Calendar Year Returns (%)
Past performance is not a reliable indicator of future results.

YTD 2022 2021 2020 2019 2018 2017 2016 2015 2014 2013
Class A Shares 8.85 -1.33 -14.79 -10.74 19.25 -8.17 22.02 27.15 -31.25 -14.51 -12.56

MSCI EM Latin America Index 6.72 8.92 -8.09 -13.80 17.46 -6.57 23.74 31.04 -31.04 -12.30 -13.36

Investment involves risks. All performance data is calculated NAV to NAV, net of fees, and assume the reinvestment
of all dividends and income. The sources for all performance and Index data is Morgan Stanley Investment
Management. Please refer to the relevant offering documents for fund details, including risk factors. 
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