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Important information
• The Fund invests primarily in equity securities of issuers in Central, Eastern and Southern Europe, the Middle East and Africa.
• 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 -0.81% (net of fees) , while the benchmark returned
-0.56%.

Within Poland, our allocations to apparel retailer LPP and aluminum products and flexible packaging manufacturer Grupa Kęty were
the largest contributors to returns. LPP rose sharply in April as the retailer’s earnings came in higher than estimates due to tight
cost control. Management also increased the dividend and guided for strong fiscal year results. Grupa Kęty reported strong first
quarter EBITDA  figures, with management guiding for margins to return to pre-pandemic levels. Elsewhere in Poland, the allocation
to 11 Bit Studios detracted from returns.

Our overweight allocation to Vietnam detracted from returns. Our zero allocations to Masan Group, Vingroup, Vinhomes and
Vincom Retail contributed; however, our aggregate stock selection was slightly offset by the underperformance of FPT Corp., one of
the largest digital IT services companies in Vietnam. FPT has been affected by the global macro outlook, which could weigh on the
demand for IT services in the near term. FPT focuses on training its already talented engineers for new skills, allowing them to work
on high-value business opportunities, and counts more than 100 of the Fortune 500 companies as clients.

Within Indonesia, our allocations to private hospital network Medikaloka Hermina Tbk (Hermina) and Cisarua Mountain Dairy
(Cimory) contributed to returns. With regards to Hermina, we think health care will be a growing market in Indonesia given the large
population and a lack of adequate infrastructure and constrained supply, and Hermina should benefit from this, particularly given its
focus on the middle class and growing scale. Cimory produces dairy and consumer foods products with a focus on premium,
affordable products. We believe Cimory is in the process of building a valuable brand and estimate it can deliver strong earnings per
share growth and good free cash flow generation over the coming years.

Elsewhere, our allocations to Locaweb and pan-African telecom company Airtel Africa contributed to returns.

Our allocation to Indonesian traditional medicine and food products company Sido Muncul (Sido) detracted from returns. Sido
remains a high-conviction position in the portfolio as a play on the health-conscious rising middle class in Indonesia, and we believe
the company offers best-in-class margins. In addition, commodity prices have been normalizing since the peak in mid-2022, and with
the price of raw materials coming down, the consumer segment and companies such as Sido are starting to see the benefits.

The allocations to MercadoLibre (MELI) and EPAM Systems detracted. We trimmed our position in MELI during the first quarter to
take profits on the outperformance and allocate to other areas of the portfolio. MELI continues to balance both profitability and
growth, even amid macroeconomic stress in Brazil and Argentina and a global slowdown. We believe there is a long runway for
growth and margin expansion, including in areas like advertising, fintech initiatives, reducing funding costs via savings products, and
improved profitability of current loss-making initiatives like digital wallets.

EPAM has underperformed year-to-date following its fourth quarter 2022 earnings release. Though numbers were roughly in line
with expectations, we were disappointed by the outlook guidance of 9% year-over-year growth in 2022 due to impacts from the
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Russia-Ukraine war (with less growth per existing customer), greater cost structure amid slowing growth, and a slowdown in the
broader macro environment. We continue to believe EPAM is a best-in-class global IT services operator with a strong management
team, but given valuations and the muted outlook, we reduced our allocation during the first quarter and will continue to monitor
the position.

Allocations to Grid Dynamics and positions within South Africa — namely Capitec Bank and Anglo American — detracted from
returns, with the latter two affected by recent weakness in commodity prices and a slowdown in the South African economy. Stock
selection in Kazakhstan detracted. The positive contribution from the overweight allocation to Kaspi was more than offset by a zero
allocation to Halyk Savings Bank of Kazakhstan. The zero allocations to Colombia, Egypt and Slovenia also detracted. In Kenya, the
allocation to Safaricom detracted.

Overall, we continue to identify and invest in high quality businesses in large, overlooked frontier and small emerging markets.
These markets have large consumer populations — such as in Indonesia and Vietnam — yet are broadly under-owned by most
global investors, despite offering some of the best return on invested capital opportunities across emerging markets.

 Market Review
The MSCI Frontier Emerging Markets Index returned -0.56% in euro terms during the month, outperforming the MSCI Emerging
Markets Index, which returned -2.70%. Among frontier emerging markets, Pakistan (+6.65%), Kazakhstan (+5.67%), Serbia (+4.77%)
and Lithuania (+3.96%) were the top performing markets, while Burkina Faso (-15.45%) suffered the sharpest sell-off in the month.
Kenya (-9.42%) and Jordan (-4.55%) also underperformed the Frontier Emerging Markets and Emerging Markets indexes.

 Portfolio Activity
During the month we initiated positions in two of the largest banks in the Philippines, Bank of the Philippine Islands (BPI) and BDO
Unibank. The Philippines is a large and fast-growing economy, yet still has relatively low-income levels and low levels of credit
compared to other Southeast Asian countries, and we believe this leaves room for faster “catch-up” growth versus peers. The
banking sector has seen decent credit growth, as system-wide loans have historically tracked nominal gross domestic product (GDP)
growth. Near-term drivers of growth include the new administration, which is more centrist and pro-business and should continue
the infrastructure push of previous President Duterte, but more importantly involve the private sector via the return of public-
private partnership projects. Philippine banks have historically posted low return on equity (ROE) relative to those in Indonesia, but
we think there is a case for Philippine bank ROEs to structurally improve based on lower reserve requirement ratios; flush liquidity
tightening (benefiting banks with strong franchises and distribution, which have higher current and savings account ratios to benefit
from relatively lower cost of funds); reductions in cost-to-income ratios; and a shift toward more consumer and small- and medium-
enterprise loans versus the large corporate mix historically.

We believe both BDO Unibank and BPI should be well positioned to benefit from a post-pandemic recovery as they continue adding
more profitable small and medium-sized enterprises and digital consumers and sustaining their funding franchises. We believe both
BDO Unibank and BPI could be in the early stages of compounding at reasonable valuations. Low double-digit loan growth, a
decline in cost-to-income ratios, strong balance sheets and loan volumes could add additional upside.

We also initiated a position in Delfi, the largest chocolate producer in Indonesia. The Indonesian consumer’s strong preference for
local brands continues to gain prominence. Delfi has a long track record of over 70 years of operational experience in Indonesia and
has benefited from a first-mover advantage by adapting to the local flavor palate (for example, by sourcing nuts from Indonesia),
which the company has used to build and maintain strong market share. In addition, Delfi has spent the past few years revamping its
product portfolio and gearing it more toward “premiumization” and healthier products catering to younger generations, including the
introduction of new flavors and healthier products (e.g., granola bars with quinoa, chia seeds, fruits and nuts). We believe this mix-
shift dynamic of new initiatives and the growing Indonesian business focused on Delfi’s own-brand chocolates will likely lead to a
margin uplift.

We added to the existing position in Airtel Africa. Airtel has a footprint in 14 different countries — including Nigeria, which provides
41% of revenues — and can benefit from what we believe is secular growth in mobile money and data penetration, as well as
strong demographic trends. We think Airtel can continue to grow new users at a compound annual growth rate of 8%-9% in the
coming three years, given a still low SIM card penetration in Africa (roughly 50%). Data revenue growth should also continue to rise
due to low penetration, as only 36% of its subscribers are active data users. Further, data usage can rise as 4G device adoption
increases. Mobile money can also grow both in terms of users and average revenue per user.

We reduced our allocations to LPP, Grupa Kęty and Capitec, reallocating the profits to higher-conviction positions.

 Strategy and Outlook
We remain focused on investing in the next generation of global investment opportunities unfolding in large, overlooked frontier
and small emerging markets, which we believe offer key tenets of the “original promise” of emerging markets. Thirty years ago,
investors flocked to emerging markets for access to large and overlooked countries, growth potential, consumer demand, portfolio
diversification and attractive valuations relative to developed markets. Fast forward to the present day, and several of the index-
heavyweight countries like China, South Korea and Taiwan are no longer overlooked and are more correlated to the developed
world. We believe this original promise still holds in NextGen emerging markets today.

 



Our investment universe of NextGen countries include markets like Indonesia, Vietnam, Pakistan and Bangladesh, where populations
are young, large and growing fast. Of the 15 countries with over 100 million people, more than half are NextGen countries —
totaling 1.4 billion people. The working-age population across NextGen markets is projected to grow by nearly 150 million people,
while major economies like China and the euro area are projected to lose 40 million and 13 million people from their workforces,
respectively. These markets are also expected to grow faster than emerging and developed markets, with expected 2023 real GDP
growth of 4.2%, versus 3.6% for emerging markets and just 0.8% for developed markets (similar ranges are expected for 2024 as
well).

Despite this vast opportunity, NextGen remains largely underinvested. These markets account for less than 0.3% of global equity
indexes and less than 3% of the MSCI Emerging Markets Index. We are reminded of India in the early 2000s: Despite the massive
opportunity, India’s total equity market capitalization was a mere $120 billion in 2002. Over time, market cap follows the
opportunity, and over the next two decades, India’s market cap grew almost 20 times to over $2 trillion. We think NextGen
economies like Indonesia and Vietnam can follow a similar trajectory, given large consumer markets (100 million to 250 million
people), strong GDP growth, and encouraging trends like positive demographics. We are finding quality businesses that we think can
benefit from these trends in the coming decade, and we remain excited about the opportunities to be unlocked in NextGen.

Indonesia is expected to be the second-fastest-growing economy among the $1 trillion economies globally — over the coming five
years, the International Monetary Fund currently expects the economy to grow at an 8% rate in nominal terms. We think the
Indonesian economy is set for strong and stable growth for the coming years for a few reasons: First, as the fourth most populous
country in the world, with 276 million people, Indonesia has a population that is not only large but also young, with a median age of
30 years old. This is creating a growing middle class and translating into a strong domestic consumer base, offering opportunities
for businesses and investors. Second, Indonesia has implemented a number of economic reforms in recent years, including
strengthening downstream industries such as nickel, as well as simplifying regulations and streamlining the business environment —
all of which have made the country an attractive destination for investment. Foreign direct investment inflows into the country,
after remaining rightly flat for nearly a decade, have begun to increase over the past year.

We are finding a number of investment opportunities in Indonesia related to the rise of the middle class, including an increased
focus on maternal and child health care (Indonesia’s universal health care scheme is the largest in the world), increased demand for
healthy products, increased awareness of financial services for the unbanked, and aspirational fast-casual dining.

While we are confident in the portfolio we hold, we keep an eye on other opportunities that may appear on the horizon. One
segment we are watching closely is markets that have undergone a big adjustment, such as Pakistan, Egypt, and potentially post-
election Nigeria.

Nigeria held its presidential election on 25 February. While we were optimistic for a victory by Peter Obi (given the anticorruption
and economic reform platform he ran on, which would have been positive for the business environment), we are hopeful that
President-elect Bola Tinubu will nonetheless serve the country better than his predecessor, Muhammadu Buhari. Buhari attempted
very few reform initiatives over the last eight years and actually rolled back others (such as foreign exchange policy), as Nigeria
experienced stagnating incomes during this period due to a number of poor policy choices. We plan to visit the country later this
year to understand whether Tinubu can unlock Nigeria’s potential with a set of orthodox economic policies related to foreign
exchange, interest rates and capital controls. Further, we are curious as to whether Dangote oil refinery — set to begin operations
later this year — can have a substantial impact on the country’s current account by materially reducing its need to import refined
oil. Nigeria is home to the largest population in Africa, with 217 million people, and remains the continent’s largest democracy. While
challenges remain, especially related to corruption and security, we think the country may benefit simply from having a more
competent president enacting more orthodox policies.

Our decades-long experience of investing in emerging and frontier markets has taught us that these markets will always face
change. Frontier emerging markets are no strangers to bouts of political uncertainty, inflation risk, currency volatility and financial
vulnerabilities. What has emerged from this cycle of change, though, is a degree of resilience. Companies in these countries have
seen market highs and lows, and the most steadfast of them that have built long-standing brands entrenched in consumer habits
have emerged from each cycle in a stronger position. In what could be a year and decade of change in global markets, we remain
committed to investing in outstanding businesses within themes with long runways of growth in NextGen economies.

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

  
FUND FACTS
Launch date
16 October 2000

Base currency
Euro

Custom Benchmark
Blended - Blended Benchmark
Primary - MSCI Frontier Emerging Markets Net Index

 



INDEX INFORMATION

The Blended Index performance shown is calculated using the
MSCI EM Europe, Middle East Gross Index from inception
through 31 December 2000, the MSCI EM Europe Middle East
Net Index through 16 April 2008, the MSCI Emerging Europe,
Middle East and Africa Net Index through 15 May 2022 and
the MSCI Frontier Emerging Markets Net Index thereafter.

The MSCI EM Europe, Middle East Index captures large and
mid-cap representation across 8 Emerging Markets (EM)
countries in Europe and Middle East.

The MSCI Emerging Markets Europe, Middle East and Africa
Net Index is a free float-adjusted market capitalization
weighted index that is designed to measure the equity market
performance of the emerging market countries of Europe, the
Middle East & Africa.

The MSCI Frontier Emerging Markets Net Index is a free
float adjusted market capitalization index designed to serve as a
benchmark covering all countries from the MSCI Frontier
Markets Index and the lower size spectrum of the MSCI
Emerging Markets Index.

The indexes are unmanaged and do not include any expenses,
fees or sales charges. It is not possible to invest directly in an
index.

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 material has been issued by Morgan Stanley
Asia Limited for use in Hong Kong. The contents of this
document have not been reviewed by the Securities & Futures
Commission of Hong Kong. For investment returns
denominated in foreign currency: The investment returns are
denominated in foreign currency. US/HK dollar-based investors
are therefore exposed to fluctuations in the US/HK dollar vs
foreign currency exchange rate. 

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

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 -1.16 -33.45 33.60 -6.08 23.58 -15.33 15.03 10.71 5.73 -7.59 10.48

Blended Benchmark 0.01 -23.06 26.97 -14.60 17.64 -11.81 9.40 23.53 -10.93 -3.41 -9.26

MSCI Frontier Emerging Markets Net Index 0.01 -12.81 12.21 -10.70 16.19 -10.29 11.37 8.14 -8.99 22.07 -0.23

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. 

Effective 16 May, 2022, the Morgan Stanley Investment Funds Emerging Europe Middle East and Africa Fund was renamed to
Morgan Stanley Investment Funds Next Gen Emerging Markets Fund, with an expanded investment universe to include equity
securities of companies operating in emerging market countries, which include frontier emerging market countries, and an updated
investment approach to reflect top-down allocations are made at the macro and thematic levels. Please see the prospectus for
more details.

 

 



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. 
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