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Important information
• The Fund invests primarily in emerging country equity securities. 
• Investment involves risks. Key risks for this fund include Risk of Investment in Equity, Emerging Market Risk, ESG Investing 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 three month period ending 31 March 2023, the Fund’s A shares returned 3.55% (net of fees) , while the benchmark returned
3.96%.

With sector and country dispersion returning across the emerging markets (EM) asset class following several years of concentration
in mega-cap technology companies in North Asia, our portfolio benefited during the quarter from strong stock selection among the
industrials, consumer staples and health care sectors, as well as from active country allocations in many countries. These
contributions, however, were offset by relatively few areas of the portfolio—chiefly stock selection in and overweight to South
Africa and our overweight in India. We had trimmed some of the portfolio’s weight to India in recent months, but our allocation
detracted as the overall market was hit by investor concerns about the Adani Group, which we do not own. Our South African
commodity stocks underperformed on the back of global recessionary fears and South Africa-specific electricity rationing.

During the quarter, stock selection in Taiwan contributed strongly to returns, with TSMC and pneumatic components manufacturer
Airtac the largest stock contributors. Our allocations to Voltronic and Delta Electronics also contributed. Semiconductor stocks
have rallied year-to-date, and the industry was the best performing in EM during the quarter. We believe the recent share price
strength reflects our view that inventory digestion is likely to finish by the first half of 2023.

Our overweight to Mexico contributed positively, as the equity market rallied +20%, the second-best performing EM market in the
quarter.

Our overweight to and stock selection in Indonesia contributed to returns, driven by the allocations to Bank Rakyat and Bank
Mandiri. Both banks posted stronger-than-expected earnings results and continue to deliver positive guidance.

Our aggregate stock selection in Korea added to returns, driven by overweight allocations to Samsung Electronics, Samsung SDI and
Kia Corp.

Our stock selection in Brazil contributed to returns, although our slight overweight to the market detracted marginally. The
allocation to Raia Drogasil and zero allocation to index heavyweight Vale contributed to returns. Elsewhere in Brazil, our allocation
to Lojas Renner detracted as depressed consumer demand from high inflation weighed on the consumer discretionary sector.

Our zero allocation to the Gulf Cooperation Council (GCC) region—Saudi Arabia, Qatar, the United Arab Emirates and Kuwait—
contributed to returns. With the sharp increase in oil prices last year, GCC countries performed strongly for most of 2022 through
the third quarter. We did not participate in these markets in 2022 as this rally was largely owing to exogenous forces—rising oil
prices, as well as the strong dollar and low rates. The zero allocation to Turkey also contributed.

Elsewhere, our allocations to SIG Combibloc (SIG) and Infineon were among the top contributors to returns. SIG is part of our
sustainable production and circular economy theme. The company is a manufacturer of carton packaging solutions, mainly offering
packaging solutions for food and beverage companies. SIG first introduced its sustainability strategy in 2016, and in our view, the
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company has accelerated its progress by introducing goals focused on strategic priorities such as forest preservation, climate
change, resource management and providing access to safe and affordable nutrition. We view SIG as an industry leader in terms of
ESG (environmental, social and governance) efforts.

Our aggregate stock selection in India contributed strongly but was offset by our overweight allocation to the country. Our long-
standing zero exposure to the Adani Group entities contributed to performance after these stocks sharply sold off following the
release of a short seller’s report on the Adani Group; the subsequent sell-off impacted the broader equity market as well. Our
allocations to Hindalco and Reliance detracted. After strong excess returns from India last year, we trimmed some of our overweight
over the last several months on expectation of a cyclical slowdown. But our portfolio positioning in India continues to reflect our
conviction in several supportive themes including digitization; an increase in health care spending; and manufacturing benefiting from
a combination of onshoring, incentives for large-scale production and global companies seeking a so-called China plus one
outsourcing strategy.

Our underweight allocation to China detracted while our stock selection contributed, led by the underweight allocation to Meituan
and the overweight allocations to Proya Cosmetics and Hua Hong Semiconductor. The zero allocation to JD.com also contributed.
We added roughly 350 basis points to our China position following the sudden reversal of the government’s zero-COVID policy, but
we maintain our underweight. While we are confident in the positions we own in China, we are also comfortable remaining
underweight as we believe there are also non-China-listed ways to benefit from China’s reopening, automation trends and rising
smartphone demand—in other markets via, for example, semiconductor-related and other plays in Taiwan, and select materials and
consumer names in commodities-oriented economies. Elsewhere in China, our allocations to China Mengniu Dairy and China
Merchants Bank detracted from returns.

Our allocation to leading Polish apparel retailer LPP underperformed. LPP has consistently gained market share with strong top-line
growth. Future growth will likely be driven by LPP’s continued expansion into Central and Eastern Europe and its value brand
Sinsay, which continues to increase market share versus its global peers.

 Market Review
The MSCI Emerging Markets Index returned +3.96% during the quarter, recovering some of its returns in March after a difficult
February, when markets sold off on a combination of hawkish signaling from the U.S. Federal Reserve, a strengthening U.S. dollar,
some weak economic data from China and rising geopolitical risks. EM underperformed developed market equities for the full
quarter (measured by the MSCI World Index, which returned +7.73%) and U.S. equities (measured by the MSCI USA Index, which
returned +7.59%). Within EM, Czech Republic (+32.98%), Mexico (+20.34%), Greece (+15.75%), Taiwan (+14.75%) and Korea (+9.58%)
led asset class returns in the quarter. China also ended the quarter with a positive return despite a pullback in February, returning
+4.71% for the full quarter and +4.52% in March alone.

Colombia (-13.48%) was the worst performing EM during the quarter, while Turkey (-9.42%), the UAE (-7.54%) and Kuwait (-3.74%)
also underperformed. India (-6.35%) underperformed early in the year after its strong outperformance relative to EM in 2021 and
2022, with the market further selling off in early February following a short seller’s report on the Adani Group entities. Indian
equities recovered in March, led by a rebound in the financials, utilities energy and materials sectors, though the market still
underperformed the broader index.

 Portfolio Activity
During the quarter, we added to our allocation to Thailand through two of the largest financial companies in the country,
Kasikornbank (KBank), as part of our access affordability and economic growth theme, and Tisco Financial Group, as part of our
decent work and innovation theme. We have become more constructive on Thailand given rising rates and the country’s recovery
and reopening after the pandemic. The reopening of China’s economy will also be central to Thailand’s economic recovery for the
next few quarters. Banks in Thailand have cleaned up their books extensively over the last year, and we believe loan growth, net
interest margin upside and credit costs normalization should drive earnings and return on equity for these companies. Tisco is
positioned between the nonbank lenders and large core commercial banks, and given its conservative underwriting, the company
has been able to maintain a high return on equity (ROE) through the cycle. The company’s banking subsidiary is predominantly in
consumer lending, of which the majority is hire purchase and the remainder is in auto cash, corporate lending and small and
medium-sized enterprise (SME) lending. KBank is the country’s second-largest lender by assets and is largely a corporate/SME
lender. Over the last decade, the bank has significantly de-risked its portfolio driven by loan book changes, and now we believe the
bank will be able to benefit from the economic recovery, particularly as it relates to tourism-related and consumption increases.

Within Taiwan, we initiated a position in MediaTek, as part of our sustainable production and circular economy theme. We believe
MediaTek should benefit from China’s reopening as consumer demand for smartphones could recover after suppressed demand
during the pandemic. We also see opportunities in the global 5G upgrade cycle. To fund the trade, we reduced our positions in
TSMC and Delta Electronics on the back of recent share price rallies. We exited the position in Silergy as we believe its current
valuations fully reflect expectations of the China reopening theme and a potentially better-than-feared demand outlook.

Though we remain underweight in China, we have added to our absolute position in the country, owing to the improved market
environment resulting from the sudden ending of the zero-COVID policy and increased government support for the domestic
economy. We reduced part of the underweight by adding to some of our high-conviction consumer names such as Proya Cosmetics
and Shenzhou International and electric vehicle manufacturer BYD. Within China, we are focusing on identifying themes such as

 

 



select consumption, electric vehicle production, renewables and the smart grid, and what we believe are the best quality growth
bottom-up stock ideas within these themes.

Within Mexico, we added to our existing position in Gruma, funding it by taking profits on outperformance in Banorte. Gruma owns
the number one tortilla brand in the U.S. (Mission) and number two brand in the overall market (Guerrero). We believe earnings
growth could accelerate given the company’s willingness to increase prices with recent cost pressures—and so far, it has been able
to do so without impact to volume growth. Further, Gruma’s product mix continues to improve to higher-value products and
management has been disciplined on costs and methodical in its execution.

In India, we added Pidilite Industries to the portfolio as part of our sustainable production and circular economy theme. Pidilite is
India’s leading manufacturer and seller of adhesives and glues. The company is the market leader in consumer and specialty
chemicals, with its key products including adhesives and sealants, construction chemicals, arts and crafts products, and other
polymer emulsions. In our view, over half of its business is levered to the construction space, such as construction of homes and rail.
We believe Pidilite is a steady, structural story in India whose performance will likely be driven by strength in the company’s margins
and a pick-up in volumes. To fund the trade, we exited Eicher Motors, as domestic volume growth has begun to stagnate. The
company has experienced recent price hikes, which combined with a rise in competition, including the focus on electric vehicles, has
created near-term pressures for the company. We also reduced our positions in Housing Development Finance Corp. (HDFC) and
ICICI Bank.

Within South Africa we added to the existing position in AVI Ltd., a branded consumer goods company with leading market share in
food products and a presence in personal care and footwear. The company’s large market share should result in pricing power, and
combined with a reversal in agricultural commodities prices, we expect to see margin recovery across the food and personal care
segments.

We exited our position in Komerční Banka. The company is likely to be affected by the windfall tax announced by the Czech Republic
government in October 2022. The windfall tax would be effective through 2025, implying that most of the future operating
improvements and net interest margin expansion will be diverted to taxes rather than the company’s bottom line.

 Strategy and Outlook
We believe our portfolio is well positioned, with exposure primarily to resilient, domestic sources of growth and in global themes
benefiting from the energy transition toward meeting decarbonization goals. We maintain our overweight to financials—in select
countries with strong balance sheets and where credit demand is recovering; in IT, where earnings appear resilient; in select
materials, such as aluminum and platinum, related to energy transition; in select quality, well-managed energy names; and in
consumer staples that meet our quality growth criteria. We remain overweight in countries such as India, Mexico and Indonesia,
which are benefiting from some element of recovery and growing demand for credit, continued high prices for select materials and
the trend toward increased local and regional manufacturing of strategic industries.

We continue to own certain commodity companies where years of underinvestment, medium-term supply constraints and rising
green demand dynamics are attractive.

Select financials are benefiting from the credit cycle and interest rate prospects in certain countries; banks with effective fintech
strategies will also likely be the beneficiaries of rising demand for credit at greater profitability. We remain positive on such names
as Capitec in South Africa and Itaú in Brazil. Financials are our largest overweight on a sector basis.

Overarching our high conviction in these individual names, we are constructive on the improving macro factors that may help shift
investor demand more in favor of emerging markets as an asset class. Key catalysts supporting improved returns for emerging
market equities are

credit creation after a period of deleveraging during the worst of the COVID-19 pandemic
a manufacturing revival in certain markets led by the China plus one strategy driving reshoring and friend-shoring
prolonged price support for select commodities driven by both supply constraints and decarbonization goals, which benefit
resource-rich economies
a digitization-led productivity and growth boost across most EM regions
a favorable political and reform cycle in several pockets of EM

Detailed outlooks for some of the top overweight and underweight country positions in the portfolio follow.

Overweight strategy:

We are overweight India given secular, endogenous-driven growth driven by a low base, supply-side investments and digitization as
well as a variety of quality growth companies. There may be a short-term cyclical slowdown and market pullback following two
strong years of outperformance. However, we remain constructive on the long-term secular growth story for India, and while the
broad market may appear expensive, we are confident that select companies’ forward earnings justify current multiples in the
quality growth companies we own. Our exposure in India includes well-managed financials, industrials and consumer names linked
to recovery, select IT names, and the aluminum producer Hindalco, which we continue to believe will play a critical role in the global
green technology need for decarbonization.

We remain overweight Mexico, which 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

 



INDEX INFORMATION

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 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 USA Index is designed to measure the performance
of the large and mid cap segments of the US market. With 631
constituents, the index covers approximately 85% of the free
float-adjusted market capitalization in the US.

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

expected and above levels in the U.S. for the last two years. 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 near-shoring/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 deliver above-average growth.

Underweight strategy:

Though we are underweight China, we added slightly to the country position in January and February in recognition of the
improved market environment coming from the sudden ending of the zero-COVID policy at the end of 2022 and increased
government support for the domestic economy. Our portfolio also reflects that some of the best performing plays on the China
reopening are stocks in commodities-driven economies where currencies are strengthening and select consumer and materials plays
have delivered strong returns.

Even with the accelerated reopening and expected recovery in 2023, corporate fundamentals remain weak in the near term, as the
earnings downcycle has yet to bottom. Our medium-term view of the market hinges on whether China can implement long-term
structural reforms to achieve an economic transformation that features more sustainable growth—driven by technological
innovation and productivity gains. Improved quality and sustainability of the economy could help boost corporate return on equity
and valuation multiples. In our investments in China, we are focusing on identifying investment themes that offer structural growth
potential, including the consumption upgrade, high-end manufacturing and renewable energy development.

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

  
FUND FACTS
Launch date
01 July 1993

Base currency
U.S. dollars

Index
MSCI Emerging Markets Net Index

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 3.55 -26.30 2.83 13.61 18.08 -17.52 34.45 5.23 -11.17 -4.83 -0.23

MSCI Emerging Markets Net Index 3.96 -20.09 -2.54 18.31 18.42 -14.57 37.28 11.19 -14.92 -2.19 -2.60

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 1st November 2021 the Morgan Stanley Investment Funds Emerging Markets Equity Fund was renamed to Sustainable
Emerging Markets Equity Fund.

 

 



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. 
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