
Commentary
MARKET REVIEW
Credit spreads, represented by the J.P. Morgan CEMBI Broad Index, ended the
month 1 basis point (bp) wider, interrupting the three months of consecutive
tightening registered over the fourth quarter of 2020. Investment grade credit
spreads tightened 6 bps over the month for a return of -0.22%, while high yield
traded 7 bps wider on the month for a return of -0.16%. The CEMBI Broad
composite ended the month at a spread to worst of 260 bps. For the CEMBI
Broad investment grade and high yield segments, spreads ended at 164 bps and
479 bps, respectively.

STRATEGY REVIEW
During the month, contribution to relative performance came from security
selection in China, Nigeria, Russia and Thailand, and in the industrial, real estate
and financials sectors. Contribution to relative performance also came from
overweight positions in the U.A.E., Armenia and Latvia, as well as in the financials
and consumer sectors. Conversely, security selection in the U.A.E., Mexico and
Saudi Arabia, and in the oil & gas, infrastructure and TMT sectors. Performance
detraction also came from overweight position in Argentina and underweight
positions in Jamaica, Thailand and in the tech-media-telecom (TMT) and utilities
sectors.

MAIN STRATEGY CHANGES IN THE MONTH
During the month, we made very little changes in overall risk positioning over the
course of January. We have retained our core overweights and underweights
relative to the CEMBI benchmark with our bias still skewed to high yield over
investment grade.
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Investment Performance (% net of fees) in USD - Z Class Shares

-0.16 -0.16

3.29
4.19

6.96
5.72

-1.16 -1.16

2.25

3.84

6.74
5.61

-0.07 -0.07

5.44
5.97

7.18
5.74

-3

-1

1

3

5

7

9

1 month YTD 1 Year 3 Year 5 Year Since
InceptionShare Class Z Gross (without deduction of max sales charge) (%)1

Share Class Z Net (with the deduction of max sales charge) (%) 2
JPM Corporate Emerging Markets Bond Index-Broad Diversified Index (%)

1 Figure shown assumes reinvestment of all distributions and deduction of fund 
level costs, but does not reflect the deduction of any sales charge applicable at 
investor level.
2 Figure shown assumes reinvestment of all distributions and deduction of fund 
level costs, and includes the deduction of the maximum sales charge applicable at 
investor level that may be taken out of your money before it is invested.
*Example: An investor wishes to purchase shares of USD 100. At the maximum 
sales charge of 5.75% the investor has to expend USD 106.10. The sales charge is 
only incurred upon subscription.
The index is JP Morgan CEMBI Broad Diversified Index. Past performance is not a 
reliable indicator of future results. Returns may increase or decrease as a result of 
currency fluctuations. All performance data is calculated NAV to NAV, net of fees, 
and does not take account of commissions and costs incurred on the issue and 
redemption of units. The sources for all performance and Index data is Morgan 
Stanley Investment Management. Please visit our website 
www.morganstanley.com/im to see the latest performance returns for the 
fund’s other share classes. 
Source: Morgan Stanley Investment Management. As of 31st January 2021.

Sector Allocation

Portfolio (%) Index (%) Active (%)

Consumer 13.64 10.11 3.53

Other 2.71 0.00 2.71

Real Estate 8.12 5.62 2.51

Transport 1.07 0.58 0.49

Infrastructure 2.06 1.70 0.36

Financials 30.68 30.50 0.17

Pulp & Paper 1.27 1.30 -0.03

Diversified 2.15 2.19 -0.05

Oil & Gas 12.11 12.81 -0.70

Metals & Mining 5.24 6.25 -1.01

Industrial 5.70 7.30 -1.59
Technology, Media & 
Telecommunications 7.79 10.27 -2.48

Utilities 7.47 11.37 -3.90

12 Month Performance 
Periods to Latest Month 
End (%)1,2,*

Jan ’21-
Jan ’20

Jan ’20-
Jan ’19

Jan ’19-
Jan ’18

Jan ’18-
Jan ’17

Jan ’17-
Jan ’16

Class Z Gross (without 
deduction of max sales 
charge)1 3.29 11.65 -1.93 8.34 14.23
Class Z Net (with the 
deduction of max sales 
charge)2 2.25 10.53 -2.91 7.25 13.09

Regional Allocation

Portfolio (%) Index (%) Active (%)

Latin America 27.73 25.27 2.46

United States 1.74 0.00 1.74

Europe 11.06 10.16 0.90

Supranational 0.30 0.00 0.30

Middle East & Africa 22.89 24.61 -1.71

Asia 36.28 39.96 -3.68

Total 100.00 100.00 –

APPROVED FOR USE IN GERMANY

Top Country Overweights

Portfolio (%) Index (%) Active (%)

China 9.30 7.23 2.07

Brazil 7.07 5.02 2.06

Nigeria 3.01 1.00 2.01

Ukraine 2.18 0.80 1.37

Colombia 4.77 3.90 0.87

Top Country Underweights

Portfolio (%) Index (%) Active (%)

Hong Kong 2.47 4.44 -1.96

Russia 2.57 4.23 -1.66

Qatar 1.96 3.48 -1.53

South Korea 2.72 4.00 -1.27

Taiwan 0.00 1.26 -1.26

Source: Morgan Stanley Investment Management. As of 31st January 2021.
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Risk Considerations
• The value of bonds are likely to decrease if interest rates rise and vice versa.
• The value of financial derivative instruments are highly sensitive and may result in losses in excess of the amount invested by the Sub-Fund.
• Issuers may not be able to repay their debts, if this happens the value of your investment will decrease. This risk is higher where the fund invests

in a bond with a lower credit rating.
• The fund relies on other parties to fulfill certain services, investments or transactions. If these parties become insolvent, it may expose the fund to

financial loss.
• There may be an insufficient number of buyers or sellers which may affect the funds ability to buy or sell securities.
• There are increased risks of investing in emerging markets as political, legal and operational systems may be less developed than in developed

markets.
• Past performance is not a reliable indicator of future results. Returns may increase or decrease as a result of currency fluctuations. The value

of investments and the income from them can go down as well as up and investors may lose all or a substantial portion of his or her
investment.

• The value of the investments and the income from them will vary and there can be no assurance that the Fund will achieve its investment
objectives. Investments may be in a variety of currencies and therefore changes in rates of exchange between currencies may cause the value of 
investments to decrease or increase. Furthermore, the value of investments may be adversely affected by fluctuations in exchange rates between the 
investor’s reference currency and the base currency of the investments.

Definitions
Alpha is the excess return or value added (positive or negative) of the
portfolio’s return relative to the return of the benchmark. Average maturity
represents the weighted average maturity for all bonds held in the portfolio. A
bond's Average price is calculated by adding its face value to the price paid
for it and dividing the sum by two. The average price is sometimes used in
determining a bond's yield to maturity where the average price replaces the
purchase price in the yield to maturity calculation. Beta is a measure of the
relative volatility of a security or portfolio to the market's upward or
downward movements. A beta greater than 1.0 identifies an issue or fund
that will move more than the market, while a beta less than 1.0 identifies an
issue or fund that will move less than the market. The beta of the market is
always equal to 1. Current yield is a measure that looks at the current price
of a bond instead of its face value and represents the return an investor
would expect if he or she purchased the bond and held it for a year.
Calculated by dividing the Annual Cash Inflows / Market Price. Effective

Duration is a measure of the sensitivity of the price (the value of principal) of
a fixed-income investment to a change in interest rates. Duration is
expressed as a number of years. Rising interest rates mean falling bond
prices, while declining interest rates mean rising bond prices. Fundamental
research is the analysis of overall economic, industry and company metrics.
NAV is the Net Asset Value per share of the Fund (NAV), which represents
the value of the assets of a fund less its liabilities. Number of holdings is
the total number of securities that make up a portfolio. Spread Duration is a
measurement of the spread of a fixed-income security rate and the risk-free
rate of return. Tracking error is the standard deviation of the difference
between the returns of an investment and its benchmark. Yield to maturity
(YTM) measures the annual return on interest-bearing securities. In this it is
assumed that they will be held to maturity. This metric includes both the
coupon payments received during the term of the security and the
repayment of the capital on maturity.

Investment Approach
• Long-term mind-set that is focused on identifying companies that exhibit 

unique features, such as
– Market leaders in a given EM country/sector and/or are positioned to 

benefit from EM’s growing middle class
– Developing into global market leaders with defensible market niches
– Special situations where we have a strong view of the company’s 

prospects
• Process integrates bottom-up security selection with top-down 

macroeconomic, sovereign, and sector analysis
• Our dedicated credit team engage in ongoing in-depth analysis, utilising 

proprietary fundamental research, which is a cornerstone of our rigorous 
credit investment process

• Analysts are able to cover the entire sector (investment-grade and high-
yield) to provide a full view of industry fundamentals

• Risk management is integrated into our entire investment process

Top 10 Issuers

Issuer Name Portfolio (%)

SAUDI ARABIAN OIL CO 2.40

TEVA PHARMACEUTICAL FINANCE NETHERLANDS III BV 1.83

PETROBRAS GLOBAL FINANCE BV 1.81

LLPL CAPITAL PTE. LTD. 1.61

ECOPETROL SA 1.45

SANDS CHINA LTD 1.25

PARKWAY PANTAI LTD 1.10

BOC AVIATION LTD 1.06

POWER FINANCE CORPORATION LTD 1.03

FIRST QUANTUM MINERALS LTD 0.95

Portfolio Characteristics

Characteristics Portfolio Index

Average Price 104.54 105.35
Average Coupon 5.26 4.89
Number of Holdings 247 1,844
Yield to Maturity 4.49 3.71
Current Yield 5.05 4.65
Spread Duration 5.14 4.79
Effective Duration 4.97 4.72
Average Maturity 6.83 6.69
Beta3 1.25 1.00
Average S&P Rating BB+ BBB-
Average Moody’s Rating Ba1 Baa3

Fund Characteristics Summary

Benchmark • JPM Corporate Emerging Markets Bond 
Index-Broad Diversified Index

Fund Launch • March 2011

Investment Universe
(Alpha Source)

• Debt securities of Emerging Market 
corporate issuers (sovereign non-brady, 
corporate bonds, quasi sovereign)

Size of Universe • Approximately $800bn USD

Denominated in • U.S. dollar, and to a lesser extent, non 
U.S. or EM local currencies

Effective Duration • In the range of 5.0 – 5.5 years

Yield to Maturity • Typically 5 – 6%

Average Credit Quality 
(Moody’s/S&P/Fitch)

• Typically: BB – BBB

Expected Tracking Error • 150 to 250 bps

Principal Portfolio 
Managers*

• Warren Mar, Eric Baurmeister, 
Sahil Tandon and Budi Suharto

3 Beta calculation is based on trailing 12 months.Provided for informational purposes only, not to be construed as investment
recommendations for securities, sectors or countries listed herein. Holdings
data is subject to change on a daily basis
Views expressed herein are the opinions of the Team and are subject to
change based on market and economic conditions. These views are not
necessarily representative of Morgan Stanley Investment Management
(MSIM) or the firm as a whole.

*Managers may change from time to time without notice.
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Global EM Corporates: Themes and Investment Ideas

Market Segment Sub-segment Risk considerations

Credit 
spectrum Bias for HY

IG: Favour 5-10 year BBB corporates. 
COVID-19: Growth outlook and shape of recovery. Success/failure of re-opening 
strategies and challenges from virus mutations, efficacy of vaccines and pace of 
rollout. Individual government responses and implications for private sector 
credit. Ratings and default  risks and extent to which current valuations have 
gotten ahead of the data. Pace and path to higher rates as growth and inflation 
expectations rise pushing yields higher. Policy error that could prompt a taper-
tantrum-like event. Portfolio flows, supply technical and market access for HY 
issuers. Geopolitics and how US foreign and trade policies change under the 
Biden administration, particularly as it relates to China. 

HY: Focus on 3-5 year B and BB 
segments. 

Region / 
Country

UW Asia

Key OW: China (Real Estate, 
Consumer); India (Infrastructure, Oil 
& Gas); Indonesia (Real Estate, Metals 
& Mining) 

China Macro (outlook for the CNY/growth) and structural reform as the country 
emerges from COVID-19. India and Indonesia’s fiscal space to address fallout 
from COVID-19. Over and above COVID-related risks, US-China 
relations/trade, and rising regional tensions  between China and India, India and 
Pakistan.

Key UW: Hong Kong, Korea, Taiwan 

OW LatAm

Key OW: Brazil (Consumer, Oil & 
Gas);  Colombia (Oil & Gas); Panama 
(TMT) Brazil’s ability to handle COVID-19, which has and will continue to delay much 

needed economic reform. Mexico’s deteriorating macro outlook as government 
pursues austerity despite COVID-19 drag. Argentina weak macro, FX and capital 
controls, and implications for the corporate sector. Demand technicals and 
influence of crossover flows. Key UW: Chile, Jamaica, Paraguay

MW Europe
Key OW: Ukraine (Consumer, Metals 
& Mining, TMT) US/Russia relations and ongoing sanctions risk. 

Key UW: Russia 

UW M.E & 
OW Africa

Key OW: Nigeria (Financials) Demand shock to energy. Pace of oil price recovery for countries most exposed. 
Geopolitics across the Middle East  (Saudi/GCC/Qatar).Key UW: Qatar, Israel

Industry / 
Sector

Key OW 
Consumer Focus: China, Brazil Growth outlook and shape of recovery. Success/failure of re-opening strategies. 

Pace of structural change and uptake in new sectors such as e-commerce. 

Key OW Real 
Estate Focus: China, Mexico, UAE

China government’s three red lines policy to engineer sector deleveraging. Risk 
to Mexican REIT sector should occupancy rates fall and rental reversions result 
in lower revenues.  

MW 
Financials

Focus: Mexico, Nigeria, Russia Erosion of capital buffers should asset quality deteriorate beyond our 
expectations. Regulatory forbearance is supporting the sector but is not 
sustainable longer term. 

Bias for subordinated structures over 
senior 

Key UW 
Utilities and 
TMT

Focus: Asia and Latin America 
utilities; Latin America TMT

Pace of the economic recovery and regulatory reform. Focus on sectors and 
companies where we have higher cash flow visibility.

Source: MSIM. The views, opinions, forecasts and estimates expressed are those of the portfolio management team. They may not necessarily 
come to pass, are subject to change based on market, economic and other conditions, and do not necessarily represent those of the Firm. All 
information is provided for informational purposes and should not be deemed as a recommendation to buy or sell securities in the sectors or 
jurisdictions mentioned. OW = Overweight, MW = Market Weight, UW = Underweight. As of February 18, 2021.
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Distribution
This communication 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. In particular, the Shares are not
for distribution to US persons.

Ireland: MSIM Fund Management (Ireland) Limited. Registered Office: The
Observatory, 7-11 Sir John Rogerson's Quay, Dublin 2, D02 VC42, Ireland.
Registered in Ireland as a private company limited by shares under company
number 616661. MSIM Fund Management (Ireland) Limited is regulated by
the Central Bank of Ireland.

Germany: MSIM Fund Management (Ireland) Limited Niederlassung
Deutschland, Grosse Gallusstrasse 18, 60312 Frankfurt am Main, Germany
(Gattung: Zweigniederlassung (FDI) gem. § 53b KWG).

This communication has been prepared solely for information purposes and
does not constitute an offer to buy or sell any particular security or to adopt a
specific investment strategy

IMPORTANT INFORMATION

EMEA: This marketing communication has been issued by MSIM Fund
Management (Ireland) Limited. MSIM Fund Management (Ireland)
Limited is regulated by the Central Bank of Ireland. MSIM Fund
Management (Ireland) Limited is incorporated in Ireland as a private
company limited by shares with company registration number 616661
and has its registered address at The Observatory, 7-11 Sir John
Rogerson's Quay, Dublin 2, D02 VC42, Ireland.

This communication has been prepared solely for information purposes and
does not constitute an offer to buy or sell any particular security or to adopt a
specific investment strategy.

This document contains information relating to the sub-fund ("Fund") of
Morgan Stanley Investment Funds, a Luxembourg domiciled Société
d’Investissement à Capital Variable. Morgan Stanley Investment Funds (the
“Company”) is registered in the Grand Duchy of Luxembourg as an
undertaking for collective investment pursuant to Part 1 of the Law of 17th
December 2010, as amended. The Company is an Undertaking for Collective
Investment in Transferable Securities (“UCITS”).

Applications for shares in the Fund should not be made without first
consulting the current Prospectus, Key Investor Information Document
("KIID"), Annual Report and Semi-Annual Report (“Offering Documents”), or
other documents available in your local jurisdiction which is available free of
charge from the Registered Office: European Bank and Business Centre, 6B
route de Trèves, L-2633 Senningerberg, R.C.S. Luxemburg B 29 192. In
addition, all Italian investors should refer to the ‘Extended Application Form’,
and all Hong Kong investors should refer to the ‘Additional Information for
Hong Kong Investors’ section, outlined within the Prospectus. Copies of the
Prospectus, KIID, the Articles of Incorporation and the annual and semi-
annual reports, in German, and further information can be obtained free of
charge from the representative in Switzerland. The representative in
Switzerland is Carnegie Fund Services S.A., 11, rue du Général-Dufour,
1204 Geneva. The paying agent in Switzerland is Banque Cantonale de
Genève, 17, quai de l’Ile, 1204 Geneva. The document has been prepared
solely for informational purposes and does not constitute an offer or a
recommendation to buy or sell any particular security or to adopt any specific
investment strategy.

All investments involve risks, including the possible loss of principal. Any
information regarding expected market returns and market outlook is based
on the research, analysis, and opinions of the investment team and is based
on current market conditions.

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.

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 views expressed in this material are subject to change based on market
conditions. This document may contain certain statements that may be
deemed forward-looking statements. Please note that any such statements
are not guarantees of any future performance and actual results or
developments may differ materially from those projected.

The information contained in this communication is not a research
recommendation or ‘investment research’ and is classified as a
‘Marketing Communication’ in accordance with the applicable
European or Swiss regulation. This means that this marketing
communication (a) has not been prepared in accordance with legal
requirements designed to promote the independence of investment
research (b) is not subject to any prohibition on dealing ahead of the
dissemination of investment research.

MSIM has not authorised financial intermediaries to use and to distribute this
document, 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 document 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 work may not be reproduced, copied or
transmitted or any of its contents disclosed to third parties without MSIM’s
express written consent.

All information contained herein is proprietary and is protected under
copyright law.

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.

www.morganstanley.com/im
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