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Performance Review
In the quarter period ending March 31, 2023, the Portfolio’s I shares returned 1.35% (net of fees) , while the benchmark returned
2.39%.

Our allocation to Pakistan-based IT services company Systems Ltd. (2.9% of the portfolio)  detracted during the quarter. The stock
sold off in line with the Pakistan equity market volatility stemming from economic uncertainty and political tensions related to
former Prime Minister Imran Khan. We remain positive on Systems, as we think it is benefiting from rapid expansion plans, positive
industry dynamics as digitalization continues to grow, and the need for new talent hubs. Systems’ cost base is largely local currency
denominated (local engineer wages), and thus it has historically exhibited operating leverage when the currency depreciates.

Our overweight allocation to Vietnam contributed but gains were offset by our aggregate stock selection, led by the
underperformance of Mobile World Group (MWG, 4.3% of the portfolio).  MWG corrected in the second half of the quarter after
reporting lower-than-expected February net sales, which were attributed to weaker demand from lower consumer sentiment and
falling incomes for certain consumer groups. We continue to believe MWG is one of the best consumer retail franchises in Vietnam,
benefiting from higher incomes and the modernization of retail away from traditional wet markets and shops. Management recently
guided for increases in sales per store for MWG’s consumer electronics chains (TGDD and DMX) and improving foot traffic and
basket sizes for BHX, its grocery business.

Allocations to Capitec Bank and Anglo American in South Africa hampered returns (3.5% and 2.7% of the portfolio).  Zero allocations
to Peru, Slovenia, Iceland and Nigeria also detracted. Our allocation to Safaricom (3.2% of the portfolio),  listed in Kenya, detracted as
the stock suffered from volatility in the first few weeks of March on speculation about the current CEO’s departure (as the previous
two CEOs were given three-year contracts).

Within Indonesia, our allocations to traditional medicine and food products company Sido Muncul (Sido, 6.0% of the portfolio)  and
Bank Mandiri (5.0% of the portfolio)  were top contributors to returns, though the contribution was partially offset by our allocation
to private hospital network Medikaloka Hermina Tbk (Hermina, 3.3% of the portfolio).  We think health care will be a growing market
in Indonesia, given the large population, a lack of adequate infrastructure and constrained supply, and Hermina can benefit
particularly given its focus on the middle class and growing scale.

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 attractive 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.

Our allocations to 11 Bit Studios and LiveChat Software were among the top contributors to returns (6.5% and 6.2% of the
portfolio).  LiveChat is also the largest stock contributor to returns over a one-year period. The stock has rallied on investor optimism
over the company’s plans to incorporate ChatGPT into its LivePerson product. Preliminary fourth quarter results also indicate an
increase of 37% year-over-year revenue growth according to company data. Elsewhere in Poland, the allocation to apparel retailer
LPP (4.1% of the portfolio)  detracted from returns while the allocation to aluminum products and flexible packaging manufacturer
Grupa Kęty (3.6% of the portfolio)  contributed. Kęty reported strong first quarter EBITDA (earnings before interest, taxes,
depreciation and amortization) figures, with management guiding for margins to return to pre-pandemic levels.
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The allocations to MercadoLibre (MELI) and Semrush were also strong contributors to performance while our allocation to Locaweb
and EPAM detracted (4.4%, 3.0%, 1.0% and 3.4% of the portfolio, respectively).  We trimmed our position in MELI during the 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 underperformed particularly in February following its earnings release. Though fourth quarter 2022 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
Russia-Ukraine war (with less growth per existing customer), greater cost structure amid slowing growth and a slowdown in the
broader macro environment, according to company management. We continue to believe EPAM is among the best-in-class global IT
services operators, with a strong management team, but given the valuations and muted outlook we reduced our allocation during
the quarter and will continue to monitor the position.

Overall, we continue to identify and invest in high quality businesses in large, overlooked frontier and small emerging markets. These
NextGen 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 (EM).

 Market Review
The MSCI Frontier Emerging Markets Index returned +2.39% during the quarter, underperforming the MSCI Emerging Markets Index
(+3.96%). Pakistan (-25.15%) suffered the sharpest sell-off in the quarter. Kenya (-18.73%) and Colombia (-13.48%) also
underperformed the frontier EM and EM indexes. Slovenia (+17.86%) was the best performing market in the frontier EM index,
followed by Serbia (+14.62%) and Croatia (+12.48%).

 Portfolio Activity
During the quarter we initiated a position in Century Pacific Food (2.4% of the portfolio),  a shelf-stable protein delivery and fast-
moving consumer goods company based in the Philippines. The company was founded in 1978 as a supplier of tuna for global
companies before moving to a branded tuna company in 1986. The company has high market share in its core products (number one
in canned tuna at 86%, number one in canned meat at 51% and number two in powdered milk at 24% according to company data).
The company has employed a strategic shift to focus on healthier products such as alternative meats and coconut water and is in the
process of building upon its valuable intangible assets (a brand and extensive distribution) in a large consumer market of 117 million
people.  While the Philippines has been historically prone to macroeconomic weakness, we believe Century Pacific provides an
attractive “all weather” consumer play and could deliver strong earnings per share growth and good free cash flow generation.

We added to our existing high-conviction positions such as Cisarua Mountain Dairy (Cimory), Hermina and Champ Resto in Indonesia
(2.0%, 3.3% and 0.9% of the portfolio, respectively).  Champ Resto is a domestic restaurant chain operator focused on the fast-casual
dining industry in Indonesia. While the majority of the mass-market chain restaurants in Indonesia are foreign-owned, Champ Resto
has created local brands and is emerging as a national champion in the segment, quickly gaining market share and expanding into Tier
2 and 3 cities. With a large and growing consumer population in Indonesia (projected over 300 million people by 2032),  we believe
there is significant runway for Champ Resto to continue to open new outlet locations across its various brands, with strong unit
economics per store.

We also added to the existing position in Phu Nhuan Jewelry (PNJ, 1.9% of the portfolio),  one of the largest producers and retailers
of jewelry in Vietnam. PNJ continues to gain market share in the informal jewelry market—a trend that was further accelerated
during the pandemic, when many jewelers were shuttered or temporarily closed. The company is also benefiting from the growing
jewelry industry in Vietnam due to the increasing trend of aspirational consumption and the launch of new product lines that target
various customer segments. Importantly, PNJ has built a brand that engenders trust from consumers through initiatives such as buy-
back guarantees and testing equipment. We believe the company can deliver healthy top-line and bottom-line growth over the
coming years, generating strong return on invested capital.

Elsewhere, we added Kazakhstan consumer finance company Kaspi (3.6% of the portfolio).  The company’s current valuation is
attractive, trading at 9.2x forward earnings,  which we think has room to grow in the coming years.

We initiated a position in pan-African telecom company Airtel Africa (1.0% of the portfolio).  Airtel has a footprint in 14 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 an 8%-9% compound
annual growth rate in the coming three years given a still-low SIM card penetration in Africa (roughly 50% according to company
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data). Data revenue growth should also continue to rise due to low penetration, as company data shows only 36% of Airtel’s
subscribers are active data users. Further, data usage can rise as 4G device adoption increases. We believe mobile money can also
grow, both in terms of users and average revenue per user.

We reduced our positions in EPAM, Grid Dynamics (3.3% of the portfolio)  and Semrush and exited Cameco. We also took some
profits on strong outperformance for stocks such as LiveChat Software and MercadoLibre and reduced allocations to LPP and
Locaweb, reallocating 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 EM 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 according to Bloomberg data. Bloomberg data shows 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 EM and developed
markets, with expected 2023 real gross domestic product (GDP) growth of 4.2% versus 3.6% for EM and just 0.8% for developed
markets (similar ranges are expected for 2024 as well).

Despite this vast opportunity, NextGen remains largely underinvested. Currently, these markets account for less than 0.3% of global
equity indexes and less than 3% of the traditional MSCI EM 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, creating 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. The Egyptian pound has depreciated 50%  since the beginning of 2022 and Pakistan is undergoing one of its most
severe political and economic crises in recent history.

Nigeria held its presidential election on February 25. While we were optimistic for a victory by Peter Obi (given the anti-corruption
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

 

 Holdings data as of March 31, 2023. 
 Source: International Monetary Fund (IMF) 
 Source: Bloomberg L.P. 
 Source: World Federation of Exchanges, Bloomberg L.P., Haver Analytics 
 Source: IMF and Haver Analytics 
 Source: World Bank 
 Source: Bloomberg L.P. Data as of March 31, 2023. 

2

3

4

6

6

3

3

7

8

9

2
3
4
6
7
8
9



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 resiliency. 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.

 
FUND FACTS
Inception Date
August 25, 2008

Minimum Initial Investment ($)
A Shares - 1,000
I Shares - 1,000,000

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

 

 Source: International Monetary Fund (IMF) 
 Not held in the portfolio as of March 31, 2023. 

 Share class availability may vary by platform. For more information, please visit the specified fund page on the website. 
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RISK CONSIDERATIONS

There is no assurance that a portfolio will achieve its  
investment objective. Portfolios are subject to market risk,  
which is the possibility that the market values of securities  
owned by the portfolio will decline and that the value of  
portfolio shares may therefore be less than what you paid for  
them. Market values can change daily due to economic and  
other events (e.g. natural disasters, health crises, terrorism,  
conflicts and social unrest) that affect markets, countries,  
companies or governments. It is difficult to predict the timing,  
duration, and potential adverse effects (e.g. portfolio liquidity)  
of events. Accordingly, you can lose money investing in this  
portfolio. Please be aware that this portfolio may be subject to  
certain additional risks. In general, equities securities’  values 
also fluctuate in response to activities specific to a company.

Investments in foreign markets entail special risks such as  
currency, political, economic, market and liquidity risks. The  
risks of investing in frontier emerging markets are greater  
than risks associated with investments in other foreign or U.S. 
issuers and they are often considered highly speculative in  
nature. Investment opportunities in many frontier emerging  
markets may be concentrated in the banking industry, which  
could have a disproportionate impact on the portfolio’s  
performance. Stocks of small- and medium- capitalization 
companies entail special risks, such as limited product lines,  
markets and financial resources, and greater market volatility  
than securities of larger, more established companies. By  
investing in investment company securities, the portfolio is 
subject to the underlying risks of that investment company's 
portfolio securities. In addition to the Portfolio's fees and

Performance (%)
As of March 31, 2023

MTD QTD YTD 1 YR 3 YR 5 YR 10 YR
Class I Shares at NAV 0.85 1.35 1.35 -16.74 5.95 -7.28 0.09

Class A Shares at NAV 0.86 1.29 1.29 -17.07 5.54 -7.61 -0.25

Class A Shares (With Max 5.25% Sales Charge) -4.41 -4.02 -4.02 -21.42 3.67 -8.60 -0.78

MSCI Frontier Emerging Markets Net Index 1.54 2.39 2.39 -16.63 7.51 -3.99 -0.35

Blended Index 1.54 2.39 2.39 -16.63 11.11 -1.13 3.64

Class A shares have a maximum front-end sales charge of 5.25%. Performance data quoted represents past
performance, which is no guarantee of future results, and current performance may be lower or higher than the
figures shown. For the most recent month end performance figures, please visit morganstanley.com/im. Investment
returns and principal value will fluctuate and fund shares, when redeemed, may be worth more or less than their
original cost. 
The gross expense ratio is 2.19% for Class I shares and the net expense ratio is 1.25%. The gross expense ratio is 2.67%
for Class A shares and net expense ratio is 1.60%. Where the net expense ratio is lower than the gross expense ratio,
certain fees have been waived and/or expenses reimbursed. These waivers and/or reimbursements will continue for
at least one year from the date of the applicable fund's current prospectus (unless otherwise noted in the applicable
prospectus) or until such time as the fund's Board of Directors acts to discontinue all or a portion of such waivers
and/or reimbursements. Absent such waivers and/or reimbursements, returns would have been lower. Expenses are
based on the fund's current prospectus.
Returns are net of fees and assume the reinvestment of all dividends and income. They are compared to an unmanaged market index.
Returns for less than one year are cumulative (not annualized). Performance for one year or more is based on average annual total
returns. The returns are reported for Class I and A shares. Performance for other share classes will vary.

Performance shown for the Fund’s Class I shares reflects the performance of the common shares of the Frontier Predecessor Fund
for periods prior to September 17, 2012.
Pursuant to an agreement and plan of reorganization between Morgan Stanley Institutional Fund, Inc., on behalf of the Fund, and
Morgan Stanley Frontier Emerging Markets Fund, Inc. (the “Frontier Predecessor Fund”), on September 17, 2012 the Fund acquired all
of the assets and liabilities of the Frontier Predecessor Fund in exchange for Class I shares of the Fund (the “Frontier
Reorganization”). As a result of the Frontier Reorganization, the Fund is the accounting successor of the Frontier Predecessor Fund.
The historical performance information shown reflects, for the period prior to the Frontier Reorganization, the historical performance
of the Frontier Predecessor Fund. The Frontier Predecessor Fund may have performed differently if it were an open-end fund since
closed-end funds are generally not subject to the cash flow fluctuations of an open-end fund.
Effective June 30 2021, the Morgan Stanley Frontier Markets Portfolio was renamed to Morgan Stanley Next Gen Emerging Markets
Portfolio, 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.
Further to the prospectus supplement issued on April 30, 2021 and subject to shareholder approval secured on August 6, 2021, the
MSIF Emerging Markets Small Cap Portfolio was merged into the MSIF Next Gen Emerging Markets Portfolio on or about Friday
August 13, 2021.

 

 



expenses, the Portfolio generally would bear its share of the
investment company's fees and expenses. Derivative
instruments may disproportionately increase losses and have a
significant impact on performance. They also may be subject to
counterparty, liquidity, valuation, correlation and market
risks. Illiquid securities may be more difficult to sell and value
than public traded securities (liquidity risk).

INDEX INFORMATION

The Blended Index performance shown is calculated using the
MSCI Frontier Markets Net Index from inception through 29 June
2021 and the MSCI Frontier Emerging Markets Net Index
thereafter.

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 MSCI Frontier Markets Index is a free float-adjusted market
capitalization index that is designed to measure equity market
performance of frontier markets. The MSCI Frontier Markets
Index currently consists of 24 frontier market country indices.
The performance of the Index is calculated in U.S. dollars and
assumes reinvestment of net dividends. "Net dividends" reflects a
reduction in dividends after taking into account withholding of
taxes by certain foreign countries represented in the Index.

The MSCI Emerging Markets Index (MSCI EM) is a free float-
adjusted market capitalization weighted index that is designed to
measure equity market performance of emerging markets. 

The Indexes are unmanaged and do not include any expenses,
fees or sales charges. It is not possible to invest directly in an
Index. Any index referred to herein is the intellectual property
(including registered trademarks) of the applicable licensor.

IMPORTANT INFORMATION

The views and opinions and/or analysis expressed are those of 
the investment team as of the date of preparation of this 
material and are subject to change at any time without notice 
due to market or economic conditions and may not necessarily 
come to pass. Furthermore, the views 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 expressed do

not reflect the opinions of all investment personnel at Morgan
Stanley Investment Management (MSIM) and its subsidiaries and
affiliates (collectively “the Firm”), and may not be reflected in all
the strategies and products that the Firm offers. 

This material is a general communication, which is not impartial
and all information provided has been prepared solely for
informational and educational purposes and does not constitute
an offer or a recommendation to buy or sell any particular
security or to adopt any specific investment strategy. 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.

Certain information herein has been prepared on the basis of
publicly available information, internally developed data and
other third-party sources believed to be reliable. However, no
assurances are provided regarding the reliability of such
information and the Firm has not sought to independently verify
information taken from public and third-party sources. 

Please consider the investment objective, risks, charges and
expenses of the fund carefully before investing. The
prospectus contains this and other information about the
fund. To obtain a prospectus, download one at
morganstanley.com/im or call 1-800-548-7786. Please read
the prospectus carefully before investing.

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 MSIM'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.

Morgan Stanley Investment Management is the asset
management division of Morgan Stanley.

NOT FDIC INSURED | OFFER NO BANK GUARANTEE | MAY LOSE
VALUE | NOT INSURED BY ANY FEDERAL GOVERNMENT
AGENCY | NOT A DEPOSIT
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