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During the last 12 months, the Fund returned 19.4% (net of fees), while the benchmark (TASI) rose by 9.8%.

Launch Date:
January 6, 2009

Since inception (6 January 2009), the Fund has returned 269.1%, outperforming TASI by 217.9%
(cumulative), net of all fees and expenses.

Portfolio Management:
Najmul Hasnain, CFA

MARKET REVIEW

The JP Morgan Global Composite PMI declined to 52.8 in September compared to 53.4 in August (the
lowest reading over the last 12 months). The manufacturing PMI was slightly higher, but the services sector
was weaker month-on-month (similar to the previous month’s trend).
The IHS Markit U.S. Composite PMI declined month-over-month. The IHS Markit U.S. Composite PMI
came in at 53.9 in September versus 54.7 in August. The services sector PMI fell to 53.5 in September
compared to 54.8 in August, while the manufacturing index rose month-over-month. In September, total
non-farm payrolls registered an increase of 134,000, which was below the market expectation of 185,000.
The unemployment rate, though, declined to 3.7%, the lowest rate since 1969. Average hourly earnings rose
at an annualized rate of 2.8%, in line with expectations.

Location:
Riyadh, Saudi Arabia
Base Currency:
Saudi Riyal (SAR)
Benchmark:
Tadawul All Share Index
“TASI”. Free float adjusted
all share Index

The pace of economic activity in the euro area was marginally lower versus the previous month. The IHS
Markit Eurozone Composite PMI stood at 54.1 in September versus 54.5 in August. Among the eurozone's
largest economies, output growth declined in Germany and France, while Italy showed a sequential increase.
The Caixin China General Composite PMI improved slightly to 52.1 in September, recovering from a fivemonth low of 52.0 in August. The Services PMI increased to 53.1 compared to 51.5 in August, while
manufacturing fell marginally to 50.0 in September compared to 50.6 in August.
U.S. economic conditions remain strong and that has provided further confidence that the U.S. Federal
Reserve (Fed) will continue to increase interest rates. As mostly expected, the Fed increased interest rates in
September. Many analysts expect one more interest rate increase in 2018 (December). However, global trade
tensions and Chinese tariffs were a cause of concern, which may alter these expectations.
Geopolitical risks and trade war fears continued to dominate the business news flow. Emerging markets
came under pressure due to rising U.S. interest rates, economic slowdown in China and the impact of trade
war.
PORTFOLIO ACTIVITY AND PERFORMANCE ATTRIBUTION

During the latest quarter, we increased exposure to the hotels, restaurants & leisure sector in specific names
which we believe offered compelling valuation. We also increased our exposure to the banking sector on
continued improvement in interest rates, which remains positive for the sectors margins. On the other hand,
we reduced the overweight to the health care sector on margin deterioration and relatively weaker demand
growth. We also reduced exposure to the oil, gas and consumables sector on valuations that look full.

This Fund is authorised by the Capital Market Authority. Any investment into this Fund is made subject to the terms of the Fund Prospectus and
relevant Supplement which are available from Morgan Stanley Investment Management Saudi Arabia.
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STRATEGY AND OUTLOOK

For the Saudi market, after a weak August, September has started to show some signs of stability. Earlier, a
host of factors were attributed to the market decline including weakness in emerging markets, some local
political noise and summer doldrums.
In terms of earnings expectations for the third quarter of 2018, the banking sector may show high single-digit
growth. On the other hand, petrochemical sector earnings in aggregate are expected to register a quarterover-quarter decline due to lower product margins. We are expecting a mixed set of results from
retail/consumer stocks.
Oil prices continued to strengthen. On the oil front, all eyes are on the implementation of the new U.S.
sanctions on Iran and the impact on supply. The U.S. administration is looking to have Iranian oil exports
down to ‘zero’ from the current export at ~3 million barrels per day (bpd). Various estimates put ~1 million
bpd of decline in Iranian exports, and this may increase as the oil sanctions come into full force by 4
November. Saudi Arabia has offered to fill the gap if the Iran oil exports decline.
Saudi Arabia's Non-Oil Private Sector PMI declined to a four-month low of 53.4 in September compared to
55.1 in August. Output, new orders and employment registered slower growth.
Other key local economic indicators have been fluctuating. Inflation has remained relatively subdued,
consumer spending was up (based on point-of-sale/ATM withdrawal data) and, with increasing oil prices,
government finances and the budget deficit are in a much better position.
The government’s drive to increase employment among locals is continuing. The government identified
several new sectors that would be required under the new regulations to employ a higher proportion of
Saudis. The impact on the businesses, especially smaller companies, will be negative as operating costs
would rise. News flow around announced government projects remains positive. However, most of these
projects are still in the planning or very early implementation stages. On the ground impact is expected over
the next two to three years.
We are overweight to the banking and petrochemical sectors. In the petrochemicals sector, due to rising oil
prices and better plant operations, we expect improvement in earnings. Near term, we believe petrochemical
sector profitability would be under some pressure due to a decline in margins. For 2018, the overall retail
sector outlook is weak due to a decline in consumer spending and an increase in operating costs. However,
industry consolidation is helping the larger/organized retailer at the cost of smaller operators. Hospital sector
earnings are facing headwinds in the short term, but we are positive on the longer-term prospects.

For further information, please contact your Morgan Stanley representative.
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IMPORTANT INFORMATION
FOR PROFESSIONAL CLIENTS ONLY
This financial promotion was issued and approved for use in Saudi Arabia by Morgan Stanley Saudi Arabia, Al Rashid Tower, Al Ma’ather Street, Riyadh,
Saudi Arabia, authorized and regulated by the Capital Market Authority. This communication 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. Applications for units in The Morgan Stanley
Saudi Equity Fund should not be made without first consulting the current Prospectus and offering documents which are available free of charge at the
address above. There will be no offering of any interests (or solicitation of an offer to buy) in any jurisdiction in which such offer or solicitation would be
unlawful.
The investment performance of the Morgan Stanley Saudi Equity Fund is calculated on a total return basis (i.e., with cash dividend reinvested), while the
investment performance of the benchmark is provided on price return basis (i.e., it does not include dividends). The dividend yield as per Bloomberg for
TASI was 3.5% as of 30 September 2018.
This communication is a marketing communication; it has been prepared solely for information 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 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.
Except as otherwise indicated herein, the views and opinions expressed herein are those of Morgan Stanley Investment Management, are based on
matters as they exist as of the date of preparation and not as of any future date, and will not be updated or otherwise revised to reflect information that
subsequently becomes available or circumstances existing, or changes occurring, after the date hereof.
The Capital Market Authority approved the establishment of The Morgan Stanley Saudi Equity Fund on 16 August 2008. The Capital Market Authority has
not endorsed the accuracy or adequacy of this communication.
The communication may have been sent to you in an electronic form. Documents transmitted via this medium may be altered or changed during the
process of electronic transmission and consequently none of Morgan Stanley Saudi Arabia or any of its respective directors, officers, partners, employees
or advisers accept any liability or responsibility whatsoever in respect of any difference between the communication distributed in electronic format and the
hard copy version available on request from Morgan Stanley Saudi Arabia.
RISK WARNING
Past performance is not a guarantee of future performance. The value of the investments and the income from them can go down as well as up and an
investor may not get back the amount invested. There are special risk considerations associated with investing in emerging country securities including (1)
restrictions on foreign investment, (2) currency fluctuations, (3) potential price volatility and lesser liquidity of shares, (4) political and economic risks, (5)
settlement systems may be less well organized and less developed. There are also varying levels of government supervision and regulation of exchanges,
financial institutions and issuers in various countries. In addition, accounting, auditing, financial and other reporting standards are not equivalent to those of
more developed countries, and therefore less information may be available than in more developed countries.
Funds that specialize in a particular region or market sector are more risky than those which hold a very broad spread of investments. Where portfolio
concentration is in one sector it is subject to greater risk and volatility than other portfolios that are more diversified and the value of its shares may be more
substantially affected by economic events.
These investments are designed for investors who understand and are willing to accept these risks. Performance may be volatile, and an investor could
lose all or a substantial portion of his or her investment.
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