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On a recent visit to Hanoi and Ho Chi Minh City, we met

with entrepreneurs, corporate executives, and policy makers.
While Vietnam needs to navigate near-term challenges from
tighter macroeconomic and financial conditions, this “next gen”
emerging market country should see its economy continue to
thrive over the coming decade. With a relatively well-educated
population of nearly 100 million people, and continued inflows
of capital into the highly productive manufacturing sector,
Vietnam should benefit from a young and tech-savvy middle
class, which is expanding at a rapid rate.

Ever since joining the World Trade Organization back in 2007, Vietnam's
economy has expanded 6.7%, faster than that of any Asian country apart from
China.' Recently, Vietnam came out as a clear winner in the U.S.-China trade
war, benefiting from Western economies looking to reduce their exposure to
China (Display 7). While Beijing's growth has been revised downward this year,
Vietnam's was revised upward to 7.5%, outpacing China's and much of the rest
of the world.?

Vietnam has many things working in its favor. The country initially attracted
foreign apparel companies seeking cheap labor, but now electronics make

up 32% of Vietnam's exports, compared with 11% a decade earlier, as global
electronics companies are creating better paid jobs for more skilled workers.?

Education is one reason for the country’s success. Facing a rapidly growing
population, Vietnam made large public investments in primary education
during the 1990s, which today scores higher on standardized PISA
(Programme for International Student Assessment) tests than most other
advanced economies.* This is one of the forces drawing in foreign capital:
productive human capital at competitive wage levels.
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The growth has been relatively inclusive:
middle-class households are forming

at a faster pace in rural areas than

urban areas, and Tier 2 and 3 cities are
mushrooming around new manufacturing
hubs.®> Women have fared well. Vietnam'’s
female to male labor participation rate is
one of the highest in the world at 88%.°
Wage growth has been steady and in

line with FDI (Foreign Direct Investment)
growth (Display 2)7 By 2030, the
country is expected to add an additional
36 million people to the middle class,
ultimately reaching 76 million people.®
By some estimates, Vietnam will become
one of the ten largest consumer markets
in the world by 2030, bigger than
Germany or the U.K.? The new middle
class is both young—median age 32.5—
and tech savvy—smartphone usage
estimated at 85% of adult population.
As more people gain the purchasing
power to consume goods and services,
that will lead to growth for higher priced
goods and services such as jewelry,
organic dairy, and travel.

All of this provides plenty of investment
opportunities for companies selling to
the rising middle class. Despite a rapidly
digitizing and urbanizing population,
more than 80% of all retail transactions
occur in informal mom-and-pop stores
or wet markets." Therefore, modern
retail stores, and everything they offer
to consumers— consistency, quality,
cleanliness—are growing rapidly. One
publicly listed retail company has
opened 4,000 new stores over the past
five years.”?

Digital infrastructure is expanding as
well. Vietnam's tech ecosystem is still
in its early stages, but the talent pool
is growing quickly. Software engineers
are relatively inexpensive, with rates
20% cheaper than those offered in
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The U.S. Is Relying More on Vietnam
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India.” At the largest private university
for IT engineering degrees, student
enrollment grew 70% last year and is
up by another 40% this year.™

We spent time visiting tech companies,
from a publicly listed company using
engineers to solve problems for Fortune
500 firms to startups serving the B2B
segment, including those seeking to
digitize the millions of mom-and-pop

== Monthly Average Income

stores. Fintech is also gaining momentum
and has plenty of room to grow, given
the high level of cash transactions. For
example, the leading messaging app in
the country, which counts 70% of the
population as active users, is moving into
digital financial services.”

While the outlook appears bright, there
are several risks facing the economy.
Vietnam remains highly linked to the
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U.S. and Chinese economies, which
account for a combined 35% of its
exports.'® Given the outlook for these
two large economies over the coming
year, Vietnam could face a temporary
slowdown. Additionally, Vietnam has
witnessed a prolonged credit cycle over
the past five years, which could pose
risks to the financial system as interest

slows down. Some locals are growing
uneasy over recent government
crackdowns centered on the real estate
sector, and the impact it is having on
the local corporate bond market.

Despite these risks, we believe Vietnam
is one of a few countries ushering in the
next generation of investing in emerging

and foreign investment are creating a
large, young, and tech-savvy middle
class. The country is a beneficiary

of geopolitical fallout between the

U.S. and China, and has become an
important player in technology supply
chains. Benefiting from these tailwinds,
Vietnam should continue globalizing in a
deglobalizing world.

markets. Strong levels of human capital
rates rise and the domestic economy

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 a 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 (natural disasters, health crises, terrorism,
conflicts, social unrest, etc.) that affect markets, countries, companies or governments. It is difficult to predict the timing, duration and
potential adverse effects (portfolio liquidity, etc.) of events. 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 emerging market countries are greater than the risks generally associated with investments in foreign developed
countries. Real estate investments are subject to risks similar to those associated with the direct ownership of real estate and they are
sensitive to such factors as management skills and changes in tax laws.

A separately managed account may not be appropriate for all investors. Separate accounts managed according to the Strategy
include a number of securities and will not necessarily track the performance of any index. Please consider the investment
objectives, risks and fees of the Strategy carefully before investing. A minimum asset level is required.

For important information about the investment managers, please refer to Form ADV Part 2.

The views and opinions and/or analysis expressed are those of the author or 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.

Forecasts and/or estimates provided herein are subject to change and may not actually come to pass. Information regarding expected
market returns and market outlooks is based on the research, analysis and opinions of the authors or the investment team. These
conclusions are speculative in nature, may not come to pass and are not intended to predict the future performance of any specific
strategy or product the Firm offers. Future results may differ significantly depending on factors such as changes in securities or financial
markets or general economic conditions.

This material 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.

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.

Charts and graphs provided herein are for illustrative purposes only. Past performance is no guarantee of future results.
The Firm 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. Additionally, financial intermediaries are required to satisfy themselves that the

information in this material is appropriate for any person to whom they provide this material in view of that person's circumstances and
purpose. The Firm shall not be liable for, and accepts no liability for, the use or misuse of this material by any such financial intermediary.

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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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.
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