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Watching crowds of young men and women masquerading

in anime and Hollywood superhero costumes, visitors to
Riyadh in March might have forgotten they were in Saudi
Arabia. At a time of high oil prices in the aftermath of Russia’s
invasion of Ukraine, the Kingdom nears the halfway stage in
an ambitious program devised by Crown Prince Mohammed
bin Salman, a program enacting social and economic reforms
designed to wean the economy off its dependence on the

oil sector. Foreign investors have poured $9 billion into the
Saudi equity market in the first quarter of 2022, exceeding the
approximately $7 billion during 2021

The economy grew 9.6% in the first quarter of 2022, the highest growth
rate since 2017, driven by a 20% increase in oil sector contributions.? The
International Monetary Fund (IMF) estimates the Saudi economy will
expand 7.6% this year, more than double the 3.2% growth recorded in 2021
and for the first time in Saudi Arabia’s history the IMF estimates the GDP
to exceed $1 trillion in 20222 To be fair, oil prices were already climbing

as post-COVID demand returned before the shock of Russia's invasion
propelled prices to levels not seen for around a decade. And as the world's
top oil exporter, Saudi Arabia has benefited from the price hikes.

There is a mood of optimism in the Saudi air. Consumer confidence
indicators are at all-time highs, where a recent Ipsos survey found that 92%
of Saudi respondents thought the country was going in the right direction,*
an overwhelming vote of trust after the Kingdom survived the twin shock
of the pandemic and drop in oil demand and prices.

Back in 2019, we marveled at the pace of social reforms (“The New Saudi
Arabia”), designed to make the country a more attractive place for its
own citizens, especially the under 35s who make up more than 50% of
the 35 million population,® and help draw tourists. But we also wondered
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if the government could seriously
make progress to create an economy
that was not so reliant on oil

sector growth.

The fast pace of social reforms

has continued. Women are now
allowed to drive and work in careers
previously only Llimited to men. In
fact, more than 33% of Saudi women
now participate in the labor force,

a significant surge since 2018.°
Restaurants are no longer required
to have partitions separating single
men from families and in 2018, for
the first time in more than 35 years,
commercial cinemas are allowed to
operate in the country. In addition,
Saudi Arabia has joined the select
list of countries hosting a Formula

1 Grand Prix race and entertainers
ranging from WWE wrestling stars to
Cuban-American rapper Pitbull and
Canadian popstar Justin Bieber have
performed in front of hundreds of
thousands of fans.

QOil remains central to the Saudi
economy although economic and
fiscal reforms have started to show
results. The country is still reliant on
government spending and remains tied
to oil price gyrations. Riyadh posted

a budget surplus of $15.3 billion in

the first three months of 2022, its
first surplus in nearly 10 years, after
a deficit of 2.7% of GDP last year.’
This surplus accounts for 64% of the
projected $24 billion or 2.5% of GDP
Riyadh had forecast for this year.®

Inflation is rising in much of the

world to levels not seen for years,
but in Saudi Arabia it's relatively
subdued. In fact, the Kingdom has
lower inflation than most countries
globally and in the emerging markets.?
There are issues though. While the
official April CPl was 2.3%, prices on
many basic food categories appear to
be well over 10%."° We believe the
government has the tools to control
inflation, such as reducing the 15%
value-added tax (VAT) rate or offering
citizens cost-of-living allowances to
counteract rising food inflation. While
we are not sure a demand subsidy
will counteract food inflation, both

a VAT reduction and cost-of-living
allowances should theoretically
support Saudi consumption.

To move beyond oil, the government
is banking on Vision 2030, a

plan unveiled by Crown Prince
Mohammed in 2016 to restructure
the economy and develop tourism
and entertainment projects. The
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government sees tourism as a key
element of their reform plan and the
single largest source of new jobs.
Currently, a huge number of Saudis
leave the Kingdom for holidays,
spending around $24 billion a year
elsewhere" If some of that money can
be spent locally, that would provide

a huge boost to the economy. Critics
argue that the progress has been slow
in some areas, but things are clearly
moving in the right direction.

The Public Investment Fund (PIF), the
main Saudi sovereign wealth fund, has
invested in a series of megaprojects
to develop parts of Riyadh and build
new cities and resorts by the Red Sea
to boost non-religious tourism. It's a
remarkable change in attitude given
that Saudi Arabia didn't even issue
tourist visas until 2019 but these days
international travelers can procure an
e-visa with a few simple clicks.

The most ambitious project is Neom,
a $500 billion vision of a new city
that aspires to be a luxury resort as
well as an innovation hub focused on
“industries of the future.” By the end
of 2025, Neom anticipates as many as
a million visitors arriving for a holiday
or a business event—the first hotel

is expected to open by the end of
2022. Management expects Neom's
international airport to be operational
by 2025 with a capacity of 25 million
passengers per year. Beyond tourism,
Neom inked a $5 billion green hydrogen
plant to come online in 2025, for its
first major industrial project.

The green projects are part of the
plans by the Kingdom to invest $180
billion to cut its carbon emissions to
net zero by 2060. The private sector is
also starting to do its part as five Saudi
corporations, including both the world'’s
largest oil producer and national airline,
have joined the MENA (Middle East/
North Africa) region’s first voluntary
carbon market, backed by PIF.
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North of Jeddah, the Red Sea Tourism
Project has secured funding and
construction loans. The first phase

of the two-phase project includes
developing five islands, 16 hotels
(including 14 marine resorts) with a
total capacity of 3,100 rooms and
two resorts, in addition to two yacht
marinas, entertainment facilities and
an airport. The aim is to host the first
guests sometime next year and to
complete the project by 2030. Risks
include long construction lead times
and possible capacity bottlenecks in
the contractor sector.

One area of focus that has slowed
recently is foreign direct investment
(FDI), where the global macro
backdrop was not supportive due

to COVID and low oil prices. The
Kingdom had hoped to attract $10
billion in annual inflows but only
managed $5.5 billion in 2020.” Last
year, the government announced new
plans to attract $700 billion in annual
FDI by 2030. Shareek (which means
partner) is another prong of the
economic reform, designed to drive
investments to domestic businesses.
Under Shareek, private companies

invest a percentage of their profits
in local investments, where the

goal is to raise the private sector'’s
share of GDP from 40 percent to 65
percent by 2030.

Saudi Arabia still has a lot of work

to do to fully achieve the ambitious
goals of Vision 2030 and diversify
away from oil. The high oil price will
ease the pain of the economic reforms
that are needed. The targets are
ambitious but with strong leadership
and a young and educated population
a lot can be achieved.

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
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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.
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For important information about the investment managers, please refer to Form ADV Part 2.
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Forecasts and/or estimates provided herein are subject to change and may not actually come to pass. Information regarding expected
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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.

This material is not a product of Morgan Stanley's Research Department and should not be regarded as a research material or a

recommendation.
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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.

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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In the EU, MSIM and Eaton Vance materials are issued by MSIM Fund
Management (Ireland) Limited ("“FMIL"). FMIL is regulated by the Central
Bank of Ireland and is incorporated in Ireland as a private company limited
by shares with company registration number 616661and has its registered
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Management Limited (MSIM Ltd) is authorised and regulated by the Financial
Conduct Authority. Registered in England. Registered No. 1981121. Registered
Office: 25 Cabot Square, Canary Wharf, London E14 4QA.

In Switzerland, MSIM materials are issued by Morgan Stanley & Co.
International plc, London (Zurich Branch) Authorised and regulated by
the Eidgendssische Finanzmarktaufsicht ("FINMA"). Registered Office:
Beethovenstrasse 33, 8002 Zurich, Switzerland.

Outside the US and EU, Eaton Vance materials are issued by Eaton Vance
Management (International) Limited ("EVMI") 125 Old Broad Street, London,
EC2N 1AR, UK, which is authorised and regulated in the United Kingdom
by the Financial Conduct Authority.
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Monceau 75008 Paris, France. Spain: MSIM FMIL (Madrid Branch), Calle
Serrano 55, 28006, Madrid, Spain. Germany: MSIM FMIL Frankfurt Branch,
GroBe GallusstraBe 18, 60312 Frankfurt am Main, Germany (Gattung:
Zweigniederlassung (FDI) gem. § 53b KWG). Denmark: MSIM FMIL
(Copenhagen Branch), Gorrissen Federspiel, Axel Towers, Axeltorv2,
1609 Copenhagen V, Denmark.

MIDDLE EAST

Dubai: MSIM Ltd (Representative Office, Unit Precinct 3-7th Floor-Unit
707and 702, Level 7, Gate Precinct Building 3, Dubai International Financial
Centre, Dubai, 506501, United Arab Emirates. Telephone: +97 (0)14 709 7158).

This document is distributed in the Dubai International Financial Centre by
Morgan Stanley Investment Management Limited (Representative Office),
an entity regulated by the Dubai Financial Services Authority (‘DFSA"). It
isintended for use by professional clients and market counterparties only.
This document is not intended for distribution to retail clients, and retail
clients should not act upon the information contained in this document.

This document relates to a financial product which is not subject to any
form of regulation or approval by the DFSA. The DFSA has no responsibility
for reviewing or verifying any documents in connection with this financial
product. Accordingly, the DFSA has not approved this document or any other
associated documents nor taken any steps to verify the information set out
in this document, and has no responsibility for it. The financial product to
which this document relates may be illiquid and/or subject to restrictions
onitsresale or transfer. Prospective purchasers should conduct their own
due diligence on the financial product. If you do not understand the contents
of this document, you should consult an authorised financial adviser.
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LATIN AMERICA (Brazil, Chile, Colombia, Mexico, Peru, and Uruguay)
This materialis for use with an institutional investor or a qualified investor
only. All information contained herein is confidential and is for the exclusive
use and review of the intended addressee, and may not be passed on to
any third party. This material is provided for informational purposes only
and does not constitute a public offering, solicitation or recommendation
to buy or sell for any product, service, security and/or strategy. A decision
to invest should only be made after reading the strategy documentation
and conducting in-depth and independent due diligence.

ASIA PACIFIC

Hong Kong: This material is disseminated by Morgan Stanley Asia Limited for
use in Hong Kong and shall only be made available to “professional investors”
as defined under the Securities and Futures Ordinance of Hong Kong (Cap
571). The contents of this material have not been reviewed nor approved by
any regulatory authority including the Securities and Futures Commission
in Hong Kong. Accordingly, save where an exemption is available under the
relevant law, this material shall not be issued, circulated, distributed, directed
at, or made available to, the public in Hong Kong. Singapore: This material
is disseminated by Morgan Stanley Investment Management Company and
should not be considered to be the subject of an invitation for subscription or
purchase, whether directly or indirectly, to the public or any member of the
public in Singapore other than (i) to an institutional investor under section
304 of the Securities and Futures Act, Chapter 289 of Singapore (“SFA";
(i) to a "relevant person” (which includes an accredited investor) pursuant
to section 305 of the SFA, and such distribution is in accordance with the
conditions specified in section 305 of the SFA; or (iii) otherwise pursuant to,
and in accordance with the conditions of, any other applicable provision of the
SFA. This publication has not been reviewed by the Monetary Authority of
Singapore. Australia: This material is provided by Morgan Stanley Investment
Management (Australia) Pty Ltd ABN 22122040037, AFSL No. 314182 and
its affiliates and does not constitute an offer of interests. Morgan Stanley
Investment Management (Australia) Pty Limited arranges for MSIM affiliates
to provide financial services to Australian wholesale clients. Interests will only
be offered in circumstances under which no disclosure is required under the
Corporations Act 2001 (Cth) (the “Corporations Act”). Any offer of interests
will not purport to be an offer of interests in circumstances under which
disclosure is required under the Corporations Act and will only be made to
persons who qualify as a “wholesale client” (as defined in the Corporations
Act). This material will not be lodged with the Australian Securities and
Investments Commission.

Japan

For professional investors, this material is circulated or distributed for
informational purposes only. For those who are not professional investors, this
materialis provided in relation to Morgan Stanley Investment Management
(Japan) Co., Ltd. ("MSIM)")'s business with respect to discretionary investment
management agreements ("IMA”") and investment advisory agreements
("IAA"). This is not for the purpose of a recommendation or solicitation of
transactions or offers any particular financial instruments. Under an IMA,
with respect to management of assets of a client, the client prescribes
basic management policies in advance and commissions MSIM] to make all
investment decisions based on an analysis of the value, etc. of the securities,
and MSIM] accepts such commission. The client shall delegate to MSIM) the
authorities necessary for making investment. MSIM] exercises the delegated
authorities based on investment decisions of MSIMJ, and the client shall not
make individual instructions. Allinvestment profits and losses belong to the
clients; principal is not guaranteed. Please consider the investment objectives
and nature of risks before investing. As an investment advisory fee for an IAA
oranIMA, the amount of assets subject to the contract multiplied by a certain
rate (the upper limit is 2.20% per annum (including tax)) shall be incurredin



proportion to the contract period. For some strategies, a contingency fee
may be incurred in addition to the fee mentioned above. Indirect charges
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securities. Since these charges and expenses are different depending on a
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etc. in advance. All clients should read the Documents Provided Prior to
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