FOCUSING CAPITAL
on the

PERSPECTIVES
ON THE
LONG TERM

Building a Stronger Foundation for Tomorrow

‘he Long-Term
mperative for
—inancial Institutions i§

Finding innovative solutions to the challenges of the future
will require stable capital markets and intermediaries.

by James P. Gorman

This article is a reprint from a larger compilation and represents the opinion of the individual author.
For a full copy of Perspectives on the Long Term, visit FCLT.org


http://www.fclt.org/en/home.html

INVESTING / James P. Gorman

ne Long-Tlerm
mperative for
Nancial INstitutions

Finding innovative solutions to the challenges of the future
will require stable capital markets and intermediaries.

The strengths of well-functioning global
capital markets include speed, scale, and
efficiency in capital mobilization and alloca-
tion—attributes that, while positive, some-
times foster short-termism. Mobility and
interconnectedness increase the speed of
transacting and communicating but render
it easier for decision makers to be caught

in the welter of immediate concerns. Now,
more than ever, corporate and financial
leaders must clearly focus on the longer term
in their strategic planning and investment
decisions.

The following facts illustrate why this reori-
entation is vital: In 1950, the world’s popula-
tion was 2.5 billion; today, it exceeds 7 billion,
and by 2050 it will have grown to more than
9 billion.* Much of this change will occur in
major cities already grappling with issues
created by dense population and high growth

) ) o rates. Rapid urbanization, scarcity of clean
James P. Gorman is chairman and CEO of Morgan Stanley. He joined . o
the firm in 2006 as president and COO of global wealth management, and water, inadequate nutrition, lack of hous-
was then copresident and cohead of corporate strategy. He previously held ing, and periodic disease outbreak not only
a succession of executive positions at Merrill Lynch, was a senior partner multiply the challenges to providing basic life

of McKinsey & Company, and an attorney in Melbourne, Australia. Gorman e h 1 £ . h
earned a BA and law degree from the University of Melbourne and an MBA necessities, they also atfect economic growt

from Columbia University. and social prosperity.

2 PERSPECTIVES ON THE LONG TERM



FOR A FULL COPY OF THE PERSPECTIVES ON THE LONG TERM COMPILATION VISIT FCLT.ORG

These trends will alter the complexion of
our economies and societies. To provide a
prosperous, sustainable world for a larger
population, we must develop markets less
prone to structural upheaval and more
capable of funding projects and companies
that provide widespread, sustainable benefits
and operate with respect for the planet. This
means thinking today about how to plan for,
manage, and adapt to tomorrow’s realities,
and requires a resilient financial infrastruc-
ture prepared to thrive under new conditions.

Many consider issues like climate change,
poverty, and global health to be largely the
purview of governments, philanthropies, and
nonprofits. Each of those sectors no doubt
plays a critical role in setting policy, provid-
ing essential services, and supporting innova-
tive approaches to address market failures.
The private sector, however, has a crucial role
to play by deploying innovative technologies
and developing new business models to meet
changing social and economic circumstances.
Companies that focus on these challenges
will be best positioned for long-term growth;
indeed, attempts to quantify the value of
sustainable business opportunities yield esti-
mates ranging from $3 trillion to $10 trillion
annually by 2050, potentially 4.5 percent of
the world’s projected gross domestic product.?
By harnessing the speed, scale, and efficiency
of global capital markets, private sector-led
solutions can proliferate and present the best
chance of addressing challenges ahead. This
concept is central to financial services.

For centuries, the prudent allocation and
deployment of capital has been essential for
economic growth and development. In the
early 19th century, railroad and steel entre-
preneurs built entire industries with the
support of finance. In the century since, the
development of deep, liquid public securities
markets accelerated and democratized capi-
tal formation, enabling fresh business mod-
els that drove new industries. More recently,

By harnessing the speed, scale,

and efficiency of global capital markets,
private sector-led solutions

can proliferate.

telecommunication pioneers and Internet
visionaries have accessed markets to build
companies that change how members of
societies communicate, learn, and interact.
The prospective challenge we now face is to
channel capital to the innovators who will
turn ideas into companies addressing our
greatest social concerns, while also provid-
ing attractive risk-adjusted returns to capital
providers. Private capital must be a part of
building a sustainable world; in fact, without
such capital, sustainability is unsustainable.
Morgan Stanley is committed to building
a long-term sustainable economy that yields
social benefit. As a global financial institu-
tion, this means we must do several things.

First, we must ensure that we have a sus-
tainable business model that is not only
resilient but also contributes to a sound
global financial system. This is a central
tenet for any leader of a financial institu-
tion. Living up to this tenet demands a sound
business, in all regards, from capital reserves
to risk-management procedures, corporate
culture, and a commitment to our communi-
ties and environment.

Within financial services, the past five years
have been a journey; they have required dif-
ficult decisions to manage increasingly com-
plex regulatory and operating environments.
Thankfully, significant progress has been
made in establishing institutional strength
and stability. For example, at Morgan Stanley,
liquidity at the time of the crisis was approxi-
mately $81 billion against an aggregate
balance sheet of $1.2 trillion; it is now $190
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billion against a balance sheet of $815 billion.
Our leverage was 30 times and is now 12,
while our capital has grown from $35 billion
to $73 billion.3 These were necessary changes.
The pre-crisis Morgan Stanley was a high-
velocity, volatile collection of businesses
that had fewer checks and balances. Today,
the firm has become a deliberate, de-risked,
balanced, and integrated enterprise focused
on client advisory and execution rather
than proprietary activity. We invested in
businesses like wealth management, which
provide ballast and predictability, while
maintaining a leading investment bank and
institutional securities franchise that offer
first-class service to our clients. These mea-
sures, coupled with the actions taken by our
regulators and industry peers, contribute to
the improved resilience and soundness of the
financial system.

Second, we must integrate a long-term
perspective in evaluating investment
opportunities for our firm and partner
with clients that do the same. Informa-
tion may cause markets to move rapidly,
but prudent stewards of capital should also
recognize long-term trends and their cumula-
tive effects. We increasingly consider factors
such as natural-resource scarcity and climate
change in our daily processes of evaluation
and review. Far from being just an exercise in
risk mitigation, this represents a significant
growth opportunity for those companies that
successfully anticipate the products, strate-
gies, and services that the future will demand.
For these reasons, we established the
Morgan Stanley Institute for Sustainable
Investing. Its mandate is to maximize capi-
tal’s impact in supporting a more sustainable
future by building scalable financial solutions
that seek to deliver competitive financial
returns, while promoting positive environ-
mental and social impact. Through product
innovation, thought leadership, and capacity-

building programs that expand opportunities
for sustainable investing, the Institute fur-
thers capital’s role in achieving sustainable
economic growth.

Many of our clients actively think about
sustainability as a key business driver as
well. For example, when we help a company
like Tesla with its initial public offering, the
implications extend far beyond the immedi-
ate capital raised.* Tesla generated excite-
ment among car enthusiasts by creating a
fully electric vehicle with high performance
standards and sleek design. Fueled by critical
policy decisions, technological advances, and
customer choice, a robust electric vehicle
market can be financially rewarding while
contributing to reducing carbon emissions
and illustrating how to pair attractive, risk-
adjusted returns with positive social and
environmental outcomes.5

Similarly, the rapidly growing market for
green bonds (which finance environmentally
sustainable projects) demonstrates how
financial-services firms can partner with
clients to allocate capital resources to long-
term instruments. In 2014, green bond
issuance exceeded $30 billion, up from just
$1billion a few years ago.® Unilever, for
example, partnered with our firm to issue its
first-ever green bond last year; proceeds will
help to reduce greenhouse-gas emissions,
improve water usage and waste output, and
increase energy efficiency at new and existing
facilities. In the municipal sector, we sup-
ported the Commonwealth of Massachusetts
in issuing the largest tax-exempt green bond,
capital that will finance green infrastructure
projects across the state. These are fun-
damental and laudable changes in clients’
approach to finance.

Our individual clients also are eager to
make long-term sustainability a central
part of their portfolios. In fact, sustainable,
responsible and impact investing assets
now account for more than one out of every
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six dollars under professional management
in the United States. In the last two years,
US-based assets under these strategies have
grown 76 percent, exceeding $6.5 trillion in
assets under management.” To accommodate
this demand, we launched our Investing with
Impact platform, offering more than 120
vehicles that enable clients to align their val-
ues with their investments. Products focus
on a variety of objectives, including clean
energy, pure water resources, and affordable
housing. To date, our clients have invested
more than $4 billion through the platform,
and we aim to channel $10 billion to it over
the next few years. Interest will grow with
the coming generational wealth transfer:
younger generations, poised to inherit some
$40 trillion of wealth,? are likely to seek
products that pair economic returns with
social and environmental benefits on a much
larger scale.

Third, we must invest our time, talent, and
resources to advance sustainable growth
and prosperity for all. Institutions like
Morgan Stanley can contribute meaning-
fully to sustainability by investing our time,
talent, and resources. For example, we

are collaborating with partners to provide
economic opportunities to people with low
and moderate incomes. Since 2010, we have
invested more than $7 billion in high-impact
programs such as equitable transit-oriented
development and the Healthy Futures Fund,
innovative programs that connect people in
affordable housing with work and co-locate

healthcare facilities near their homes. Such
efforts create cohesive, vibrant communities
that are the basis for economic well-being.
In addition, our Institute for Sustainable
Investing helps develop the next generation
of long-term-oriented business leaders. In
partnership with INSEAD and the Kellogg
School of Management at Northwestern
University, we recently challenged teams
of graduate students from around the
world to demonstrate how investing can go
hand-in-hand with positive social impact.
Teams from 39 universities in ten countries
responded with remarkable innovation and
enthusiasm. The winning idea proposed
transitioning ecologically damaged land to
poplar forests that would decontaminate
the soil and could be sold for commercial
use. These efforts illustrate that combining
human capital with global perspective and
reach produces results that are tangible,
effective, and attractive to all constituents.
The course of history has proven that rigor-
ous analysis, underpinned by thoughtfulness,
determination, and collaboration, can solve
seemingly intractable problems. The social
and environmental challenges posed by popu-
lation growth and resource scarcity are sig-
nificant and accelerating. Financial services
will play a particularly vital role in providing
the capital necessary for the private sector to
generate creative and rewarding solutions to
these problems. For these reasons, acting as
a catalyst for sustainability is critical to our
strategy and we stand with our clients, com-
munities, and peers in our commitment to it. m
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This material was published on March 10, 2015 and has been prepared for informational purposes only and is not a solicitation of any offer
to buy or sell any security or other financial instrument or to participate in any trading strategy. This material was not prepared by the
Morgan Stanley Research Department and is not a Research Report as defined under FINRA regulations. This material does not provide
individually tailored investment advice. It has been prepared without regard to the individual financial circumstances and objectives of
persons who receive it. Morgan Stanley Smith Barney LLC and Morgan Stanley & Co. LLC (collectively, "Morgan Stanley"), Members SIPC,
recommend that recipients should determine, in consultation with their own investment, legal, tax, regulatory and accounting advisors, the
economic risks and merits, as well as the legal, tax, regulatory and accounting characteristics and consequences, of the transaction. The
appropriateness of a particular investment or strategy will depend on an investor's individual circumstances and objectives.

This material contains forward looking statements and there can be no guarantee that they will come to pass. Information contained herein
is based on data from multiple sources and Morgan Stanley makes no representation as to the accuracy or completeness of data from sources
outside of Morgan Stanley. References to third parties contained herein should not be considered a solicitation on behalf of or an
endorsement of those entities by Morgan Stanley.

Please note that there is currently no standard definition of green bond. Without limiting any of the statements contained herein, Morgan
Stanley makes no representation or warranty as to whether this bond constitutes a green bond or conforms to investor expectations or
objectives for investing in green bonds. For information on characteristics of the bond, use of proceeds and/or any other relevant
information about the bond, a description of applicable project(s) please reference the offering documents for the bond.

Morgan Stanley, its affiliates and Morgan Stanley Financial Advisors do not provide tax, accounting or legal advice. Individuals should
consult their tax advisor for matters involving taxation and tax planning and their attorney for matters involving legal matters.

© 2015 Morgan Stanley. All rights reserved. CRC 1141369 3/2015
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