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In 2021 we launched a carbon transition
engagement programme across our global
strategies. Our aim was to assess each
holding’s climate risks and opportunities,
understand their climate profiles and encourage
improvement. We did this to ascertain our
portfolios’ resilience to a low-carbon future.
We engaged with 95% of all the companies
we hold across our global strategies, a level
far above the industry average for corporate
engagement (according to a recent report by
the United Nations-supported Principles for
Responsible Investment, which suggests the
average level is just 19% of holdings).1
Positive outcomes have followed. Six out of seven
companies we own that initially didn’t have targets are now
either preparing to set them or have them in place, and nine
companies advanced their existing target ambitions to be
carbon neutral or net zero. Broadly, at the outset of 2021,
an average 54% of our holdings across our global strategies
had set net zero targets or better. By the end of the year, this
average had risen to 71%. For contrast, according to a report
by Oxford University2 covering Forbes 2000 companies
globally, only 21% have net zero targets.
Source: Principles for Responsible Investment, Listed equity snapshot
2017-2020, 8 October 2020.
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Source: ECIU Oxford University – Taking Stock. A Global Assessment
of Net Zero Targets. March 2021
1

AUTHORS

NIC SOCHOVSKY

Managing Director

VLADIMIR DEMINE

Head of ESG Research

ALISTAIR CORDEN-LLOYD

Executive Director

95%

Percentage of our global holdings we
engaged with

6 out of 7

Companies we own that initially had
no targets have now set them

71%

Percentage of companies we hold
have net zero targets or better

INVESTMENT INSIGHT

Climate change is now everyone’s business. The
Intergovernmental Panel on Climate Change Working Group
1’s Physical Science Basis report maintains it is still possible to
limit the global temperature rise to 1.5°C, but only if the world
acts now.3 In our opinion, tackling climate change is not
only the right thing to do; it also makes business sense. Our
message to companies we engage with is clear: failure to address
carbon emissions is now risky business. Companies face the
danger their emissions will be taxed and regulated, and they risk
their competitive position, their physical assets, their reputation,
their profits, their valuation and maybe even their future.
For investors, evaluating corporate carbon emissions risk is
now a fundamental cog in the wheel of security analysis and
stock selection. The high quality, company-level information we
look for is only available from targeted engagement, not simply
from third-party providers. Engagement is the hallmark of our
integrated environmental, social and governance (ESG) investment
process. We conducted 143 ESG-related engagements overall
in 2021. By engagement, we’re not talking box ticking via emails,
anonymous group meetings or “speed-dating” conferences. We
prefer one-on-one dialogue with management and senior company
ESG specialists. Because of our size and long-term holding
periods, we have the luxury of excellent access. While there are
always going to be one or two outliers that are hard to meet, we
are proud to say we met with nearly all our global holdings to
exclusively discuss carbon in 2021.
Targeted Engagement to Drive Outcomes
The type of engagement we seek varies, depending on where
in the climate maturity matrix an individual company sits. It
could be helping kickstart their carbon journey, seeking better
transparency and accountability, or challenging well-meant
targets that may lack credible pathways. For those already on
the right track in terms of their disclosure, targets and actions,
we use engagement to both track performance and encourage
continued leadership.

is now actively being discussed internally. Staying with the theme
of changing circumstances, in the context of Scope 1 emissions
we asked how they were measuring the CO2 footprint of staff now
working from home, and the impact of a likely different working
model going forward. We also challenged them on the merits of
having data centres located in Texas, given heating and cooling
is a significant component of their emissions. Again, they are
actively considering their position here.
Engagement isn’t just about challenging policies or targets;
we also look to explore climate-related opportunities. Here,
positive outcomes may be more distant given some initiatives are
relatively recent, but they could well become more significant in
time. One of our leading global exchange groups sees regulatory
change as positive, with related “new projects popping up
everywhere”. In their view, they’re ideally placed to create
trading products in regulated markets.
For another of our companies (one of the world’s leading
management consultancies), their global partnerships with many
of the world’s leading companies, combined with a client base
which in some instances is also part of their supply network,
puts them in a unique position to advance sustainable initiatives.
On the supplier side, as part of the company’s goal to reach net
zero by 2025, they aim for 90% of their key suppliers to disclose
their environmental targets. On the partnering side, in a joint
venture working with the world’s leading software company, the
company is helping U.K. utility and energy companies transform
the energy system and lower the cost of decarbonising the supply
and demand of electricity in the U.K. This is underpinned by
open data, artificial intelligence and equipping a workforce with
digital skills. In our engagement with them, we pressed them on
why environmental targets were not included in management
incentives, while diversity and inclusion were. They have taken
our suggestion on board for internal discussion.

The outcomes we’re looking for (or the risks) vary by industry.
Following our first carbon-specific meeting with a quality
industrial/technology holding that initially had no targets or
carbon ambitions, the company invited us to engage with both
them and a consultant around our views on best practice and
investor expectations. In turn, this will help them formulate
their carbon strategy—an outcome, in our view, that
demonstrates the effectiveness of targeted engagement.

The Programme Ahead
Having completed the first phase of our programme, our plan
for 2022 is to continue to advocate for better outcomes in
four focus areas: (i) improved transparency and disclosure; (ii) the
strengthening of targets to net zero and the adoption of sciencebased targets and Scope 3, where missing; (iii) better alignment
of management incentives, pressing for environmental and social
targets to be tied to executive compensation in order to drive their
fulfilment; and (iv) moving the conversation onto nature-based
solutions and physical asset risk.

In a different industry, with a company we hold in consumer
credit reporting, we challenged why environmental and social
targets were not included in their management incentives.
They acknowledged the changing circumstances, telling us that it

Climate change is not something that can be tackled by an
individual or small group, no matter how determined or
engaged they are. But what we can do is continue to hold our
companies to account, pushing for and encouraging change.

Source: Intergovernmental Panel on Climate Change (IPCC) Working Group I and United Nations Secretary-General’s statement on the IPCC Working
Group 1 Report on the Physical Sciences Basis of the Sixth Assessment, 9 August 2021.
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What never changes is our relentless focus on owning high
quality compounders at reasonable valuations. Time and
again over the last 25 years, investing in companies with these
characteristics has proven valuable during truly testing times,
from the dot-com boom and bust at the beginning of the
century, to economic recessions and, most recently, the global
pandemic. Their relative resilience has shown through when
it has been needed most. The strong underlying economics
we prize—the steady compounding of profits over time at
high returns on operating capital—are the high quality
fundamentals that we continue to believe will help set the
best course for attractive returns in the long term.

DEFINITIONS

Scope 1 emissions are a company’s own direct emissions (e.g.,
coal/gas power plant, cement kiln, steel furnace, its own trucks).
Scope 2 are emissions embedded in an organisation’s electricity
purchases. They depend on a) how energy intensive the factory/
production is and b) its electricity provider’s energy mix, whether
renewables or fossil fuels. This is now a matter of choice in many
countries.
Scope 3 (indirect emissions) relates to the supply chain
(upstream) and customers’ logistics and product use emissions
(downstream).

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 value of securities owned by the portfolio will decline. 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 strategy. Please be aware that this strategy may be subject to certain additional
risks. Changes in the worldwide economy, consumer spending, competition, demographics and consumer preferences, government
regulation and economic conditions may adversely affect global franchise companies and may negatively impact the strategy to a
greater extent than if the strategy’s assets were invested in a wider variety of companies. In general, equity securities’ values also
fluctuate in response to activities specific to a company. Investments in foreign markets entail special risks such as currency, political,
economic, and market risks. Stocks of small- and mid-capitalisation companies carry special risks, such as limited product lines,
markets and financial resources, and greater market volatility than securities of larger, more established companies. The risks of
investing in emerging market countries are greater than risks associated with investments in foreign developed markets. 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 publicly
traded securities (liquidity risk). Non-diversified portfolios often invest in a more limited number of issuers. As such, changes in the
financial condition or market value of a single issuer may cause greater volatility. ESG strategies that incorporate impact investing
and/or Environmental, Social and Governance (ESG) factors could result in relative investment performance deviating from other
strategies or broad market benchmarks, depending on whether such sectors or investments are in or out of favor in the market. As a
result, there is no assurance ESG strategies could result in more favorable investment performance.

IMPORTANT INFORMATION

There is no guarantee that any investment strategy will work under all
market conditions, and each investor should evaluate their ability to invest
for the long-term, especially during periods of downturn in the market.
A separately managed account may not be appropriate for all investors.
Separate accounts managed according to the particular Strategy may
include securities that may not necessarily track the performance of a
particular index. 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.
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.
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Charts and graphs provided herein are for illustrative purposes only. Past
performance is no guarantee of future results.
The representative account has employed the investment strategy in a
similar manner to that employed in the team’s separately managed accounts
(“SMAs”) and other investment vehicles, i.e., they were generally operated
in a consistent manner. However, portfolio management decisions made
for such representative account may differ (i.e., with respect to liquidity or
diversification) from the decisions the portfolio management team would
make for SMAs and other investment vehicles. In addition, the holdings and
portfolio activity in the representative account may not be representative
of some SMAs managed under this strategy due to differing investment
guidelines or client restrictions.
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. Any product based on an index is in no way sponsored,
endorsed, sold or promoted by the applicable licensor and it shall not have
any liability with respect thereto.
This material is not a product of Morgan Stanley’s Research Department
and should not be regarded as a research material or a recommendation.
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.
Morgan Stanley Investment Management is the asset management division
of Morgan Stanley.
DISTRIBUTION

This material is only intended for and will only be distributed to persons
resident in jurisdictions where such distribution or availability would not
be contrary to local laws or regulations.
MSIM, the asset management division of Morgan Stanley (NYSE: MS), and
its affiliates have arrangements in place to market each other’s products
and services. Each MSIM affiliate is regulated as appropriate in the
jurisdiction it operates. MSIM’s affiliates are: Eaton Vance Management
(International) Limited, Eaton Vance Advisers International Ltd, Calvert
Research and Management, Eaton Vance Management, Parametric
Portfolio Associates LLC, Atlanta Capital Management LLC, Eaton Vance
Management International (Asia) Pte. Ltd.
This material has been issued by any one or more of the following entities:

EMEA:
This material is for Professional Clients/Accredited Investors only.
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 616661 and has its registered
address at The Observatory, 7-11 Sir John Rogerson’s Quay, Dublin 2, D02
VC42, Ireland.
Outside the EU, MSIM materials are issued by Morgan Stanley Investment
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 Eidgenössische 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.
Italy: MSIM FMIL (Milan Branch), (Sede Secondaria di Milano) Palazzo
Serbelloni Corso Venezia, 16 20121 Milano, Italy. The Netherlands: MSIM
FMIL (Amsterdam Branch), Rembrandt Tower, 11th Floor Amstelplein 1
1096HA, Netherlands. France: MSIM FMIL (Paris Branch), 61 rue de Monceau
75008 Paris, France. Spain: MSIM FMIL (Madrid Branch), Calle Serrano 55,
28006, Madrid, Spain.
MIDDLE EAST
Dubai: MSIM Ltd (Representative Office, Unit Precinct 3-7th Floor-Unit
701 and 702, Level 7, Gate Precinct Building 3, Dubai International Financial
Centre, Dubai, 506501, United Arab Emirates. Telephone: +97 (0)14 709 7158).
EVMI utilises a third-party organisation in the Middle East, Wise Capital
(Middle East) Limited (“Wise Capital”), to promote the investment capabilities
of Eaton Vance to institutional investors. For these services, Wise Capital
is paid a fee based upon the assets that Eaton Vance provides investment
advice to following these introductions.
U.S.
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.

Please consider the investment objectives, risks, charges and
expenses of the funds carefully before investing. The prospectuses
contain this and other information about the funds. To obtain a
prospectus for the Morgan Stanley funds please download one
at morganstanley.com/im or call 1-800-548-7786 Please read
the prospectus carefully before investing.
Morgan Stanley Distribution, Inc. ser ves as the distributor for
Morgan Stanley Funds.
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