
ACTIVE FUNDAMENTAL EQUITY | INTERNATIONAL EQUITY TEAM | INVESTMENT INSIGHT | JUNE 2021

AUTHORS

LAURA BOTTEGA
Managing Director 

WILLIAM LOCK
Head of the International 
Equity Team 

Earth Day on April 22nd, with its theme of 
restoration, gave rise to a collection of new 
environmental pledges on the global stage.

President Biden, seeking to reclaim global leadership in 
the fight against global warming, unveiled the U.S. goal of 
cutting emissions 50% from 2005 levels by 2030. Prime 
Minister Yoshihide Suga raised Japan’s target for cutting 
emissions to 46% by 2030, up from 26%, while Prime 
Minster Justin Trudeau raised Canada’s goal to a cut of 
40-45% by 2030 below 2005 levels, up from 30%. The 
recently agreed European Union (EU) Climate Law aims 
to reduce EU carbon emissions by at least 55% by 2030 
compared with 1990 levels. Biden’s move followed President 
Xi Jinping’s emissions goal set last September with China 
seeking to achieve net zero emissions by 2060. There is 
hope that this will spur the next biggest emitters, India and 
Russia, towards improved pledges at COP26, the United 
Nations (UN) Climate Change Conference in November 
this year. Closer to home, Morgan Stanley has pledged1 to 
mobilise $1 trillion in sustainable solutions globally that 
include helping prevent and mitigate climate change.

Within our team’s portfolios, our companies have been busy 
too, encouraging consumers—their customers—to live more 
sustainably. There is growing recognition that companies’ 
Scope 1 (direct or controlled) emissions and Scope 2 
emissions (indirect emissions from purchase of energy) are 
just first steps towards solving climate change. Greater focus 
on Scope 3 (everything beyond 1 and 2, including energy 
customers consume when using a product) has begun to 
work its way not only into the consciousness of CEOs but 
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1 See: www.morganstanley.com/ideas/low-carbon-finance-1-trillion-
dollar-pledge 
To reach the $1 trillion target, MS will work with corporations, 
governments and individuals to provide clean tech and renewable 
energy finance, green bonds and other transactions.

“Companies’ Scope 
1 and 2 emissions 
are just first steps 
towards solving 
climate change”

https://www.morganstanley.com/ideas/low-carbon-finance-1-trillion-dollar-pledge
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also their advertising campaigns. Household companies see 
a revenue opportunity in identifying for consumers which 
small changes at home can make big changes for the planet. 
Consulting firms argue that the pandemic has intensified 
interest in “conscious consumption”. A U.S. multinational 
consumer goods corporation estimates that avoided emissions 
from low-energy laundry cycles since 2015 equals 15 million 
tons of CO2 or the equivalent of 3 million cars off the road. 
For context, in 2020 this company’s scope 1 and 2 emissions 
were 2.6 million tons.

Personal care companies now offer comprehensive 
sustainability programmes. Looking to accelerate already 
steady progress in its carbon footprint, the world’s largest 
cosmetics company aims to reduce its carbon footprint 
by 50%, ensure 95% of its ingredients are from circular 
sourcing and invest €100 million in regenerating ecosystems. 
A German chemical and consumer goods company has 
launched a carbon footprint calculator to help consumers 
understand their personal CO2 footprint and contribute to 
sustainability through personal lifestyle choices. The scale of 
the Scope 3 challenge suggests there is work to do. It aims to 
save its consumers, customers and suppliers 100 million tons 
of CO2 cumulatively between 2016 and 2025. To date it has 
saved 50 million tons. Its 2020 Scope 1 and 2 emissions were 
0.535 million tons.

“The scale of the Scope 3 challenge 
suggests there is work to do”

One of the world’s largest software companies takes the prize 
for ambition, pledging to go carbon negative by 2030 and to 
remove, by 2050, the entire historical carbon emissions of the 
company since it was founded in 1975. A global payments 
company has announced its commitment to reach net zero 
by 2040 and celebrated carbon neutrality achieved in its 
operations in 2020. This company signing up to the Climate 
Pledge and Climate Business Network offers further examples 
of companies recognising the importance of not only solving 
but also being seen to be part of the global solution to 
climate change.

“Earth Day’s announcements 
indicated an extension of 
consultants and IT companies 
seeking solutions to empower 
companies to decarbonise their 
supply chain”

Some companies, including a leading software and business 
solutions company, are seeking to spearhead the move towards 
a circular economy and a low carbon future with technology 
facilitating responsible design, sourcing, production, 
consumption, recovery and reuse. Consultants, already 
embedded in companies around the world, will play a key role 
in enabling other companies in the low carbon and energy 
transition. One consultant predicts (in “The Green Behind 
the Cloud”) that migrations to the public cloud can reduce 
global carbon emissions by as much as 59 million tons of CO2 
annually. Earth Day’s announcements indicated an extension 
of consultants and IT companies seeking to co-innovate and 
co-develop solutions for responsible production and design, 
empowering companies to decarbonise their supply chain and 
capture share in the circular economy. This follows similar 
consultant and IT company alliances of last year, joining with 
the UN Global Compact, to launch Sustainable Development 
Goals (SDG) Ambition Guidance, an SDG achievement 
accelerator.

We in the International Equity Team applaud these ambitions 
and actions, while recognising the challenges of achieving 
them, and we thought it would be helpful to articulate 
some of the steps we are taking in our team to accelerate 
positive change.

1.  We recently enhanced the suitability criteria for our 
Global Sustain strategy. The Portfolio will seek to achieve 
attractive returns with significantly lower carbon emissions 
than the investment universe. We are working with our 
clients to join us in this objective where they see fit.

2.  In order to achieve this objective for our Global Sustain 
strategy, we have introduced an explicit carbon screen 
to identify and filter out the highest carbon emitters in 
the universe.

3.  Finally, we have introduced and have been executing for 
some months on a systematic engagement programme to 
question the companies we own on their sustainability 
initiatives, and how they intend to meet the goals they 
are setting. 

Clients of our other strategies also benefit from this additional 
engagement with our investee companies given meaningful 
overlap in holdings across our strategies. Such conversations 
also offer insights to management quality, corporate agility 
and capital allocation in the face of new risks.

ESG integration today requires a facility not only with price 
and quality but with the third dimension of sustainability. 
We are conscious that there is always more to learn, but we 
believe our access and experience do give us an advantage in 
encouraging company managements towards a low carbon 
future. In this, as in everything we do, we remain ambitious.

https://footprintcalculator.henkel.com/en
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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-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. 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.

DEFINITIONS 
Free cash flow (FCF) is a measure of financial performance calculated 
as operating cash flow minus capital expenditures. FCF represents the 
cash that a company is able generate after laying out the money required 
to maintain or expand its asset base. Return On Operating Capital 
Employed (ROOCE) is a ratio indicating the efficiency and profitability 
of a company’s trade working capital. Calculated as: earnings before 
interest and taxes/property, plant and equipment plus trade working 
capital (ex-financials and excluding goodwill).

DISTRIBUTION
This communication 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. 
Ireland: MSIM Fund Management (Ireland) Limited. Registered Office: The 
Observatory, 7-11 Sir John Rogerson’s Quay, Dublin 2, D02 VC42, Ireland. 
Registered in Ireland as a private company limited by shares under company 
number 616661. MSIM Fund Management (Ireland) Limited is regulated by 
the Central Bank of Ireland. United Kingdom: Morgan Stanley Investment 
Management Limited 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, authorised and regulated 
by the Financial Conduct Authority. Dubai: Morgan Stanley Investment 
Management Limited (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). Germany: MSIM Fund Management (Ireland) Limited 
Niederlassung Deutschland, Grosse Gallusstrasse 18, 60312 Frankfurt 
am Main, Germany (Gattung: Zweigniederlassung (FDI) gem. § 53b KWG). 
Italy: MSIM Fund Management (Ireland) Limited, Milan Branch (Sede 
Secondaria di Milano) is a branch of MSIM Fund Management (Ireland) 
Limited, a company registered in Ireland, regulated by the Central Bank 
of Ireland and whose registered office is at The Observatory, 7-11 Sir John 
Rogerson’s Quay, Dublin 2, D02 VC42, Ireland. MSIM Fund Management 
(Ireland) Limited Milan Branch (Sede Secondaria di Milano) with seat in 
Palazzo Serbelloni Corso Venezia, 16 20121 Milano, Italy, is registered 
in Italy with company number and VAT number 11488280964. The 
Netherlands: MSIM Fund Management (Ireland) Limited, Rembrandt 
Tower, 11th Floor Amstelplein 1 1096HA, Netherlands. Telephone: 31 
2-0462-1300. Morgan Stanley Investment Management is a branch office 
of MSIM Fund Management (Ireland) Limited. MSIM Fund Management 
(Ireland) Limited is regulated by the Central Bank of Ireland. France: 
MSIM Fund Management (Ireland) Limited, Paris Branch is a branch 
of MSIM Fund Management (Ireland) Limited, a company registered in 
Ireland, regulated by the Central Bank of Ireland and whose registered 
office is at The Observatory, 7-11 Sir John Rogerson’s Quay, Dublin 2, D02 
VC42, Ireland. MSIM Fund Management (Ireland) Limited Paris Branch 

with seat at 61 rue de Monceau 75008 Paris, France, is registered in 
France with company number 890 071 863 RCS. Spain: MSIM Fund 
Management (Ireland) Limited, Sucursal en España is a branch of MSIM 
Fund Management (Ireland) Limited, a company registered in Ireland, 
regulated by the Central Bank of Ireland and whose registered office is 
at The Observatory, 7-11 Sir John Rogerson’s Quay, Dublin 2, D02 VC42, 
Ireland. MSIM Fund Management (Ireland) Limited, Sucursal en España 
with seat in Calle Serrano 55, 28006, Madrid, Spain, is registered in Spain 
with tax identification number W0058820B. Switzerland: Morgan Stanley 
& Co. International plc, London, Zurich Branch Authorised and regulated 
by the Eidgenössische Finanzmarktaufsicht (“FINMA”). Registered with 
the Register of Commerce Zurich CHE-115.415.770. Registered Office: 
Beethovenstrasse 33, 8002 Zurich, Switzerland, Telephone +41 (0) 44 
588 1000. Facsimile Fax: +41(0) 44 588 1074.
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 manager, 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 please download one at morganstanley.com/im 
or call 1-800-548-7786. Please read the prospectus carefully 
before investing.
Morgan Stanley Distribution, Inc. serves as the distributor for 
Morgan Stanley funds. 
NOT FDIC INSURED |OFFER NO BANK GUARANTEE | MAY LOSE 
VALUE | NOT INSURED BY ANY FEDERAL GOVERNMENT AGENCY 
| NOT A DEPOSIT
Hong Kong: This document has been issued 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 document 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 document shall not be issued, 
circulated, distributed, directed at, or made available to, the public in 
Hong Kong. Singapore: This document 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 
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and Futures Act, Chapter 289 of Singapore (“SFA”); (ii) 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 publication is disseminated in Australia by 
Morgan Stanley Investment Management (Australia) Pty Limited ACN: 
122040037, AFSL No. 314182, which accept responsibility for its contents. 
This publication, and any access to it, is intended only for “wholesale 
clients” within the meaning of the Australian Corporations Act.
Japan: For professional investors, this document is circulated or distributed 
for informational purposes only. For those who are not professional 
investors, this document is provided in relation to Morgan Stanley 
Investment Management ( Japan) Co., Ltd. (“MSIMJ”)’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 MSIMJ to make all investment decisions based on an analysis 
of the value, etc. of the securities, and MSIMJ accepts such commission. 
The client shall delegate to MSIMJ the authorities necessary for making 
investment. MSIMJ exercises the delegated authorities based on investment 
decisions of MSIMJ, and the client shall not make individual instructions. 
All investment 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 or an IMA, 
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 incurred in 
proportion to the contract period. For some strategies, a contingency fee 
may be incurred in addition to the fee mentioned above. Indirect charges 
also may be incurred, such as brokerage commissions for incorporated 
securities. Since these charges and expenses are different depending on a 
contract and other factors, MSIMJ cannot present the rates, upper limits, 
etc. in advance. All clients should read the Documents Provided Prior to 
the Conclusion of a Contract carefully before executing an agreement. 
This document is disseminated in Japan by MSIMJ, Registered No. 410 
(Director of Kanto Local Finance Bureau (Financial Instruments Firms)), 
Membership: the Japan Securities Dealers Association, The Investment 
Trusts Association, Japan, the Japan Investment Advisers Association and 
the Type II Financial Instruments Firms Association.

IMPORTANT INFORMATION
EMEA: This marketing communication has been issued by MSIM 
Fund Management (Ireland) Limited. MSIM Fund Management 
(Ireland) Limited is regulated by the Central Bank of Ireland. MSIM 
Fund Management (Ireland) Limited 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.

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. Prior to investing, investors should carefully review the strategy’s/
product’s relevant offering document. There are important differences 
in how the strategy is carried out in each of the investment vehicles. 
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. 
This material is a general communication, which is not impartial and 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. 
Except as otherwise indicated herein, the views and opinions expressed 
herein are those of the portfolio management team, 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. 
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. These conclusions are speculative in nature, may not come 
to pass and are not intended to predict the future performance of any 
specific Morgan Stanley Investment Management product. 
MSIM has not authorised financial intermediaries to use and to distribute 
this document, 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 document is appropriate for any person to 
whom they provide this document in view of that person’s circumstances 
and purpose. MSIM shall not be liable for, and accepts no liability for, 
the use or misuse of this document by any such financial intermediary.
The whole or any part of this work 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 MSIM’s express 
written consent. This work 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.
All information contained herein is proprietary and is protected under 
copyright law.




