
SUSTAINABILITY | INVESTMENT INSIGHT | JANUARY 2023

AUTHORS

NAVINDU KATUGAMPOLA
Global Head of Sustainability 
for MSIM & Global Head of 
Sustainable Investing for 
Fixed Income

VIKRAM RAJU
Head of MSIM’s Climate 
Impact Team

Within sustainability themes, climate and the 
environment originally dominated as the key 
systematic and idiosyncratic risks to all issuers 
and corporates in private and public markets. 
The pandemic we endured and the growing 
social awareness of critical issues like diversity, 
equity and inclusion have now come to the 
forefront of public consciousness. 

What we see now in the markets are essentially push and 
pull factors driving the evolution of sustainability as part of 
the investment process, with the aim to optimize particular 
outcomes. The push factor is the growing scrutiny from 
regulators in the US, Europe and Asia. The pull factor comes 
from clients who are increasingly looking for ways to gain 
greater transparency and influence with their capital.

Identifying four key themes linked to UN Sustainable 
Development Goals
At Morgan Stanley Investment Management (MSIM), we have 
adapted our analysis and scrutiny to focus on four key themes 
linked to the UN’s Sustainable Development Goals (SDG)1 
that we think are material from an investment perspective.

1 This represents how the portfolio management team generally implements 
its investment process under normal market conditions. The content has 
not been approved by the United Nations and does not reflect the views 
of the United Nations or its officials or Member States. See https://www.
un.org/sustainabledevelopment/sustainable-development-goals for more 
details on the Sustainable Development Goals icons.
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Climate continues to be relevant, as well 
as pollution prevention, waste control 
and the circular economy. We would all 
agree that these themes matter, not just 
from the risk perspective of managing 
downside—particularly companies’ 
exposure to carbon prices or fossil fuels—
but also the potential opportunity to help 
drive the clean energy transition. So 
both risk and opportunity are related to 
those themes.

The same is true for the social themes 
that we added to our priorities: diverse 
and inclusive business, and decent 
work and resilient jobs. Both are just as 
relevant when we consider how to build a 
sustainable investment thesis.

Thinking first about decent work and 
resilient jobs, we believe that, as we 
move into the global economy’s phase 
of recovery and growth, a company’s 
ability to succeed is going to rely on 
having a productive, healthy and 
educated workforce. At the same time, 

the nature of work is evolving, with 
surveys illustrating that employees have 
reassessed their goals and priorities it has 
become even more important for firms 
to engage with workers to make sure that 
they are not only safe but also motivated, 
equipped and skilled in their roles. In our 
view, those companies that have invested 
in their people are best placed to benefit 
as the economy recovers.2

Turning to inclusive business practices, 
academic research has illustrated that a 
diverse workforce helps to avoid everyone 
coming from homogenous backgrounds 
and thinking the same way. Alternative 
perspectives and insights are invaluable 
to the investment process, from security 
research to client communication. That 
has always been true.

Also relevant for us is reflecting on 
movements like Black Lives Matter, 
which are raising our awareness that the 
effects of events like pandemics are falling 
disproportionally on the most vulnerable 

and marginalized elements of the 
population. When we evaluate companies 
to invest in, we need to consider whether 
they have done their part to make 
products and services more accessible to 
those less privileged, and to help their 
brands resonate with a more diverse 
community. That can be powerful for 
fostering customer loyalty and keeping 
the brand profile aligned with the current 
state of public consciousness.

Building sustainability factors into 
our investment practice
We live with competing and critical 
challenges. Private equity investors are 
looking for good long-term premium 
returns associated with private investing. 
The question of whether climate investing 
can generate returns has been answered 
affirmatively. What we now need to ask 
is how can we afford to avoid climate 
investing or climate loans if we are 
investing for the long term? We know 
the size of the problem: to cut our carbon 

2 The statements above reflect the opinions and views of MSIM as of the date hereof and not as of any future date and will not be updated or supplemented. 
All forecasts are speculative, subject to change at any time and may not come to pass due to economic and market conditions.

DISPLAY 1
MSIM Sustainability Thematic Focus
Four Key SDG-linked Themes Aligned with MSIM and Firm-level Priorities

DECARBONIZATION & CLIMATE RISK 
Supporting the transition to a low carbon economy in 
line with Paris Agreement goals 

CIRCULAR ECONOMY & WASTE REDUCTION
Supporting business models that reduce impact on 
natural resources and that innovate to reduce waste 
generation, with a focus on plastic waste

DIVERSE & INCLUSIVE BUSINESS 
Supporting business practices that create a more just 
and inclusive society 

DECENT WORK & RESILIENT JOBS 
Supporting decent work across the entire value 
chain and making workforces resilient in the face of 
innovation and change

This represents how the portfolio management team generally implements its investment process under normal market conditions. The content of this 
publication has not been approved by the United Nations and does not reflect the views of the United Nations or its officials or Member States. See 
https://www.un.org/sustainabledevelopment/sustainable-development-goals for more details on the Sustainable Development Goals icons.
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emissions by 40 gigatons each year from 
now until 2050 to reach the goal of 
carbon neutrality.

Investing for climate impact is intrinsic 
to compelling private equity outcomes 
across four dimensions. First, company 
managements recognize that efficiently 
using raw materials and other inputs in the 
production process directly impacts the 
bottom line. We could say that improving 
EBITDA margins is private equity 101, 
so aligning with environmental objectives 
can be quite intuitive.

Second, sustainability is a growth area. 
Consumers are willing to pay more to eat 
sustainable food, wear sustainable clothes, 
drive sustainable vehicles and live in 
sustainable housing. These are all exciting 
markets and revenue streams for older 
traditional companies to pivot towards for 
future growth—often by acquiring newer 
companies focused on sustainability.

Third, building climate resilience into 
business models becomes imperative as 
frequent extreme weather events pose 
threats to supply chains. Infrastructure 
needs to last for the 8- to 10-year 
investment periods of most private funds. 
Managing operational risk through secure 
locations and backup plans can improve 
cash flow predictability.

Tying together the dimensions of 
margins, growth and resilience, we 
find the answer to our question in the 
markets. In our experience, private 
companies with concrete sustainability 
stories tend to capture the so-called 
gradient when they list in the public 
equity markets. Or traditional companies 
acquire them for the same reason.

Leveling the playing field in  
early-stage funding
Through the lens of our clients at 
Morgan Stanley—that pull factor—we 
see a real desire to be part of the solution 
around the funding inequity in private 
markets—especially for early-stage 
companies. According to Crunchbase, 
the dollar amount of funding to Black 
founders is up, but still represents just 1.2 
percent of venture capital invested in U.S. 
startups through the first half of 2021 
perpetuating the inequality that pushes 
into middle-market private equity and 
ultimately the companies that file IPOs 
and exit the market.3

Our surveys reveal that 75% of our VCs 
(venture capitalists) strongly agree that an 
investment strategy can intentionally invest 
in women and founders of color, while 
still maximizing returns.4 So investors are 
coming to understand that they are not 
required to sacrifice returns for diversity in 

their portfolios. Diversity really plays into 
the ability to fund direct investments that 
can actually outpace the benchmarks, even 
in early-stage companies.

We observe the push and pull where 
LPs (limited partners) push for more 
diverse founders in VC portfolios and 
greater capital into emerging managers 
and funds of color, then VCs pull to find 
diverse founders and go to their sources 
to open their own networks to those 
founders. The objective is to tackle social 
issues while investing in companies that 
are inherently more sustainable, because 
they find solutions to problems affecting 
their communities.

Bottom line
Across the spectrum of private investing—
from early-stage funding to deal sourcing 
to public offering—we see the role 
of sustainability as ever-increasing. 
Governmental supervision and legislation 
push us to factor ESG metrics into our 
investment analysis, while our clients 
pull us forward to take their preferences 
and objectives into account. Relative 
to the public markets, private markets 
give investors the ability to require these 
outcomes and let them track the impact 
their money is creating. After all, this is 
just good private markets investing, and 
we are headed in that direction.

3 Crunchbase, Black Women Still Receive Just A Tiny Fraction Of VC Funding Despite 5-Year High, July 2021.
4 Morgan Stanley, Asset Owners and Investing in Diversity: Intention versus Action, October 2021.



4

INVESTMENT INSIGHT

MORGAN STANLEY INVESTMENT MANAGEMENT

DISCLAIMERS 
The views and opinions are solely those of the author as of the date of 
publication, are subject to change at any time due to market or economic 
conditions, will not be updated or supplemented after the date hereof 
and may not necessarily come to pass. The views and opinions expressed 
herein do not reflect those of all investment personnel at Morgan Stanley 
Investment Management (MSIM) or the views of the firm as a whole, and 
may not be reflected in all the strategies and products that the firm offers. 
Certain statements herein are based upon the views and opinions of or 
data obtained from one or more third parties. While MSIM believes these 
statements to be an accurate summary of such views, opinions and/or data, 
MSIM has not independently verified their accuracy or completeness, or 
of any factual statements or other information forming the basis of or 
contained in any such views, opinions and/or data, and accordingly MSIM 
makes no representation or warranty, express or implied, with respect 
thereto. MSIM and its affiliates disclaim any and all liability arising from 
or in connection with any use of or reliance upon any such views, opinions, 
data, statements or other information. 
All content herein is protected under copyright and other applicable 
laws, and may not be distributed or republished without the prior written 
authorization of MSIM. 
This general communication, which is not impartial, is for informational and 
educational purposes only and not a recommendation, solicitation, offer or 
solicitation of an offer to buy or sell any securities or otherwise engage in 
any investment strategies. The information herein does not address financial 
objectives, situation or specific needs of individual investors. 
Any charts and graphs provided are for illustrative purposes only. Any 
performance quoted represents past performance. Past performance does 
not guarantee future results. All investments involve risks, including the 
possible loss of principal. 
Global Pandemics. Portfolios are subject to market risk, which is the possibility 
that the market values of securities owned by the 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 
(such as natural disasters, epidemics and pandemics, terrorism, conflicts 
and social unrest) that affect markets generally, as well as those that affect 
particular regions, countries, industries, companies or governments. It is 
difficult to predict when events may occur, the effects they may have (e.g. 
adversely affect the liquidity of the portfolio), and the duration of those effects. 

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, and Atlanta Capital Management LLC.
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. Germany: MSIM FMIL Frankfurt Branch, Große Gallusstraße 
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 
701 and 702, Level 7, Gate Precinct Building 3, Dubai International Financial 
Centre, Dubai, 506501, United Arab Emirates. Telephone: +97 (0)14 709 7158). 
U.S.
NOT FDIC INSURED | OFFER NO BANK GUARANTEE | MAY LOSE VALUE | 
NOT INSURED BY ANY FEDERAL GOVERNMENT AGENCY | NOT A DEPOSIT
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 may not be circulated or distributed, whether directly or 
indirectly, to persons in Singapore other than to (i) an accredited investor (ii) 
an expert investor or (iii) an institutional investor as defined in Section 4A 
of the Securities and Futures Act, Chapter 289 of Singapore (“SFA”); or (iv) 
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
This material may not be circulated or distributed, whether directly or 
indirectly, to persons in Japan other than to (i) a professional investor as 
defined in Article 2 of the Financial Instruments and Exchange Act (“FIEA”) 
or (ii) otherwise pursuant to, and in accordance with the conditions of, any 
other allocable provision of the FIEA. This material is disseminated in Japan 
by Morgan Stanley Investment Management (Japan) Co., Ltd., 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 Morgan Stanley 
Investment Management Ireland Limited (“MSIM Ireland”). Authorised 
and regulated by the Financial Conduct Authority. Registered in 
England No. 1981121. Registered Office: 25 Cabot Square, Canary Wharf, 
London E14 4QA. 
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 
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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 suitable 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. 
The views and opinions 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 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 teams 
at Morgan Stanley Investment Management (MSIM) or the views of the 
firm as a whole, 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. 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. 
Certain information herein is based on data obtained from third party sources 
believed to be reliable. However, we have not verified this information, and 
we make no representations whatsoever as to its accuracy or completeness. 
This communication is not a product of Morgan Stanley’s Research 
Department and should not be regarded as a research recommendation. 
The information contained herein has not been prepared in accordance with 
legal requirements designed to promote the independence of investment 
research and is not subject to any prohibition on dealing ahead of the 
dissemination of investment research. 

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. All investments involve risks, 
including the possible loss of principal. 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. 
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. 
MSIM Ireland 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 suitable for any person to whom they provide this document 
in view of that person’s circumstances and purpose. MSIM Ireland shall not 
be liable for, and accepts no liability for, the use or misuse of this document 
by any such financial intermediary. 
This document 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 document 
in another language, the English version shall prevail. 
The whole or any part of this work may not be reproduced, copied or 
transmitted or any of its contents disclosed to third parties without MSIM 
Ireland’s express written consent. 
Morgan Stanley Investment Management is the asset management division 
of Morgan Stanley. 
All information contained herein is proprietary and is protected under 
copyright law.




