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INVESTMENT
CLARITY IN A
CLAMOROUS WORLD

I

n a rapidly evolving global market, well-established
procedures and the determination to follow it through
are the beacons that guide investment decisions. So we
learned from Kristian Heugh, Head of Global Opportunity
Team, and manager of a highly concentrated portfolio.
Having won two coveted titles – House Award and Manager
of the Year – in this year’s Global Equity category, the asset
manager evidenced the ability to see clarity, through
stringent processes, in a noisy investment world.

BENCHMARK (BM): Congratulations
on sweeping this year’s Global Equity
c a t e g o r y, K r i s t i a n ! We a r e d e e p l y
i m p re s s e d w i t h yo u r c o n c e n t r a t e d
investment approach. Can you tell us how
high-conviction ideas are derived?
Kristian Heugh (KH): With pleasure.
We adopt a multi-pronged approach to
generate new ideas worthy of further due
diligence. That includes applying screens,
network ing, mining for patterns, and
identifying disruptive changes. We then
comprehensively assess the quality of our
best new ideas to thoroughly understand
the companies’ business models, investment
theses, and anti-theses. We value each
company using a customized, discounted
cash-flow model and seek to pay a price
much lower than the intrinsic value of the
company.
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We care much more about avoiding a

We generally sell positions for two reasons

permanent loss of capital than minimizing

– deterioration in quality or unattractive

volatility. Our risk management ensures that

ratio of price-to-value. First, the quality of

our exposure is deliberate, diversified, and

a business may experience a decline in

scaled appropriately. To do this, we scale

sustainability with respect to disruptive

our ideas according to their risks to reward

change, financial strength, and ESG, or

characteristics; and impose limits based on

fundamentals, as competitive advantage

position size, geography, and industry, while

deteriorates or high-return growth

implementing our strict selling discipline. We

prospects diminish. Second, we sell when

make sure that selling actions are executed

the price-to-value ratio approaches or

immediately when a thesis is no longer valid,

exceeds 1.00, or when we have identified

or when the valuation is no longer attractive.

more attractive alternatives to allocate
capital.
1. Source: Factset, Morgan Stanley Investment Management

BM: Your investment horizon on a single
security typically spans three to five years.

BM: Geography-wise, you have been

Again, we believe that owning high-quality

How do you gauge if an investment idea

overweighting Asia against the benchmark

companies with sustainable competitive

has run its course? Your core positions are

index. Is this a top-down decision, or

advantages, and purchased at a deep

concentrated in a few stocks. Do you allow

a by-product of your bottom-up stock

discount to intrinsic value, will deliver

room for tactical allocations?

selection?

outperformance over a three- to five-year

KH: As long-term investors, we are able to

KH: I’d say the latter. We have been

concentrate capital in our highest conviction

overweight Asia relative to the benchmark

BM: And finally, how do you define risk?

ideas for a typical holding period of three

since the inception of the portfolio. While

And how does your team mitigate risk?

to five years. We believe that by applying

country allocations are the residuals of our

price disciplines to high-quality companies

bottom-up stock selection, we do believe

KH: We define risk as “losing money”. We

– strictly defined as those with sustainable

that Asia has more high-quality companies

believe that risk is not driven by fluctuations

competitive advantages, long-term growth,

than the US and Europe do, as shown by our

in tracking error or the performance of a

and the potential for value creation – we

screening work. That said, though, we also

portfolio but stems from profit and loss

can best capture opportunities and manage

consider diversification at the company level

over a period of time. To mitigate risk, we

risk for our clients. We view our conviction-

and strive to have a portfolio that is diversified

strive to reduce the probability of having

based concentrated portfolio as a source of

by the uniqueness of the underlying business

a per manent loss of capital on each

long-term outperformance.

drivers and customer segments.

investment by buying companies at a

investment horizon.

discount to their intrinsic value. That, to us, is
the best risk-control fundamental investors
can employ in client portfolios.
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The article was originally published in the Benchmark Guide to Asset Management – special issue 2018
in March 2018.
rd
The opinions expressed in the article are those of Benchmark Asia and Kristian Heugh as of 23 March
2018 and are subject to change at any time due to changes in market or economic conditions. The
comments are for informational purposes only and should not be construed as a recommendation of
individual holdings or market sectors. The material does not purport to address the financial objectives,
situation or specific needs of any individual reader. The use of this article is not a solicitation, or an offer
to buy or sell any security or investment product. Moreover, the opinions expressed in this article are not
necessarily those of Morgan Stanley or its employees.
Past performance is not indicative of future results.
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 the portfolio will decline
and that the value of portfolio shares may therefore be less than what you paid for them. Accordingly, you
can lose money investing. Please be aware that this strategy may be subject to certain additional risks.
For additional risk considerations, please refer to the supplemental information included.
Risk Considerations
Past performance is not a guarantee of future performance. The value of the investments and the income
from them can go down as well as up and an investor may not get back the amount invested. There can
be no assurance that the Strategy will achieve its investment objectives. Portfolios are subject to market
risk, which is the possibility that the market value of securities owned by the portfolio will decline.
Accordingly, you can lose money investing in this strategy. Please be aware that this strategy may be
subject to certain additional risks. Small-cap stocks/Midcap stocks: Stocks of small-sized/mediumsized
companies entail special risks, such as limited product lines, markets, and financial resources, and
greater market volatility than securities of larger, more-established companies. Foreign and emerging
markets: Investments in foreign markets entail special risks such as currency, political, economic and
market risks. The risks of investing in emerging market countries are greater than the risks generally
associated with foreign investments. Non-diversification: Because this Strategy expects to hold a
concentrated portfolio of a limited number of securities, a decline in the value of these investments would
cause the Strategy’s overall value to decline to a greater degree than that of a less concentrated portfolio.
This communication is only intended for and will be only distributed to persons resident in
jurisdictions where such distribution or availability would not be contrary to local laws or
regulations.
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 read the relevant offering document(s).
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. In particular, the
Shares are not for distribution to US persons.
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. 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: Morgan Stanley Investment Management Limited Niederlassung
Deutschland Junghofstrasse 13-15 60311 Frankfurt Deutschland (Gattung: Zweigniederlassung (FDI)
gem. § 53b KWG). Italy: Morgan Stanley Investment Management Limited, Milan Branch (Sede
Secondaria di Milano) is a branch of Morgan Stanley Investment Management Limited, a company
registered in the UK, authorised and regulated by the Financial Conduct Authority (FCA), and whose
registered office is at 25 Cabot Square, Canary Wharf, London, E14 4QA. Morgan Stanley Investment

Management 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
08829360968. The Netherlands: Morgan Stanley Investment Management, Rembrandt Tower, 11 Floor
Amstelplein 1 1096HA, Netherlands. Telephone: 31 2-0462-1300. Morgan Stanley Investment
Management is a branch office of Morgan Stanley Investment Management Limited. Morgan Stanley
Investment Management Limited is authorised and regulated by the Financial Conduct Authority in the
United Kingdom. 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.
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. 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 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. In particular, for investment funds that are not authorized or recognized
by the MAS, units in such funds are not allowed to be offered to the retail public; any written material
issued to persons as aforementioned in connection with an offer is not a prospectus as defined in the
SFA and, accordingly, statutory liability under the SFA in relation to the content of prospectuses does not
apply, and investors should consider carefully whether the investment is suitable for them.
IMPORTANT INFORMATION
EMEA: This marketing communication has been issued by Morgan Stanley Investment
Management Limited (“MSIM”). Authorised and regulated by the Financial Conduct Authority.
Registered in England No. 1981121. Registered Office: 25 Cabot Square, Canary Wharf, London
E14 4QA.
This document contains information relating to the sub-fund ("Fund") of Morgan Stanley Investment
Funds, a Luxembourg domiciled Société d’Investissement à Capital Variable. Morgan Stanley Investment
Funds (the “Company”) is registered in the Grand Duchy of Luxembourg as an undertaking for collective
investment pursuant to Part 1 of the Law of 17th December 2010, as amended. The Company is an
Undertaking for Collective Investment in Transferable Securities (“UCITS”).
Applications for shares in the Fund should not be made without first consulting the current Prospectus,
Key Investor Information Document ("KIID"), Annual Report and Semi-Annual Report (“Offering
Documents”), or other documents available in your local jurisdiction which is available free of charge from
the Registered Office: European Bank and Business Centre, 6B route de Trèves, L-2633 Senningerberg,
R.C.S. Luxemburg B 29 192. In addition, all Italian investors should refer to the ‘Extended Application
Form’, and all Hong Kong investors should refer to the ‘Additional Information for Hong Kong Investors’
section, outlined within the Prospectus. Copies of the Prospectus, KIID, the Articles of Incorporation and
the annual and semiannual reports, in German, and further information can be obtained free of charge
from the representative in Switzerland. The representative in Switzerland is Carnegie Fund Services S.A.,
11, rue du Général-Dufour, 1204 Geneva. The paying agent in Switzerland is Banque Cantonale de
Genève, 17, quai de l’Ile, 1204 Geneva. The document has been prepared solely for informational

purposes and does not constitute an offer or a recommendation to buy or sell any particular security or to
adopt any specific investment strategy.
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.
All investments involve risks, including the possible loss of principal. The material contained herein has
not been based on a consideration of any individual client 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.
The information contained in this communication is not a research recommendation or
‘investment research’ and is classified as a ‘Marketing Communication’ in accordance with the
applicable European or Swiss regulation. This means that this marketing communication (a) has
not been prepared in accordance with legal requirements designed to promote the independence
of investment research (b) is not subject to any prohibition on dealing ahead of the dissemination
of investment research.
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. MSIM shall not be liable for,
and accepts no liability for, the use or misuse of this document by any such financial intermediary. If you
are a distributor of the Morgan Stanley Investment Funds, some or all of the funds or shares in individual
funds may be available for distribution. Please refer to your sub-distribution agreement for these details
before forwarding fund information to your clients.
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’ express written consent.
All information contained herein is proprietary and is protected under copyright law.
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.
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