
20 Years of High 
Quality Investing

ACTIVE  
FUNDAMENTAL 
EQUITY
INTERNATIONAL 
EQUITY TEAM
SEPTEMBER 2016



1
Pick great stocks and  
get out of the way  
of the compounding

More than anything else, 
our understanding of what 
constitutes a high quality 
company and our determination 
to maintain a high quality bar 
for our global portfolios sets 
us apart from the competition. 
We focus on companies 
demonstrating high return on 
operating capital employed 
with low volatility of margins, 
pricing power and limited 
leverage. Companies with these 
characteristics and that can also 
grow their top line and free 
cash flows steadily are more 
likely to compound wealth.

2
Know what  
you own

Our concentrated global 
portfolios focus on the 
highest quality companies 
in the world. Opaque 
business models are not 
worth the worry. 

3
Trust your instincts  
on management

We meet management 
to understand whether 
they share our long 
term perspective, their 
desire to invest in long-
term intangibles such as 
advertising and promotion, 
their ability to innovate, 
and how efficiently they 
allocate capital. Managers 
tend to do what they are 
paid to do. Are they paid 
to think about return 
on capital, or just grow 
earnings? See how they are 
paid and if you don’t like it, 
try to change it.

4
Benchmarks are risky 
and tracking error is not 
particularly meaningful

While we understand that 
clients need something 
against which to measure 
our performance, we firmly 
believe that benchmarks 
themselves are inherently 
risky. Benchmarks do not care 
about quality or price. If you 
hug the benchmark, you’ll 
deliver benchmark returns (at 
best) and probably not have a 
business in the long term. We 
don’t care about benchmarks.

5
Risk management 
should be absolute 
not relative

We believe the industry 
is too focused on relative 
risk. We focus on absolute 
risk – the chance of losing 
money on an investment. 
By analyzing and 
debating the franchise, 
regulatory, management 
and valuation risks 
associated with our 
stocks, we believe we 
are more likely to pick 
winners and, arguably 
more importantly, avoid 
the losers.
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7
Express your 
conviction in 
concentrated 
position sizes

We make sure our 
conviction in a stock is 
reflected in the portfolio. 
We tend to manage 
meaningful position sizes.

6
What you don’t own  
is just as important  
as what you do

Anyone familiar with 
our global portfolios 
will know there are 
certain sectors which 
just don’t make the grade 
such as banks, utilities, 
telecommunications  
and energy. Over two 
decades our skew to higher 
quality stocks in higher 
quality sectors such as 
staples, software and 
media has proved the best 
away to offer attractive 
returns and relative 
downside protection.

10
Remain curious  

Samuel Johnson (1709-
1784) said, “When a 
man is tired of London, 
he is tired of life.” I feel 
the same about the 
markets, which provide 
an ever more interesting 
environment in which 
to try grow our clients’ 
capital. The secret 
to longevity in this 
business is continuing 
to ask the right 
questions. Encourage 
your team to question 
everything and everyone, 
including yourself!

9
Maintain a long-term 
perspective and seek 
to have clients who 
share this goal

Trying to beat the 
market every year is 
futile. What matters is 
winning across cycles, 
particularly so in tough 
years when clients need 
the performance most. 

8
Valuation matters 

Even great companies are 
not great investments if 
you overpay. Valuation 
matters and we focus on 
free cash flows rather 
than earnings, as cash is 
real. Even if something is 
too expensive now, most 
things you want to own 
come your way eventually. 
Be patient. 
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IMPORTANT INFORMATION | For Professional Clients Only
RISK WARNINGS
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. 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-capitalization 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. 
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 review the strategy’s / product’s 
relevant offering document(s). There are important differences in how the 
strategy is carried out in each of the investment vehicles. 

The views and opinions are those of the author as of the date of publication 
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 portfolio managers 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. 
All information provided has been prepared solely for information 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’s 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. 
This communication was issued and approved in the United Kingdom by 
Morgan Stanley Investment Management Limited, 25 Cabot Square, Canary 
Wharf, London E14 4QA, authorized and regulated by the Financial Conduct 
Authority, for distribution to Professional Clients only and must not be relied 
upon or acted upon by Retail Clients (each as defined in the UK Financial 
Conduct Authority’s rules). 
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 
shall not be liable for, and accepts no liability for, the use or misuse of this 
document by any such financial intermediary. If such a person considers an 
investment she/he should always ensure that she/he has satisfied herself/ 
himself that she/he has been properly advised by that financial intermediary 
about the suitability of an investment.
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