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Explorer Sir Ranulph Fiennes is known 
to have said, “There is no bad weather, 
only inappropriate clothing.” This seems 
particularly apt at the moment as global 
investors approach us regularly looking 
for comfort for the year ahead.

It has become fashionable to access global equity markets 
broadly, passively, synthetically, particularly while markets 
have continued their upward trajectory. Late cycle investors 
considering a potentially bumpier ride for markets ahead, and 
a more complicated corporate and geo-political landscape, 
may wish to revisit the attractions of truly active investing 
to bridge any potential yawning chasms or gorges ahead. 
Benchmarks, in our view, are inherently risky; simply seeking 
to match index performance creates a false complacency. 
Active investing, particularly in the hands of disciplined and 
experienced managers, offers the chance to be prepared, to 
identify earnings resilience, and achieve meaningful long-
term outperformance.

The essence of active investing
The escalation of trade tensions between the U.S. and 
China and political tensions with Iran, Brexit uncertainty, 
an impeachment in an election year, and more recently the 
coronavirus have all contributed to volatility over the last year.

We cannot influence or even predict the macroeconomic 
or political environment, but we can aim to ensure that 
the stocks we hold are the most robust we can find. Our 

Living on the Edge

“Active investing is 
essential in a market 
with peak earnings  
and multiples.”
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investment team is focused on selecting 
high quality stocks that will grow 
capital over the long term and seek to 
minimise the chance of any permanent 
loss of capital. We call such well-
managed high and sustainable return 
on operating capital companies with 
growth potential and resilient earnings, 
“compounders.”

These companies are fairly rare so, when 
we buy them, our conviction is reflected 
in meaningful position sizes, up to 10% 
of a portfolio, and an active share for 
a portfolio of greater than 90%. The 
advantage of a portfolio of such stable 
compounders is evidenced by the Global 
Franchise strategy’s 24-year track record 
of long-term capital appreciation at 
lower long-term volatility than that of 
broad benchmarks.

Engaging with sustainable 
compounders in a more 
complex world
Our investment strategy has always 
centred on capital light companies with 
strong intangible assets, such as brands 
or networks, which enable pricing power 
and steadily growing revenues, robust 
profits, strong free cash flows, and a 
steady dividend.

As active investors, we are ever 
vigilant to the changing consumer and 
competitor landscape and mindful 
of potential risks to the sustainability 
of long-term returns on capital. This 
includes material ESG risks as well as 
material opportunities ESG can present 
to the companies we own. Our portfolio 
managers analyse material ESG factors 
themselves as part of their bottom-
up fundamental research. We believe 
that incorporating ESG is essential to 
long-term compounding, helpful in 
identifying sustainable compounders 
and picking the winners from the losers.

How do some of the world’s most 
famous branded companies continue 
to dominate mind share and market 
share in an ever more disruptive world 
of e-commerce and social media? It is 

a question on which we have become 
increasingly focused. The answer for 
consumer goods companies lies in 
staying relevant to the consumer’s 
changing preferences and values, for 
example the use of natural or organic 
ingredients or more environmentally 
friendly packaging. Consumer goods 
companies that stay relevant can gain 
market share and maintain pricing 
power over competitors who do not. 
This often results in rising long-term 
returns as a consequence. Further, 
governance structure really matters—we 
typically prefer agile and decentralised 
management teams that can react to 
local market conditions, choose to invest 
in their franchises and do not squander 
free cash flow on low return acquisitions.

“As active investors, we 
are ever vigilant to the 
changing consumer and 
competitor landscape 
and mindful of potential 
risks to the sustainability 
of long-term returns 
on capital.”

Not all strong franchise companies are 
consumer brands. Recurring revenues 
from networks can also mean compelling 
stability of earnings, even more so with 
the shift to the cloud. For the software 
and IT services companies in which 
we choose to invest, staying relevant 
means supporting other businesses in 
their changing digital needs and being 
cautious with the use of data. Medical 
technology has also offered new ground 
for us to identify robust recurring 
revenues in areas such as medical 
equipment, life sciences and diagnostics.

Importantly, we do not analyse 
companies from a distance. Portfolio 
managers handle proxy voting directly, 
meeting regularly with the senior 
management, board members and 
remuneration committees of companies 
we own, and engage where we must. 
Often that means focusing on incentive 
structures, which in our view can be 
critical to the decisions of management, 
or checking management’s awareness and 
agility on their company’s environmental 
or social footprint or the shifting tide of 
opinion from regulators and consumers 
on data protection and antitrust.

DISPLAY 1
The Health Care, Consumer Staples and IT Software & Services sectors have 
proven to be resilient in a falling market
NTM forward EPS change during the financial crisis drawdown (October 2007 – February 2009)
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Source: Factset. (NTM: next twelve months. EPS: earnings per share.)
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An active portfolio to defend 
against today’s uncertain markets
High quality companies are by their 
nature less exposed to potential adverse 
events, as demonstrated by our strategy’s 
history of relative outperformance in down 
markets. Even more interesting perhaps 
is a closer look at the sustainability of 
earnings across different sectors during the 
last financial crisis. Earnings of software 
and services companies were up 2% over 
18 months, against a 40% fall for the 
MSCI World Index, while health care 

and consumer staples were only down 
marginally (Display 1).

With our portfolio’s primary skew to 
these high quality defensive sectors, it 
gives us some comfort going forward 
that we believe our portfolio earnings 
are likely to hold up better than the 
market as a whole.

Political uncertainty, increasing 
regulatory scrutiny, climate change 
and rapid advances in technology—the 
conditions for companies’ continued 

success are ever more complex. In this 
changing world, global equity investors 
should be looking for companies that are 
robust and for disciplined and engaged 
portfolio management teams that can 
help them conquer their fear of falling.

Past performance is no guarantee 
of future results. Not all holdings 
held in the portfolio have or will 
contribute positively to performance 
during up or down markets. All 
investments involve risks including 
the possible loss or principal.

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. 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. Stocks of small- and medium-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. 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 investments in foreign developed countries. 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. Illiquid securities may be more difficult to sell and value than publicly traded securities (liquidity 
risk). 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.

IMPORTANT DISCLOSURES:
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. The views expressed do not reflect 
the opinions 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.
This general communication, which is not impartial, is for informational and 
educational purposes only, not a recommendation. Information 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.
Prior to making any investment decision, investors should carefully review 
the strategy’s/product’s relevant offering document. For the complete 
content and important disclosures, refer to the link above.
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 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.
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 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.
This communication is not a product of Morgan Stanley’s Research 
Department and should not be regarded as a research recommendation. 
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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.
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 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.
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’s 
express written consent. All information contained herein is proprietary 
and is protected under copyright law.

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.
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: 
Morgan Stanley Investment Management Limited Niederlassung Deutschland, 
Grosse Gallusstrasse 18, 60312 Frankfurt am Main, Germany (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, 11th 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.
U.S.
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. 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 Distr ibution, Inc . serves as the distr ibutor for 
Morgan Stanley Funds.
NOT FDIC INSURED | OFFER NO BANK GUARANTEE | MAY LOSE VALUE 
| NOT INSURED BY ANY FEDERAL GOVERNMENT AGENCY | NOT A 
BANK 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 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 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.
All information contained herein is proprietary and is protected under 
copyright law.
Morgan Stanley Investment Management is the asset management division 
of Morgan Stanley.




