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We define “stewardship” as our overarching approach to
monitoring, engaging and exercising our shareholder rights
across our portfolios, to promote the long-term success of
companies and create sustainable value for our clients while
contributing to environmental and social challenges.
Relatedly, the Global Balanced Risk Control (GBaR) team
believes that we have a duty to work with the firms in which
we invest, to help improve their environmental, social and
governance (ESG) performance. We fulfill this duty by engaging
with the companies in which we invest and by effectively
exercising our proxy voting and other rights as shareholders.
These stewardship activities give us the opportunity to guide
companies in which we invest toward better environmental,
social and governance practices, which we believe produce
attractive returns for our clients over the long term. We further
believe a structured approach to engagement is a powerful tool
to keep issuers on track of their commitments.
Our Approach to Engagement
Typically, the GBaR team’s main engagement priorities are guided by top-down, thematic-based
research and our assessment of material ESG risks by our dedicated ESG analysts. We believe this is
the best approach for our strategy, as researching risks to the global economy and global markets is
integral to GBaR’s asset allocation process. ESG factors such as climate change definitively fall into
the team’s definition of potential “risk events.” This approach therefore ensures that stewardship is
seen as a natural extension of the team’s philosophy around risk control.
Our engagement strategy is based on three main components: risk, impact and quality. This
allows the team to focus on thematic ESG issues that contribute to global sustainability
imperatives as well as the performance of our portfolio.
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Component I: Risk
As mentioned, our approach to engagement is a natural extension
of our investment process’ philosophy. Through our top-down
prioritisation and bottom-up analysis, we hope to find the subset
of thematic engagement issues where impact intersects with
mitigating material risks or positive alpha opportunities for
exposed companies. Through this combination, we hope we can
benefit from demonstrating win-win opportunities with targeted
companies, driving change, and supporting our fiduciary duties.

Component II: Impact
We believe engaging with our portfolio companies gives us
a crucial lever for demonstrating additionality in our impact
efforts. To ensure that we are contributing to overarching
efforts in sustainability, we align our engagement’s impact
with internationally recognised and agreed-upon standards
such as the U.N. Sustainable Development Goals (SDGs),
or the Transition Pathway Initiative (TPI), when relevant. A
particular focus is laid upon those standards where our portfolio
holdings are most exposed to risks and impact opportunities.

Our investment approach excludes those companies that we do
not believe are receptive to engagement, such as tobacco and
controversial weapons, thereby ensuring we focus our efforts on
areas where we believe there is opportunity for change.

Component III: Quality
Our approach to engagement emphasises the quality of our
engagements over the quantity, with a focus on materiality and
intensive bottom-up research of the companies exposed to our
top-down thematic prioritisation. Consequently, we spend our
resources on the most promising engagement opportunities,
assessing portfolio companies’ idiosyncrasies such as exposure
to financial or reputational concerns, capacity to implement
changes and scope for improvement. We recognise that fruitful
engagement takes time, and our thematic engagement approach
typically consists of several engagements over a multiyear period
in order to work and improve together.
These components can broadly be summarised in the
following process:

GBaR Engagement Process
ENGAGEMENT AND TRACKING

ENGAGEMENT TOPIC SELECTION

Company-specific questions
tied to material ESG issues

Top-down, risk-based
thematic selection

ENGAGEMENT FRAMEWORK

Identify KPIs and design
proprietary assessment framework

Tracking within assessment framework

SELECT AND
PRIORITISE TARGETS

Screen for portfolio exposure
using third-party data sources

COMPANY-SPECIFIC DEEP DIVE

Assess each target across
identified KPIs
Using deep-dive, bottom-up research

Source: MSIM’s GBaR team
Further details on our Engagements can be found in our Stewardship Report

To maximise the effectiveness of our engagement, we collaborate
with a number of colleagues, including MSIM’s Global
Stewardship team, with extensive experience in corporate
governance and proxy voting. Additionally, we work closely
with other investment teams within the firm, to ensure we have
the loudest possible voice.

1. 	

Where we believe management is unreceptive or unresponsive
to our recommendations

2. 	 Where

after an agreed-upon period of time, there has
been no change

Escalation and Divestment

Typically, our engagement escalation will consist of meeting
with either the chair of the board of directors, or the chair of the
most relevant board committee.

We will regularly touch base with our target companies to
ensure they make progress on any agreed-upon actions. There
are two cases where we may need to escalate our engagement:

If after meeting the chair, we remain unhappy with the
progress, we will inform the company of our intention to vote
against relevant board members and management proposals.
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While it is unlikely, we may reduce our holding in a company or
divest entirely for them in extreme cases.

Proxy Voting
We see proxy voting as an integral component of our normal
monitoring and engagement activity. We seek to vote all shares
held by our clients, unless the costs, or administrative burden, of
doing so are excessive, such as in markets with share blocking.
To promote consistency in voting proxies on behalf of our
clients, we follow MSIM’s Proxy Voting Policy.1

MSIM votes proxies in a prudent and diligent manner
and in the best interest of our clients. MSIM has retained
research providers to analyse proxy issues and to make vote
recommendations on those issues. While we are aware of the
recommendations of one or more research providers, we are
in no way obligated to follow such recommendations. The
investment teams vote all proxies based on MSIM’s proxy voting
policies in the best interests of each client.

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 Fund will achieve its
investment objectives.
Investments may be in a variety of currencies and therefore changes in rates of exchange between currencies may cause the value of
investments to decrease or increase. Furthermore, the value of investments may be adversely affected by fluctuations in exchange
rates between the investor’s reference currency and the base currency of the investments.
The Asset Allocation strategies provide the Investment Adviser with wide discretion to allocate between different asset classes. From time
to time, the Asset Allocation may have significant exposure to a single or limited number of fixed income or equity asset classes. Accordingly,
the relative relevance of the risks associated with equity securities, Fixed Income Securities and derivatives will fluctuate over time.
Funds that specialise in a particular region or market sector are more risky than those which hold a very broad spread of investments.
Where portfolio concentration is in one sector it is subject to greater risk and volatility than other portfolios that are more diversified
and the value of its shares may be more substantially affected by economic events in the real estate industry.
Investments in derivative instruments carry certain inherent risks such as the risk of counter party default and before investing you should
ensure you fully understand these risks. Use of leverage may also magnify losses as well as gains to the extent that leverage is employed.
These investments are designed for investors who understand and are willing to accept these risks. Performance may be volatile, and
an investor could lose all or a substantial portion of his or her investment.
• The value of bonds are likely to decrease if interest rates rise and vice versa.
• The value of financial derivative instruments are highly sensitive and may result in losses in excess of the amount invested by
the Sub-Fund.
• Issuers may not be able to repay their debts, if this happens the value of your investment will decrease. This risk is higher where the
fund invests in a bond with a lower credit rating.
• The fund relies on other parties to fulfil certain services, investments or transactions. If these parties become insolvent, it may
expose the fund to financial loss.
• There may be an insufficient number of buyers or sellers which may affect the fund’s ability to buy or sell securities.
• Commodity investments can change significantly and quickly in value as a large variety of factors affect them.
• There are increased risks of investing in emerging markets as political, legal and operational systems may be less developed than in
developed markets.
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www.morganstanley.com/im/publication/resources/proxyvotingpolicy_msim_en.pdf
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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.
EMEA: This marketing communication has been 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.
This document contains information relating to the sub-funds of
Morgan Stanley Funds (UK) (the ‘Company’) in accordance with the
Open-Ended Investment Companies Regulations 2001 and the rules
contained in the Collective Investment Schemes Sourcebook made by
the Financial Conduct Authority in exercise of its powers under Section
247 of the Financial Services and Markets Act 2000. The Company is an
Undertaking for Collective Investment in Transferable Securities (“UCITS”).
Applications for shares in the sub-funds 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: 25 Cabot Square, Canary Wharf,
London E14 4QA. 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 views and opinions provided here are of the investment management
team. These are not the views of the firm as a whole.
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 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’s
express written consent.
All information contained herein is proprietary and is protected under
copyright law.

Explore our site at www.morganstanley.com/im
© 2022 Morgan Stanley. All rights reserved

CRC 4739633 Exp. 30.05.23 10231911_KC_0622

