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Introduction
The purpose of this document is to detail the approach to
stewardship of Morgan Stanley Investment Management’s
(MSIM) Global Balanced Risk Control team’s (GBaR)
approach over our clients’ assets, and provide an overview
of our engagement and proxy voting activities for the year
ending 31 December 2021.
As active investors and active owners, we believe that we
have a duty to be good stewards of our clients’ capital.
We fulfil 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 towards better
environmental, social and governance (ESG) 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 for
issuers to keep track with their commitments.
Throughout 2021, GBaR engaged with issuers on a
number of our thematic priorities, including the energy
transition, decarbonisation, water stewardship, labour
practices, just transition and corporate governance.
These engagements not only allowed us to establish
constructive dialogues and advocate for positive
sustainability outcomes with our investee companies, but
also helped inform our investment decisions.
Additionally, working alongside MSIM’s Global Stewardship
team, we promoted high standards in corporate
governance by implementing the firm’s Global Proxy
Voting Policy. In 2021, we exercised our voting rights
at 803 different meetings across our Global Balanced
Sustainable strategies on over 10,471 ballot items. Notably,
the firm was ranked third amongst U.S. asset managers
by ShareAction for our level of support for shareholder
proposals during the year ending 31 December 2021.
MSIM is proud to be a signatory to the 2020 U.K.
Stewardship Code. We are continuing to build out our
team’s stewardship capabilities, and strongly believe that

an increased focus on active ownership will enable us to
realise long-term sustainable value across our strategies
and for our clients. In 2022, we will continue to refine our
capacity within GBaR to place stewardship at the heart of
our active management approach and engage more often
with the companies we hold in our portfolios.
In the most recent reporting period, MSIM achieved an
engagement score of A+, under the U.N. Principles for
Responsible Investment “Active Ownership in Listed Equity”
module, underlining the firm’s commitment to stewardship.1

Who We Are
OUR POSITION WITHIN MORGAN STANLEY
INVESTMENT MANAGEMENT

The GBaR team sits within Morgan Stanley Investment
Management (MSIM), a global investment manager
delivering innovative investment solutions across public
and private markets worldwide. MSIM has been creating
value for its clients for over 40 years and operates in
28 countries. MSIM had $1.6 trillion in assets under
management (AUM) as of 31 December 2021. 2
In March 2021, MSIM created a Sustainable Investing
Policy (SI policy) to replace the previous MSIM ESG
Approach and Principles Policy. The SI policy applies to
and guides MSIM’s public and private markets investment
teams and regional entities, and specifically the provision
of portfolio management/investment advisory and fund
management services for MSIM-branded funds.
Given that MSIM comprises independent investment
teams and asset class platforms, the specific approach to
sustainability deployed by each portfolio management
team will depend on multiple factors, including, but not
limited to, the objectives of the product, asset class and
investment time horizon. The approach also depends
on the specific research and portfolio construction,
philosophy and process used by that team. Investment
teams deploy their skill and judgment in assessing the
materiality of ESG-related risks and opportunities, as
appropriate for each investment strategy.

Source: PRI Assessment Report for Morgan Stanley Investment Management, 2020. Signatories report on their responsible investment activities by
responding to asset-specific modules in the Reporting Framework. Each module houses a variety of indicators that address specific topics of responsible
investment. Signatories’ answers are then assessed, and results are compiled into an Assessment Report. The Assessment Report includes: indicator
scores—summarising the individual scores achieved and comparing them to the median; section scores—grouping similar indicator scores together into
categories (e.g. policy, assurance, governance) and comparing them to the median; module scores—aggregating all the indicator scores within a module
to assign one of six performance bands (from E to A+). More information is available on PRI website at https://www.unpri.org/signatories/aboutpriassessment/3066.article. *“Top scoring brackets” refers to scoring brackets (A+ or A) which are above the scores obtained by a majority of peers.
2
Assets under management (AUM) includes all discretionary and nondiscretionary assets of Morgan Stanley Investment Management (MSIM) and all
advisory affiliates. MSIM Fund of Fund assets represent assets under management and assets under supervision. MSIM direct private investing assets
represents the basis on which the firm earns management fees, not the market value of the assets owned. Alternatives Investments includes fee-earning
assets under management, unfunded commitments, and fund leverage, representing the total investible capital for the platform. Assets in the Sustainable
Investing category are a subset of the other four categories.
1

GLOBAL BALANCED RISK CONTROL (GBAR) TEAM

MSIM’s investment teams act as responsible, long-term
investors and are responsive to ESG factors that can
present both risks and opportunities to investment
portfolios in a manner that is consistent with our fiduciary
duties and the investment strategies of our clients.
MSIM’s commitment to sustainability is expressed in
three key ways:

Since creating the GBaR Strategy in 2009, Lead Global
Portfolio Manager Andrew Harmstone has applied a
consistent philosophy and volatility-targeting investment
process to the management of all the team’s mandates,
whilst customising implementation to mandate-specific
guidelines and objectives. The team now manages $25
billion in assets, as of 31 December 2021. Since 2016,
Portfolio Manager and Head of ESG, Li Zhang, has driven
the incorporation of ESG criteria into GBaR portfolios.
As of December 2021, three additional dedicated
sustainability professionals support the team.3

1. 	 STEWARDSHIP AND ENGAGEMENT: Investment teams

deploy the shareholder rights and stakeholder
influence that MSIM exercises on behalf of our clients
to encourage, where relevant, strong ESG practices
with issuers, borrowers and counterparties.

2. 	ESG INTEGRATION ACROSS ALL ASSET CLASSES:

Integrating Sustainability in Our
Investment Process

Thoughtful consideration of material ESG factors is
integrated across the investment management process,
as appropriate for MSIM’s investment strategies, asset
classes and client needs.
3. 	SUSTAINABLE INVESTING SOLUTIONS: Providing our
clients with investment solutions that are aligned with
their return objectives alongside their sustainability
preferences and needs.

The Morgan Stanley Funds (UK) Global Balanced
Sustainable Fund combines a top-down global asset
allocation approach, managed within a clearly defined,
risk-controlled framework with a multi-dimensional
approach to sustainable investing.

DISPLAY 1

The Benefits of ESG Investing in a Risk-Controlled, Multi-Asset Portfolio

GLOBAL

BALANCED

An investment universe that spans
regions and asset classes

Our trademark, risk-controlled process
applied in a multi-asset portfolio

1

+

4

SUSTAINABLE

Restriction screening
Reduce exposure to
risks related to ESG factors

2

3

Integration
Best-in-class, tilting towards ESG
top scorers, to enhance risk-adjusted
returns and adapt to long-term
trends, e.g. 1.5°C scenario

Impact
Generate positive
environmental or social impact
alongside ﬁnancial returns

Engagement
Inﬂuence companies
to improve their ESG-related
policies and disclosure

Source: MSIM’s GBaR team. This represents how the portfolio management team generally implements its investment process under normal market conditions.
ESG ratings are relative and subjective and are not absolute standards of quality. Ratings apply only to portfolio holdings and do not remove the risk of loss.

3

Team members may change from time to time.
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The Fund blends the benefits of multiple dimensions
of sustainable investing, including restriction screening,
ESG integration (or “best-in-class”), impact investments
and engagement. An overarching objective is to manage
the Fund’s core exposures in line with a 1.5°C-compatible
decarbonisation trajectory. We view this approach as a
natural extension to our risk-controlled philosophy.

Our Approach to Stewardship
We define “stewardship” as our overarching approach
to monitoring, engaging and exercising our shareholder
rights across our portfolios, designed to promote the
long-term success of companies and create sustainable
value for our clients while contributing to environmental
and social challenges.
The Global Balanced Risk Control team believes that we
have a duty to work with the firms in which we invest, to
help improve their ESG performance. We fulfil this duty by
engaging with these companies 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 towards better ESG 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 with their commitments.
Typically, the 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 the GBaR 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 portfolios.
These components can broadly be summarised in the
following process:

DISPLAY 2

GBaR Engagement Process

ENGAGEMENT AND TRACKING
ENGAGEMENT TOPIC SELECTION

Company-specific questions
tied to material ESG issues

Top-down, risk-based
thematic selection

Tracking within assessment framework

ENGAGEMENT FRAMEWORK

SELECT AND PRIORITISE TARGETS

Identify KPIs and design
proprietary assessment framework

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
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Integrated Stewardship in Practice:
A Case Study
MITIGATING CLIMATE RISK IN OUR
INVESTMENT PROCESS

Recognising this risk within the Morgan Stanley Funds
(UK) Global Balanced Sustainable Fund, we have an
additional tilt towards stocks that are managing the risks
and opportunities in the global transition towards a lowcarbon economy.
Additionally, within the Morgan Stanley Funds
(UK) Global Balanced Sustainable Fund, the team
incorporates a strategy to reduce their carbon profile.
The Morgan Stanley Funds (UK) Global Balanced
Sustainable Fund is carefully designed to consider the
Paris Agreement’s long-term goal of limiting the increase
in global warming to 1.5°C, relative to preindustrial
levels. We aim to follow a science-based approach
to decarbonise the Funds’ core exposures according
to the 1.5°C scenario, aligned with the most recent
Intergovernmental Panel on Climate Change (IPCC)
recommendations, and targeting net-zero emissions
for the Morgan Stanley Funds (UK) Global Balanced
Sustainable Fund’s equity exposure by 2050.

MITIGATING CLIMATE RISK IN OUR
ENGAGEMENT PRACTICES

The GBaR team complements this approach by engaging
with some of the most carbon-intensive sectors
to encourage them along their transition plan. For
example, the team carried out a detailed assessment and
engagement programme with eight global oil and gas
(O&G) companies in 2021.
Engagements were based broadly on the objectives
above and linked tightly to material issues such as scope
3 emissions and the imperative for net-zero, Paris-aligned
corporate strategies. Addressing scope 3 emissions is
crucial for the O&G sector, with 85%-90% of life cycle
emissions occurring, as fossil fuels are combusted.
Given the backdrop of increased policy support for
decarbonisation, combined with the rapid advancement
of low-carbon solutions such as renewable energy,
electric vehicles and battery storage, demand for oil and
gas could falter in the future. The GBaR team therefore
believes that the O&G industry will be under pressure
to cut not only their carbon intensity through increased
efficiency, but also to transition their offerings towards
less carbon-intensive products and services.

DISPLAY 3

Breakdown of Targets by Region

50%
50%

Source: CDP, GBaR estimates, 1 September 2021
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Oil and Gas Companies Emissions (% by Scope)
● Scope 3
● Scope 2
● Scope 1

86%
2%
12%

Average O&G industry carbon emissions by activity boundary

DISPLAY 4

Practices Engagement: Targeting Oil and Gas Companies
BUSINESS AS USUAL UNDER THREAT

• IPCC report, August 2021: Signaled a “code red for humanity”
and “must sound a death knell” for fossil fuels (A. Guterres,
U.N. Secretary-General).
• COP26, November 2021: Update of the Nationally Determined
Contributions.
• Oil and gas industry under pressure to cut their carbon intensity
through increased efficiency while transitioning their operations
away from business as usual towards a Paris-aligned pathway.

ENGAGEMENT OBJECTIVES

Encourage a decarbonisation plan in line with a Parisaligned pathway
Accurate measure and reduction of methane emissions

Alignment of capital expenditure with climate targets

OIL AND GAS INDUSTRY UNDER ESG SCRUTINY

E

None of the major targets the team assessed were
aligned with a 1.5°C scenario.

S

Just Transition policies still to be defined to minimise
negative impacts on workers and communities.

G

Lack of board oversight and executive remuneration
inconsistent with the delivery of emissions targets.

Alignment of incentive plan with energy transition

Protection and restoration of biodiversity and ecosystems

Target inconsistencies in trade associations

Source: MSIM GBaR team.

The team believes successful engagement with the energy
industry should have an outsized effect on addressing the
climate crises, as the use of oil and gas accounts for over 50%
of global greenhouse gas (GHG) emissions associated with
energy consumption. As the major source of global emissions,

the energy sector therefore holds the key to responding to
the world’s climate challenge. To limit global warming and
prevent the negative effects to our environment, society and
economy, it is crucial that we transition away from fossil fuels
production and towards cleaner sources of energy.

MORGAN STANLEY INVESTMENT MANAGEMENT
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After performing this top-down research, the team
carried out the same intensive, materiality-linked,
bottom-up research that is typical for our thematic
engagement process.
The team designed a proprietary framework, leveraging
company reported and third-party data sources. The
framework allows the team to assess, prioritise and track

each individual target by translating the quantitative and
qualitative data into standardised and comparable rankings.
The standardised scoring enables us to identify leading
and lagging companies. Given our belief that quality
engagement takes time, the methodology allows us to
track the improvement or deterioration of the companies’
practices on the defined sub-themes in Step 1.

DISPLAY 5

Design of the Engagement Framework Tool
STEP 1
ENGAGEMENT
FRAMEWORK

STEP 2
ENGAGEMENT
PRIORITY

• Five material
engagement themes:
– Decarbonisation
– Energy Transition
– Climate Governance
– Lobbying and
Political influence
– Biodiversity and
Physical Risks
• 55 qualitative and
quantitative data
points to cover.

• Check of our portfolio
exposure to oil and gas
companies.
• Combination of external
data to determine leaders
and laggards.

STEP 3
COMPANY-SPECIFIC
DEEP DIVE

STEP 4
ENGAGEMENT AND
TRACKING

• Based on publicly available
data (Annual Reports,
Sustainability Reports,
10-K forms).
• Aims to answer to the 55
data points.
• Translation of our
qualitative assessment into
a proprietary score.

• Design of the Company’s
Specific Questionnaire based
on our recommendations to
the objectives.

Score

1.1

1

Yes

0.75

X

1.2

1.3

Yes & Yes & covers
achieves
all scope
net-zero 3 emissions
X

X

Our Recommendations
1. Adopt longer-term targets
2. Consider scope 3 emissions
3. Consider using more progressive
scenarios and carbon pricing
4. Align incentive plan
5. Clarify CCS/neg emissions use
6. Address inconsistencies in trade
associations

This represents how the portfolio management team generally implements its investment process under normal market conditions. Source: MSIM’s GBaR team.
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DISPLAY 6

Standardised Scoring to Identify Leaders and Laggards
FINAL
SCORE

SUB-SCORES

Decarbonisation

Energy
Transition

Company Climate
Governance

Lobbying and
Political Influence

Biodiversity and
Physical Risks

Laggard 1

19.80%

32.76%

6.67%

11.67%

8.33%

38.33%

Laggard 2

30.20%

10.34%

20.83%

28.33%

33.33%

86.67%

Laggard 3

29.70%

27.59%

19.17%

26.67%

45.83%

45.00%

Laggard 4

41.58%

46.55%

25.83%

41.67%

33.33%

70.00%

Laggard 5

69.80%

75.86%

60.83%

60.00%

62.50%

91.67%

Laggard 6

60.15%

79.31%

52.50%

68.33%

25.00%

61.67%

Laggard 7

69.31%

81.03%

50.00%

80.00%

79.17%

66.67%

Laggard 8

65.35%

82.76%

52.50%

76.67%

45.83%

61.67%

This represents how the portfolio management team generally implements its investment process under normal market conditions. This is provided
for illustrative purposes only. ESG ratings are relative and subjective and are not absolute standards of quality. Ratings apply only to portfolio
holdings and do not remove the risk of loss.

Individual Case Studies
GBaR’s multidimensional approach towards stewardship
focuses on thematic issues at our investee companies
that we believe are not only material risks to returns, but
also offer opportunities to contribute meaningfully to
environmental and social challenges.
Throughout 2021, the GBaR team engaged on thematic
research-driven, sustainability-related topics on 16 occasions.
Around 10% of GBaR’s engagement strategies are
collaborative efforts with other MSIM investment teams.

We have provided some examples of our
engagements below:
ENERGY TRANSITION ENGAGEMENT THEME—
OIL AND GAS INDUSTRY

As described above, the team has initiated a long-term
engagement programme in the oil and gas industry,
engaging with eight global oil and gas companies in recent
months, advocating for a more rapid change to current
policies. While we are starting to see results, we plan to
maintain an active conversation.

MORGAN STANLEY INVESTMENT MANAGEMENT
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CASE STUDY 1: EUROPEAN OIL AND GAS 

Issues covered: Decarbonisation, methane, lobbying, disclosure and verification
The team engaged with a European oil company on its energy transition plans and spoke with various senior members of the firm
to better understand how the company has been navigating their energy transition. While we had identified numerous positive
initiatives, we were concerned that their plan was not aligned with Paris-aligned projections. Notably, we encouraged the company
to expand the emissions considered by their decarbonisation plan, to include all downstream emissions. We also encouraged them
to step up their ambitions by setting more progressive decarbonisation targets and increasing investment in low-carbon solutions.
The company is hesitant to include all downstream emissions, preferring to exclude downstream refining emissions. However,
we believe given the company’s downstream tilted business, it is important for them to include all of these. In not doing so, the
percentage of emissions covered in their plan is arguably the most narrow of the European peer group, according to our analysis.
Additionally, we expressed concerns over large methane emissions at an operated field. We urged the company to step up its
ambition and set more stretching shorter-term, carbon-reduction goals while dedicating more capital expenditure (capex) to
energy transition activities and at the same time, reducing capex on exploration. The company was receptive to our suggestions
and advised they would consider our recommendations.
Finally, we expressed concern and requested that the company commit to assessing counterparty sustainability policies in their
due diligence processes when disposing of a carbon-intensive asset. The GBaR team’s concerns stemmed from our analysis,
which found that the acquirer of the company’s assets had extremely poor environmental policies. We were pleased that the
company agreed on the importance of this assessment and committed to do better in the future.
We subsequently attended the company’s strategy day where they announced a significant increase in investment towards lowcarbon solutions and updated, more progressive decarbonisation targets. While we are pleased with this progress, we are still
concerned that not all emissions are being considered by the company, and we will follow up in the coming months.

CASE STUDY 2: U.S. OIL AND GAS 

Issues covered: Decarbonisation, disclosure and verification, lobbying, corporate governance
In another case, alongside the firm’s global head of stewardship, the team led a collaborative engagement with a large U.S.based, integrated oil and gas company. The team met with senior members of staff and board leaders, including the corporate
secretary, general manager of ESG and sustainability, lead independent director and chair of the audit committee. Throughout
the meeting, MSIM raised a number of concerns with the company, including their responsiveness to recently passed
shareholder proposals around scope 3 disclosure. While we acknowledged the difficulty in measuring and reporting scope 3
emissions, we underlined its importance in investors’ assessments of the sustainability of oil and gas companies.
In October 2021, the company announced its aspiration to achieve net-zero operational (scopes 1 and 2 emissions) by 2050 and
a 5% carbon intensity reduction plan for 2028 vs. 2016 baseline. The team cautioned the company on what we perceived to be
a lack of ambition in their decarbonisation plan, especially when short-term targets were compared to peers’. We requested the
company formulate more aggressive shorter-term targets and suggested the use of science-based targets. While the company
believe their approach was the right one for them, they will continue to consider the best path for net-zero by 2050 for their
operational emissions.
Additionally, we pressed the firm on their lobbying practices and disclosures, questioning their position as a member of a number
of industry associations with questionable climate change stances. While we agreed there may be some merit in remaining a
member and pushing for higher standards, particularly on climate, we warned that without demonstrating this position, their
continued membership of those industry associations with some of the worst stances on climate change, might be an implicit
endorsement of some of their policies, especially when they diverge from what the company might consider acceptable.
While the company has since reiterated their targets, they have not stepped up their ambition. Throughout 2022, we aim to
continue to discuss with the company their decarbonisation strategy.

10
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DECARBONISATION ENGAGEMENT THEME—UTILITIES
CASE STUDY 3: UTILITIES 

Issues covered: Decarbonisation, coal, disclosure and verification, Just Transition, lobbying
As reflected in our previous case studies, the team firmly believes that the increasing emphasis on decarbonisation globally will
have profound effects on the most exposed sectors. To adapt, companies will need to transition their businesses away from carbonintensive activities towards greener, lower-carbon processes. Nowhere is this more critical than in the utilities sector, which is
responsible for almost 32% of global GHG emissions,4 a figure that is only likely to grow as the world electrifies. As a result, utilities is
one of the sectors most exposed to carbon pricing risk, making their transition plans an integral part of their value proposition.
Since 2020, the team has engaged regularly with a number of utility companies across Europe and the U.S., to encourage
a more ambitious decarbonisation plan. Typically, our engagement has focused on prioritising renewables over gas in the
transition from coal. We have also focused on encouraging a step up in their near-term ambition to align their generation
portfolios sooner with a net-zero pathway.
We met with staff directly responsible for the decarbonisation strategies, as well as with some members of investor relations.
Given the scope and scale of this challenge, we intend to engage with the company over a number of years. However, on
following up with our target companies, we are already pleased with their increasing awareness and prioritisation of the energy
transition. Through dialogue with the companies, we have confirmed our research findings that, not only do renewables provide
lower-carbon electricity, but they are also an increasingly cheaper option compared to coal, and even gas. However, power
generation is a highly complex and regulated industry, and we have come to understand the challenges in forcing all coal out
of the electricity grid. These challenges are not associated with renewable energy’s shortfalls (intermittency for example), but
also related to regulatory requirements to maintain plants, issues around the Just Transition, and energy security.
We will continue to work with our target companies to support them in transitioning their businesses. We believe those that
can decarbonise their portfolios in an efficient manner can reduce their carbon pricing risk, and over the long term, the market
may reward utility companies that transition away from fossil fuel generation.
WATER STEWARDSHIP ENGAGEMENT THEME
CASE STUDY 4: METALS AND MINING 

Issues covered: Water usage, community relations, physical risks of climate change, executive remuneration,
corporate governance
Starting in 2019, the team carried out a cross-sector engagement on water usage and management in highly exposed sectors,
including brewers, metals and mining, and semiconductors. Our thematic research identified concerns around the material
effects of a significant decline in the quality and quantity of fresh water available to companies in our portfolios. Additionally,
the potential resultant water crises related to over-extraction by these companies could result in harmful effects on human
health and/or economic activity, such as agriculture.
The team initiated engagement with a global mining company in 2019 and continued to follow up through Q4 2021 on issues such as
community relations and water security. Previously, we raised concerns that the rollout of water standards at a contentious waterstressed site had to be done delicately, as water played such a key role in the community tensions associated with the development
of the site. We believed that a lack of action could hinder their license to operate. The team urged the company to continue to release
water key performance indicators (KPIs) to allow investors to track progress. In our most recent engagement, the company confirmed
they had completed the rollout of water standards and entered into a 30-year water agreement with the affected community. We
were pleased that the company continues to engage with the local community and discloses information to investors to allow us to
monitor the situation. We recommended that the company make their CEO responsible for water and to explicitly incorporate water
stewardship-related KPIs in their executive remuneration plan, on par with existing safety metrics. The company responded positively
and has promised it would look into this. We believe this suggestion should ensure water stewardship becomes a real strategic
imperative; therefore, we will continue to monitor the company’s corporate governance practices on this issue.

4

Source: Climate Watch, www.climatewatchdata.org/ghg-emissions based on raw data from IEA (2020)
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COVID-19 WORKFORCE ENGAGEMENT THEME
CASE STUDY 5: RETAIL 

Issues covered: Health and safety, human capital management, executive remuneration, plastic use,
decarbonisation
The team engaged with a large food retailer in the U.K. regarding human capital management in the context of COVID-19 and
executive remuneration.
As lockdowns spread globally in response to the COVID-19 pandemic, we became increasingly concerned with making sure that our
portfolio companies reacted responsibly. We initiated a COVID-19 outreach effort with the companies that, through our bottom-up
research, we identified as concerns.
In this example, the team was encouraged to learn that frontline employees received additional short-term financial support during
the peak of COVID-19 in 2020, as well as nonfinancial support in 2021 (including increased hygiene measures, additional temporary
sick leave, access to mental health support, etc.). Such measures were supported by the company’s strong balance sheet and
significant revenue streams from online shopping. However, the investment team was concerned that the company laid off 45,000
temporary workers, despite their rationale that new roles were created later to support the online business.
With respect to executive remuneration, the team urged the company to incorporate ESG metrics into their compensation plans to
better align executive remuneration with sustainability priorities. The investment team recommended a reduction in the weighting
given to earnings per share (EPS) in the company’s long-term incentive plans (LTIP). Though the company stated there will not be
significant changes in executive compensation this year, given the onboarding of the new CEO, they assured us that compensation
plans will be more focused on ESG metrics in future. The company responded positively to the GBaR team’s recommendation
to reduce the weighting given to EPS in favour of operational and transitional metrics in the LTIP, and would raise this with the
compensation committee.
Additionally, we obtained more colour regarding the company’s increase in its use of plastics during COVID-19, thus impacting overall
packaging, food-waste and emissions reduction aspirations. Though the company committed to Science-Based Targets initiative (SBTi)
scopes 1 and 2 net zero reductions, we raised concerns that scope 3 emissions were not captured and needed to be accounted for. The
company agreed to review how they could expand scope 3 emissions reporting outside agricultural/production segments.
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Proxy Voting

Statistics

We see proxy voting as an integral component of our
normal monitoring and engagement activity. We seek to
exercise voting rights on 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.5

MORGAN STANLEY FUNDS (UK) GLOBAL BALANCED
SUSTAINABLE FUND

MSIM votes proxies in a prudent and diligent manner and
in the best interests 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 provider, we are
in no way obligated to follow such recommendations. The
investment teams vote all proxies based on MSIM’s proxy
voting policies and again, in the best interests of each client.
We continue to promote good corporate governance
and high ESG standards, voting in favour of 71% of ESGrelated shareholder proposals in 2021.

MEETING OVERVIEW
CATEGORY NUMBER PERCENTAGE

Number of votable meetings

136

Number of meetings voted

135 (99.26%)

Number of meetings with at least one vote
against, withhold or abstain

59 (43.38%)

BALLOT OVERVIEW
CATEGORY NUMBER PERCENTAGE

Number of votable ballots

136

Number of ballots voted

135

DISPLAY 7

Vote Intention Versus Management Recommendation
● Votes With

Management
● Votes Against
Management

Vote Cast on Shareholder Proposals

90.88%

● For

29%
71%

● Against

9.12%

Appendix
PROPOSAL OVERVIEW
CATEGORY

NUMBER

%

Number of votable items

1,249

100%

Number of items voted

1,239

99.20%

Number of votes with policy

Number of votes for

1,130

91.20%

Number of votes against policy

Number of votes against

107

8.64%

Number of votes abstain

2

0.160%

5

CATEGORY

Number of votes on Say on Pay

Number of votes with management
Number of votes against management

NUMBER

%

42

3.39%

1,188

95.88%

51

0.412%

1,126

90.88%

113

9.12%

www.morganstanley.com/im/publication/resources/proxyvotingpolicy_msim_en.pdf
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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.

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

14

STEWARDSHIP REPORT 2021

|

APRIL 2022

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.
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