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From our Leadership
MSIM has long supported the principles of the UK Stewardship Code as a signatory since 2010.
Stewardship activities are integral to the role of active investors, who proactively discover and respond to
a full range of topics that affect the long-term value of a business or asset, including strategy, capital
structure, operational performance and delivery, risk management, pay, sustainability matters and
corporate governance. We view effective management of stewardship and sustainability issues as a core
component of our business strategy and continue to evolve our philosophy, as we believe it is fundamental
to the long-term success of our organization and our ability to deliver value for our clients.
MSIM’s approach to stewardship is driven by our investment teams and differentiated across strategies
and asset classes. We have also established the appropriate governance systems, risk management and
controls to support our stewardship activities across our business.
Our ability to deliver value for our clients rests on the talent of our employees who bring the benefits of
their diverse experiences and perspectives to their work. We are committed to building a workplace that
is inclusive of diverse perspectives and that recognizes the value of diversity in driving innovation and
shared success with our clients. In 2020/2021, MSIM accelerated its progress on diversity and inclusion
with focused support from senior leaders and new employee programs.
This report highlights our approach to, and progress on, integrating stewardship activities within our
investment processes and workplace. It provides in-depth examples of how our investment teams are
acting as good stewards of clients’ capital. We are pleased to share our 2021 UK Stewardship Report
and look forward to continuing to deliver this value to our clients in 2021 and beyond.

Ruairi O'Healai
EMEA COO at Morgan Stanley Investment Management & CEO at Morgan Stanley Investment
Management Ltd.
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Please note that this Stewardship Report relates to the reporting period of 1 July 2020 – 30 June 2021 only. MSIM’s organisational
structures, governance, policies and practices described in this report may evolve and change over time as we continue to
enhance our approach to stewardship and sustainability, as well as our control framework generally (having regard to
considerations such as changing regulatory expectations, best practice, stewardship priorities and client feedback, among others).

Disclaimers
Morgan Stanley is the parent company of Morgan Stanley Investment Management Inc. and its affiliates. References to “Morgan Stanley” in this
document refer to the parent company, not to Morgan Stanley Investment Management Inc. In some instances, Morgan Stanley Investment
Management Inc. may leverage or be a part of Morgan Stanley’s processes and/or initiatives related to sustainable investing.
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Section 1: Purpose and Governance
Principle 1: Purpose, Strategy and Culture

Signatories’ purpose, investment beliefs, strategy, and culture enable stewardship that creates long-term
value for clients and beneficiaries, leading to sustainable benefits for the economy, the environment and
society
Overview

Morgan Stanley Investment Management (“MSIM”) is a global investment manager delivering innovative investment
solutions across public and private markets worldwide. 1 MSIM has been creating value for its clients for over 40 years
and operates in 28 countries. With the recent acquisition of Eaton Vance (“EV”), which is in the process of being
integrated with the broader MSIM framework, MSIM currently has $1.5 trillion in assets under management (“AUM”)2 as
of 30 June 2021.
MSIM has a decentralised approach towards investment management, consisting of independent public and private
markets investment teams and asset class platforms. Each investment team has a unique talent pool of experienced
professionals, and dedicated resources focused on a specific investment discipline, including corresponding
sustainability, stewardship and engagement approaches. As set out below, our investment teams are organised by
capability into the following four categories 3: High Conviction Equities, Active Fixed Income & Liquidity, Alternative
Investments and Custom Solutions.
It is our unique business that differentiates MSIM from competitors, specifically in global reach, experience, and
reputation for providing customised solutions to clients. By creating a culture that fosters investment diversity,
innovation and independent thought, we seek to generate sustainable, superior returns for clients over the long term
– demonstrated in our investment strategies that span the risk/return spectrum across geographies, investment styles
and asset classes.
Stewardship efforts at MSIM are accordingly led by investment teams on a decentralised basis, and stewardship
priorities and actions adopted may vary across investment teams depending on multiple factors such as the
objectives of the strategy, asset class and investment time horizon, as well as the research, portfolio construction,
philosophy and process used by that team. The investment teams will, however, be guided by, and operate in
accordance with, the broader stewardship, sustainability, risk management and operating framework that MSIM has
established at an organisational level (in particular, MSIM’s Engagement and Stewardship Principles and the
Sustainable Investing Policy described below), that is headed by MSIM’s Sustainability Council. We believe that this
model delivers better outcomes for clients, investees and markets, as each investment team will be best placed to
determine the stewardship and engagement efforts that will be effective in delivering increased and long-term value
for its investment strategies and clients.
This report sets out how MSIM approaches and drives stewardship at both an organisational and investment team
level.

Our Purpose
Client-Centric
As a client-centric organisation, our purpose is to provide investment and risk management solutions to a wide range
of investors and institutions, including corporations, pension plans, intermediaries, sovereign wealth funds, central
banks, endowments and foundations, governments and consultant partners worldwide. The manner in which MSIM’s
purpose has guided our stewardship approach and efforts is more fully detailed under Principle 7 and Principle 9.

1

Morgan Stanley is the parent company of MSIM. References to “Morgan Stanley” or the “Firm” in this Policy refer to the parent company and
its consolidated subsidiaries, including MSIM. In some instances, MSIM may leverage or be a part of Morgan Stanley’s processes and/or
initiatives related to Sustainable Investing.
2 Assets under management includes all discretionary and non-discretionary assets of Morgan Stanley Investment Management 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 feeearning 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.
3 For the purposes of AUM consolidation, Eaton Vance AUM (including its four investment brands – EV Management, Calvert Research and
Management, Parametric Portfolio Associates and Atlanta Capital) has been included within our asset class categories.
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MSIM is the asset management division of Morgan Stanley, a global financial services provider, that partners with
clients and stakeholders to mobilise capital at scale to tackle global sustainability challenges, including climate
change and inequality. Morgan Stanley is deeply committed to delivering long-term value for clients and shareholders
in ways that also benefit the environment and society. With the support of Morgan Stanley’s global resources, MSIM
offers clients personalised investment solutions, including the intelligence and creativity of some of the brightest
professionals in the industry.
With 1,103 investment professionals worldwide, and 54 offices in 28 countries as of 30 June 2021, MSIM is able to
provide in-depth local knowledge and expertise while channeling the strength of our global presence and resources.
Innovative Investment Solutions
We have a proven ability to translate information into creative and original solutions for investors. At the centre of this
process are our independent teams of portfolio managers, researchers, traders and specialists. These experienced
individuals excel at looking beyond the status quo. They thrive on defining new frontiers in investment management,
leading the initiative to add value through ground-breaking strategies. They are drawn to our corporate culture of
empowerment and accountability, which requires that they do their best for our clients.
Commitment to Sustainability
In March this year, MSIM created a Sustainable Investing Policy (“SI policy”) replacing the previous MSIM
Environmental, Social and Governance (“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.
As noted previously, 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, as well as 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. 4
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:
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: 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; and
3) Sustainable Investing Solutions: providing our clients with investment solutions that are aligned with their
returns objectives alongside their sustainability preferences and needs.

Our Culture and Business Principles

At MSIM, we believe that long-term and enduring success lies in having a strong culture and talented employees
who live our values. Our culture guides our employees, and our five core values inform everything we do:
1)
2)
3)
4)
5)

Do the Right Thing;
Put Clients First;
Lead with Exceptional Ideas;
Commit to Diversity & Inclusion; and
Give Back.

Some investment strategies do not integrate ESG where it is not currently feasible or appropriate to do so (e.g. passive investment strategies,
certain asset allocation strategies, or where requested by clients).
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Maintaining a strong employee culture is the focus of our Firm Culture, Values and Conduct Committee, which is
made up of senior managers from across the Firm with oversight from the Board of Directors.
The fair treatment of customers is central to our Firm culture. Our business principles are: to put clients first – to act
in our clients’ best, long-term interests and to build their trust while we build our franchise. Our Code of Conduct is
central to this programme – establishing standards of behaviour and ethical codes of conduct that all new hires, and
every employee annually, are required to certify that they understand and will follow. In most circumstances, our Firm
strives to set higher standards of conduct than the minimum imposed by law or our regulators.
MSIM provides support and mentoring for development through various means, including classroom and online
training sessions, learning lunches with prominent internal and external business leaders, guest speaker
presentations, networking and diversity groups. We believe that a supportive and entrepreneurial environment,
combined with the Firm’s global resources, makes employment at MSIM an attractive long-term choice for talented
investors, and for all our employees – which, ultimately, makes MSIM an attractive long-term choice for clients as
well. Please see Principles 2, 5, 6, 7 and 9 in particular for details on how we have embedded these core values in
the resourcing of our stewardship function, our engagement priorities and actions.

MSIM’s Approach to Stewardship, Engagement and Sustainable Investing

We understand stewardship to involve the responsible allocation, management and oversight of managed assets,
with a view to creating long-term value for clients and promoting sustainability within financial markets, societies and
the world. We therefore consider stewardship to be relevant across the investment cycle, from pre-investment due
diligence to post-investment monitoring, engagement and exercise of investment rights. In our view, stewardship and
ESG / sustainable investing go hand in hand – by holding ourselves and our investees to account on a broad
spectrum of environmental, social and governance factors, we are able to generate sustainable long-term growth for
our clients, the markets and the regions in which we operate.
Although MSIM consists of independent investment teams that deploy team-specific stewardship, engagement and
sustainability practices tailored to their corresponding investment strategies, our investment beliefs, strategy and
culture are collectively guided by the seven key principles laid out in our Sustainable Investing Policy, which outlines
our approach to stewardship and sustainable investing:
1) Governance: We maintain internal governance structures and resources that work to advance Sustainable
Investing across our business activities;
2) ESG Integration: We are committed to considering and incorporating material ESG issues (including both risks
and opportunities) when evaluating investment opportunities across both public and private markets;
3) Sustainable Funds: Beyond ESG integration, we are committed to providing clients with investment solutions
that provide intentional exposure to sustainability as an investment theme or themes;
4) Stewardship, Engagement and Voting: We seek to encourage and partner with our portfolio companies during
the period of ownership of their securities to improve both financial and sustainability performance;
5) Advocacy and Collaboration: Where relevant, we seek to collaborate with industry peers and standard-setting
organisations and to participate in public policy engagements to advance Sustainable Investing practices;
6) Ongoing Training: We recognise that the impact of sustainability factors on the economy and our investments
and assets is rapidly evolving. As such, we are committed to a culture of ongoing learning and improvement
through our training programmes; and
7) Reporting and Transparency: We foster transparency by providing our stakeholders with the appropriate level
of information on sustainability.
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Engagement as Active Investors and Owners

As active investors and active owners, we believe that we have a duty to be good stewards of our clients’ capital. 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 produces attractive returns
for our clients over the long-term. Our approach to Stewardship and Sustainable Investing across asset classes is
described in greater detail under Principle 7 and Principle 9.

Our Investment Beliefs

Our investment teams’ beliefs are guided by our MSIM/Firm purpose and core values (as outlined above), as well as
our clients’ best interests and their stewardship needs (please see Principle 6). Accordingly, our investment teams
generally share certain overarching investment beliefs including the following:
• Risks are necessary to achieve return but must be appropriately managed, hedged or diversified;
• Investing responsibly and engaging as long-term owners reduces risks and may positively impact returns
over time;
• Engagement is generally more effective in driving change and delivering better outcomes than divestment;
and
• Thoughtful consideration of material ESG factors and risks (as appropriate to specific MSIM investment
strategies and asset classes) is an important aspect of active investment management.
We consider these overarching investment beliefs to be aligned with our core values, client-centric purpose,
commitment to sustainability and duty as long-term active owners to be good stewards of the capital we manage.
That being said, due to the nature of our independent investment teams, MSIM does not have centralised investment
beliefs across asset classes and strategies; rather, each of our investment teams has its own investment philosophies
and strategies in managing client assets, which make up our diversified product platform. We believe in individuality
and encourage diverse investment opinions, hence our stewardship strategies and implementation are not
homogenous. As noted previously, we believe that this approach drives better outcomes for investors, as the
investment teams directly responsible for managing their assets and strategies will be able to set, follow and deliver
on investment beliefs that are appropriately tailored to corresponding client interests, strategies and the capital they
manage.
Examples of our investment teams’ diverse beliefs and philosophies, which guide their corresponding desired
investment outcomes, are set out below:
High Conviction Equities
International Equity
For over 20 years the International Equity team’s investment philosophy for the global strategies it manages has
been to own high-quality companies with the potential to successfully compound over the long term. These
companies compound by steadily growing while sustaining their high returns on operating capital. The team views
long-term, portfolio manager-led engagement as a critical underpinning to an active investment process. A core belief
is that engagement is a marathon and not a sprint. Accordingly, International Equity’s engagement approach is
aligned to this long-term investment approach, with the aim of delivering better outcomes for investors and investee
companies.
The International Equity investment team also believes that it is important to integrate ESG analysis into the
investment process, and looks to focus explicitly on material ESG risks and opportunities and their effect on the
sustainability of future returns on operating capital. This is based on the team’s conviction that companies with
sustainably high long-term returns on operating capital should outperform the market. Good governance and the
ability to lead the way on social and environmental issues can also be a positive force for company success. The
team’s Head of ESG Research leads its ESG integration/development, co-ordinates thematic research and the
assessment of ESG trends across portfolios.
Counterpoint Global
At Counterpoint Global, a key investment belief is that investing for the long-term aligns with interests of long-term
shareholders, which often means focusing on disruption and sustainability themes. Accordingly, the team takes a
long-term oriented approach to investing, which focuses on identifying differentiated insights on multi-year
opportunities. Investments are made in unique companies whose market value can increase significantly for
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underlying fundamental reasons. As a result, the team’s portfolios are typically concentrated and differentiated from
their benchmarks.
Environmental awareness and social responsibility underpin this investment philosophy, and the team believes that
innovative companies can use sustainability initiatives and programmes to differentiate their franchises in the
marketplace. The team’s Sustainability Researchers, together with Disruptive Change Researchers, Consilient
Researchers and investors within Counterpoint Global that cover different companies, are responsible for
sustainability research for respective investments. In this way, the team is able to leverage each member’s expertise
to identify opportunities and risks presented by environmental and social trends.
Global Emerging Market Equity
The Global Emerging Market Equity team’s investment philosophy is to look for company management teams in
quality businesses that understand long-term environmental, social, and governmental trends, and integrate these
considerations into their strategies. The winning companies, in the team’s view, anticipate opportunities to cut costs,
develop new products, and improve brand image.
The investment team considers that ESG issues are a major challenge for Emerging Markets but also provide
opportunities that add value to companies that know how to manage risks and challenges. The team’s ESG Steering
Committee brings its highly experienced team together to help facilitate deeper integration of ESG issues in the
investment process – targeting investments in companies that are authentically anticipating and addressing ESG
issues where relevant.
When identifying and evaluating stocks for strategies, Global Emerging Market Equity portfolio managers place a
great deal of emphasis on clear avenues of growth for the company and the quality of the management team. The
team’s integrated process applies ESG as a framework to deepen its analysis and understanding of how ESG issues
can both create contingent risks and new opportunities for value creation.
Active Fixed Income & Liquidity
The Active Fixed Income team’s investment philosophy is to act as a fundamental value investor, by aiming to
outperform the selected benchmark over a full market cycle of three to five years through active management
positioning. The team’s approach to investing is a medium/long-term, value driven strategy. The team is most likely
to take significant active positions when fixed income markets imply extreme forecasts or are away from reasonable
levels. Because their approach to investing is based on long-term value signals, underperformance may occur when
there are fluctuations in bond prices resulting from sudden or short-term swings in market sentiment.
The team’s underlying Fixed Income ESG philosophy is that ESG factors have the ability to impact the fundamental
risk of a bond and, in turn, its price and liquidity. Accordingly, all Fixed Income research analysts across credit, rates,
emerging markets and securitised teams are responsible for integrating ESG considerations into their analysis.
The Liquidity investment team takes a conservative investment approach, balancing the desire for capital
preservation with attractive levels of income, allowing investors to realise an efficient cash investment portfolio. This
involves active management of interest rate risk and opportunistic, but defensive portfolio management strategy and
structure. The team’s liquidity solutions are underpinned by rigorous and independent credit and risk process,
focusing on high levels of weekly liquidity and structuring portfolios to minimise interest rate risk that could arise from
future interest rate movements. As a result of this, the Liquidity team has a short-term investment horizon of around
one year or less. The focus on capital preservation is implemented through a rigorous approach to managing and
mitigating headline and tail risk, which includes sustainability-related risks, and which therefore may imply that the
Liquidity team may not invest in certain sectors.
To support both the Active Fixed Income and Liquidity teams, a dedicated Sustainable Investing team sits within
Fixed Income & Liquidity, led by the Head of Fixed Income Sustainable Investing, who has a dual role as the Head
of Global Sustainability for Investment Management. The Fixed Income Sustainable Investing team works as an
integral part of the investment team, maintaining daily dialogue with Credit Analysts and Portfolio Managers to assess
the ESG characteristics of investments, providing specialist sustainability perspectives on sector allocation and the
security selection process both for regular portfolios and sustainable funds/strategies.
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Alternative Investments
Private Credit & Equity (“PC&E”)
The PC&E business focuses on providing private capital predominantly to middle-market companies. Investments
range from minority equity stakes in growth businesses to majority control of more mature companies. In general,
PC&E’s investment philosophy is to look to make investments in high-quality businesses that are leading players in
their industries and have significant growth potential. The team believes in the value of working with founders and
management teams that are looking to grow to the next level of size and sophistication.
A key investment belief of the PC&E business is that ESG risks and opportunities should be considered throughout
the investment lifecycle starting from the investment due diligence phase, where investment teams seek to identify
ESG risks and value drivers, and continuing through to the post-investment phase, where investment teams seek to
partner with investees to maximise ESG opportunities and value drivers where possible. Given the range of private
equity products on the platform, the varying levels of control, and different industries and sectors of focus, teams take
a tailored approach in considering ESG factors during the investment and ongoing monitoring process.
For example, within the PC&E business, the AIP Private Markets team manages an over $1.4 billion Impact Investing
platform that was launched in 2014 in partnership with the Morgan Stanley Institute for Sustainable Investing. The
globally diversified private markets platform seeks to drive positive social and environmental impact by providing
access to a diversified portfolio of private equity investments and innovative client solutions within less-efficient areas
of the private markets, which because of size, complexity or time-sensitive nature, may be overlooked or avoided by
other market participants. The development of the AIP Private Markets team’s Impact strategy underscores the
team’s creativity in seeking to achieve tailored objectives across over $15 billion in client assets, and more
specifically, through its robust customised platform.
Private Real Assets (Real Estate and Infrastructure)
The Private Real Assets group looks to deliver comprehensive Private Real Estate and Infrastructure solutions to our
partners and clients. The group believes in being patient, disciplined investors, committed to working with the best
operating partners in each market, seeking to generate strong risk-adjusted returns, and always putting clients first.
The group’s Head of Sustainability for Global Real Assets works alongside the private Infrastructure and Real Estate
investment teams to develop and execute sustainability strategies across North America, Europe and Asia.
The Morgan Stanley Real Estate Investing (“MSREI”) teams within the Private Real Assets group, aims to fulfil its
responsibility to advance sustainable practices throughout the portfolio while meeting the economic needs of clients.
The team endeavours to optimise the value of its funds while making decisions and investments that can have
positive impacts for communities, businesses, governments and the environment. MSREI manages assets within its
funds with the goal of enhancing value and reducing environmental impact.
Morgan Stanley Infrastructure Partners (“MSIP”) is a global leader in private infrastructure equity investing, targeting
assets that provide essential public goods and services primarily located in OECD countries, with the potential for
value creation through active management. The MSIP investment teams believe that efficient and well-functioning
infrastructure is hugely beneficial for society. Therefore, it is a privilege to be in a position to transform and improve
infrastructure assets while targeting attractive returns for investors. The investment teams are committed to
sustainability through an ESG approach which calls for active management of ESG issues throughout the investment
lifecycle for each asset. This includes ESG integration in due diligence, acquisition and 100-day plans – post-close
strategy and implementation, preparation for exit, and monitoring and improvement.
Global Listed Real Assets
Our Global Listed Real Assets business comprises of the Global Listed Real Estate and Global Listed Infrastructure
teams.
The Global Listed Real Estate team’s investment process utilises internal proprietary research to invest in public real
estate companies the team believes offer the best relative value relative to the companies’ underlying assets and
earnings. Strategies combine a bottom-up approach, assessing the intrinsic value, equity multiples and growth
prospects of each security, with top-down considerations that seek exposure across regions, countries and/or sectors
and integrate forecasted fundamental inflections, macroeconomic considerations, geopolitical and country risk
assessments, among other factors. Analysts assess real estate specific factors, broader equity factors, as well as
ESG factors in their fundamental bottom-up analysis. These factors are synthesised into valuation models, which are
explicitly adjusted for ESG based on a combination of our internal research and relative rankings from third-party
ESG providers, to arrive at an NAV, and equity multiple and forward growth rate for each issuer. This dual focus for
the identification of value allows the team to appreciate the going concern of the valuation of the company as well as
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the liquidation value of the tangible property portfolio, with a particular focus on assessing ESG risks and opportunities
which the team believes are extremely important in ultimately identifying real estate securities with the best total
expected returns.
The Global Listed Infrastructure team implements a value-oriented bottom-up driven investment process focused on
obtaining infrastructure exposure at the most attractive relative valuations and also has regard for ESG issues. The
team’s fundamental analysis includes review of public filings, with consideration of financial strength and prospects,
strategy, market potential, risks and liabilities, management quality, corporate governance, and ESG-specific
considerations. As value-oriented, bottom-up driven investors, the team’s investment perspective is that over the
medium and long-term, the key factor in determining the performance of infrastructure securities will be underlying
infrastructure values. In aiming to achieve core infrastructure exposure in a cost effective manner, the team invests
in equity securities of publicly listed infrastructure companies they believe offer the best value relative to underlying
infrastructure value. Key considerations in constructing and managing the portfolio include valuation of the underlying
portfolio holdings, diversification, and liquidity. Hence all else being equal (in particular, valuations), a company with
a focus on sustainability would be considered favourably.
Custom Solutions
Our Custom Solutions group comprises teams such as Global Balanced Risk Control, Outsourced CIO, Absolute
Return, Long-Oriented and Risk-Targeted strategies, all of which are mainly multi-asset or bespoke customised
investment solutions.
Global Balanced Risk Control (“GBaR”)
As one of the bespoke investment solutions team, the GBaR strategy follows a top-down global asset allocation
approach, managed within a clearly-defined, risk-controlled framework. The strategy aims to maximise returns over
time, while actively managing total portfolio risk, as the team seeks not only to participate in rising markets, but also
aims to mitigate the downside in more volatile markets. GBaR defines total portfolio risk in terms of volatility or valueat-risk (VaR). The team believes a well-diversified global portfolio, investing across equities, fixed income and cash,
and focused on systematic risks that we expect to be rewarded, is the best way to achieve the optimal return for risk
taken.
The GBaR process is both scalable and flexible. For example, portfolios are managed to a variety of risk targets.
This reflects the various requirements and levels of risk appetite of clients. The strategy is also highly flexible in its
asset allocation, enabling the portfolio managers to adjust positioning dynamically, to maintain a stable risk profile,
in line with agreed targets. A final level of flexibility comes in the team’s implementation of asset class exposures,
which can be achieved through a variety of instruments, again reflecting different client requirements and guidelines.
For example, the team may invest through portfolios of direct securities holdings, ETFs, or actively-managed mutual
funds. Alongside these instruments there is also use of derivatives, in a non-leveraged way, for efficient portfolio
management and hedging purposes. These are mainly equity index futures, FX forwards and CDS, with some use
of options in portfolios where this is allowed for hedging, or where the client has a specific income objective.
Given this theme of flexibility, the GBaR team manages portfolios which meet a variety of client needs, including:
• Risk-targeting GBaR multi-asset portfolios, run to client-specific risk criteria, including volatility and VaR
metrics;
• Income overlays on risk-controlled multi-asset portfolios;
• Environmental, Social and Governance (ESG)-tilted GBaR multi-asset portfolios, run to different risk targets.
In addition, we have developed an enhanced sustainable investment offering, including restriction screening,
integration, impact and engagement; and
• For European insurers, the team manages capital-efficient multi-asset portfolios.
Given the increasing importance of ESG-related risks factors, such as climate change, the team has a dedicated
sub-ESG group (comprising three of the 12 research analysts and portfolio managers who sit within the team), which
is led by the team’s Head of ESG Research.
Whatever the objective of a particular mandate, GBaR consistently follows the same asset allocation process that
the team has successfully applied to client portfolios since 2009, but tailored to client-specific requirements.
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Eaton Vance
Eaton Vance’s investment philosophy is grounded in the belief that the team needs to anticipate investors’ needs
rather than merely following industry trends. The Eaton Vance business consists of four investment brands through
which Eaton Vance offers active, passive, rules-based and responsible investing strategies that go beyond traditional,
mainstream strategies:
(i) Eaton Vance Management – offering fundamental active equity, income, alternative and multi-asset
strategies;
(ii) Calvert Research and Management (“Calvert”) – a global leader in responsible active equity, income,
alternative and multi-asset strategies;
(iii) Parametric Portfolio Associates (“Parametric”) – systematic investment strategies and custom portfolio
solutions built on a foundation of investment science; and
(iv) Atlanta Capital – actively managed high-quality U.S. stock and bond portfolio constructed using bottom-up
fundamental analysis.
Eaton Vance believes in taking a flexible and evolving approach to responsible investing. The teams work in close
collaboration with Calvert, a global ESG leader whose philosophy is taken from the viewpoint of a global responsible
investor, and the aim is to provide competitive returns for investors and drive positive change through their
investments and active engagement efforts. Calvert believes that most corporations deliver a net benefit to society,
through their products and services, creation of jobs and the sum of their behaviours.

Fulfilling Our Purpose and Furthering our Investment Beliefs Over the Next Three to Five Years

As a client-centric organisation, our purpose is to provide investment and risk management solutions to a wide range
of investors, incorporating investment innovation supported by our commitment to sustainability. Our plans over the
next three to five years focus on growth across all investment capabilities and all distribution channels.
At the centre of this is our integration with Eaton Vance, of which we completed acquisition on 1 March 2021, bringing
together two thriving organisations with distinctive and highly complementary strengths in investment management,
distribution, and client service. The combination further strengthens the innovative and highly relevant solutions we
deliver to clients, consultants, and business partners across the globe. In coming together, we build upon our shared
values – including unwavering commitment to investment talent and excellence, a diversity of perspectives and
differentiated value to clients – allowing us to deepen and strengthen the client relationships that are the foundation
of our business.
Given our belief that ESG factors are generally gaining increased significance as material contributors towards risk
mitigation and long-term investment returns, we expect to continue to expand the depth and breadth of our ESG
integration efforts. We aim to do this by deepening the level of integration within funds that already consider ESG
criteria and by expanding our suite of MSIM labelled ESG/sustainable products in collaboration with our clients to
help them meet their sustainable investing objectives. We also intend for ESG to increasingly become the key focus
point in our engagement and stewardship efforts. Our collaboration with Calvert Research and Management will
enable us to further enhance our ESG research and engagement capabilities, affording us the oportunity to develop
a sophisticated understanding of financial materiality and its impact on value creation over time.
Our competitive positioning is largely dependent on meeting client needs and the increasing demand for ESG-centric
investment solutions across key asset classes, and we continuously evaluate opportunities to round out our
capabilities, which we will obtain either through organic development or acquiring portfolio management talent that
can successfully work within our culture. However, our growth plans are never without consideration of managing
capacity and resources across investment strategies, to ensure that we are continually able to meet client
expectations and deliver high quality services.
From a distribution perspective, we are well-positioned in key markets around the globe. Our distribution strategy is
focused on partnering with institutional investors and intermediary clients. We aim to be a partner of choice in all
strategic markets.
We believe that our global presence, thought-leadership, and breadth of products and services enable us to partner
with our clients to design solutions that are both flexible and tailored to meet the ever-evolving challenges of today’s
financial markets.
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Our Effectiveness in Addressing Our Clients’ Needs

In assessing the effectiveness of how we have served the best interests of our clients, we have taken into account
inputs such as direct client feedback on our approach, the alignment of our stewardship and ESG priorities with client
/ investor priorities (again, based on client feedback) as well as the scale and growth of our varied investment
platforms (in particular, our Custom Solutions and Sustainable Investing platforms).

A key indicator of our effectiveness has been the continued development and growth of bespoke investment
solutions, custom portfolios, multi-asset class strategies and outcome-oriented accounts for clients. As of 30 June
2021, such strategies reflect more than $501 billion in AUM comprising one-third of our overall AUM. Our ability to
provide these types of investment solutions rests on the talent of our employees, who bring the benefit of diverse
backgrounds, experiences and perspectives. We deliver the best of our Firm – and the best results for clients – by
promoting a culture of inclusion and belonging where dedicated professionals collaborate and produce breakthrough
thinking.
Secondly, our effectiveness is also evident from the long-standing relationships we have with many of our key clients,
who have been invested in our strategies for decades – across different investment teams, either within a client
capacity or as co-investors, alongside our investment teams. Our top 10 oldest MSIM mandates date back to the
1980s, spanning our Fixed Income, Equity and Money Market strategies. This is testament to our client relationship
and fiduciary commitments, as well as our sustainability/stewardship alignment with client needs. Please see
Principle 6 for further details of our long-standing client relationships.
We believe that another measure of our effectiveness in serving our clients’ best interests is our focus on Diversity,
Equity and Inclusion, which is a key focus area for many of our clients and investors. Our efforts in this vein have led
to changes in the composition of our leadership team, including more diverse representation on the Firm’s Operating
and Management Committees as well as more women and people of colour advancing to senior roles. We have also
seen greater diversity at the junior levels due to our campus recruiting efforts.
Our Firm’s diversity efforts are led by our Chairman and CEO, James P. Gorman, and supported across the
organisation by a dedicated team led by Morgan Stanley’s Global Head of Diversity and Inclusion, Susan Reid, whose
centralised group ensures consistent best practices across our initiatives. In addition, each division across the Firm
has a dedicated Diversity Council (including MSIM), as well as a dedicated Diversity and Inclusion adviser, who
partners with members of senior management to help drive our representation and inclusivity efforts. Creating a
sense of inclusion and belonging is key not only to improving diverse representation across our company, but also
helping to ensure stronger work and results from all employees for the benefit of our clients.
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Principle 2: Governance, Resources and Incentives

Signatories’ governance, resources and incentives support stewardship
Governance Structures and Processes

We view effective management of stewardship and sustainability issues as a core component of our business
strategy and continue to evolve our philosophy as we believe it is fundamental to the long-term success of our
organisation and our ability to deliver value for our clients. We believe that a successful stewardship framework
requires committed leadership, a clear strategy and appropriate checks and balances to ensure overall accountability
and transparency.
To that end, we have established the appropriate governance systems, risk management and controls to support our
stewardship and sustainability agenda, outlined in our Sustainability Organisational Chart (Figure 2.1) below:
Figure 2.1: MSIM Sustainability Organisational Chart

MSIM Sustainability Council
At the top of our stewardship governance structure, our MSIM Sustainability Council is co-chaired by the Global Head
of Sustainability for Investment Management and Chief Responsible Investment Officer of Calvert Research and
Management. Recognising our independent investment teams structure, the Council consists of a group of
investment team leaders and senior, cross-functional business leaders including: (1) senior sponsors for MSIM’s
Sustainable Investing efforts – MSIM’s Vice Chairman and Head of Strategic Partnerships and the CIO and Co-Head
of Multi-Asset Solutions; as well as (2) senior management who are members of the MSIM Operating Committee
chaired and led by the Global Head of Investment Management and Co-Head of Firm Strategy and Execution.
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The Sustainability Council oversees and guides MSIM’s support for the sustainable investment strategies of each
investment business, including: promoting definitions and frameworks for Sustainable Investing and stewardship;
supporting the continued innovation of ESG products and solutions; championing Sustainable Investing across
MSIM’s staff and culture; and ensuring business readiness for evolving client/regulator demands. The Council is
responsible for the Sustainable Investing Policy and MSIM’s Engagement and Stewardship Principles which it
reviews at least annually to ensure that they accurately reflect the philosophy and processes that govern MSIM’s
sustainability and stewardship strategy.
MSIM Global Head of Sustainability
The Global Head of Sustainability for Investment Management leads MSIM’s sustainability strategy and governance
and the centralised Sustainability Team (please see Figure 2 below, under MSIM-wide Sustainability Expertise) that
supports all of MSIM’s global investment teams. The MSIM Global Head of Sustainability has 17 years of industry
experience and was previously the Head of Green & Sustainability Bond Origination for Morgan Stanley’s Global
Capital Markets group.
The Global Head of Sustainability for Investment Management co-reports to the MSIM Vice Chairman and Head of
Strategic Partnerships and to the CIO and Co-Head of Multi-Asset Solutions, the senior sponsors for MSIM’s
Sustainable Investing efforts on the MSIM Operating Committee.
Chief Responsible Investment Officer of Calvert Research and Management
The Chief Responsible Investment Officer of Calvert Research and Management is responsible for the continued
development of Calvert’s research, engagement and stewardship functions. The Chief Responsible Investment
Officer of Calvert was previously the Global Head of Sustainability for Investment Management and has 10 years of
industry experience.
The Chief Responsible Investment Officer of Calvert reports to the President and CEO of Calvert and the CIO and
Co-Head of MSIM Multi-Asset Solutions, and co-reports to the MSIM Vice Chairman and Head of Strategic
Partnerships.
Figure 2.2: MSIM-wide and Team-level Sustainability Expertise 5

MSIM Sustainability Team
Led by the Global Head of Sustainability for Investment Management, the MSIM Sustainability Team (Figure 2.2
above, under MSIM-wide Sustainability Expertise) acts as a centralised support resource for MSIM’s portfolio
managers, investment professionals and Sustainable Investing/ESG research specialists across our independent

5

MSIM Sustainability Team Chart, as of 30 June 2021. The Team-level Sustainability Expertise group is made up of a select group pf MSIM’s
Sustainable Investing Team Leads.
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investment platforms – who are responsible for devising appropriate stewardship and ESG policies for their
investment teams and strategies at industry, company and portfolio levels.
The MSIM Sustainability Team responsible for guiding MSIM’s collective sustainability business efforts and
governance processes, supporting and working with MSIM’s investment teams on enhancements to their stewardship
and ESG integration practices, on the launch of sustainable funds, and on advising clients on sustainability matters.
The team also helps to produce sustainability data, tools and research to support our investment teams. The team
partners with the Sustainable Investing leads on each of our investment teams to co-ordinate global Sustainable
Investing and stewardship initiatives.
The MSIM Sustainability Team also includes:
•

The Head of Sustainability Regulation and Policy for Investment Management – who leads strategic
projects to support MSIM’s transformation in this area, including implementing key regulatory and industry
ESG frameworks, representing MSIM in the related ESG-focused industry and developing MSIM’s approach
to key sustainability themes. The Head of Sustainability Regulation and Policy also chairs (with the support
of the Sustainability Team) the Sustainability Product and Regulatory Working Group described below.

•

The MSIM Global Stewardship Team – consisting of four stewardship analysts with an average of 11 years
of experience in corporate governance and proxy voting. The Global Stewardship Team co-ordinates our
stewardship and investee engagement agenda and activities alongside our investment teams, with help from
our proxy advisers (please see Principle 8 for further details). Investment teams may collaborate with the
Global Stewardship Team when undertaking engagements to utilise their expertise on broader industry
stewardship trends, amplify a sustainability message, and/or provide supplemental resources in approaching
specialist or systemic issues. Prior to engagement, the investment teams may work closely with the MSIM
Global Stewardship Team to assist in structuring engagement dialogues. The majority of engagements led
by the Global Stewardship Team focus on shareholder meetings and take place during proxy season.

Sustainable Investing Team Leads
It is the investment teams’ responsibility to define their approach to stewardship and ESG integration. Each of our
largest investment teams has appointed at least one dedicated Sustainable Investing/ESG research specialist to coordinate and support this work for that investment team (please see Principle 1 for further details in respect of specific
investment teams). We believe that this model helps drive accountability for stewardship and ESG integration at
investment team level, and ensures that each investment team is appropriately resourced and equipped to further its
stewardship priorities and efforts, in a manner that it considers would best serve its clients’ interests.
A key responsibility of these investment team specialists is to work with the portfolio managers in their respective
teams to help ensure strong ESG integration, in line with each team’s investment philosophy and strategy. Other
elements of the role include supporting investment staff in their stewardship efforts and to continuously enhance ESG
integration in investment processes through research, training, knowledge-sharing, helping define methodology and
resourcing for dedicated Sustainable Funds (where relevant), engagement with investee management teams, and
representing their asset class/team in client meetings, consultant meetings and other forums and groups as
necessary.
Proxy Review Committee
The Proxy Review Committee oversees MSIM's Equity Proxy Voting Policy and Procedures (“MSIM Proxy Voting
Policy”, which is updated annually), including vote execution and voting operations, record retention and conflicts of
interest in voting. The Proxy Review Committee consists of investment professionals who represent the different
investment teams and geographic locations of MSIM, and is chaired by the director of the Proxy Voting Team, who
reports to the Global Head of Sustainability of Investment Management. The Committee meets at least quarterly and
reviews and considers changes to the MSIM Proxy Voting Policy at least annually, with input from our MS Funds
Board. Portfolio managers and other members of investment staff play a key role in proxy voting, given that proxy
voting is an investment responsibility and impacts shareholder value and because portfolio managers have in-depth
knowledge of the companies and markets in which they invest. Please see Principle 3 for further details on the
activities performed by the committee, particularly with respect to the management of conflicts in the context of proxy
voting.
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ESG Technology Working Group
The ESG Technology Working Group is comprised of technology leads from MSIM and Calvert who work to define,
develop and integrate technology expertise, projects and proprietary ESG data programmes to support client needs
and the overall MSIM Sustainable Investing and stewardship strategy. This includes, and is not limited to, regulatory
and bespoke client ESG reporting solutions, ESG portfolio management and analytics, ESG research, and proxy
voting and engagement management tools. The ESG Technology Working Group reports to the Head of Global
Sustainability for Investment Management and the Chief Responsible Investment Officer of Calvert Research and
Management.
Sustainability Risk Management and Controls
We recognise that various sustainability factors can pose actual or potential material risks to our investments at the
individual asset and portfolio levels. The Investment Management Risk Committee (“IMRC”) is appointed by the Firm
Risk Committee (“FRC”) to assist in the oversight of MSIM’s risk management framework. The scope of this
Committee includes all risk types and MSIM businesses, including sustainability risks, market risks, credit risks and
other risks relevant to our investment management and stewardship approach. Within our Risk function, the Global
Risk and Analysis (“GRA”) team leads sustainability risk monitoring and analysis. Further details of how we manage
sustainability risks, in particular, are outlined in Principle 4 – Promoting Well-Functioning Markets.
The Sustainability Product and Regulatory Working Group
As noted above, this working group is chaired by the Head of Sustainability Regulation and Policy with support from
the Sustainability Team. This working group monitors and tracks global ESG legal/regulatory developments, including
the UK Financial Conduct Authority and the EU Sustainable Financial Disclosure Regulation (“SFDR”), and meets
with internal cross-functional teams, including Legal and Compliance, on a regular basis to co-ordinate and prioritise
resources to respond to ESG-related regulations and consultations.

How Our Governance Structure Promotes Effective Oversight and Accountability of Stewardship

Given our decentralised investment team-led approach to stewardship, we have structured our governance
framework (as summarised above) to ensure accountability and effective oversight of our stewardship efforts across
MSIM. In this regard, we have also taken steps to ensure that stewardship activities are appropriately resourced at
different levels in terms of headcount and seniority.
Investment Teams
As noted previously, each of the larger investment teams has appointed at least one dedicated Sustainable
Investing/ESG research lead to take accountability for and co-ordinate stewardship and sustainability efforts at the
investment team level. The stewardship and sustainability efforts of these investment teams are then supported by
the MSIM Sustainability Team and overseen by MSIM control functions on a day-to-day basis. The MSIM
Sustainability Team, in particular, provides centralised support to the investment teams and helps promote
consistency, transparency and accountability across our different investment platforms (having regard to MSIM’s
Sustainable Investing Policy and Engagement and Stewardship Principles) and, through the Global Stewardship
Team, helps in structuring engagement dialogues and co-ordinating the engagement agenda across MSIM, as
required.
Sustainability Team and Sustainability Council
The Sustainability Team (including our Stewardship team) is overseen by the MSIM Sustainability Council which, as
noted above, is made up of the most senior individuals from our investment teams and is co-chaired by the Global
Head of Sustainability for Investment Management (who is also the Global Head of Sustainable Investing for MSIM
Fixed Income and Liquidity) and Chief Responsible Investment Officer of Calvert Research and Management. This
composition helps ensure that stewardship and sustainability matters are effectively prioritised, co-ordinated and
overseen across our different business lines. The Sustainability Team will also provide reports and updates on
relevant stewardship and ESG matters to the boards of our regulated entities within EMEA.
Our Controls in Practice - New Product Approval
By way of practical example, when an investment team seeks to launch an ESG Integration fund or a Sustainable
Fund, the Sustainability Team and Risk will be the first stakeholders involved in the review process. The ESG features
and aims of the fund will be assessed as part of MSIM’s New Product Approval process, and a new internal workflow
that has been specifically developed for reviewing any product with sustainability characteristics. This review involves
various stakeholders across MSIM, who perform an independent assessment of the product from a sustainability
perspective before it is brought to market. Please see Figure 2.3 below for additional details on this review process:
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Figure 2.3: Workflow for Review of Sustainability Products

To illustrate further, once a product with sustainability characteristics has been approved by the New Product
Approval process and the workflow described above, our Portfolio Surveillance team will monitor ESG-related
investment guidelines throughout the mandate. Sentinel, our guideline compliance system, assists equity portfolio
managers in ensuring that trades are executed in compliance with client guidelines. The Sentinel system provides
pre- and post- trade account guideline assessments for all equity accounts. All investment guidelines, including ESGrelated investment guidelines, are coded in Sentinel to seek to ensure compliance with portfolio guidelines.
Systematic ex-post checks are performed to ensure that stocks meet the fund’s screening criteria and automated IT
systems prevent investment managers from investing in excluded stocks or those that do not meet positive screening
criteria.
Three Lines of Defence
Stewardship and engagement activities are also assessed and monitored in accordance with our MSIM-wide control
and monitoring frameworks. MSIM operates a “three lines of defence” model (First Line is our business unit, key
Second Lines of defence are MSIM Risk and Compliance and the Third Line is Internal Audit) to provide independent,
objective, and timely assurance about the effectiveness of the Firm’s risk, governance, and internal controls.
The MSIM Internal Audit coverage team is part of the Firm Internal Audit Department (“IAD”), which reports directly
to the Firm’s Board Audit Committee. Internal Audit is an independent and objective assurance function that is guided
by the philosophy of adding value by improving the Firm’s risk management, and helping the Board and executive
management protect the assets, reputation and sustainability of the Firm. IAD assists the Firm in achieving its
strategic and operational objectives by identifying and assessing risks facing the Firm and providing independent,
objective, and timely assurance to stakeholders about the effectiveness of the Firm’s risk management, internal
controls and governance processes. Additionally, IAD may provide forward-looking insights about risks and control
matters related to the Firm’s strategic agenda. In so doing, IAD provides perspectives to both Senior Management
and the Audit Committees for their consideration in discharging their legal, fiduciary and oversight responsibilities.
To fulfil its purpose, IAD maintains a professional staff with sufficient knowledge, skills, and experience to meet these
requirements.
IAD’s mandate is to evaluate the design, implementation and operating effectiveness of the system of internal control
across the Firm using a variety of tools and techniques at its disposal. Every activity (including outsourced activities)
and every entity of the Firm (including subsidiaries, affiliates and branches) are subject to IAD coverage. IAD identifies
and assesses key risks associated with the Firm’s products, services and activities (“auditable universe”) to inform
its coverage for the assurance plan activities and evaluates the adequacy and effectiveness of the Firm’s system of
internal control. IAD will consider the key aspects of a business’s control framework, including evaluating the key
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processes of other control groups who work with the business, such as Compliance, Operations, Technology and
Finance.
IAD conforms with the Institute of Internal Auditors’ (“IIA”) International Standards for the Professional Practice of
Internal Auditing, which is validated by an independent third party every five years.
Gifts and Entertainment; Confidential Information
Additionally, recognising the risk of inside information or inducements being received in the context of stewardship
activities, all employees engaging in engagement and stewardship activities will be subject to MSIM’s Global Gifts,
Entertainment & Charitable Giving Policy, Global Confidential and Material Non-Public Information Policy and related
controls.

MSIM’s Focus on Diversity and Inclusion

As should be evident from the membership of our Sustainability Team above (as of 30 June 2021), we strive to
ensure that principles of diversity and inclusivity are reflected within the individuals that lead and resource our
stewardship framework.
In 2019, MSIM also established a Diversity Council that seeks to foster a diverse and inclusive culture across its
entire business. We believe that this makes our employees feel appreciated and valued, makes us better investors
by bringing to bear a plurality of perspectives, and helps us to deliver more innovative solutions to clients. The
Diversity Council is comprised of 13 senior executives from across MSIM (diversified by investor/non-investor and
geography).
Some examples of Diversity and Inclusion initiatives within MSIM are as follows:
•
•
•
•
•
•
•

Launch of investment strategies that emphasise diversity; for example, a government securities fund that
prioritises allocations to diverse and minority broker-dealers;
Creation of a junior investment talent development programme with a focus on diversity;
Regional mentoring programmes, with particular focus on diverse talent;
MSIM Invest in Yourself career development series and mini-mentor programme;
Invest in MSIM: culture and inclusive leadership conversations focused on outcomes;
Unconscious bias and inclusive leadership training; and
Multiple talent nurturing programmes including Women’s Leadership Circles, which focuses on high potential
female Executive Directors and seeks to create connectivity amongst senior female talent, and Emerging
Leaders Programme, which focuses on engaging and developing high potential VPs by providing visibility,
networking opportunities and leadership-focused development sessions.

Additionally, our Calvert business has a long history and emphasis on diversity over the years by strengthening Board
diversity at companies, developing the Calvert Women’s Principles on which the UN Empowerment Principles are
based and has made diversity, inclusion and equity a strong engagement priority.

Resourcing Stewardship Activities: Investment in Systems, Processes, Research and Analysis
Engagement Resources
1) Engagement Tracking
The majority of engagements are tracked at the team level. Investment teams may utilise various systems to
assist with tracking, such as Provosys and Aladdin Research. Through tracking engagements, investment teams
are able to evaluate the success and progress of their interactions, in addition to identifying areas for further
engagement or escalation, consequently pushing for better sustainability outcomes.
Examples of fields tracked in engagement systems include: geography; issuer type; sector; engagement theme;
whether it was a satisfactory engagement; impact of engagement on investment strategy and type of sustainable
bond (for Fixed Income only).
2) Internal Voting Platform
We have invested in an internal voting platform that notifies portfolio managers when there is a meeting for one
of their holdings, and they are given the opportunity to input on the Global Stewardship Team’s analysis and
voting recommendations prior to the relevant investment team making the final voting decision. This interactive
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process facilitates ongoing discussion between the Global Stewardship Team and portfolio teams about a
holding’s material ESG and related stewardship issues.
3) MSIM’s Global Stewardship Team
MSIM has a dedicated Global Stewardship Team (as mentioned above) to help co-ordinate and execute
stewardship activities across MSIM and provide support to investment teams. Having a dedicated Stewardship
team assists in the overall success of our engagements.
ESG Data Resources
Investment teams may supplement their proprietary ESG research and analysis with third-party ESG data. ESG data
is utilised in various ways; for example, some investment teams use it to inform their own fundamental research while
other teams integrate third-party data into factor models and proprietary scoring frameworks. In turn, the use of ESG
data helps to identify material ESG risks or issues, consequently supporting investment teams in identifying areas
for future engagement and stewardship.
Third-party ESG data providers are generally selected based on how effectively they will meet our stewardship needs.
For example, when onboarding, we may take into account ESG topic coverage, company coverage, strength of
methodology, and ease of data use.
MSIM is also building out our ESG data capabilities internally at the Firm level, to support individual teams with ESG
integration and client reporting. This year, driven by strong internal demands, increased volume of client interests
and changing regulations, MSIM has deployed a set of ESG analytics dashboards to help investment teams to view
ex-post portfolio exposure to 187 various ESG metrics, such as financed carbon emissions, board gender diversity
etc.
For more information on how each investment team incorporates third-party ESG data into their investment process,
please see Principle 7. For more information on how we monitor our service providers, please refer to Principle 8.
Spotlight #1
Development of an ESG Proprietary Database/System
The centralisation of the ESG data stack (consisting of data set across the ESG spectrum of approaches, across
asset classes and data providers) at Morgan Stanley has allowed for product innovation and applications
enhancements across the Firm, including MSIM. In close collaboration with interested business units, the Global
Sustainable Finance (“GSF”) team constructed a set of ESG analytics prototypes allowing for portfolio analysis
across a range of sustainability factors. Importantly, we believe that assessing a portfolio on ESG risks and
opportunities relies on using multiple datasets and information content, and in most cases from different third-party
providers to allow for cross-comparability. These include, and are not limited to:
1) Climate Analytics
Our analytics have a heavy focus on Climate, where we have engaged clients and internal teams around carbon
emissions, portfolio earnings at risk from carbon price scenarios, corporate science-based target analysis, power
generation mix, exposure to stranded assets, and also physical risk.
2) Geospatial Capabilities
We have also expanded our geospatial capabilities in order to ingest publicly available weather and hazard
information, as well as vendor solutions. This increased flexibility allows for a more complete climate picture.
3) ESG Screening and Analytics
On the ESG side, we focus our analytics on portfolio exposures to a range of more than 50 screening criteria, an
assessment of performance across ESG ratings providers, an analysis of impact alignment to a range of
sustainability themes from a corporate revenue perspective, and additional proprietary analysis including an
increased focus on diversity, equity, and inclusion where we mapped granular data to an existing framework on
inclusive growth. We are looking to be able to deploy these tools and analytics across a range of platforms, both
internally and with clients.
Driven by strong internal demands, increased volume of client interests and changing regulations, MSIM has
deployed a set of ESG analytics dashboards to help investment teams to view ex-post portfolio exposure to 187
various ESG metrics, such as financed carbon emissions, board gender diversity etc. There is a steady pipeline
to develop more ESG analytics modules. We will gradually shift the focus towards ex-ante portfolio ESG modelling
and issuer level ESG analysis as we progress in our proprietary ESG database/system build-out.
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Use of Service Providers

MSIM views proxy voting as one of the key stewardship activities and obtains information on corporate governance,
proxy voting, issuer research and selected environmental and social issues from its investment teams’ own research,
as well as two independent advisers, Institutional Shareholder Services (“ISS”) and Glass Lewis, who provide vote
execution, reporting and recordkeeping services.
ISS and Glass Lewis were selected in this space as, currently, only these two vendors have the capacity to handle
our global portfolio of voting in more than 65 markets. In addition to extensive coverage, both of these providers
exhibit good levels of due diligence in their research and are responsive when we identify errors in their research.
Both providers assist with our stewardship activities by producing timely research that includes data points on
thousands of companies which are useful for us to make voting determinations. The research provided by ISS and
Glass Lewis give our Firm insights into emerging global trends and best practices in global governance. In addition
to voting, we may also leverage data points from these providers (e.g. data points around board diversity) when
engaging with issuers. These data points help us to target specific holdings and determine our strategy to
methodically engage and exercise our stewardship duties.
Further information relating to our use of service providers can be found under Principle 7 and Principle 8.

Performance Management and Reward Programmes

MSIM remains an employer of choice by offering competitive compensation programmes to our employees. A primary
objective in designing compensation programmes for MSIM employees is to ensure that compensation incentives
are aligned with our business strategy of driving performance and adding value for clients, shareholders, and other
Firm employees. Additionally, the Firm ensures that our programmes are highly competitive in the industry, and well
communicated and understood internally. MSIM employs the services of a variety of compensation consultants
globally to ensure that our compensation methodology for investment professionals is competitive, objective and
transparent.
Further, the Firm has a Global Incentive Compensation Discretion (“GICD”) Policy, which is reviewed at least annually
and amended, as needed, in advance of the annual incentive compensation decision-making process. The GICD
Policy requires and directs compensation managers to consider only legitimate, business-related factors when
exercising discretion in determining incentive compensation. Such factors include adherence to Morgan Stanley’s
core values, conduct, disciplinary actions in the current performance year, risk management and risk outcomes. The
GICD Policy also requires and directs compensation managers to escalate circumstances that may warrant
cancellation or clawback of previously awarded compensation for further investigation. Compensation managers are
required to certify their compliance with the GICD Policy in advance of exercising discretion in determining incentive
compensation, and Morgan Stanley’s HR coverage team works directly with compensation managers to ensure that
they understand their responsibilities.
Where required by regulation, such as the EU SFDR, the UCITS Directive or MiFID II, our local entities have adopted
remuneration policies to promote sound and effective risk management with respect to sustainability risks, including
discouraging excessive risk-taking with respect to sustainability risks. Remuneration policies adopted according to
regulations are publicly available for MSIM Fund Management (Ireland) Limited, Morgan Stanley Europe SE and
Morgan Stanley SGR S.p.A.
The implementation of stewardship or ESG is not a formal part of employee development plans or appraisals.
However, the ongoing integration of ESG in the investment process and promotion of ESG integration and
stewardship across MSIM is broadly considered in the appraisal process for some staff. In addition, several
investment teams have committed to third party ESG training for investment analysts and portfolio managers.
Dedicated Sustainability professionals also have ongoing ESG training included as part of their professional
development plans. Additionally, portfolio managers are incentivised to outperform their respective benchmarks over
a multi-year time horizon. Given our view that there is a link between ESG/stewardship and performance, portfolio
managers are implicitly incentivised to consider ESG/stewardship with a view to generating long-term value and
returns in the portfolios they manage. Indeed, individual performance is based on a combination of quantitative and
qualitative factors taking consideration of contribution to the performance of the whole business. The review process
is regular with clear feedback. Factors considered include culture, broad contribution to the organisation as well as
performance and asset growth. ESG plays a role in each of these factors in different ways.
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Effectiveness of Governance Structure and Processes

Our stewardship and sustainability governance structure and processes have been set up to align with our MSIM
business values and purpose, and to ensure accountability and effective oversight of our stewardship efforts across
MSIM.
We believe that our multi-dimensional approach – our Sustainability leadership, Sustainability Council, core
Sustainability Team, Global Stewardship Team and other related working groups – allows flexibility to adapt our
MSIM stewardship programme, given our independent investment teams’ structure. By embracing our diverse
investment strategies, this allows for adaptation which will ensure our Sustainability programme’s relevance to our
clients and the changing global economic climate. It can also generate employee engagement.
As part of this adaptation and flexibility, we continuously seek to improve and enhance weaknesses in our
stewardship methods and framework. These include, but are not limited to, the following – which we acknowledge
and are working to address:
•

Policies & Procedures
o MSIM Proxy Voting Policy – revising timing of annual updates to Q1 of each year as opposed to Q3 to
ensure that the policy is updated ahead of each proxy season.
o Stakeholder Input – seeking input and consensus from a broader range of MSIM stakeholders, especially
given our EV integration; obtaining expert stewardship feedback from Calvert.

•

Collaboration and Stewardship Know-How
o Leverage Calvert/Parametric Strengths – in engaging with our portfolio companies, our MSIM investment
teams often prefer the one to one direct approach. MSIM has recently begun to increase collaboration
with external stakeholders (please see Principle 10), and with Calvert’s expertise – an industry leader in
collaboration – we endeavour to create a Sustainability powerhouse, marrying our diverse investment
platform with Calvert’s strengths and Parametric’s rules-based customised solution capabilities.

•

Enhance Technology/Infrastructure to Support Governance and Growing Stewardship Efforts
o Resources/Systems – as we continue to grow and further our Sustainability agenda, we are in the
process of building our data and technology capabilities (please see Principle 8) to better track, monitor
and use ESG data analytics, including a centralised engagement tracking system that covers both our
public and private investing platforms. This includes potentially increasing our ESG data/technology
headcount to facilitate and lead our efforts in this area.
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Principle 3: Conflicts of Interest

Signatories manage conflicts of interest to put the best interests of clients and beneficiaries first
MSIM Conflicts Management Framework

As part of a diversified global financial services firm that engages in a broad spectrum of activities, MSIM may
encounter potential or actual conflicts of interest in connection with its stewardship activities and broader investment
management services. These could include conflicts of interest between: (i) MSIM (including connected persons
such as our affiliates and employees) and our clients; and (ii) different clients.
MSIM is conscious of the need to manage our clients’ assets in our clients’ best interests and has put in place a
framework for managing these conflicts of interest. All MSIM employees must comply with Morgan Stanley’s Global
Conflicts of Interest Policy, which outlines principles and standards, including: (1) policies and procedures for
identifying and addressing conflicts; (2) a framework for escalation of conflicts; (3) periodic review of significant
conflicts-related issues; (4) policy assurance methods; and (5) governance. We have disclosed a summary of Morgan
Stanley’s Global Conflicts of Interest Policy in the Appendix of this report.
Along with Morgan Stanley, MSIM has established procedures intended to identify and mitigate conflicts of interest
related to business activities on a worldwide basis. A conflict management officer for each business unit and/or region
acts as a focal point to identify and address potential conflicts of interest in their business area. When appropriate,
there is an escalation process to senior management within the business unit, and ultimately, if necessary, to firm
management or the firm’s franchise committees, for potentially significant conflicts that cannot be resolved by the
conflict management officers or that otherwise require senior management review.
All MSIM employees must also comply with Morgan Stanley’s established Firm-wide policies and procedures, such
as: the Firm Code of Conduct, Global Gifts, Entertainment & Charitable Giving Policy, Global Employee Trading and
Outside Business Activities Policy, Global Confidential and Material Non-Public Information Policy (covering
information barriers) and the Firm Conflict Clearance Policy, which identify the various activities that Business Units
must notify or clear through the Firm’s Conflict Management System (the “Conflict File”) governed by the Global
Conflicts Policy before proceeding with those activities.
All employees receive appropriate training to ensure that they are fully aware of their responsibilities and obligations.
As part of the conflicts management framework, MSIM has a Conflicts of Interest Committee, chaired by a Conflicts
Management Officer, with a remit that includes reviewing and evaluating transactions and business practices
identified as posing conflicts of interest and evaluating, in aggregate, matters brought to the Committee to assess
consistency of resolution and potential themes or trends. The Committee maintains a Conflicts of Interest Register
and dashboard that tracks data relating to certain types of interaction between MSIM and its affiliates. MSIM also
has in place an escalation process, both to senior management within the business unit and to Firm Management,
or the Firm’s franchise committees, for potentially material conflicts.

Approach to and Examples of Stewardship Conflicts

MSIM recognises the importance of identifying and managing conflicts in the context of stewardship, which are
addressed through the wider conflicts management framework set out above. Such conflicts may arise as a result of
MSIM’s commercial relationships with clients or third parties who may be issuers of securities held on behalf of
accounts managed by MSIM, or from cross-directorships of MSIM staff.
Proxy Voting
The MSIM Proxy Voting Team tracks actual and potential conflicts of interest arising in a proxy voting context, and
how these issues are handled. All such issues are also reported to the Proxy Review Committee, and on a quarterly
basis to public fund boards for relevant portfolio companies. MSIM memorialises conflict of interest issues in the
minutes of Proxy Review Committee meetings and will disclose them to clients that hold the affected securities in
their accounts if requested.
The MSIM Proxy Voting Policy provides guidance for identifying actual or potential material conflicts of interest in
voting situations, a process maintained by MSIM’s Sustainability Team and Global Stewardship Team. Such conflicts
may include:
•
•

votes at issuers that are MSIM clients;
votes on Morgan Stanley common stock or any other security issued by Morgan Stanley or its affiliates;
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•
•
•

votes on mergers and acquisitions and related transactional items at issuers that have been advised on the
transactions by Morgan Stanley affiliates;
votes on directors who also serve on the Morgan Stanley board, affiliate boards, or boards of our mutual
funds; and
votes at issuers or on proposals under special circumstances requiring review of the Proxy Review
Committee.

On a quarterly basis, the Proxy Review Committee reviews actual and potential voting conflicts taking into
consideration management recommendations, input from independent service providers, vote rationales, potential
conflict relationships and resolutions. In the event that a vote is not in line with our MSIM Proxy Voting Policy, it would
need to be brought to the attention of Proxy Review Committee before we vote the event. Potential conflicts are
resolved by voting in line with policy or voting against management. Reviews are also conducted post the voting
events to demonstrate that potential conflicts are handled in line with the MSIM Proxy Voting Policy Review
Committee (“PRC”) that ratifies all potential and actual voting conflicts.
Additionally, the MSIM Conflicts of Interest Committee monitors quarterly metrics on exceptions to the MSIM Proxy
Voting Policy and procedures across several pre-determined categories. In the period 1 July 2020 to 30 June 2021,
all potential conflicts of interest related to proxy voting were considered and resolved with either a vote against a
management recommendation or application of voting policy. There were no policy overrides at meetings identified
with a potential conflict of interest.
Differences between Investment Teams on Votes
As a result of MSIM’s independent investment team structure, a situation may emerge whereby different investment
teams have different views on a particular vote for a company. At all times, we aim to stay true to our stewardship
philosophy in seeking to maximise long-term investment returns for each client. Under these circumstances, different
views on a particular vote will result in a conflict, which we seek to manage through split votes. For example, when
different clients have varying economic interests in the outcome of a particular voting matter (such as a case in which
varied ownership interests in two companies involved in a merger result in different stakes in the outcome), the votes
will be cast on a split basis (in proportion to the votes held by the relevant clients).
We also may split votes at times based on differing views of portfolio managers (e.g. based on what they consider
would generate better value for their investment strategies). These generally apply to cases where the policy item is
determined on a case-by-case basis. Where policy guidelines are clear on the voting matter, the policy is generally
followed, and hence a split vote should not arise.
Arm’s-Length Approach
In addition to the controls and mitigants set out above, MSIM ensures that it fulfils its fiduciary duties to clients by
exercising an arm’s-length approach with other group companies within Morgan Stanley when mitigating any conflicts
of interest. Further, trading in Morgan Stanley securities by accounts managed by MSIM is prohibited by MSIM’s
policy and procedures.
Employee Personal Trading and Outside Business Activities
MSIM has also put in place processes to identify and manage situations where an employee’s personal relationships
and outside business interests might compromise MSIM’s duty to act in the clients’ best interests. Employees are
subject to the Firm’s Global Employee Trading and Outside Business Activities Policy, which establishes a duty to
declare and seek prior approval for in-scope outside business interests and dealing on personal accounts. MSIM
conducts e-communications surveillance to undeclared outside business interests. MSIM requires employees to
confirm personal dealing accounts annually. As mentioned above, the Firm’s Code of Conduct applies to all MSIM
employees.
Portfolio Management
As our portfolio managers will be involved in stewardship and engagement efforts, we are mindful of the risk of them
acquiring inside information in the process or undertaking personal account dealing that would conflict with client
interests and result in potential client detriment. Accordingly, all portfolio managers (and other personnel involved in
stewardship and engagement activities) must comply with the Global Gifts, Entertainment & Charitable Giving Policy,
Global Employee Trading and Outside Business Activities Policy, Global Confidential and Material Non-Public
Information Policy and related controls.
Additionally, when an adviser manages multiple portfolios (“side-by-side management”) with different structures (e.g.
registered funds and unregistered funds) and/or fee structures (e.g. performance-based fees versus asset-based
management fees), certain perceived or actual conflicts may arise. Potential conflicts include favouring one account
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over another in investment decisions or the exercise of investor rights; taking conflicting positions in the same security
for different portfolios; or favouring an account where performance fees are awarded over an account that is charged
an asset-based fee. To minimise potential conflicts and protect the interests of all MSIM clients, the Global Side-bySide Management Policy and Procedures (the "Policy and Procedures"): (i) provide that allocation decisions are not
influenced by fee arrangements or other incentives; and (ii) allocate investment opportunities in a manner that treats
all clients fairly and equitably over time.
The Policies and Procedures set out specific guidelines to mitigate potential conflicts that may arise in connection
with side-by-side management, including conflicts around trading practices, performance fees, security selection,
investment in MSIM funds and consistent investment viewpoint (e.g. long/short).
All portfolios actively managed by the same investment team (e.g. the same portfolio manager exercising ultimate
discretion over an account) must generally take the same directional viewpoint (e.g. short or overweight) in a
particular security (e.g. a consistent investment viewpoint). Within the same investment team, opposite direction
investment decisions are not permissible except where they fall within a consistent investment viewpoint, as
delineated in the Policy and Procedures.
MSIM has established the Side-by-Side Subcommittee, which meets on a regular basis and is comprised of
representatives from business areas and control functions, including Compliance, and has overall governance
responsibility for helping to ensure adherence to the Policies and Procedures.
Differences in Stewardship Approaches on Same Securities
In some cases, there may be differences in opinion and priorities between engagement approaches between
investment teams across asset classes for the same security (e.g. Fixed Income vs. Equities).
For example, our Fixed Income team may be more focused on governance issues or controversies that could impact
the price or liquidity of bonds in the near term, whereas Equity investors may be more focused on sustainability issues
that might have longer term implications for valuation. Accordingly, any such divergences will be appropriately
escalated, considered and resolved in accordance with our policies and procedures.
MSIM investment teams work closely with each other (where relevant and where circumstances permit) with the
support of the MSIM Global Stewardship Team to pursue our thematic priorities.
Private Markets-Related Conflicts
Examples of potential conflicts that may arise in the private markets context include co-investment situations where
more than one strategy pursues, is involved with, or has an existing relationship with parties in a specific transaction.
Other potential conflicts could include scenarios in which investment teams invest in companies with poor
sustainability practices in conflict with any sustainability preferences expressed by clients or where larger fund
investors are given the opportunity to co-invest alongside MSIM funds.
These conflicts will be managed in accordance with the conflicts policies and procedures summarised above, but
MSIM has put in place additional controls to deal with conflicts in the private markets context. Private investment
activities need to be cleared through the Firm’s Global Conflicts Office, an oversight function housed within the Firm’s
Legal and Compliance Division that oversees the Firm's Conflict File (a confidential database that tracks all past and
potential transactions being pursued by the Firm's various business units). Furthermore, private investment
transactions are brought to the Private Transaction Review Committee housed within MSIM for additional review,
particularly in scenarios such as the co-investment scenario noted previously, to ensure that there is independent
input and oversight in the process to promote fair outcomes for investors.
Allocation of Investment Opportunities
MSIM Private Markets seeks to ensure that all investment opportunities are allocated on a fair and equitable basis,
consistent with each adviser’s fiduciary obligations, the investment strategy of the relevant client and the governing
documents of each client. The Private Transaction Review Committee, comprised of senior professionals from MSIM,
the Legal and Compliance Division, and the Global Conflicts Office, reviews investment opportunities that are
allocable to more than one client. The following non-exclusive factors are considered, as appropriate, in connection
with allocation decisions:

•
•
•
•

Any existing rights of first offer provisions in favour of a client;
Overall risk profile;
Investment guidelines, goals or restrictions of the client ;
Available capital of the client;
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•
•

•

Existing allocation to similar strategies and the diversification objectives of the client;
Tax, legal or regulatory considerations; and
Other relevant business considerations.

Fees and Expenses
MSIM Private Markets seeks to ensure that each adviser makes full disclosure of all material facts and potential
conflicts of interest with respect to the allocation of fees and expenses. Fees and expenses are governed by the
Investment Management Private Side Fees and Expenses Policy, which provides guidelines concerning: (i) the
disclosure of fees and expenses to clients; (ii) the allocation of fees and expenses; and (iii) the stakeholders
responsible for the review of fees and expenses chargeable to clients. Each client will generally be responsible to
pay only those fees and expenses that: (i) are incurred by or arise out of the client’s operation and activities; (ii) have
been fully disclosed to each client; and (iii) agreed to pursuant to the client’s applicable governing documents.
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Principle 4: Promoting Well-Functioning Markets

Signatories identify and respond to market-wide and systemic risks to promote a well-functioning financial
system
MSIM Risk Management Overview

At MSIM, we believe that effective risk management is vital to the success of our business activities. Accordingly, we
employ a robust risk management framework to integrate the diverse roles of our risk departments into a holistic
enterprise structure and to facilitate the incorporation of market-wide and systemic risk evaluation into decisionmaking processes across our division. The cornerstone of our Risk Management philosophy is the pursuit of riskadjusted returns through prudent risk-taking that protects our Firm’s capital base and franchise.
We have implemented systems, controls and procedures to identify, monitor and manage risks at security, portfolio
and MSIM level. As a fiduciary of client assets, MSIM also manages client assets in accordance with clients’ risk
tolerances (which are defined in fund offering documents and in client investment management agreements) which
are reflected in our systems and controls.
We adopt a three lines of defence model within MSIM – although most risks are identified and managed at the
business level (First Line), we believe that risks should be independently monitored by our Risk and Compliance
teams (Second Line) and Internal Audit (Third Line) which performs a range of assurance activities commensurate
with the risk exposure across the Audit Universe, which may include reviews of key risk management processes.
Our MSIM Risk function is led by our Chief Risk Officer, who chairs our IM Risk Committee, which provides a regular
forum for representatives of our different functional groups to identify and discuss key risk issues and make
recommendations to senior managers on actions necessary to manage those risks. Our IMRC is appointed by our
Firm’s Risk Committee to assist in the oversight of our divisional risk management, including all risk types and
businesses, as well as our MSIM Risk Management Policy.
Employee Conduct and Conduct Risk
Our employees are our Firm’s key resources in implementing risk management frameworks and controls. Morgan
Stanley strives to adhere to the highest standards of ethical conduct. As such, our employees must uphold the Firm’s
commitment to ethical conduct, abiding by the letter and the spirit of applicable laws and regulations. These principles
are hallmarks of Morgan Stanley’s culture and reflect our pledge to Do the Right Thing and Put Clients First.
Conduct Risk is the risk arising from misconduct by Firm personnel. It includes conduct related to business activities,
as well as other conduct that could harm the Firm and, in certain regions including EMEA, includes conduct where
the outcome is an adverse impact on clients or markets.
Each member of staff at Morgan Stanley is responsible for addressing Conduct Risk by:
•
•
•
•

Complying with relevant local conduct standards, including acting with integrity, due skill, care and diligence
at all times and observing proper standards of market conduct;
Refraining from any act, on or off Firm premises, that threatens the reputation of the Firm or any of its clients;
Being alert to any potential adverse consequences that our actions or the actions of others might have for
our clients, the markets or Morgan Stanley; and
Identifying and escalating potential Conduct Risk incidents.

We believe that employee conduct, effective risk identification and management are integral parts of a robust
stewardship strategy. As stewards of our clients’ capital, we need to be able to hold ourselves to the highest
standards, and anticipate, identify and track the risks faced by our investments (and these may be risks specific to
the particular investment/asset or may represent wider market-wide/systemic risks) to ensure that they inform our
engagement strategies, initiatives and dialogue.

Market-wide and Systemic Risks

As noted above, our risk management frameworks have been designed to identify, assess, monitor and manage all
significant risks involved in our business and investment activities, including market-wide and systemic risks relevant
to our client portfolios and assets. This section provides an overview of how MSIM, at an organisational and
investment team level, identified and responded to key market-wide and systemic risks during the reporting period.

25

Climate Change – including Transition and Physical Risks
At MSIM, we believe that climate change is a key systemic risk, and that climate transition and physical risks should
be effectively incorporated into our risk management process. At a Firm level, we have conducted workshops with
representatives across business lines to identify and measure future climate risks according to their business
activities, as summarised in the graphic below. The workshop culminated with the development of firm-wide
scenarios, as shown in Figure 4.1 below:
Figure 4.1: Phases of Climate Scenario Development and Testing

Our MSIM Global Risk & Analysis (“GRA”) team conducts scenario analysis to monitor the climate risk of portfolios
across asset classes. These scenarios are forward-looking and aim to measure the financial impact of hypothetical
transition or physical risks. The stress testing results are monitored for changes over time and factored into portfolio
construction, composition and investment decisions made by our investment teams (as appropriate) to ensure that
climate risks across client portfolios are appropriately identified, tracked and managed. Additionally, our GRA team
conducts its own research regarding climate change and other topical ESG risks, and develops our own proprietary
scenarios. This work to create new scenarios ensures that the stress testing remains relevant and an effective tool
for risk management as market conditions change.
Topical ESG risks (including climate change) are also discussed in regular weekly meetings of our Market Risk team.
Once identified, risks are measured through several different kinds of analysis. For example, exposure screening
may be conducted at both the individual portfolio and aggregated business line levels. New stress tests may also be
developed to measure the financial impact of hypothetical scenarios. Changes in risk levels, scenario analysis results
and exposures are monitored at the portfolio and aggregate business line levels, and the trend line over time is
analysed by the team and used to influence strategy, portfolio and investment level decisions.
In order to better identify, respond and mitigate climate risks, we are developing further climate portfolio analytics –
that are currently in the testing stage. These include:
•
•

Scenario analysis of Carbon-Earnings-at-Risk – projecting carbon price impacts across regions and
sectors using various climate scenarios to estimate the impact of future possible carbon price on a company's
earnings (“EBITDA”); and
Scenario analysis on Energy Transition for Power Generation – for portfolios which may invest in
companies with power generation activities.

Recognising that climate change is an economic reality and a growing risk that businesses and investors are learning
to address, we seek constantly to develop better analyses on climate change to provide our clients and other
stakeholders with more information to enable better investment decision-making and increase awareness of the
impact of climate change as a systemic risk.
MSIM/Morgan Stanley Firm-Wide Climate Strategy
MSIM also works in collaboration with the Global Sustainable Finance division, the Morgan Stanley Institute for
Sustainable Investing and our Environmental Social & Risk Management (“ESRM”) team to help strategically inform
and engage the appropriate internal partners across the Firm on emerging climate change-related risks, where
relevant to the Firm’s activities.
Morgan Stanley adopts a Four Pillar Climate Strategy that consists of: (1) Transition to a Low-Carbon Economy; (2)
Climate Risk; (3) Operational Resilience; and (4) Transparency. This is outlined in our Morgan Stanley 2020
Taskforce on Climate-related Financial Disclosures ("TCFD") Report, where we detail a multidisciplinary approach in
implementing our Climate Strategy, Governance, Risk Management and Metrics and Targets.
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Figure 4.2: Morgan Stanley Four Pillar Climate Strategy

Morgan Stanley is in the process of conducting scenario analyses in order to understand business opportunities and
vulnerabilities related to climate change. Our Firm is conducting scenario analysis in the two major categories
identified by the TCFD: transition risk and physical risk. Our leadership will use the findings to refine our climaterelated strategy and risk management processes, with a view to ultimately informing corporate strategy more
holistically. In particular, we are evaluating where our business may be vulnerable to outsized, climate-driven losses.
Figure 4.3: Types of Transition and Physical Risks

Transition Risks
In 2018, we collaborated with peer firms and an external consultant to pilot climate-related stress testing and shed
light on the related sensitivities of companies’ creditworthiness. We designed custom scenarios to examine the
impacts of two short-term transition risk pathways on a sample portfolio of companies in the oil and gas value chain.
One of these pathways related to a technological breakthrough in electric vehicles (EV) and the other to adoption of
a global carbon tax.
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Physical Risks
To help identify areas exposed to significant physical risks, Firm Risk Management (“FRM”) and GSF mapped
Morgan Stanley’s exposures by geography and then cross-referenced these global geographies against potential hot
spots for physical climate impacts. As a result of this exercise, we identified areas of potential climate risk
vulnerabilities to our Firm in certain regions. In order to help FRM understand which risks may have substantive or
strategic impact, Morgan Stanley is also conducting focused stress tests on concentrated physical and transition risk
vulnerabilities as well as a broader scenario analysis. The findings will help our leadership refine our strategy and
risk management processes and determine how to incorporate climate considerations into Firm strategy more
holistically. In particular, we are evaluating where the Firm may be vulnerable to outsized, climate-driven losses.
Scenario Analysis and Developing Global Regulation
Regulatory authorities are using the TCFD recommendations to issue guidelines for relevant sectors. In 2019, the
U.K. PRA issued such guidance for banks and insurance companies to identify, assess and manage climate change
risks, including by conducting scenario analysis, which was further enhanced in July 2020. At Morgan Stanley, a
cross-divisional scenario-setting panel, including members from GSF, FRM, Research, and business units in London,
developed both short- and long-term U.K. scenarios to help test resilience to potential material financial risks. The
scenarios we developed are largely in line with the four recommended in the draft Biennial Exploratory Scenario
guidance released in late 2019 for public comment. Work is underway to quantify the impact of some of these
scenarios for our U.K. entities.
Toward Carbon Neutrality and Climate-Resilient Operations
In 2017, Morgan Stanley committed to becoming carbon neutral across its global operations by 2022. We aim to
achieve this by sourcing 100% of global operational electricity needs from renewable sources and offsetting any
remaining GHG emissions. Our approach combines on-site power generation, power purchase agreements,
renewable energy credits and carbon offsets. We are making steady progress towards meeting our 2022 goal.
Senior Management Sponsorship
The Advisory Board of the Morgan Stanley Institute for Sustainable Investing is chaired by our CEO, and helps to
ensure that our sustainability strategy, including as it relates to climate change, is comprehensive, rigorous and
innovative. Select members of the Advisory Board are climate change experts, and lend their perspective to help the
Firm identify emerging market and systemic risks. Additionally, through the Institute, we regularly engage with
industry and sustainability issue experts in an effort to encourage innovative approaches to solving sustainability
challenges, including climate change. We consider the Institute’s findings in our own practices. An example of specific
engagement on this point is that both MSIM and Calvert are members of the Sustainability Account Standards Board
(“SASB”) Investor Advisory group (Calvert being a founding signatory), where we frequently engage with fellow
investors to promote SASB reporting standards.
Our COVID-19 Response
The COVID-19 pandemic presented a unique market-wide risk during the reporting period – in addition to causing
market volatility, the pandemic has had significant short-term and long-term social implications.
Our first priority in response to COVID-19 was to ensure the health and safety of all our employees, contingent
workers and their families. During this time, we took steps to remain close to our clients as we all strived to manage
the challenges together. During the peak of lockdowns, MSIM, along with the rest of our Firm, moved swiftly to a
work from home strategy. 90% of our employees were working from home by the end of 2020. From a management
oversight perspective, MSIM, in conjunction with the Firm’s other divisions, set up regional and global taskforces on
COVID-19 that met daily during the height of COVID-19 to share best practices and discuss next steps.
Though initially the pandemic limited our interactions with clients and the portfolio companies we manage, MSIM’s
adoption of technology enabled us to transition quickly to virtual and online meetings – which, in retrospect, has now
led to more regular contact with clients and portfolio companies, given the ease of technology and less
emphasis/priority on in-person meetings for stakeholders around the world.
While the challenge of navigating volatile markets during this period was formidable, it also helped our investment
teams to re-assess and re-visit our long-term sustainable and stewardship themes, allowing us to raise conviction
levels through more management engagement. The pandemic has also enhanced the social responsibilities of
companies and consumers.
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Investment Team Approaches

We have set out below examples of the approaches adopted by some of our investment teams in identifying and
responding to market-wide and systemic risks.
International Equity
The International Equity Team specifically focuses on factors (ESG or otherwise) that may materially influence the
sustainability and resilience of future returns. This includes understanding the risks that may threaten returns as well
as the opportunities that may exist to improve them. Thematic research on, for example, carbon, the circular
economy, or diversity and inclusion contributes to the team’s understanding of thematic risks.
The team captures ESG risks and opportunities using its proprietary screening framework, the Material Risk Indicator
(“MRI”), a tool designed to capture the portfolio managers’ ESG company assessments in a consistent and
comparable way over time. The MRI helps to:
•
•
•

Identify material ESG risks and opportunities at the company level;
Reflect these risks and opportunities in valuation and portfolio construction, if appropriate; and
Identify priority areas for future company engagement.

The fundamental question that the portfolio managers must then consider is whether the factors in question can
significantly impair or enhance a company’s long-term returns on operating capital employed (which is the primary
quality metric used by the team). The nature of ESG factors on market-wide and systemic risks can make it
challenging to quantify their impact. As such, the team employs a range of methods to reflect the outcome of its ESG
analysis in the portfolio.
If the risks assessed by the MRI are too high, the team may choose not to invest in the candidate company. Where
feasible, the team runs scenario analyses; for example, forecasting the impact of an ESG factor on the company’s
growth rate, profits or capex and the resulting change in fair value – for instance, modelling the impact on profits and
valuation of consumer staples companies switching to more sustainable packaging. The team may:
• Adjust the weighted average cost of capital (“WACC”) to reflect the higher or lower risk; and/or
• Reflect potential risks by adjusting the position size, in addition to any model or WACC changes.
A high MRI grade does not automatically suggest a large position and a relatively low MRI grade does not
automatically trigger a reduction or divestment of a holding. The assessment is an important component of the
research process, not the sole driver of investment decisions.
Climate Change
In response to climate change, the International Equity Team is conducting a comprehensive carbon engagement
programme, which includes the identification of the holdings they own that have not yet released carbon targets. The
team’s purpose when engaging with such companies is to ascertain why no targets have been set, and when they
might be. As part of this programme, the team urged one of their holdings, a fintech services company, to set formal
carbon reduction targets and improve ESG disclosure. Although it is a carbon-light company, the team believes that
every company should contribute to decarbonisation. They also highlighted the reputational and commercial risks of
not having a clear climate action plan. They were encouraged by the company subsequently announcing targets of
100% renewable electricity and Scope 1 & 2 emissions neutrality by 2025, and a commitment to set science-based
Scope 3 targets. In the latest engagement, the team explored how these targets will be achieved. The team will
continue to engage with the company to monitor and encourage its progress.
The team has also started to engage with companies where they believe that physical risk may be a concern. For
example, in their latest engagement with a global beverage company they discussed its exposure to highly water
stressed areas, which would be the first to suffer from the impact of further physical climate change. The team also
explored the company’s actions to mitigate this risk (e.g. watershed restoration and reducing water intensity of
production).
COVID-19
The team has not changed its long-standing investment process in response to the recent market environment. The
team has continued with its investment philosophy to act and think as long-term investors, seeking to invest in high
quality companies that generate strong returns underpinned by intangible assets, recurring revenues and strong
balance sheets (i.e. companies likely to be the most robust in difficult times).
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Although the team monitored for the impacts of COVID-19, it did not need to make wholesale changes to its portfolios
in the first quarter of 2020. Most importantly, the team did not see any company it owned as seriously impaired during
this period, thus requiring an immediate exit on quality grounds.
The team analysed (and continues to analyse) the impact of the crisis on sectors and individual companies in three
buckets:
1) Direct effect of COVID-19 and the efforts to control its spread, for instance the collapse in travel, eating and
drinking out, or the deferral of non-urgent operations in hospitals, alongside increased demand in areas such
as food retail, sanitising products and software. There were also the effects of the more complete shutdowns,
or hibernations, in some localities;
2) Indirect impact of the extremely sharp economic downturns that resulted initially across the world; and
3) How the world is going to be changed after the crisis is finally over, and how this will affect both sectors
and individual companies. While it was too early to have any firm views on this in early 2020, the team had
to feel comfortable that any new companies it considers are not going to be compromised in the new era.
The International Equity team also tracked its companies’ responses to the pandemic, both in terms of their workforce
actions as well as contributions to fighting the virus, and engaged where they had concerns. Most companies did not
have to lay off or furlough workers and many have also acted to protect their affected contractors’ wages during
lockdowns. The crisis acted as a reminder that leading software and health care companies provide indispensable,
critical tools and products that help businesses and broader society to stay resilient. For example, a software
company they own supported the National Health Service in its efforts to analyse the epidemic, as well as supplying
free remote learning software to schools. In health care, several companies owned in the portfolios worked with
governments to extend the access to diagnostics and were instrumental in testing and vaccine development.
Meanwhile, leading consumer brands companies recognised the need to shift from marketing to consumers to
mattering to people – having real purpose. Finally, COVID-19 had governance implications as well. The crisis was a
real test of companies’ risk management and capital allocation strategies. The team firmly believed that companies
with prudent balance sheet management and long-term focused executive pay plans should be better positioned for
the future.
Counterpoint Global
Risk Defined as Potential for Permanent Loss of Capital
For Counterpoint Global, as an active fundamental investor, the biggest risks are unexpected macro shocks, or
market rotation in and out of sectors, when fundamentals are in the short term less relevant. For these reasons, the
team defines risk as the potential for permanent loss of capital.
Risk Assessment & Management Approach
In an absolute sense, Counterpoint Global seeks to own big ideas that win over time. The team’s investment horizon
is three to five years. Counterpoint Global attempts to avoid permanent loss, which the team defines as selling a
position at a loss, by buying high quality businesses. The team considers the risks inherent in each position by
evaluating what could go wrong and by evaluating company developments in the context of the investment thesis.
For example, this could include assessment for potential loss in value of an investment due to increasing competition,
mismanagement of the business or financial insolvency. The team manages these potential risks through the rigorous
analysis of business fundamentals and the evaluation of an investment’s risk/reward based on free cash flow yield,
optionality and end game.
Counterpoint Global maintains objectivity by referring to the investment thesis, which clearly states why the team
owns a stock, and when circumstances occur that violate the thesis, they sell, and do not modify the thesis. The team
manages portfolios that are well diversified as a way to help control risk at the portfolio level.
Resources Managing Risk
The investment team is responsible for risk across their strategies, with ultimate responsibility lying with the team’s
lead investor and Head of Counterpoint Global. In this task the team is supported by MSIM’s GRA team, which uses
quantitative and qualitative tools to analyse investment risk by product area. The GRA team produces in-depth
reports for each investment programme on a monthly basis, concentrating on tracking error, R-squared, Beta,
Information Ratio, and absolute and relative exposures versus the benchmark. The team uses a range of vendorbased and proprietary systems to conduct this analysis. Reporting for each investment strategy is available to the
lead investors and portfolio specialists as well as to divisional management and the Firm-wide risk committee.
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While risk analysis is provided monthly, however, they have the capability to run intra- month analysis. The investment
team does not manage to specific limits, and the GRA team cannot over-rule investment decisions made by the team.
Global Fixed Income
Our Global Fixed Income team’s objective is to construct durable portfolios so that the team is not a forced seller at
distressed prices during extremely illiquid periods in the market brought on by systemic risk events. Systemic risk is
extremely difficult to hedge and anticipate as it impacts the very structure of the market. Therefore, the structure of a
portfolio is a first line of defence adopted by the team – taking account of factors such as diversification, position
sizing, minimising correlation risk and liquidity are important.
Our Global Fixed Income Team recognises that environmental and social risks such as climate change and global
pandemics can represent systemic risks, and takes them into consideration when assessing sectors and issuers’
level of exposure, risk management and resilience, and whether those are reflected in the price of their bonds.
Overall, when market-wide and systemic risks appear, they are discussed by the Asset Allocation team, which is led
by the CIO of MSIM’s Global Fixed Income team and is comprised of the heads of each Portfolio Management team.
While the Asset Allocation team is responsible for identifying and assessing the probability of systemic risks, portfolio
managers are responsible for determining implementable trades, in line with the portfolio investment opportunity set
and client guidelines. Additionally, systemic risk events are highlighted by the independent Risk Management team
via stress tests and scenario analysis.
Global Balanced Risk Control
From an asset allocation perspective, the team’s investment process focuses on trying to achieve a given volatility
target, plus the optimal return for the risk taken. Central to the team’s process is the aim of identifying potential
systematic risk events, the analysis of which will aim to help the team understand the volatility environment in the
near-medium term. This in turn will lead the team to adjust the broad asset mix of global equities, global fixed income
and cash, with the aim of maintaining the overall portfolio’s realised volatility in line with its target. Examples of
previous systemic and market-wide events through which the team has previously guided its portfolios include the
Eurozone crisis, the Greek debt crisis, commodity price extremes, plummeting Chinese equities in 2015, the UK’s
2016 “Brexit” referendum, multiple political and geopolitical events, US-China trade tensions and, since Q1 2020, the
COVID-19 pandemic.
Climate Change
GBaR also categorises climate change as a potential systemic risk, that could threaten the stability of financial
markets. The way the team looks to respond to climate risk is by tilting its portfolios towards companies which are
more resilient to climate change whilst tilting away from carbon-intensive industries. The team also seeks to increase
investments in solution-type companies who stand to benefit from opportunities arising from climate transition. Last
but not least, the team actively engages with companies in hard-to-abate sectors to make sure they take into account
the risks associated with climate transition and set up ambitious decarbonisation measures.
COVID-19
From a risk management perspective, the pandemic was harder to predict given the rarity of the event. As a result,
companies that were less prepared were more impacted by the pandemic. The team believes that, by investing in
companies with better ESG credentials, it was able to strengthen its portfolios’ resilience towards sudden crises,
similar to COVID-19. As a result of the pandemic, the team carried out COVID-related engagements to ensure that
its portfolio companies have appropriate procedures in place to enhance and demonstrate resilience, should another
crisis occur.
Currency Risks
Given the GBaR team’s multi-asset investment focus, currency risk is an ongoing market-wide risk that the team
actively monitors and manages based on its internal analyses and objective indicators. This is because the team
generally invests in the native currency of each asset it holds and generally manages its funds with unhedged
currency exposures unless it has a specific currency view. The goal is to have asset returns, not currency moves, as
the primary driver of performance.
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Private Credit & Equity
PC&E as an asset class has always focused on identification and consideration of material risks in any category prior
to making an investment and during the holding period, given the long-term nature of its strategies. Systemic risks,
such as climate change, may precipitate an increased focus in a particular area (e.g. emissions) and become an
important factor considered during the investment process.
Within PC&E, the AIP Private Markets Climate Solutions Fund is a clear example of the AIP Private Markets team’s
commitment to catalysing private sector capital to address some of the most critical systemic risks faced by the planet
and people in need. Launched last year, every dollar invested in the Climate Solutions Fund will seek to have a
concrete climate impact measurement ranging from tonnes of CO2 emissions offset and litres of water saved, to
reduction in air pollution levels, in addition to generating compelling private markets returns. The Climate Solutions
Fund was launched in a first of its kind collaboration with the U.S. Congregations of Dominican Sisters to find
investment solutions which focus on climate change and aid marginalised communities that are disproportionately
impacted by global warming.
While many of the small private companies in which PC&E invests may not currently track their own emissions data,
the group is exploring a proxy approach whereby it can assess estimated carbon intensity based on sector and
revenue of public companies and incorporate that analysis into the risks associated with an investment.
Morgan Stanley Infrastructure Partners
MSIM’s private infrastructure team, MSIP, seeks to minimise the potential impact of financial and market risks on
investment returns through a proactive currency and interest rate hedging programme. MSIP believes that the
benefits of mitigating these potential risks favourably outweigh the cost of executing a hedging programme afforded
by MSIM’s scale in the relevant currency and interest rate markets. MSIP works with our MSIM Private Funds Hedging
Team whose sole focus is to provide MSIM Private Funds, such as MSIP, with hedging strategy and execution
support.
MSIP’s private funds execute fund level hedges with third parties that are subject to MSIM’s Counterparty Risk Policy
(in accordance with the Volcker Rule, no fund level hedging transactions are executed with Morgan Stanley).
Interest rate risk is an ongoing market-wide risk that the team actively monitors and manages. Given volatility in
underlying interest rates, MSIP’s strategy is to typically hedge 80-100% of underlying base interest rates for portfolio
company bank term loans or other fully funded floating interest rate exposure. The team has also been working
alongside the Firm-wide LIBOR transition project to manage risks associated with LIBOR transition.
Principal Adverse Impact Monitoring
Given our role as a global investment manager, we recognise that an unintended consequence of some of our
investments may include some level of adverse impact on broader systemic sustainability factors such as
environmental matters, social and employee matters, respect for human rights, anti-corruption and anti-bribery
matters.
We acknowledge that the systemic nature of sustainability issues, where relevant to a given investment strategy,
needs to be addressed in a co-ordinated and concerted manner across the value chain. Through our Sustainability
Team and GRA Team, we look at the portfolio holdings in all MSIM’s long-term funds and assets to facilitate this
holistic approach and, based on the balance of exposures and potential market influence, periodically define areas
of potential principal adverse impact which may require attention. For example, these include potential contributions
to:
1)
2)
3)
4)

the increase of greenhouse gas emissions and systemic climate risk;
the increased use of finite natural resources;
the volume of hazardous and non-recyclable waste; and
violations of social norms and employee rights.

We use reasonable efforts to obtain the required data to monitor these potential impacts, and to understand any
remediation efforts undertaken by companies. Portfolio managers maintain discretion over the extent to which the
outcomes of this due diligence affect buy/sell decisions, portfolio construction, and ongoing engagement and asset
stewardship.
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We look to mitigate such potential adverse impacts through a combination of actions including investment teams’
engagement with investee management, our global stewardship programme, our thematic research, and our
collaborative efforts in the broader investment industry, as set out below. Moreover, we strive to adhere to several
normative business conduct codes and standards. For example, our Portfolio Surveillance team monitors potential
violators of the principles enshrined in the United Nations Global Compact and OECD Guidelines when this
requirement is disclosed in the investment policy of a fund. If a potential violation occurs, the Portfolio Surveillance
team will consequently reach out to the investment team and Sustainability Team. The investment teams can then
engage with these companies on remediation strategies.

Stakeholder Collaboration to Promote Continued Improvement of Functioning of Financial Markets

We maintain memberships and affiliations with organisations that help to validate our stakeholders’ range of
perspectives, influence and encourage the adoption of consistent and clear industry standards, and which serve to
reinforce our sustainability commitments and priorities. We also dedicate time and effort to collaborating with our
peers on addressing systemic risks and advancing the industry’s role in promoting sustainability as a key investment
theme. We do so through our active participation in various industry bodies and forums, which is also highlighted in
detail with examples in Principle 10 – Collaboration.
MSIM is a signatory to:
• the Principles for Responsible Investment (“PRI”);
• the Hong Kong Stewardship Code; and
• the Japan Stewardship Code.

MSIM participates in the following industry initiatives:
• the European Leveraged Finance Association ESG Working Group (through our Fixed Income team);
• PRI’s ESG in Credit Risk and Ratings Initiative;
• the Sustainability Accounting Standards Board (“SASB”) Investor Advisory Group;
• the Global Real Estate Sustainability Benchmark (“GRESB”), participating as an investor and asset member;
• the One Planet Sovereign Wealth Fund (“OPSWF”) asset manager initiative, which was formed to advance
the understanding of the implications of climate-related risks and opportunities within long-term investment
portfolios through the sharing of investment practices;
• the working group convened by the Chartered Financial Analyst Institute (“CFA”) to create a global product
disclosure standard for sustainability-focused products;
• the UK Investment Association’s working group on Fund-Level Communication of Responsible Investment,
which is focused on fund disclosure requirements applicable to UK-based asset managers;
• the Real Estate Round Table;
• the National Association for Real Estate Investment Management; and
• the NCREIF-PRE reporting standards working group.
The role we play and our participation depends on different types of industry initiatives. Our contribution spans:
• Sharing feedback regarding impact of and complying with upcoming policies and regulations;
• Enhancing awareness of systemic issues such as climate, physical and transition risks;
• Sharing Sustainability knowledge and investment best practices;
• Leveraging networks to increase our impact and improve our ability to work with companies; and
• Acting as the voice of our clients to further all of the above.
An example of this is our International Equity team’s participation in the OPSWF Peer Exchange Series in June
earlier this year. The series aims at promoting co-operation within the OPSWF community and providing valuable
information and peer advice to members to help them improve their practices and in climate change mitigation. The
Head of ESG Research of the International Equity team shared knowledge and best practices on: (1) carbon footprint
measurement methodology; (2) key drivers of portfolio emissions; and (3) engagement approaches with companies
on decarbonisation with around 50 other OPSWF members. The knowledge-sharing and exchange was greatly
enhanced with the participation of other sovereign wealth fund (“SWF”) and asset manager panellists, providing
greater insight into the climate sensitivity of SWF portfolios from a diverse group of peers.
Notwithstanding industry collaboration to promote well-functioning financial markets, we also partner with our
colleagues in Morgan Stanley's Global Capital Markets Team as part of the ICMA Green & Social Bond Principles
Working Groups and we also participate in the Irish Funds ESG Policy & Legal workstream. In addition, Morgan
Stanley is a member of the Global Impact Investing Network (“GIIN”), the Ceres Investor Network, the TCFD and the
Steering Committee of the Partnership for Carbon Accounting Financials (“PCAF”).
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In these working groups, we actively participate in discussions with our peers to agree best practices and also
contribute our views and learnings to enable the industry to respond to relevant policy initiatives in a meaningful and
impactful manner.
One of the growing risks faced by the industry is the risk of “greenwashing” related to sustainability-focused products.
In this regard, we have actively participated in regulatory consultations relating to the Sustainable Finance Disclosure
Regulation, which is aimed at increasing the transparency of how investment managers integrate sustainability issues
and risks into their investment decision-making process. We have also engaged in active discussions with our peers
through various industry groups to contribute our knowledge and expertise towards promoting greater disclosure in
a manner that mitigates the risk of greenwashing.
Another challenge that our industry faces is the availability, consistency and comparability of ESG data (which we
also discuss in Principle 8 regarding ESG Data Providers). The poor data quality has the potential to impede the
effective identification and assessment of ESG risks, as well as our ability to provide transparency and reporting to
investors on ESG matters. These challenges are industry-wide, impacting us, our peers and our clients. We have
actively participated in regulatory forums and initiatives to voice these challenges alongside our peers, with a view to
reaching an industry-level solution. In particular, our MSIM Head of Sustainability Regulation and Policy plays a
leadership role in guiding the industry conversation on SFDR by Chairing the SFDR Implementation Forum convened
by the UK’s Investment Association and is also a member of the IA’s Responsible Investment Working Group.
Additionally, she is also a member of the Irish Funds’ ESG Policy, Legal and Regulatory Working Group.
Our engagement and participation with industry groups allow us to collectively share not just best practices and knowhow, but also our experiences and challenges. We do so on behalf of and in the best interests of our clients (Principle
6) to ensure the continued improvement of functioning of financial markets, especially in cases where our industry
working groups provide feedback to regulators on the feasibility of regulatory requirements as well as advancing the
industry’s role in promoting sustainability investment, practices, and standards.
Details of collaboration and key industry initiatives are provided in Principle 10.

Effectiveness in Identifying and Responding to Market-Wide/Systemic risks, and Promotion of
Well-Functioning Financial Markets
We consider that our risk management and engagement approaches have been, and continue to be, effective in
identifying and responding to market-wide and systemic risks, as well as promoting well-functioning financial markets.
MSIM Risk Framework
Our overall MSIM risk framework is reviewed and updated on an ongoing basis by our Risk team, to ensure that
MSIM is appropriately identifying and managing the risks (including systemic and market-wide risks) that it faces in
its business, or which could cause harm to clients or financial markets. Consideration of market-wide and systemic
risks, as well as MSIM’s effectiveness in responding to them, are considered in the risk assessment which informs
the annual plan of assurance activities for IAD. Please see Principle 2 for more details.
MSIM Investments
From an investment perspective, despite the unexpected nature of COVID-19 and the immediate volatility and market
disruption it caused, we consider that our investment teams responded in a considered and long-term focused
manner (as outlined in our select investment team examples above). Our response to COVID-19 was also well
supported by our ongoing focus on identifying and managing ESG risks, which contributed to the resilience and
performance of our portfolios during this volatile period, as companies with stronger ESG credentials weathered the
crisis better.
Morgan Stanley Horizon Scanning
The Board of our U.K. holding company, Morgan Stanley International Limited, carries out a horizon scanning
exercise on a bi-annual basis to identify medium to long-term external factors that have the potential to impact the
Firm’s business and operations. The Board uses a PESTEL factor analysis (political; economic; social; technological;
environmental and legal) to inform the identification of risks and opportunities which may impact business and
revenue; clients and counterparties; operational resilience; employees and the safe and sound execution of the Firm’s
strategy.
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Morgan Stanley as a Systemically Important Financial Institution
The Dodd-Frank Act, as amended by the Economic Growth, Regulatory Relief and Consumer Protection Act
(“EGRRCPA”), establishes a systemic risk regime to which certain large Bank Holding Companies (“BHCs”),
including Morgan Stanley, are subject. Under rules issued by the Federal Reserve to implement certain requirements
of the Dodd-Frank Act’s enhanced prudential standards, such large BHCs must conduct internal liquidity stress tests,
maintain unencumbered highly liquid assets to meet projected net cash outflows for 30 days over the range of liquidity
stress scenarios used in internal stress tests, and comply with various liquidity risk management requirements. These
large BHCs also must comply with a range of risk management and corporate governance requirements. Pursuant
to these requirements, Morgan Stanley has put in place arrangements within its business to monitor and respond to
systemic risks.
The Federal Reserve also imposes single-counterparty credit limits (“SCCL”) for large banking organisations. U.S.
Global Systemically Important Banks (“G-SIBs”), including us, are subject to a limit of 15% of Tier 1 capital for
aggregate net credit exposures to any “major counterparty” (defined to include other U.S. G-SIBs, foreign G-SIBs,
and nonbank systemically important financial institutions supervised by the Federal Reserve). In addition, we are
subject to a limit of 25% of Tier 1 capital for aggregate net credit exposures to any other unaffiliated counterparty.
Morgan Stanley Fusion Resilience Centre; Infrastructure & Operations
Morgan Stanley’s Fusion Resilience Centre maintains a global programme for the Firm’s Business Continuity
Management (“BCM”) that facilitates activities designed to protect the Firm during a business continuity event. A
business continuity event is an interruption with potential impact on normal business activity of the Firm’s people,
operations, technology, suppliers and/or facilities. The BCM programme’s core functions include business continuity
planning (with associated testing) and crisis management. The Firm has dedicated BCM staff responsible for coordination of the programme governed by the Business Continuity Governance Committee and a Risk Oversight
Committee. In addition, a Committee of the Board of Directors and senior management oversee the programme.
Morgan Stanley has a rigorous business continuity strategy to ensure that our global business continues to operate
effectively while responding to external events, such as acute and chronic physical risks from climate change that
have the potential to impact our facilities around the world. This includes a 24/7 model that aims to understand,
prepare for, respond to, recover and learn from operational threats and incidents that impact the Firm, from cyber
and fraud to technology incidents, weather events, terror attacks, geopolitical unrest and pandemics.
Our Fusion Resilience teams lead efforts to evaluate and prepare for the effects of such risks on our direct operations.
When extraordinary events are forecast, the teams review business unit plans for recovery strategies, such as
transference or relocation, including options to recover critical business processes. The teams also share threat
information as appropriate with peers, vendors and relevant government agencies. In 2020, Fusion Resilience
monitored and reacted to 13 global weather and natural hazard events, including hurricanes, wildfires, blizzards and
earthquakes.
Looking Ahead
Effective risk management and identification is, however, an ongoing journey, and, as indicated by the increasing
importance of ESG risks and events such as COVID-19 and climate change, the universe of potential risks will
continue to expand. We therefore intend to continue evaluating and adapting our risk modelling, forecasting,
management and engagement frameworks on an ongoing basis to ensure that we can continue to respond
appropriately to market-wide and systemic risks and promote the effective functioning of financial markets.
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Principle 5: Review and Assurance

Signatories review their policies, assure their processes and assess the effectiveness of their activities
Review, Oversight and Continuous Improvement of Engagement and Stewardship Principles

MSIM’s Engagement and Stewardship Principles are reviewed at least once a year by the MSIM Sustainability Team
and MSIM’s Sustainability Council, composed of senior business leaders and investors. In addition, our stewardship
reporting is reviewed by a Disclosure Working Group composed of representatives from our marketing, legal and
compliance divisions and our individual investment teams. This multi-stakeholder approach to reviewing our MSIMwide approach and disclosures helps to ensure that our stewardship and ESG strategy is informed by the stewardship
priorities and experiences of our diverse investment teams, and that representations we make about our approach
in client disclosures are fair, balanced and understandable.
Regular updates to global stewardship codes, beyond the UK Code, such as the Japan and Hong Kong Stewardship
Codes, also encourage us to revisit our Engagement and Stewardship Principles regularly.
Recent improvements and clarifications to the Engagement and Stewardship Principles document include:
•
•
•

Providing additional details on how we monitor and track portfolio companies as part of our Stewardship
duties in order to better align with Shareholders Rights Directive II (“SRD II”);
Including more colour on our approach to escalation and collaborative engagement; and
Clarifying our approach to engaging with boards, which we undertake when we have a material concern that
we believe requires their attention in the best interests of shareholder value.

Review, Oversight and Continuous Improvement of MSIM Proxy Voting Policy and Procedures

The MSIM Proxy Review Committee (“Committee”) has responsibility for overseeing the implementation of the MSIM
Proxy Voting Policy.
The Committee meets at least quarterly and reviews and considers changes to the MSIM Proxy Voting Policy at least
annually. Regular review of the MSIM Proxy Voting Policy by the MSIM Sustainability and Global Stewardship Team
has led to ongoing incremental improvements and clarifications to the existing policy such as, but not limited to:
•
•
•

Updating policy language to indicate our general support for shareholder proposals that aim to enhance
useful disclosure on topics such as employee and board diversity, race, human rights risks, supply chain
management and human capital management;
Clarifying our approach on shareholder proposals to indicate our preference for proposals that aim to
enhance useful disclosures aligned with frameworks, such as SASB and TCFD, and disclosures that aim to
meaningfully reduce or mitigate a company’s impact on the global climate; and
Clearly reflecting MSIM’s view on board diversity, including gender and ethnic diversity.

Review, Oversight and Continuous Improvement of Sustainable Investing Policy

As mentioned in Principle 1, MSIM’s Sustainable Investing Policy was created earlier this year, replacing the previous
MSIM ESG Approach and Principles Policy. Our Sustainability Team is responsible for maintaining the Sustainable
Investing Policy and, as part of that effort, collaborates closely with the Sustainability Team Leads, the Global
Stewardship Team and other functions. The Sustainability Council is responsible for reviewing and approving this
Policy, which occurs at least annually, ensuring that it accurately reflects the philosophy and processes that govern
MSIM’s sustainability strategy as well as the practical experiences and insights of our investment teams over the
year.

Internal Assurance; Continuous Improvement of Stewardship Policies and Processes

MSIM Compliance conducts periodic reviews of the MSIM businesses’ compliance with laws, regulations and
policies, including with respect to proxy matters and ESG-related investing approaches, disclosures and practices.
Recently, these have included, inter alia, reviews of the businesses’ compliance with:
•
•

MSIM Proxy Voting Policy and related procedures; and
Disclosures relating to ESG investing approaches, including engagement with issuers, and alignment with
actual practices.
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Additionally, MSIM takes steps from time to time (taking into account applicable regulatory and industry guidance) to
review its own ESG frameworks and processes, in an effort to identify areas for continuous enhancement, and to
seek opportunities to increasingly develop a more globalised strategic approach to MSIM’s investment practices and
risk management related to ESG products.
Examples of enhancements that have been made to MSIM’s ESG-related practices and risk management protocols,
based on such reviews, include various:
1) Disclosures and Marketing Materials
• We are conducting ongoing periodic reviews on standard ESG disclosures in RFPs and other client
materials to seek to ensure consistency between underlying investment processes and disclosures;
2) ESG Data Provider Due Diligence
• We have established a formalised approach to ESG data provider due diligence to support investment
teams, leveraging the existing internal review process. Please see Principle 8 for more details on our
due diligence process; and
3) Oversight and Governance of Products
• We have integrated sustainability considerations into our NPA process. Additionally, we have developed
a workflow for internally reviewing products with sustainability characteristics. This review involves
various stakeholders across MSIM, who perform an independent assessment of the product from a
sustainability perspective before it is brought to market. Please see Principle 2 for more details.
As part of MSIM’s ongoing oversight of third-party providers, MSIM performs periodic due diligence on service
providers used to support our stewardship and investment activities. Topics of the reviews include, but are not limited
to, conflicts of interest, methodologies for developing their policies and vote recommendations, and resources. MSIM
also conducts on-site due diligence meetings and meets with research staff, compliance and information technology
teams to review policies and procedures.
These enhancements have been noted by the Internal Audit Department as an area of regulatory focus and have
been included in the risk assessment to inform the annual plan of assurance activities. Deloitte also performs an
external SSAE-18 audit of the proxy voting process and procedures as part of the Firm’s annual Sarbanes-Oxley
review. We have passed this audit in each of the last 10 years, indicating that our process continues to be robust
and effective.
MSIM maintains voting records of individual agenda items at company meetings in a searchable database on its
website on a rolling 12-month basis. As a result of wanting to provide greater transparency to clients, we have
enhanced and improved this reporting to include vote rationales for items voted against management and rationales
for voting on shareholder resolutions.
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Section 2: Investment Approach
Principle 6: Client and Beneficiary Needs

Signatories take account of client and beneficiary needs and communicate the activities and outcomes of
their stewardship and investment to them
Understanding and Meeting our Clients’ Needs

MSIM has a diverse portfolio of clients with a broad spectrum of needs. We believe that our independent investment
teams structure and our overarching focus on responsible investing gives us the agility and perspective to understand
and meet the plurality of our clients’ needs and investment objectives. Our diverse client base also benefits from the
advantage of having global teams of investment professionals in major hubs including, but not limited to New York,
Boston, Washington D.C., London, Amsterdam, Mumbai, Singapore, Hong Kong and Tokyo, who seek to leverage
their in-depth knowledge and expertise to capitalise on investment opportunities in all major markets across the
globe. The charts below provide a breakdown of our AUM across our four investment platforms and regions of
investment, as well as a breakdown of our diverse client base. It is important to note that Sustainable Investing is
embedded across all of our investment platforms.

Figure 6.1: MSIM Investment Capabilities and Assets Breakdown 6
As of 30 June 2021

6
“Sustainable Investing” does not represent a separate investment team, but is a term used to refer to our other investment teams when acting
with a sustainable investing focus.
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Figure 6.2: AUM by Region of Investment
As of 30 June 2021

Figure 6.3: MSIM AUM Breakdown by Client Geography
As of 30 June 2021
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Figure 6.4: MSIM AUM Breakdown by Client Type and Product Type
As of 30 June 2021

Investment Horizons

The investment horizon of our clients varies depending on their individual financial goals, objectives, and liabilities.
MSIM works with clients to ensure that the investment horizons of the strategies and solutions we are providing align
with their needs. While investment horizons vary across our independent investment groups and platforms, on
average, most MSIM investment teams consider a three to five year investment time horizon, with some teams being
below or above that range. For example, some of our concentrated global equity portfolios have held certain
companies for decades while our money market, liquidity and asset allocation funds consider much shorter time
horizons.
The investment horizon also varies depending on the asset classes and investment strategies pursued – for example,
some of our private asset funds could have an investor lock-in period of up to eight to 10 years, whereas our Liquidity
funds tend to have an investment horizon of one year or less.

Obtaining Clients’ Views

It is our goal to help our clients address their particular investment issues. Our teams of experienced professionals
aim to set industry standards for investment expertise and client service, striving to:
•
•

Work with our clients to understand their business and investment needs, offering a range of tailored services
and a diverse selection of top-tier investment products; and
Partner with our clients to achieve their investment goals and take pride in our ability to provide best-in-class
service, combined with the global resources of Morgan Stanley.

Strategic Relationship Management at MSIM
In January 2019, MSIM established a Strategic Relationship Management function, above and beyond our existing
client service support functions. The function is dedicated to fostering meaningful relationships with our clients. The
team specialises in developing unique and holistic partnerships with clients that are customised to a client’s specific
investment needs, interests and goals, which often includes specific sustainable investing objectives.
Our various client interactions provide us with an opportunity to better understand how to meet their investment
needs. Our investment teams have published research and thought leadership in response to specific client inquiries
and areas of interest and also joined investor coalitions or industry organisations that are important to our clients.
We strive to be responsive to our clients’ needs holistically above and beyond their specific investment objectives
and targets.
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Incorporation of Client Views, Stewardship and Investment Policies into Asset Management

The incorporation of clients’ views, stewardship and investment policies are generally conducted by individual
investment teams corresponding to their specific clients.
Global Opportunity
For example, one of our equity teams, Global Opportunity (as part of Counterpoint Global), ensures that its client
mandates take into account clients’ stewardship policies through consultation during the onboarding process based
on open dialogue and consensus on Investment Management Agreement (“IMA”) guidelines, agreed to by each
client. In 2020, through the incorporation of one large client’s sustainable investment objectives, the Global
Opportunity team partnered with the client to launch Global Change, a customised global equity strategy which
currently has over $10 billion in assets as of 30 June 2021. This demonstrates both the success of incorporating a
client’s sustainable investment objectives and stewardship policies as well as collaboration/partnership to achieve
the client’s specific goals.
The Global Opportunity team also continuously obtains client feedback which is integrated in the team’s annual ESG
and Sustainable Investing Report that discusses ESG integration within the investment process. For example, clients
have previously requested company engagement case studies and information relating to the carbon footprint of
portfolios, which the team incorporated in its annual report. The Global Opportunity team continues to innovate and
evolve its process and believes that integrating ESG within its investment analysis improves the risk and reward
profile of client portfolios. To do this, client feedback is incorporated in the team’s future plans, including ESG
reporting and potential product launches.
International Equity
Our International Equity Team works with clients to customise their portfolios with additional client-specific exclusions,
and after recently enhancing the carbon-related ESG exclusions for one of their strategies, consulted with their
separate account clients individually on those amendments to ensure that they were comfortable with them. Given
the shared investment beliefs between the International Equity team and its clients, the team frequently publishes
thematic insights on the MSIM website, communicating its understanding and outlook on relevant ESG topics, such
as single-use plastic and decarbonisation. These pieces are also emailed directly to its clients. Additionally, the
International Equity team publishes a bi-annual Engage report, outlining the team’s engagement activities and voting
statistics. This is in part to update its clients, but also enables clients to report to their own stakeholders, recognising
their corresponding duties to report on certain ESG metrics.
Private Credit & Equity
Separately, our PC&E teams implement client-specific stewardship requirements (through side letters or negotiation
of the fund documents) such as: (1) excuse rights or investment restrictions (e.g. tobacco, alcohol, weapons); (2)
client-specific reporting; and (3) enhanced due diligence or portfolio monitoring procedures.
Bespoke Client Requirements
Bespoke client portfolio monitoring and screening requirements are also taken into account when we take on board
new clients. As mentioned in Principle 2, our Portfolio Surveillance team oversees and ensures all ESG screening
and monitoring guidelines are agreed to between investment teams and clients on the outset of client onboarding,
implemented, and continuously monitored throughout the mandate. This means working with different functional
stakeholders e.g. Technology/Data teams to ensure our system capabilities and coding of ESG rules/requirements
are created/feasible, and our investment teams, to ensure they are aware of the clients’ stipulated control framework
or screening/monitoring requirements. A few examples of onboarding new ESG rules and guidelines for client
mandates include:
•

Equities strategy: Client’s restriction requirements regarding specific controversial sectors
o Under this scenario, the client described what they wanted to restrict and relied on MSIM to suggest the
most appropriate method of monitoring
o The Portfolio Surveillance team discussed with the relevant investment team and the Sustainability Team
came to an agreed monitoring framework best suited to the client’s restriction requirements
o For requests like these, at times MSIM may need to feed new data points into our system to capture
client specifications, and these data points may come from third party ESG data providers

41

•

Fixed Income strategy: Customised restriction and monitoring requirements
o In some cases, the team agrees with clients to implement an automated monitoring mechanism using
vendor data within our Compliance tools, however on rare occasions we also agree to monitor based on
the clients’ own restricted list and methodology
o Some clients prefer the latter option if they are dealing with multiple sub-advisers and want to ensure
that all are excluding the same list of companies

Communicating with Our Clients about Our Stewardship Activities and Continuous Reviews

From a broader MSIM perspective, consistent with our pledge to have a clear investment process, we also pride
ourselves on being available to our clients and providing them with regular and timely information on our services
and stewardship activities. Collective stewardship and sustainable investing updates are consolidated and integrated
into regular communications with our clients. These regular touchpoints include: annual or biannual client meetings;
our annual client conference; quarterly conference calls (in the case of certain strategies), portfolio-level sustainability
reports and monthly information packages.
Spotlight #2
Portfolio-Level Sustainability Reporting
Client reporting on fund-level ESG and Stewardship metrics varies based on both the investment team and fund
strategy. These portfolio reports may be available to clients both regularly or upon request. Examples from various
investment teams include:
International Equity
• In response to a client request, the team created a quarterly ESG Fact card for its Global Sustain fund, which
has since been rolled out to other vehicles within the strategy. As noted above, the International Equity team
also publishes a bi-annual engagement report, Engage, detailing its engagement activities.
• Additionally, in preparation for the recent EU SFDR regulations, the team surveyed its clients to understand
their investor needs and commercial imperatives before determining the SFDR classification for its funds. The
classification affects what portfolio-level metrics the team are required to monitor and report under SFDR.
Global Fixed Income
• The Fixed Income team recently published an inaugural 2021 Engagement Report, providing insight on how
the team engages with companies, governments and other organisations on ESG issues, in alignment with
MSIM’s Engagement Thematic Priorities (please see Principle 9 for more details).
• The team already provides quarterly reporting on its Fixed Income engagement programme to existing clients,
highlighting the thematic nature of the team’s dialogues, its impact on the team’s investment strategy, and, if
requested by the client, ad-hoc case studies.
• For Sustainable Funds, or if required by clients, further transparency is available on ESG-related
characteristics of a portfolio, with a more granular climate impact analysis and specific focus on positive
environmental and social impact, including the alignment with the UN Sustainable Development Goals (SDGs)
and exposure to green/sustainable bonds. The Global Fixed Income team intends to roll out this type of
enhanced ESG reporting to a broader set of portfolios over the coming months.
Global Balanced Risk Control
• For the Global Balanced Sustainable Fund, GBaR monitors the ESG and Carbon Risk for its direct holdings
using third-party ESG data. For this fund, the team is able to report to clients on various metrics such as ESG
ratings, Low Carbon Transition scores and Weighted Average Carbon Intensity.
• GBaR is also able to provide additional metrics which are not directly associated with its investment process,
such as reputational risk, governance risk, fossil fuel reserves and exposure to high water risk
• The team is also planning to report on engagement activities beginning from next year.
Private Credit and Equity
• Clients may request that the PC&E teams take further action in the form of increased transparency and
reporting (e.g. according to IFC principles, in alignment with TCFD or specific reporting pertaining to modern
slavery). These requirements are discussed and agreed upon through side letters with clients when the LP
commitment is made to the strategy.
• While PC&E is in the process of developing an annual sustainability report across all its strategies to share
with all clients, side letters agreed with clients often contain detailed reporting requirements bespoke to each
investor.
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Parametric Portfolio Associates
• Currently, Parametric offers ESG reporting on firm-wide stewardship activity (annually) and client-driven
portfolio construction incorporation (quarterly).
• Examples of other custom client reporting include carbon footprint/emissions reporting, ESG risk ratings,
Sustainalytics portfolio reporting, modern slavery reporting and proxy voting reporting.
• Parametric has an industry-leading digital reporting platform experience that is available to clients which also
includes ESG reporting metrics. The team receives and implements feedback from clients on aspects of this
platform that can be enhanced and evolved.
Client relationship managers and investment teams are also available to connect with clients outside these scheduled
touchpoints. Through their regular client interactions, our investment teams have observed the increasingly prominent
role that stewardship plays in our asset owners’ investing objectives and that has informed the magnitude of our
efforts in this space. Our investment managers enjoy access to global research and company management, and
have firsthand experience in the world’s capital markets, which translates to more opportunities for our clients.
Our annual client conference, IDEAS, increasingly includes dedicated sustainable investing forums and panels that
showcase our portfolio managers’ approaches to stewardship. These forums also provide an opportunity for client
dialogue on important and emerging governance and sustainable investing topics, and our portfolio managers use
these opportunities to inform their stewardship agendas.
In addition to these dynamic client touchpoints, MSIM has published an annual Stewardship Report, which includes
an overview of our proxy voting and engagement activities across all investment teams. As mentioned above,
individual investment teams may also publish team- or strategy-level engagement reports for clients and provide
engagement information and case studies on request.
All of these regular touchpoints by MSIM as well as individual investment teams also serve as opportunities to
address client queries such as impact of certain geopolitical or market events impacting portfolio holdings; portfolio
managers’ outlook on certain asset classes, companies or industries; as well as details on portfolio performance. We
continuously seek client feedback on all communication fronts (outlined above) to ensure that we deliver the highest
level of client satisfaction through our investment products, client relationship management and client reporting
solutions. Our Strategic Relationship Management team leads the development of meaningful relationships,
customised per individual client needs.

Effectiveness of our Client Comunication Methods

We have assessed the effectiveness of our chosen methods to communicate with, and understand the needs of our
clients, by having regard to factors such as direct client feedback, the scale and spread of our AUM across different
regions and investment platforms (for example, due to increased ESG priorities and preferences across our investor
and client base, we are seeing increased demand for our Sustainable Investing products) and our ability to access
our client and investor base (ranging from separate account clients with dedicated MSIM relationship managers to
investors in our funds who are able to communicate with us through investor forums and conferences).
We consider that our chosen communication channels and approaches have been effective in taking into account
clients’ sustainability and stewardship needs. We believe this is demonstrated firstly in the successful implementation
and scale of our bespoke investment solutions, custom portfolios, multi-asset strategies and outcome-oriented
accounts for clients – which as of 30 June 2021 consists of $501 billion in AUM, one-third of our overall AUM.
Secondly, this is also evident from the long-standing relationships we have with many of our key clients, who have
been invested in our strategies for decades – across different investment teams, either within a client capacity or as
co-investors, alongside our investment teams. Our top 10 oldest MSIM mandates date back to the 1980s spanning
across our Fixed Income, Equity and Money Market strategies. Four of our clients in the oldest seven mandates now
also have investments in our Sustainability Funds (Sustainable Core or Sustainable Objective/Impact 7). Additionally,
two of our current largest 10 MSIM mandates are Sustainable Core/ESG Integration Equity funds. This is testament
to our client relationship and fiduciary commitments, as well as our sustainability/stewardship alignment with client
interest and requirements.
We intend to continually engage with our clients to get their feedback on both how well we communicate with them
and how we reflect their views and priorities in our management of their portfolios. An example of this is our internal
sustainability regulatory project workstream, which has been set up to operationalise, document and implement client
sustainability preferences as part of client suitability assessments, in response to the upcoming EU MiFID II revisions
7

Please see our Sustainable Investing spectrum described in Principle 7 for more details.
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due to come into effect in 2022. This workstream consists of stakeholders across functional teams, including the
EMEA Chief Operating Officer Project Lead, MSIM Sustainability Team, Product Development, Legal/Compliance,
Sales Management and ESG Data/Technology teams who work together to ensure relevant MSIM product
information and data is tracked, monitored and measured – so that clients can make better and more informed
investment decisions when it comes to selecting their sustainability preferences.
It is our ongoing and continuous engagement with clients that enables us to meet their evolving needs – embedded
by our Firm-wide core value of “Putting Clients First”.
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Principle 7: Stewardship, Investment and ESG Integration

Signatories systematically integrate stewardship and investment, including material environmental, social
and governance issues, and climate change, to fulfil their responsibilities
ESG Integration, Portfolio Management and Stewardship

Though issues prioritised during stewardship and investment decision-making vary across different MSIM
investments teams, as noted previously, our investment teams will be guided by the MSIM-wide Sustainable Investing
Policy and Engagement and Stewardship Principles. Our investment teams act as responsible long-term investors
and are particularly responsive to ESG factors that can present both risks and opportunities to investment portfolios.
MSIM adopts a tailored approach to ESG integration and stewardship whereby public and private investment teams
are ultimately responsible for exercising their judgement to identify and integrate materially relevant risks and
opportunities into their investment decision-making process, including due diligence and research, valuation, asset
selection, portfolio construction, and ongoing engagement and investment monitoring. MSIM assesses materiality in
the context of ESG integration and stewardship through the consideration of various factors, such as investment
philosophy, asset class, the nature of the issuer, the size of our holding, the exposure to sustainability risk (including
both physical and transition risks) and the investment time horizon.
The following examples demonstrate the different types of issues, ESG factors and stewardship methods prioritised
by investment teams across asset classes and geographies throughout the investment process:
High Conviction Equities
MSIM’s High Conviction Equities teams comprise of generalists as well as sector or regional specialists who assess
materiality of ESG factors and utilise company-level research to develop investment strategies that create and
capture value while reducing risk. The investment teams view engagement with senior management of companies
to be an integral component of their role as long-term owners, including engagement on material ESG issues. All
equity teams seek to support good governance at portfolio companies through diligent attention to proxy voting
responsibilities, for which MSIM provides centralised support.
For our equity teams, stewardship is an integral component of the investment process. As long-term investors, with
an owner’s mindset, their active engagement is aligned to their long-term investment approach. A key input to their
investment selection process is an assessment of the quality of the company’s board and senior management. To
develop that knowledge, equity teams engage with company management at regular intervals and prioritise active
dialogues where positions are significant, and issues are viewed as material. Voting decisions in equity portfolios are
made in-house by the investment teams, with support from the Global Stewardship Team, and in line with the
principles addressed in our MSIM Proxy Voting Policy. Further, our equity teams directly engage with their portfolio
companies on sustainability topics. As fundamental investors, teams typically take a company-by-company approach
to ESG research and engagement focusing on material issues most important to a particular company. At times,
portfolio managers may also address a topic thematically across their portfolios, taking a top-down approach to an
emerging systemic risk or area of concern. For example, for our Global Emerging Markets Equity Team, engagement
is also shaped by the team’s country-level ESG analysis, which may bring into focus specific ESG issues above and
beyond what the team’s sector-based materiality analysis alone would have indicated.
While engagement and Sustainable Investing approaches differ across our individual High Conviction Equity teams,
all have appointed Sustainable Investing leads who co-ordinate and support their respective team approaches.
The following equities strategies demonstrate the diverse approaches taken with respect to ESG integration in
investments and stewardship.
a) International Equity
When integrating ESG analysis into the investment process, the team explicitly focuses on material ESG risks and
opportunities and their effect on the sustainability of future returns on operating capital. The team believes that
seeking to understand how ESG factors may impact long-term returns has to be rooted in company-specific analysis.
As noted under Principle 4, as part of the team’s research process, they have developed a proprietary ESG
scorecard, called the Material Risk Indicator (see Figure 7.1), which supplements the existing qualitative and
quantitative outputs of their research process.
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For each company, the team attempts to identify both industry-specific ESG factors/risks such as product safety in
Health Care (Portfolio Manager/analyst determined) and key universal ESG factors/risks (team agreed) including
greenhouse gas emissions, management compensation and incentives, diversity/culture, safety, data
security/privacy and tax. Quantifiable ESG data is also analysed, including the carbon tax impact on EBIT at $100/t
of CO2e, the company’s Equileap gender equality score, the impact of normalised global tax rates, and the company’s
Pay X-ray score. Pay X-ray is the team’s proprietary scoring framework for executive pay, used to better compare
company pay plans, facilitate team discussions and inform their voting approach. As a streamlined scoring system,
it enables the team to flag good and bad practices and rank their holdings’ remuneration plans. Each element of the
plan receives a positive or negative score, rolled up into an overall company score. The team then uses this score to
determine their decisions when voting on remuneration. Should the team have voted against remuneration
previously, and engaged, and observed no change in the company’s remuneration plan, they may then escalate their
actions, voting against the election of members of the remuneration committee.
The MRI helps to identify material ESG risks and opportunities at the company level and reflect these in valuation
and portfolio construction, if appropriate. It also enables portfolio managers to identify priority areas for future
engagement with company management. The framework enhances the team’s ability to manage downside risk as
well as increase the potential for long-term growth.
Figure 7.1: Proprietary ESG Material Risk Indicator Analysis

Source: Morgan Stanley Investment Management. The views and opinions expressed herein are those of the portfolio management team, are not representative of the Firm as a whole, and
are subject to change at any time due to market or economic conditions. There is no assurance that a portfolio will achieve its investment objective or an investment strategy will work under
all market conditions.

Consideration of climate risk is also an important consideration for the team. In the last 12 months the team has
made several enhancements to their carbon and climate change analysis. For example, they analysed the sensitivity
of their companies’ profits to potential future carbon pricing, which, as expected, is very low. Additionally, the team
has also started tracking, and engaging on, their companies’ direct carbon emissions reduction and renewable energy
use targets. Even though the team’s portfolio companies generally have a low carbon footprint already, over half of
them have established such targets and have already demonstrated improvements in direct carbon intensity over
recent years.
With respect to geography, regional allocations or country weightings are not key decisive factors to integrate ESG
and stewardship as the former are solely a product of their bottom-up stock selection process. While the team seeks
diversification across a broad range of countries, many of the high quality global companies preferred are listed in
the US and the UK, where the team are more likely to find advanced corporate governance practices and
management teams who subscribe to its criteria regarding shareholder value creation. Historically, the typical
regional concentrations have been Non-Euro Europe, North America and Euro Europe.
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Information gathered through ESG analysis and stewardship contributes to the team’s acquisition, monitoring and
exiting decisions. The underlying philosophy (which is also shared across other MSIM investment teams) is to always
ensure and maximise clients’ portfolio returns given MSIM’s client-centric business purpose. New investment ideas
are generally discussed and debated at the weekly investment meetings. A research report outlining the stock’s
investment case is circulated amongst the entire team prior to the investment meeting, which includes a description
of the business, an assessment of the franchise and management quality, strengths and risks to the investment case,
insights from meetings with management, historical vs. projected key financial ratios under various assumptions, and
an assessment of the stock’s intrinsic value. ESG risks and opportunities are documented, with reference to ESG
data when appropriate.
A stock may be reduced or liquidated if one or more of the following occurs:
• The intrinsic value of the stock has been exceeded;
• Regulatory environment/industry deterioration;
• Absolute risks, including ESG risks (such as climate risk), have exceeded the team’s tolerance level;
• The investment thesis has changed materially for the worse, or been proven wrong; and/or
• Another stock idea is more compelling.
b) Counterpoint Global
As mentioned in Principle 1, Counterpoint Global takes a long-term oriented approach to investing, focusing on
identifying differentiated insights on multi-year opportunities. The team believes that environmental awareness and
social responsibility are important stewardship issues, and innovative companies can use sustainability initiatives
and programmes to differentiate their franchises in the marketplace. Hence the team employs sustainability research
additively within their investment process – acknowledging that environmental and socially-oriented initiatives within
companies can be drivers of value when those initiatives capitalise on:
•

Moat Extension;
Example: increasing the switching costs from smart buildings’ efficiency data

•

Growth Opportunity;
Example: a new market such as mobile-based financial services for the under-banked population

•

Efficiency Opportunity;
Example: a profitability enhancer such as energy efficiency practices in cloud computing, and

•

Optionality
Example: making plant-based protein more widely available

The team’s Sustainability Researchers together with investors on Counterpoint Global that cover different companies,
are responsible for sustainability research and integration for respective investments. This way, the team is able to
leverage investor expertise to identify opportunities and risks presented by environmental and social trends, and use
them as a basis to monitor investments, as well as engage with investee companies. Counterpoint Global believes
investing for the long-term aligns with interests of long-term shareholders, which often means focusing on disruption
and sustainability themes.
c) Global Emerging Markets Equity (“GEM”)
As fundamental investors, the team seeks out growing trends which they believe will last for at least the next three
to five years and sustainable, well-run businesses which can capitalise on these trends.
The team looks for company management teams in quality businesses that understand long-term environmental and
social trends and integrate these considerations into their strategies. The leading companies anticipate opportunities
to cut costs, develop new products, and improve brand image. For example, companies proactively addressing
climate change are mitigating physical risks, supply disruptions and regulatory risks including carbon taxes.
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Figure 7.2: GEM Equity ESG Approach

When evaluating stocks for the portfolio, the team places a lot of emphasis on the quality of the companies they
invest in, of which governance is an important part. The team’s ESG and sustainability research informs their
engagement strategy. The team’s approach to engagement is at the company level and does not vary by geography.
The team’s engagement objective is to press each company for positive change that aligns with long-term
shareholder value and track their progress over time. The team’s assessment of the company’s sustainability strategy
and progress is a key input to their investment decision-making.
Ultimately, the team’s portfolio managers are responsible for engaging and meeting company managements and
conducting their own due diligence around the quality of the companies they invest in. The team assesses both the
quality of the management team running the company, through meeting the company management repeatedly over
long periods, and the quality of the balance sheet and cash flows of a company, which they determine through
detailed company modelling and analysis. In evaluating environmental and social risks the team engages companies
on the issues most relevant to their businesses. For example, these include companies’ use of carbon and their focus
on clean energy; the team also seeks to understand issues around a company’s labour force, community, supply
chain and diversity at the management level.
The team draws upon SASB standards as well as their own fundamental and macro research to identify material
issues for each company. The team analyses each company’s performance on those metrics relative to its own
history and to global peers. The team seeks to understand how a company’s performance on quantitative and
qualitative ESG factors can impact its revenue, reputation, cost structure, licence to operate, or cost of capital.
Engagement with companies is an important part of this research as it furthers the team’s understanding of how
management teams are incorporating sustainability considerations into long-term strategies and provides the team
an opportunity to call for better corporate behaviour.
Over the past year, the team developed a new country dashboard to track climate metrics, at country level, across
developed, frontier, and emerging markets. The dashboard allows them to compare countries on more than 40
different climate-related metrics, such as water stress or emissions intensity, renewable energy availability, or energy
efficiency policies. This allows the team to better anticipate the climate-related risks and opportunities facing
companies, whether from physical risks like rising sea levels, or transition risks like carbon taxes.
In Emerging Markets, the team strongly believes that good corporate governance practices that work in the interests
of shareholders is paramount to driving sustainable growth and returns over time. Given the high levels of government
and majority shareholder ownership that can be found in emerging markets, it can be a challenge to protect minority
shareholder rights. Given the emphasis the team places on alignment of interests between management and
shareholders in driving sustainable investment returns, the team tends not to own many companies that exhibit high
levels of government ownership. While significantly improved, in recent years disclosure and transparency by
emerging market companies, especially smaller ones, can lag behind developed markets. In that context the team’s
direct contact company management on these issues becomes all the more crucial to their investment case. The
team also supports good corporate governance through their attention to proxy voting.
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As a resource during engagement with company management, the team has access to MSCI ESG scores for all the
companies covered and they identify which of their portfolio holdings have the highest and lowest ratings and why.
The team then works with company management to better understand these concerns. In addition, the team
encourages management to follow up themselves with the reporting agencies and to publicly publish their own
sustainability reports to enhance the quality of information available for investors.
Ultimately the team’s integration process is about targeting investments to emerging markets companies that are
authentically anticipating and addressing ESG issues where relevant.
Active Fixed Income & Liquidity
The platform has developed proprietary ESG scoring methodologies for corporate credit, sovereign, securitised and
sustainable/green bond issuers. Across these methodologies, the focus is on reflecting the relative materiality of E,
S and G factors at the sector/asset class/deal level, rewarding positive sustainability momentum, and penalising
exposure to severe ESG-related controversies that can adversely impact bond price or liquidity. These scores inform
the portfolio construction process across the entire Fixed Income platform and for select Liquidity funds. In addition
to a deeply rooted ESG integration process, the Fixed Income team has a three-pronged collaborative approach to
stewardship and engagement:
1) Targeted: The team conducts materiality-based engagements prioritising issuers based on Credit Research,
and focus on ESG laggards who have room to improve ESG performance as well as ESG leaders to drive
best practice and innovation. The team also focuses on the most material ESG issues that are pertinent to
each issuer, which may vary by issuer type and/or sector.
2) Thematic: The team also conducts engagements focusing on MSIM’s thematic engagement priorities:
• Decarbonisation & Climate Risk;
• Circular Economy & Waste Reduction;
• Diverse & Inclusive Business; and
• Decent Work & Resilient jobs.
Further details on MSIM’s thematic engagement priorities are outlined further in Principle 9.
3) Integrated: Fixed Income engagement is led by Credit Analysts with the support of the centralised
Sustainability Team and Global Stewardship Team, and ESG topics are included in regular touchpoints with
company management, tracked and reported.
The team considers meeting management as an integral part of their investment analysis, including within their
evaluation of the ESG credentials of issuers. The trading desk maintains relationships with the banks that underwrite
and distribute new bond issues. Once a new bond issue is announced, the trading desk is alerted and one of the
sector credit analysts is assigned to cover the issue. The analyst will typically review roadshow materials
(presentations, offering memorandum) and attend a roadshow to meet with the management team. When there are
specific ESG-related risks or opportunities (such as labelled bond issuances, or stranded asset risk), the analysts
may also leverage the Fixed Income Sustainable Investing team for detailed ESG insights. The roadshows offer the
analysts the opportunity to ask questions to management relating to the sustainability characteristics of the company
and/or the new issue, and to clarify any uncertainties within the structure of the issue. Furthermore, team members
provide feedback to the issuer during these roadshows, and gain additional ESG insights in particular since the
roadshow meetings are collaborative engagements with other potential investors.
Generally, the team also regularly engages with issuers of labelled Green, Social and Sustainability Bonds to promote
their alignment with market standards for project/indicators selection and impact reporting.
It is important to note that the team’s engagement and stewardship strategy is defined at a global level, but
implemented by the Credit Analysts based on their regional and sectoral coverage, with the support of the central
Fixed Income Sustainable Investing team. The team accounts for regional differences in their approach by
considering the stage of development of the issuer’s country, to ensure that their assessment of their sustainability
strategy and targets is contextualised and comparable to peers.
For example, the team recognises that in some emerging markets, a longer glidepath might be necessary to achieve
desired sustainability outcomes and minimise negative externalities (e.g. a longer phase-out period for fossil fuels in
order to continue providing affordable energy to the broader population).
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The team recently engaged with a West African sovereign issuer on their inaugural sustainability bond. In terms of
their progress towards the UN Sustainable Development Goals agenda, the country lagged behind regional peers
on social issues such as education, and their ability to demonstrate proactive efforts to invest in projects to reduce
school drop-out rates, and increase accessibility of education for girls, impacted our decision to invest. Conversely,
when a developed country presented the team their sustainable bond framework, the team questioned the relevance
of some of the affordable housing projects they had selected, which lacked targeting and included financing towards
wealthier groups.
The insights obtained through this analytical and engagement process have led the team to take investment action.
For example, issues related to weak governance, companies’ protracted failure to set low carbon transition targets
or to remediate environmental damage, and lack of transparency around labour management practices, have led the
team to decide not to participate in a transaction, reduce their exposure to an issuer, or put a company on an ‘ESG
watch-list’ for their sustainable funds/strategies. In other cases, where issuers have provided evidence of credible
sustainability strategies and investment in low-carbon and socially inclusive solutions, which were not yet reflected
in their reporting or in third-party ESG evaluations, the team decided to increase positions or participate in a new
transaction to benefit from the upward momentum.
With respect to the team’s clients, they apply the same stewardship approach for their fund investments as well as
their separately managed accounts (“SMAs”). However, for specific SMA clients from different countries, the team
would tailor their stewardship approach to any specific thematic priorities they might have. For example, an Australian
client recently requested to focus specifically on thermal coal phase-out when engaging with companies whose bonds
are held in their portfolios, as they wish to be on the forefront of this engagement and stewardship effort across their
investments.
In addition to the points highlighted above, the different Fixed Income teams also have their own team-specific
issues/priorities when conducting due diligence and at times, geographic allocations are not always at the forefront
of security selection based on the specific fund strategy.
Sustainable Bond Strategies within the Fixed Income team
The Fixed Income team relies on the extensive experience of the Fixed Income Sustainable Investing team in this
market, and has developed a proprietary model to assess each bond and score it based on the fit within the issuer’s
broader strategy, the additionality of the use of proceeds and robustness of the bond structure, its external verification
and the quality of reporting.
The ESG integration and due diligence process includes an evaluation of the extent to which the projects (or targets,
for Sustainability-linked bonds) contribute to specific SDGs that might differ from, or be a sub-set of, those at the
issuer-level. An overview of the team’s Sustainable Bond Evaluation model is provided below. An assessment of
impacts as part of both ex-ante and ex-post reporting, allows them to assess the magnitude of the SDG contribution.
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Figure 7.3: Sustainable Bond Evaluation Model: A Transparent, Objective, Systematic Approach to
Assessing Sustainable Bonds(1)

(1) Note: Include Green, Social, Sustainability, Transition, and Sustainability-linked bonds.
(2) Note: based on MSIM proprietary model and Sustainable Investing and Research teams’ assessment.
This represents how the portfolio management team generally implements its investment process under normal market conditions. ESG ratings are not intended as a recommendation and are
subject to change. 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.

As an active fund manager, the Fixed Income team looks through the labelling and critically assesses the sustainable
bonds that come to market, to ensure the evaluation of their sustainability characteristics is integrated into the
investment process, for the benefit of their clients. The team also believes they have a duty to encourage issuers
and underwriters to strive to implement best practices to achieve meaningful positive sustainability outcomes through
the issuance of robust sustainable bonds, and engage with issuers and participate in industry initiatives to help
achieve this.
Alternative Investments
The Alternative Investments business consists of Private Real Assets and Private Credit & Equity strategies.
1) Private Real Assets
The Private Real Assets investing business includes private real estate, infrastructure and real estate credit
strategies. In 2020, the team appointed a Head of Sustainability for Real Assets to lead the integration of sustainability
into the investment process across the platform, which includes both Listed and Private Real Assets. While
sustainable investing looks different across these assets it generally includes integrating ESG factors into investment
diligence, asset management and stakeholder and community relations. The Private Real Assets teams strive to
engage stakeholders of all types including: tenants; investors and prospective investors; government; local
communities and non-governmental organisations; service providers and employees. The group uses a variety of
approaches to engage stakeholders and strives to incorporate sustainability requirements as part of standard terms
and conditions of lease agreements, when feasible, which will enable collection of whole building energy, GHG
emissions, water, waste and recycling data.
As an example, outlined below is how the Securitised Private Credit strategy within Private Real Assets incorporates
ESG considerations throughout the investment process from due diligence to investments, monitoring and
independent assessments.
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Securitised Private Credit (“SPC”)
ESG considerations are material to the SPC team and prior to any loan being made, the team performs an analysis
of potential ESG implications. Detailed due diligence is conducted on the financial sponsor and/or the origination
partner and the associated business plan, including, but not limited to, performance history of the assets, operational
aspects such as loan servicing, experience in the specific asset class and region as well as ESG considerations.
To ensure key elements are considered the due diligence is conducted with reference to a customised Investment
Committee checklist (“ICOMM checklist”) tailored for the SPC strategy. A section of the ICOMM checklist is dedicated
to ESG considerations, which the investment team populates liaising directly with the Firm’s ESRM team for wider
support and guidance.
The team engages directly with the sponsor to obtain their view of the risks and fully understand any actions that
may have been employed to mitigate the implications. This is likely to include site visits to observe the assets in
operation, vouch and assess mitigating actions, and direct contact with day-to-day management.
On completion of the investment due diligence process, an internal credit memorandum is provided to the Investment
Committee for consideration. Prior to transaction approval being granted, the Investment Committee may require
further information or, in the case of an ESG concern, consult with the specialist team for opinions.
There are varied considerations across E, S and G. Typically, the team would lend to an SPV which would have
ownership of the pool of assets representing the collateral to the loan. ESG implications are therefore mainly
originating from the pool of assets rather than the SPV that has been set up to accommodate them.
•

Environmental concerns – This category is particularly relevant for the targeted investment universe, as
real estate (and real asset) collateral is likely to represent the most common form of ultimate security backing
senior loan investments. As a result, substantial due diligence is performed to fully understand the type of
assets in the collateral portfolio, their activities and their impact and relationship to the environment.

•

Social concerns – Within the team’s investment universe, these are most relevant in the context of loan
portfolio and collateral management practices. For example, servicing procedures are thoroughly reviewed
to ensure best practice is followed and applicable legislation is adhered to.

•

Governance concerns – In the targeted investment class, transaction SPVs would typically have their
governance power strictly limited by law. Where oversight of the assets is outsourced to a third party,
consideration is given to the conduct of the third party firm to question whether it acts under best practice.

Whilst the above provides some examples of some of the ESG issues that may arise for the asset class, the
geography, management framework and type of collateral can all influence ESG considerations identified through
the life of a trade and would be taken into consideration by our investment team.
Monitoring
Part of the team’s mandate is to closely follow the performance of the loans and monitor ESG implications to the
underlying collateral. Periodic reports are provided from loan service providers/asset managers which are assessed
as part of this process. ESG considerations form part of this analysis and the team would look to leverage from the
guidance of the ESRM, Legal and Compliance teams or seek external counsel on the scenario where concerns were
identified.
2) Private Credit & Equity
The PC&E business has its own Sustainable Investment Policy in place. The teams believe that incorporating ESG
factors into the investment process is essential for minimising investment risk and maximising investment return. The
identification of ESG risk and opportunity factors early on in the investment process can reduce financial, regulatory
and reputational risks and drive value for investors and other stakeholders. While the specific ESG factors
incorporated into investment analysis vary depending on what is material to a particular asset class, sector,
geography and/or investment opportunity, the areas below generally reflect the sustainable and stewardship
approaches that are incorporated into the investment process and assessment of financial impact:
•

ESG investment integration: PC&E is committed to considering and incorporating material ESG issues
when evaluating all investment opportunities
o Teams leverage ESG diligence templates incorporated into investment committee memos to explore
key ESG considerations; additional considerations may be examined based on the particular
industry/sector (e.g. industrials)
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o
o

While PC&E does not have explicit exclusion rules, the business generally will avoid certain
environmentally sensitive sectors and will conduct enhanced due diligence for specific sectors as
outlined in the Firm’s ESRM Policy, employing expert consultants where necessary
Certain industries and sectors are effectively excluded de facto (e.g. Arctic oil and gas, thermal coal
mining, palm oil, nuclear energy, etc.) as they will require escalations and further review and approval
by the Firm’s Franchise Risk Committee examining a multitude of considerations including
reputational and franchise risk prior to investment

•

Ongoing stewardship: PC&E encourage and partner with its portfolio companies during the period of
ownership to improve sustainability performance and minimise any adverse impacts on environment and
society

•

Governance: PC&E maintain internal governance structures and resources that work to advance ESG
integration across PC&E business activities

In general, stewardship for PC&E takes a different form than public markets, but is still a central part of the group’s
approach to sustainable investing. Throughout the investment life cycle, investment teams will (as appropriate)
engage with investee and relevant stakeholders to encourage ongoing improvement of sustainable business
practices, raising issues at the appropriate level (e.g. company management, board of directors). Investment teams
may set sustainability goals for portfolio companies and track improvement across a range of ESG factors using Key
Performance Indicators where possible. Work plans established in the pre-investment phase may also be amended
throughout the investment lifecycle to encourage continuous improvement.
PC&E demonstrate this through two of their private equity strategies, Morgan Stanley Capital Partners and AIP
Private Markets:
i) Morgan Stanley Capital Partners (“MSCP”)
MSCP manages a middle-market private equity platform, focusing primarily on North America. For MSCP, deal teams
act as a first filter for potential portfolio companies that are being considered. Any company that is associated with
material ESG risks that cannot be mitigated or improved on will not be put forward to the Investment Committee for
further discussion and approval.
For companies that do make it to the next round in the selection process, the team considers ESG risks and
opportunities throughout the investment lifecycle starting in the investment due diligence phase, where it seeks to
identify ESG risks and value drivers, and continuing through to the post‐investment phase where investment teams
partner with investees to maximise ESG opportunities and value drivers.
An example of a potential investment that was declined due to ESG considerations is a recent opportunity in the
outdoor enthusiast space. The MSCP team has been focused on this market within the Consumer Products industry
sector, as it considers that the COVID-19 pandemic has positively impacted this market and outdoor enthusiast
businesses are expected to continue to perform well in the near-term. The potential investment had experienced
strong performance recently although its primary business lines focus on archery and air guns. The company’s main
archery products are high performance cross bows while a number of the air gun products have the appearance of
assault rifles in addition to the more common hunting rifles. Following an initial review with the MSCP Partner Group,
the team decided to pass on the investment opportunity for ESG reasons given its product mix.
ii) AIP Private Markets
The AIP Private Markets Team incorporates ESG considerations into its processes in a multi-dimensional fashion
that includes both top-down analysis and investment specific factors.
In 2014, the team hired senior personnel from the International Finance Corporation to build out an impact investment
programme and to institutionalise and augment the ESG diligence processes for all investments in our core
programme, as an additional risk management tool.
The team conducts an ESG risk assessment of both the sponsor and the company, evaluating whether they operate
in accordance with AIP’s ESG standards. This diligence process includes an ESG-focused dialogue with each
sponsor to understand their policies and procedures when determining whether to invest in any opportunity. Relevant
ESG issues may include, where applicable, climate change, effects on communities and biodiversity, human rights,
occupational safety or other matters.
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The table below illustrates examples of progress made by portfolio companies on ESG issues:
Fund

Portfolio Company

ESG Issue

Status
The portfolio company was sold within
two months of our investment

Confidential
Fund 1

Confidential
Portfolio Company 1

Ensure mining company
was compliant with
international ESG
standards

Confidential
Fund 2

Confidential
Portfolio Company 2

Update HR Policy and
Manual

Completed within three months of our
investment

Implementation of HR
Policies

Completed within six months of our
investment

Occupational and health
safety plan in place

Completed within six months of our
investment

Investment Team
Composition

No female investment
professionals

Hired within prior fund’s investment
period, as encouraged by AIP

Prospective Portfolio
Company 1

Management team with
history of biased
management

Confidential Fund 4 passed on the
investment opportunity and influenced
the management team to transition the
team members of concern

Confidential
Fund 3

Confidential
Fund 4

Confidential
Portfolio Company 3

While the portfolio company was
compliant, the Team did not want
exposure to the mining sector

Custom Solutions
Certain of the Multi-Asset portfolios integrate ESG factors contingent on asset class and style of investing. As an
example, for quantitative investing, the team may optimise the portfolio by using ratings or scores balanced against
other risk/return objectives. For customised portfolio solutions, the team may review ESG factors to assess impact
on asset allocation and/or customise a basket of securities or funds according to the particular sustainability
preferences of the client. For highly active, concentrated equity portfolios, integrated sustainability analysis is
conducted based on an ESG materiality framework. The Multi-Asset teams also conduct thematic engagements on
materially important environmental and/or social issues facing companies in order to ensure that target companies
follow good governance practices. The teams’ approach to stewardship and investment do not generally differ based
on geography – although the ESG issues/factors that are prioritised for engagement with specific investments, may
differ based on regional practices and progress in those areas.
1) Global Balanced Risk Control
Researching risks to the global economy and global markets is integral to GBaR’s asset allocation process, and ESG
factors such as climate change clearly fall into the team’s definition of potential “risk events”. The team therefore
views the incorporation of ESG factors and stewardship as a natural extension of its philosophy around risk control.
The team believes in the merits of a multi-dimensional approach to incorporating ESG factors into its portfolios.
Rather than limit themselves to benefiting from a single element of ESG approach, the team aims to combine the
benefits of restriction screening (also called exclusions), ESG integration (or “best-in-class”), impact investments and
engagement/stewardship.
Each dimension of ESG is incorporated with regard to specific ESG factors, but an overarching area of focus is
climate change. Not only does this represent the most significant environmental challenge, but as a result it also
represents the biggest ESG-related risk to the companies and securities in which the team invests, for example in
terms reputational, regulatory and financial risk.
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Drilling down into the team’s ESG multi-asset portfolios, they focus on the following factors within each of the four
approaches to ESG that they incorporate:
(i) Restriction screening/exclusions
• Focusing on the core equity exposures, the team aims to exclude companies involved in activities that
are proven, or have the potential, to cause significant harm to the environment and/or society. The team
works on an ‘engage or exclude’ basis. If the team believes a company, or broader industry, is open to
changing its behaviour, they will seek to engage, in order to help effect that change
• However, some industries do not, in the team’s opinion, offer the prospect of change as a result of
engagement, in which case exclusion is the appropriate approach. The team considers the indirect
impact of the entire value chain, and apply exclusions in the following areas: ESG controversies,
breaches of UN Global Compact, coal and oil sands, tobacco, gambling, controversial weapons and
civilian firearms.
(ii) ESG Integration/Best-in-Class
• The team aims to enhance ESG quality (in all three pillars) of our core asset class exposures, as distinct
from impact investments
• In developed government bonds, the team excludes countries with the lowest ESG rating (CCC), using
MSCI ESG Government Ratings scores. Of the remaining countries, they overweight those with aboveaverage effective ESG Government ratings scores and underweight those countries with below-average
scores
• In equities, the team uses MSCI ESG ratings to optimise securities baskets (sub-portfolios tracking
regional equity indices). The team aims to hold securities that in aggregate represent top-quartile ESG
performers (again, across all three pillars), within each sector, in each region
• Given the importance of climate change as an ESG factor, the team has an additional tilt toward stocks
that score favourably in terms of the low-carbon transition (“LCT”), using MSCI‘s LCT scores, which
reflect the LCT risks a company faces from its core business (e.g. the risk of stranded assets) and in its
value chain, as well as the company’s management of those risks
• The team also incorporates a strategy to reduce the carbon profile of this portion of its portfolio. The
team aims to decarbonise its portfolios’ core equity exposures according to the 1.5°C scenario, aligned
with the most recent IPCC recommendations and targeting net zero emissions for its equity exposure by
2050. In practice, this means the team aims to reduce the core equity portfolio’s carbon emissions by
7% per annum, or 1.75% in each quarterly rebalance, until 2030. This will require some degree of tilting
to the sector weights within each equity region, although the team will maintain a maximum
over/underweight of 5%, relative to each sector’s weight in the underlying regional index. The team will
continually monitor the results of this strategy, to ensure it remains on the path to achieving its goal.
(iii) Impact Investments
• In portfolios that allocate a portion to impact investments, the team targets investments that support
potential solutions, such as products and services, to many of the world’s most urgent environmental
and social challenges. The aim is to generate a measurable, positive environmental and social impact
alongside a financial return for the portfolios. Our impact themes fall broadly into four categories –
Climate, Resource Management, Basic Needs and Empowerment.
(iv) Engagement/Stewardship
• The team focuses on issues that pose material risks to returns, or which offer opportunities to contribute
meaningfully to the UN SDGs. The team are currently focusing on decarbonisation and climate risk as a
key theme, in order to encourage the companies with whom they engage to develop an ambitious
decarbonisation plan in line with a Paris-Aligned Pathway, amongst other objectives. The team also
focuses on the circular economy, as well as creating a more diverse, equitable and inclusive society.
The team partners with Morgan Stanley’s Global Stewardship Team in our engagement strategy.
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2) Parametric Portfolio Associates
As part of the Eaton Vance investment brand, the Parametric business uses investment science to build and manage
investment strategies and to implement custom portfolio solutions providing clients with targeted investment
exposures with control of costs and taxes.
In line with Principle 6 (which is focused on incorporating client needs/requirements), the team’s approach to ESG
incorporation for the past 20 years is designed to allow each client to implement their own specific views on
responsible investing in a very effective, customised manner – rather than accepting a uniform approach – within a
separate account. The separate account structure allows Parametric to customise each underlying account in
accordance with the clients’ individual investment objective and solve for their distinct responsible investing needs.
The team’s research providers supply its investment teams with a full range of responsible investing metrics:
environmental, social or governance ratings; carbon data; and controversies, sanctions, and business involvement
indicators which are used to inform decision making and monitoring pre and post investment.
Accordingly, the issues the team prioritise for assessing investments prior to investment, and in its ongoing monitoring
and exit decisions, tend to be client driven – with a particular focus on ESG considerations. The investment
philosophy is firmly rooted in the belief that the team’s clients, as responsible investors want something more than
just returns. They want consistency between their principles and the activities of the companies in which they are
invested. And they want to be able to use their shareholder rights to affect change.
Many clients request meetings with the team’s Parametric Responsible Investing Strategy team on a regular basis
for standard updates, discussion around enhancements/evolutions to our approach, and in some instances,
recommendations to enhance alignment to the client’s individual needs/requirements.
Sustainable Investing 8
MSIM offers a variety of “Sustainable Investing” products, and we define “Sustainable Investing” as a spectrum of
practices that use ESG information and criteria to deliver returns for clients and shape dedicated investment
solutions.
We have developed the below framework to articulate how Sustainable Investing can be implemented across various
investment strategies to provide a clearer view of what it does for its clients and stakeholders.
Figure 7.4: MSIM Sustainable Investing Spectrum

8
“Sustainable Investing” does not represent a separate investment team, but is a term used to refer to our other investment teams when acting
with a sustainable investing focus.
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MSIM defines a labelled “Sustainable Fund” as a portfolio that is driven, in part, by a strong philosophical conviction
in sustainability as a secular economic growth trend or as a source of investment performance and implemented
through a pooled vehicle and/or a separately managed account structure. The team’s MSIM labelled Sustainable
Funds demonstrate this through the following implementation levers:
•

Inclusionary approaches based on relevant sustainability factors. This could be implemented using
fundamental ESG data or derived ESG ratings/scores/rankings in a variety of ways – for example, selecting
relatively stronger or best-in-class investees/assets, setting a minimum performance standard for
investees/assets, identifying thematic exposures, or using ESG information to define a target set of
investees/assets with potential for improvement;

•

Baseline exclusions for controversial or sensitive sectors or assets, with some of the more concentrated
Sustainable Funds applying relatively more extensive exclusions; and

•

Strong and active engagement and stewardship activities, where explicit objectives are set and
outcomes tracked.

MSIM is committed to providing clients with a broad spectrum of thematic Sustainable Funds across both public and
private markets. MSIM strives to provide quantifiable metrics and reporting for Sustainable Funds, as data access
and discoverability improve over time.
As of 30 June 2021, MSIM has $54 billion in Sustainable Fund AUM 9. With the team’s integration with EV, it is able
to leverage Calvert’s world-class ESG research, investment and stewardship capabilities. The Calvert business takes
a holistic and comprehensive approach to ESG investing, including both positive and negative assessments of
corporate behaviours.
Calvert research and engagement efforts are built on the foundation of the Calvert Principles for Responsible
Investment (the “Calvert Principles”), which provide a framework for Calvert’s evaluation of investments and guide
Calvert’s stewardship on behalf of clients through active engagement with issuers (see Figure 7.5).

9

This consists of Calvert AUM in addition to MSIM funds classified as “Sustainable Core” or “Sustainable Objective and Impact” as described
above.
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Figure 7.5: Calvert Principles for Responsible Investment

The Calvert business has a team of dedicated ESG research analysts and the research process focuses on
identifying the financially material ESG risks to which issuers are exposed, evaluating management teams’ ability to
navigate those risks, and recognising opportunities for companies to improve their ESG performance. Calvert’s ESG
research analysts parse thousands of ever-evolving data points to differentiate issuers based on financially material
ESG issues, informing both their investment decisions and their corporate engagement efforts.
Calvert’s research is also supported by the team’s proprietary research engine, Calvert Research System (“CRS”),
designed to review and rate all constituents of the investable universe on a consistent basis that can be scaled
globally. CRS is a comprehensive and quantitative tool internally developed to help Calvert’s ESG research analysts
understand the financially material ESG factors impacting companies and to help them assess how companies
manage the opportunities and risks associated with these ESG factors.

Stewardship and Service Providers

MSIM views proxy voting as a key component of stewardship activities and obtains information on corporate
governance, proxy voting, issuer research and selected environmental and social issues from its investment teams’
own research, as well as independent advisers (ISS and Glass Lewis) to provide vote execution, reporting and
recordkeeping services.
Notwithstanding the appointment of ISS and Glass Lewis as proxy advisers (ISS is also MSIM’s proxy voting
administrator), MSIM does not outsource proxy voting, hence does not rely on either firm to implement a custom
stewardship policy. As active managers and owners, the team’s stewardship philosophy is enshrined in performing
stewardship directly in companies it invests in, in order to promote long-term shareholder value, which is in line with
the views of its clients.
That said, MSIM communicates with both service providers at least monthly to discuss research and other operational
voting issues to ensure that both service providers are kept well aware of its stewardship and voting needs and its
expectations of them. In the event the team discovers a potential discrepancy in the underlying service provider’s
research it generally escalates and contact the firm’s Head of Research to resolve the issue.
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How Information Gathered Through Stewardship Informs Investments, Monitoring and
Divestments
In addition to the commentary provided above, the following case studies show how stewardship methods and
information gathered during the stewardship process contribute to decisions relating to investments, divestments
and/or portfolio adjustments.
Case Study 7.1: Fixed Income
Investing on Environmental and Climate Mitigation Grounds
The MSIM Fixed Income team engaged with the issuer, an institution responsible for regional public transport, to
conduct due diligence around their inaugural labelled green bond issuance. The team aimed to frame the
discussion around their emissions targets and reporting in alignment with its priority theme of decarbonisation and
climate risk, and to gain more clarity on the structuring of the framework.
The engagement proved very fruitful, with the issuer going beyond to additionally account for improved accessibility
and quality of service whilst maintaining low-carbon criteria across categories including green buildings and clean
transportation. The engagement was particularly useful to conduct further due diligence beyond the information
provided in their green bond framework and second party opinion, particularly in terms of assessing the
commitment of management to furthering their sustainability credentials.
Management noted their commitment to strategies to remove carbon from the environment, through the creation
of natural roofs and green areas alongside emissions reductions projects, and provided clear targets and timelines
towards the electrification of the public transport fleet.
As such, the team observed positive sustainability momentum from the engagement, and decided to invest in the
green bond. The team were impressed with the level of transparency within the framework and the granular level
of detail provided throughout its engagement, which will feed into future impact and allocation reporting. The team
aims to track this impact and utilise it in future engagements.
Case Study 7.2: Global Emerging Markets Equity
Continuing to Own Portfolio Company on Environmental and Social Grounds
The GEM team have had three dedicated, in-depth ESG engagements with the management of a Brazilian fashion
retailer since becoming investors in 2016. Over this time, the company has made significant advancements in its
ESG strategy and has made supply chain safety and reducing environmental impacts, strategic priorities.
As the company is a fast fashion retailer, the team continues to engage management on their supply chain
management, emissions and materials usage. Since the team’s first engagement with management in 2016, the
company has raised and enforced strict supplier safety standards and employs a team of 12 in-house auditors
who are responsible for auditing its Tier 1 and 2 suppliers at least once a year.
Reducing the company’s environmental impact is a key strategic focus of management. With the apparel and
footwear industries accounting for between 2-10% of global emissions, they believe addressing this negative
environmental impact is imperative for the continuity of the fashion industry and their own business, even though
per capita consumption of clothing remains significantly lower in Brazil versus developed markets.
As a result of these engagements, the team has identified the retailer as being well ahead of its competitors in
identifying environmental risk and investing in initiatives to mitigate this risk. By doing so, the company is further
solidifying its leading brand position and making environmental investments years ahead of its domestic
competitors, while still generating industry-leading margins and returns.
Case Study 7.3: Calvert Research and Management
Continuing to Own Portfolio Company; Engaging to Improve on Governance Grounds
The Calvert team is in the process of engaging with an Irish family-run building materials company which has been
lauded in the ESG sector for years given its energy-efficient operations and products. Despite its eco-friendly
reputation, the company found itself in the headlines in 2017 during the London Grenfell Tower fire tragedy. The
fire spread quickly in part because of the building’s cladding – the external insulation and the air gap between –
5% of which was made by the company.
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During the official inquiry into the fire, the company was largely absolved from any direct role in the tragedy. But
the inquiry revealed a slew of related scandals, including expletive-filled emails regarding the company’s failed fire
tests, claims that the company had “misled” an inspector, and an alleged smear campaign against its competitors.
Amidst these revelations, critics started to flag broader governance concerns with the company, its peers, and its
overseers.
In addition to being tragic, the Grenfell crisis has been financially material. During the hearings, the company’s
stock dropped by 15% and, earlier this year, its shares were still trading at a 23% discount relative to other green
construction companies. The company could face continued impairment if the ongoing inquiry (which will continue
through February 2022) results in additional fines, fees, court cases, and/or changes to the company’s regulations.
According to analysts, these losses are not irreparable. Sell-side reports predict that the company’s valuation
“should recover as trust rebuilds”. But it will need to demonstrate real reforms if it hopes to rebuild its reputation
and value.
As the team’s preferred course of action (as long-term focused investments) is to engage first rather than divest,
the team has initiated the engagement with an initial outreach to the company. The next step will be scheduling
and holding a meeting with its senior management to begin the discussion and to ensure that these reforms are,
in fact, implemented in a manner that would bolster the market’s trust.
Case Study 7.4: Global Infrastructure Securities
Divestment on Governance Grounds
At its core, the Global Infrastructure Securities’ portfolio construction process is designed to provide clients with
the best exposure to infrastructure similar to what one might obtain in the direct markets, only in listed form, and
at the best relative price (risk-adjusted for a number of factors). With this primary goal in mind, the team adjusts
industry, company, and geographic exposures to meet specific client criteria. The investment universe has
incorporated ESG-related considerations, most notably in the utilities sector, since the inception of the strategy.
Furthermore, the team has altered positions in portfolios due to changes in ESG factors.
More recently, with the introduction of pure-play renewable power companies into the listed markets, renewable
investments have become a distinct research focus area of the team. The prevailing view is that renewable
generation will displace much of the fossil fuel powered fleet over time, and already these assets have become
competitive in many geographies without the need for government subsidy. The team has made a number of
investments in this area, but one investment that the team originally made and subsequently divested from was a
renewable power company. The reason for the divestment was due to governance concerns by the prior
management team. The investment team originally made the investment due to favourable valuation metrics
relative to the private market, with a focus on its existing asset base.
However, it became clear over time that management was focused on rapid growth at any cost – with little financial
discipline with regard to new projects. The relationship of the company with its Sponsor entity turned into a
relationship in which the Sponsor started to take advantage of its control over the company for the Sponsor’s own
benefits. In conjunction with this, the company began making value-destroying acquisitions at expensive prices,
committed to make future acquisitions instead of the standard practice of having the option of acquiring assets
(ROFO), and started to heavily use opaque “warehouse” financing structures, introducing considerable capital
structure risk to the company. Later on, governance was further eroded with the replacement of the executive
management of the Company with former employees of the Sponsor. During this time, the company’s Corporate
Governance & Conflicts Committee was also replaced, as well as its Audit Committee, which were previously
composed of independent directors. Despite expressing concerns over this approach, management continued its
aggressive ways, so MSIM decided to divest. While the team took a loss on the investment, it would note that this
was ultimately the right decision as the company eventually faced serious financial distress and lawsuits.
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Principle 8: Monitoring Managers and Service Providers
Signatories monitor and hold to account managers and/or service providers
Monitoring of Service Providers to Ensure Services Meet Our Needs

Policies, procedures and controls are in place at different levels within the organisations to manage and oversee
relationships with and services received from service providers MSIM utilises in its investment management and
engagement activities. This section provides an overview of these controls, how the team monitors its service
providers and how they are held to account.
Morgan Stanley Policies
MSIM adheres to both Morgan Stanley and MSIM-specific policies to select, assess and monitor service providers
to ensure we can deliver best-in-class investment solutions and client servicing standards.
Based on Morgan Stanley’s Sourcing Guidelines, we engage with suppliers who respect, follow, and abide by our
Core Values: Doing the Right Thing, Putting Clients First, Giving Back, Leading with Exceptional Ideas and Commit
to Diversity & Inclusion. In an ever changing market, we are committed to evaluating new suppliers to meet our
evolving needs as well as those of our clients. We look for strong capabilities, high quality and attractive commercial
offerings that build lasting partnerships over time. Engaging with suppliers who share the same core values is key to
our success; our global social responsibility is a direct reflection of the Firm's core values and enhances our ability
to provide superior service to our clients, our employees and our communities.
Morgan Stanley holds itself to the highest standards and we expect our suppliers and our suppliers' suppliers to
adhere to these key values and apply them to how they do business with Morgan Stanley and in general. This is
outlined in our Supplier Code of Conduct, which demonstrates our commitment to conducting business honestly and
in accordance with our legal and regulatory obligations, including commitments to our suppliers’ environmental
sustainability, social and ethical business practices. We also ensure Supplier Diversity by working with firms that
foster diversity in business, economic development and communities.
Morgan Stanley is committed to being a responsible corporate citizen, respecting and supporting the protection and
advancement of human rights. With operations around the world, we strive to uphold global standards for responsible
business, including equal opportunity, the freedom to associate and bargain collectively, and the elimination of
modern slavery, human trafficking and harmful or exploitative forms of child labour. Please see our Morgan Stanley
Modern Slavery & Human Trafficking Statement for more details.
In selecting and monitoring our service providers, the Firm has a Global Third Party Selection and Engagement Policy
that establishes a framework for Morgan Stanley’s sourcing activities from external, unaffiliated Third Parties for
which our Re-engineering Management (“REM”) Sourcing Team is engaged. The Policy is designed to help ensure
that the sourcing of goods and services by Morgan Stanley is done in a fair, competitive, independent and objective
manner, with appropriate due diligence and with substantive involvement from the REM Sourcing Team. Additionally,
sourcing decisions must be made in accordance with all applicable laws, regulatory requirements and sound business
practices. The Policy complements the Global Third Party Risk Management Policy, which sets forth requirements
for identifying, assessing, managing and controlling risks associated with the outsourcing of business processes and
contracting for goods and services.
Our Morgan Stanley UK Regulated Entities Supplement to the Global Third Party Risk Management Policy
establishes requirements specific to our UK Regulated Entities and is designed to enable UK Regulated Entities to
manage risks within the Morgan Stanley International Group’s Third Party Risk Appetite in compliance with SYSC 8
of the FCA Handbook, the Outsourcing section of the PRA Rulebook, the EBA Guidelines on Outsourcing and other
UK Regulated Entities-specific regulations and policies listed in Section 6: UK Regulated Entities Regulations and
Policies.
MSIM Policies
MSIM complies with both the Investment Management Public Markets Enhanced Vendor Management Programme
Procedures and the Investment Management Private Enhanced Vendor Management Programme Procedures in
selecting and monitoring service providers on both our Public and Private investing platforms, including vendors used
for stewardship and engagement purposes. The goal of the Enhanced Programmes is to identify, monitor and
manage risks associated with vendors that support both the Public Markets and Private Markets businesses. These
procedures supplement Morgan Stanley’s Global policies (outlined above) and all global requirements must continue
to be met in addition to our divisional policies.
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While Morgan Stanley’s global policies focus on financial stability and information security of vendors, our Enhanced
Programme policies seek to ensure that there are specifically identified individuals – Vendor Relationship Owners
(“VROs”) – in the business or related control/support groups that are responsible for the proper oversight of vendors.
Proper oversight includes ensuring that a vendor is providing the services contracted and the invoices for such
services are reasonable and consistent with the contractual terms of the vendor arrangement.
A centralised list of key vendor relationships on both Public and Private investing platforms is stored in the Firm's
Vendor Repositories and assessed through the Firm’s Supplier Portal for Assessing Risk (“SPAR”) prior to
onboarding. Vendor records must be created and maintained for all vendors in scope. VROs are required to
periodically certify as to their periodic due diligence and the ongoing monitoring. Due diligence and ongoing
monitoring of vendors (including our proxy advisers and ESG data providers discussed further below) will be
conducted through various methods (as appropriate), including:
1) Periodic meetings or site visits and the use of feedback loops to guide these discussions;
2) Review of key risk indicator (“KRI”) and key performance indicator (“KPI”) reports provided by the vendor;
3) Measuring the service against a service level agreement to ensure contractual expectations are being
understood and met by the vendor; or
4) Periodic monitoring of services provided.
Contract renewals are also used as an opportunity to evaluate the services provided and to give feedback to vendors.

Proxy Advisers

As mentioned in Principle 7, MSIM retains ISS and Glass Lewis to obtain information on corporate governance, proxy
voting and issuer research; however, the team do not outsource proxy voting decision making to either firm. The
primary services they provide to MSIM are vote execution of our proxy decisions, reporting (ISS) and meeting-level
research (Glass Lewis). MSIM is responsible for ensuring that all voting instructions from its investment teams and
clients are communicated to ISS and the team has controls in place to ensure instructions communicated
electronically are accurately recorded in ISS systems for execution (including scenarios where votes have been split
because of client preference or differing investment team convictions – please see Principle 3 for more details). This
includes a confirmation report for every vote data feed sent to ISS and an automated end of-day reconciliation of
votes instructed, between ISS and MSIM systems. Additionally, MSIM reviews on a monthly basis a vote audit report
provided by ISS, confirming the execution status for all meetings. The Global Stewardship Team also conducts expost reviews to confirm that ISS has accurately implemented voting instructions.
MSIM performs due diligence reviews on retained proxy advisers on an annual basis and the reviews are conducted
onsite by members of the Global Stewardship and Proxy Teams and MSIM Compliance. The focus of annual
diligence meetings tends to revolve around timeliness and quality of research, particularly on emerging sustainability
topics. Though we do not rely on proxy advisers’ vote recommendations, we do expect accuracy in the underlying
research provided in their proxy reports. When we identify any errors in the underlying research, MSIM’s Stewardship
Team will contact the firms’ Head of Research to point out a potential error. If we are correct, the vendor will publish
an update to the report to reflect the identified error. We will also seek assurances from vendors that they are taking
reasonable steps to reduce the likelihood of such an error recurring in future. We will also provide feedback to our
proxy advisers on an ad hoc basis, on how they can improve their services to better suit our and our clients’ needs.
For example, we recently suggested that one of our primary vendors enhance reporting accessibility on their platform,
which they have implemented, to our satisfaction.
If any material issues were to arise in connection with the quality or continuity of service we receive from these
providers, we will take steps to escalate and address them in line with the Firm-wide policies and procedures
summarised above.
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ESG Data Providers

As noted above, investment teams use ESG data in a number of different ways. Some use it to inform their own
fundamental research while other teams are integrating third-party data into factor models and proprietary scoring
frameworks.
For ESG data and information, MSIM may leverage third-party data on top of any independent analysis it conducts.
MSIM recognises that the lack of standardised ESG disclosures has created a fragmented market, and until such
disclosures are improved and systematised it may need to leverage third-party ESG information. MSIM does this
through both its own relationships with third-party ESG data providers and those that Morgan Stanley licenses at the
firm-wide level. MSIM can also draw on the expertise of the Morgan Stanley Institute for Sustainable Investing and
the GSF division relating to ESG data analysis, to support and inform various approaches to data integration.
Selection and Assessment of ESG Data Providers
When selecting ESG data providers, a number of factors are considered including methodology, coverage, time
series availability, transparency, and materiality alignment. An industry-wide assessment of ESG data providers
covering several hundred providers was conducted several years ago by our GSF division. This has enabled
additional statistical analyses which take place whenever the team onboard or consider new providers or datasets to
understand similarities or differences between data providers across a common universe (e.g. any potential biases
in datasets).
Examples of market-wide dataset assessments include:
•

•

A recent analysis on physical risk data vendors that compared both catastrophe and climate-change vendors
across a common set of geospatial locations in order to understand differences in vendor methodologies.
Some findings from this analysis are detailed in our recent white paper, Climate-Related Risk Data for Real
Assets: A Framework for Assessment
A similar analysis was also recently conducted on third-party vendor solutions to the EU Taxonomy, where
the team asked each of the vendors under assessment to provide as much granularity as possible on each
of the steps of their Taxonomy assessment on the same universe of companies.

In general, our findings from these assessments allow us to make more informed decisions on vendor solutions,
understand issues and challenges vendors are facing, and ultimately better assess their respective product solutions
to fit our investment and engagement needs.
These analyses are always conducted in parallel to a relevant literature and methodology review. As was the case
with some physical risk vendor offerings, our analysis of Implied Temperature Ratings (“ITRs”) ultimately led us to
the conclusion that some of these third-party vendor solutions are not yet fit for purpose. Significant differences in
output results for the same set of locations or portfolio holdings imply that while a vendor solution was available in
the market, utilising the solution in a portfolio management context would not be appropriate at this time.
In general, third-party ESG data is centralised at Morgan Stanley for broad consumption across the organisation,
including the MSIM business. As part of this centralisation process, data is vetted with quality control checks on a
recurring basis to ensure data provider feeds are accurate, timely, and, where needed, merged with existing firm
infrastructure, identifiers, and/or expanded to improve issuer coverage.
Quality Control Examples and Remediation Process
When quality control checks identify potential issues, the centralised ESG data team at Morgan Stanley that
maintains supplier relationships will engage the data provider in a timely manner to ensure revised data is provided,
or an explanation regarding the issue is provided. Recent examples include:
•
•
•

A vendor error which resulted in corporate ratings weight summing to over 100% for a small select group of
companies;
A file transfer error that resulted in an unexpected coverage drop from month to month; and
A vendor calculation error that resulted in an incorrect scope 3 value being applied to an Oil and Gas
company as a result of a barrel of oil equivalent coefficient being incorrectly scaled.
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Under these circumstances, data providers will then need to pass further quality control checks upon further granular
inspection of the data. If questions still exist, the team will take appropriate action which may range from liaising
further with the data provider to resolve the issue, to terminating use of the relevant product or services. In some
cases, erroneous data is purged from our centralised ESG data platform and replaced with corrected information. All
users of such information are notified via mail groups, at which point revisions to reporting would be made or noted
if any of the information was used.
In order to democratise ESG data access, broaden use of these data points, and create a consistent set of high
quality and commonly utilised vendors and datasets, the Firm has put in-place an “ESG data stack”. The ESG data
stack contains data sets across the ESG spectrum of approaches, across asset classes, and across data providers.
The data stack is constantly being reviewed to ensure the highest quality vendors are used, and new data sets are
added when:
1) Emerging sources of ESG data are made available (e.g. asset class expansion or specific thematic areas
like climate risk or water utilisation);
2) Coverage can be improved;
3) A more transparent or granular data set is available; or
4) An improved methodological approach is utilised.

Consistent Framework Across MSIM

The policies, procedures and processes we implement in continuously monitoring, working with and assessing
service providers such as proxy advisers and ESG data providers demonstrate our commitment to ensuring a
consistent framework across an organisation of our size, particularly on data quality, assurance and vendor
standards. In particular, we are working towards supporting our activities outlined in Principles 2, 6, 7, 8 as well as
others with a foundation of centralised and well governed ESG metrics which will enable consistency and
transparency in internal reporting, client reporting and investment engagement.
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Section 3: Engagement
Principle 9: Engagement

Signatories engage with issuers to maintain or enhance the value of assets
Figure 9.1: MSIM Engagement Statistics (between 1 July 2020 – 30 June 2021)
Total Engagements 10: 745

* This pie chart refers only to the breakdown of MSIM priority engagement themes; other engagement subjects are also covered by investment
teams.

Engagement Selection and Prioritisation
Our Approach
A key input to our investment selection process is an assessment of the quality of the company’s board and senior
management. To develop that knowledge, MSIM investment teams engage with company management at regular
intervals and prioritise active dialogues where positions are significant and where they view issues as material.
Approaches to engagement vary across our investment teams as described in Principle 7 and below, but in general,
the investment teams directly engage with portfolio companies, leveraging support from the Global Stewardship
Team as needed, and having regard to MSIM’s Engagement and Stewardship Principles. Our investment teams
engage with companies throughout their investment process on a broad range of issues including a company’s
strategy, financial and non-financial performance, risk management, corporate governance, sustainability initiatives,
and capital structure. Our investment teams endeavour to engage in constructive dialogue with companies, which
encompass anything from a series of meetings and discussions on a particular issue to multi-year
engagements/stewardship on a range of E, S, or G topics specific to the company or asset to ensure holistic and
resilient enhancement or transformation.
10

Refers to all ESG engagements conducted by MSIM investment teams, Global Stewardship Team and Calvert between 1 July 2020 and 30
June 2021. Includes engagements with corporate and non-corporate issuers.
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Priorities and Purpose
In 2020, MSIM established four thematic engagement priorities, aligned with the UN Sustainable Development Goals
(“SDGs”), in recognition that certain environmental and social issues can cause systemic risk to the economy and
capital markets, and in some cases pose an existential threat to life on Earth. These views are also shared by our
clients, one of the key contributors to the thematic engagement priorities.
As explained in Principle 1 above, our investment teams share an overarching belief that investing responsibly and
engaging as long-term owners reduces risks and positively impacts returns over time. Accordingly, the four thematic
engagement priorities presented below touch all of our investment teams to varying degrees depending on asset
class, geography, investment style and strategy. Examples of investment team-specific engagement approaches
over the 12 months from 1 July 2020 to 31 June 2021 are outlined throughout the rest of this section.
Figure 9.2: MSIM Thematic Engagement Priorities: Four Key Themes of Systemic Risk and Impact Pursued
across MSIM

This represents how the portfolio management team generally implements its investment process under normal market conditions.
The content of this publication has not been approved by the United Nations and does not reflect the views of the United Nations or its officials or
Member States. See https://www.un.org/sustainabledevelopment/sustainable-development-goals/ for more details on the Sustainable
Development Goals.

MSIM investment teams prioritise engagements based on a variety of factors including position size, investment
horizon, frequency of annual general meetings, headline events, and materiality.
Process and Methods
Engagement is a valuable tool for our teams to deepen their insight and understanding of an issuer and the sector
or asset class more broadly. MSIM investment teams work to ensure that shareholder engagement is effective and
works in the best interests of clients to improve the long-term returns from the companies in which they invest.
Although MSIM does not have centralised investment beliefs across asset classes and strategies, there are certain
parallels in the chosen approach to engagement across our various investment teams, which reflect our core values
as a firm and our determination to act as responsible long-term investors (as described in Principle 1 and Principle 6
above):
1) Investment teams generally seek to engage constructively with company management to encourage
improved disclosure, behaviour change, and (where appropriate) target-setting.

66

2) If those efforts prove unsuccessful, they may escalate their issues or concerns to one or more members
of the board of directors.
3) Following that, they have the option of voting against management proposals, board directors or
supporting shareholder resolutions.
4) Investment teams prefer one-on-one engagements directly with senior management/board directors
as they are the most effective way to articulate views to, and engage in constructive discussion with, a
company’s management.
Notwithstanding one to one engagements with senior management/board directors, the team are also supportive of
collaborative engagement where such engagement appears necessary to materially enhance portfolio values and
likely to deliver tangible outcomes in relation to key sustainability or stewardship-related issues, provided the team
can do so in a manner that is in full compliance with applicable laws, regulations and judicial precedents. More details
on its collaborative engagement activities are outlined in Principle 10.
Stewardship Monitoring and Engagement
MSIM is a predominantly active investment house and investment teams are responsible for monitoring the
performance of companies throughout the investment process. The extent and frequency of monitoring varies across
investment teams and is dependent on a number of factors including the investment strategy and the size of interest
held.
Some investment teams actively monitor at the stock level by evaluating company fundamentals, financials and
management, including sustainability management. Others approach portfolio construction using a top-down, macro
approach to strategic asset allocation and undertake thematic engagements with select companies across the
portfolio, as needed. Investment teams may take different approaches depending on asset class and type of security,
and certain issues may be deemed more material for issuers in certain geographies. For example, a minority public
equity investor’s approach may differ from a private equity investor with a controlling or majority stake. Furthermore,
in relation to variance across geographies, teams have observed that diversity and inclusion is a significant topic
across Europe, whereas in Asia companies and investors tend to have a heightened focus on augmenting corporate
governance structures and cultures.
Monitoring of companies in which MSIM invests may include, but is not limited to:
1) Reviewing and analysing relevant public information published by the company (which may include a
company’s quarterly financials, earnings calls, general company reporting and / or disclosures, including
sustainability-related disclosures);
2) Developing proprietary quantitative models to forecast performance, leveraging third party data services;
3) Conducting proprietary and reviewing external research;
4) Attending company presentations and/or analyst conferences;
5) Where appropriate, engaging directly with companies in which MSIM invests (which can include
engagement with company executives and board members through in-person meetings, conference calls
and email correspondence); and
6) Ongoing monitoring of external events that may impact company performance, e.g. regulatory changes,
news events.
These monitoring activities support real-time identification of engagement targets and topics across our Investment
teams’ portfolios.
Supportive Function of the Global Stewardship Team
The majority of engagements co-ordinated by the MSIM Global Stewardship Team focus on shareholder meetings
and take place during proxy season. During these engagements, the Global Stewardship Team and members of
relevant investment teams meet with company management and, when appropriate, a member or members of the
board of directors to discuss the issues raised by the company’s proxy, including but not limited to executive
compensation, board structure, ESG issues and shareholder proposals.
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Topics of routine engagement focus on governance best practices such as board independence, succession
planning, and executive pay. Other topics of consideration include the company’s sustainability initiatives and goals,
and corporate culture. In consultation with individual investment teams, the Global Stewardship Team may request
engagement outside the normal proxy process in response to a company headline event or to proactively discuss
thematic ESG issues. In these cases, the Global Stewardship Team may contact the company and request a meeting
with the appropriate management team and/or a member or members of the board of directors. MSIM representatives
selectively interact with company boards when the knowledge and experience of the Global Stewardship Team may
be necessary and beneficial to the engagement process.
Investment Team Approaches Based on MSIM Thematic Engagement Priorities
As mentioned above, though MSIM has established four thematic engagement priorities, our investment teams
prioritise engagement objectives, methods and assessments in varying degrees depending on asset class,
geography, investment style and strategy. The following examples demonstrate investment teams’ diverse
engagement strategies and corresponding rationale:
International Equity
Engagement Approach
The portfolio managers are responsible for engaging with company management, alongside the team’s Head of ESG
Research. The team’s ESG engagements generally have three key purposes:
1) Assessment of materiality of specific ESG issues relevant to companies;
2) Their strategies to address these issues; and
3) Monitoring of progress and influencing companies towards better practices.
In the case of the latter, the team engages with specific objectives and tracks the company's response and progress,
including but not limited to improved disclosure, behaviour change, and (where appropriate) target setting.
Their engagement can be divided into the following types:
1) Executive/board level: The portfolio managers meet with senior management and board members to
discuss the fundamental drivers underpinning growth and returns, at which material company-specific ESG
issues will be raised. They prefer one to one meetings with senior executives over group presentations.
2) Company governance/sustainability team: The International Equity team’s dedicated Head of ESG
Research works alongside the portfolio managers to identify and conduct potential engagements which
require robust enquiry with the company’s corporate governance or ESG/sustainability representatives.
3) Thematic engagement: For example, the team currently have an ongoing carbon engagement series with
companies across various sectors. Similar thematic engagement activities have been conducted, including
on the circular economy with Consumer Staples companies.
The method of engagement is usually determined on a case by case basis, depending on the topic that they want to
discuss with company management and the timeframe. Dialogue with companies on engagement topics can be
prolonged and require multiple engagements. As long-term shareholders with an owner’s mindset, the team’s active
engagement is aligned to their long-term investment approach. Initial engagements may focus on fact finding, building
understanding of how the company approaches a particular subject, and the measures and policies they may already
have in place.
The team prefers to build an in-depth understanding of what the company is doing by engaging with the company’s
Sustainability Team and Investor Relations. If the team requires more information, or have specific questions they
wish to have answered, as shareholders they have good access to company senior executives, and will engage
directly with them on the subject.
Engagement Progress Monitoring
After initial engagement, the team seeks to assess the company’s actions, and will monitor progress through
continued engagement if they think a company is on the right track, or engage further to encourage change. Progress
may be monitored through additional virtual or face-to-face meetings, via the telephone, or by email correspondence.
If the team does not see any progress, they will consider appropriate escalation (please see Principle 11 for the
International Equity team’s escalation approach and case studies).
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The team measures progress as follows:
• Does the company acknowledge the issue raised?
• Has the company come up with a plan and/or specific targets to address the issue?
• Has the company implemented this plan?
Progress may be demonstrated, for example, by the company improving disclosure on a subject, setting official
targets, or by linking KPIs related to the issue to management compensation.
Integrating Client Suggestions in Engagements
At the client level, if a client has a specific subject that the team has not previously engaged on, the team is happy
to bring that up in future engagements, where relevant.
For example, one of the team’s clients was interested in the team’s engagement activities around modern slavery.
This has led to engagement with companies on the subject, including with a British multinational household and
personal care company:
Asset Class
MSIM Engagement Theme(s)
Type of Company

•
•
•
•
•

Reason for Engagement

•
How Engagement Aligns with
MSIM/Client Values
(Principles 1 and 6)

Engagement Method

Details of Engagement

•

•
•
•
•

•
•

•
Engagement Outcome

Investment Decision

•

Engagement Case Study 9.1
Equity
Decent Work and Resilient Jobs
British Multinational Household and Personal Care Company
A client was interested in the team’s engagement activities around modern
slavery. This led to engagement with companies on the subject
The team’s initial request for engagement was also triggered by recent press
and NGO allegations of labour rights violations involving the company’s Asian
third-party suppliers, including passport retention, poor living conditions and
excessive recruitment fees for migrant workers, as well as use of child labour.
The team wanted to understand how the company dealt with the incidents and
probe their monitoring and remediation capabilities
MSIM Commitment to Sustainability and MSIM Sustainable Investing Policy
(Principle 1)
MS Core Values of Doing the Right Thing, Lead with Exceptional Ideas
(Principle 1); Putting Clients First (Principles 1, 6) in integrating requirements,
delivering sustainable long-term returns through ESG integration, aligning
engagement/investments with shared ESG and investment values
Meetings with company management
Discussing remediation proposals and sharing of best practices
Providing strategic advice
The team was encouraged to hear that the company had proactively addressed
these specific supplier violations, in one case identifying problems via its own
audit process ahead of the press reports. The company commissioned
independent human rights assessments and created specific remediation
plans, for example reimbursement of recruitment fees, working with its
suppliers, NGOs, governments and sometimes industry peers to increase
leverage
In other instances, the company terminated suppliers that repeatedly failed to
comply with its code of conduct, although the team questioned whether the
frequency of audits could be higher
The team then discussed the company’s efforts to proactively address the root
causes of social and environmental problems in their emerging markets supply
chain, rather than simply monitoring and reacting to incidents. This is a
challenging task that requires an increased level of transparency and
traceability, as well as an in-depth understanding of unique circumstances
farmers and workers face in different parts of the supply chain
The journey will be long, but the company is making progress. The company
has been partnering with several NGOs and a human rights research institution
to conduct holistic assessments and create improvement plans, for example
working with smallholder palm oil farmers to improve farming and labour
practices
Continue to hold investment position given the risks identified are being
addressed
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Next Steps/Looking Ahead

• Continue to engage with and monitor progress made by the company given
time required to make significant progress in addressing
employee/supplier/human rights issues

From 1 July 2020 to 30 June 2021, the International Equity team had a total of 145 ESG-engagement meetings.
Figure 19 shows a breakdown of portfolio company engagements that corresponded with MSIM’s Thematic
Engagement Priorities:
Figure 9.3: International Equity Engagements – Corresponding with MSIM Thematic Engagement Priorities

Decarbonisation and Climate Risk

86

Diverse and Inclusive Business

41

Circular Economy

Decent Work and Resilient Jobs

19

13

(Please note: more than one subject may be covered in a company engagement, and therefore the total number of engagements may not equal
the total number of discussion topics. The chart above is not representative of the full scope of engagement topics covered by the International
Equity Team during the time period)

Counterpoint Global
Engagement Approach
The Counterpoint Global team takes a long-term oriented approach to investing, which focuses on identifying
differentiated insights on multi-year opportunities. As long-term investors, and active owners, the Counterpoint
Global team believes that they have a duty to be good stewards of the capital they manage. The team fulfils this duty
by engaging with the companies in which they are invested and by exercising their proxy voting rights. These
stewardship activities give the team the opportunity to guide companies in which they invest toward better
governance practices, which the team believes will produce long-term, sustainable returns. The Counterpoint Global
engagement approach is viewed holistically with their investment activities and they consider their ability to deliver
long-term value; hence they do not actively track their number of engagements, which is not a meaningful statistic
that is value-additive to the investment process – each portfolio company is engaged with differently given respective
areas of materiality.
Given the team’s position as active, long-term owners, they have regular touchpoints with investee companies and
have formed relationships with company management. This means that the team’s engagement process is iterative
with each engagement providing new information that enhances the team’s view of the company and what they
regard as its priorities, gaps and opportunities. When the team has provided suggestions or recommendations for
companies on their business practices, the team monitors the company's alignment with these suggestions over a
period of time. The team’s engagement tracking notes allow them to flag issues for follow up and for monitoring
throughout the investment process. The team often goes into engagements with pre-defined topics to discuss with a
company, but in some cases they will identify additional issues through an engagement, which then become new
issues to monitor moving forward. For companies with significant, ongoing ESG challenges, the team may monitor a
company's management of the same issue over an extended period of time and discuss that issue in every
subsequent engagement call. For other companies, the topics of engagement may change frequently along with the
KPIs and objectives used to monitor them.
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Consistent with the approach to engagement across MSIM investment teams, the Counterpoint Global team looks
to engage in constructive dialogue with the management teams of portfolio companies in all aspects of the business.
The team is increasingly finding that its global, all-sector, all-capitalisation, integrated sustainability research
approach is novel to companies and presents the opportunity for partnership, where the team shares strategies with
companies to help them capitalise on the sustainability opportunities available to the company. The team selectively
offers companies access to its network of other operators, or sustainability practitioners where they think doing so
would create the opportunity for a mutually beneficial dialogue.
The team engages with company management when evaluating strategy and management quality. Where
appropriate, the team’s portfolio groups engage companies to discuss issues that may include environmental and
social policies and practices. The team may also seek support from the MSIM Global Stewardship Team when, for
example, their expertise on a particular issue is needed. The team generally does not seek out Board-level
conversations without substantive concern, as they prefer that Boards remain focused on their core mandates of
strategy, management and risk oversight.
The team pays close attention to proxy voting, using their votes and other shareholder rights to promote governance
aligned with long-term shareholder interest. The Counterpoint Global team also engages some companies in
discussion on various aspects of corporate governance, sometimes as an adjunct to proxy voting.
Counterpoint Global engages with companies in different ways including:
1) The Team’s Sustainability Lead Working with the MSIM Global Stewardship Team to Directly Engage
Current Portfolio Holding Companies – through the governance channel to discuss ESG initiatives. Most
recently Mercado Libre, a Latin American-based holding, engaged with us to specifically discuss ESG. The
conversation included C-level executives.
2) Regular Meetings with Senior Management of Portfolio Companies – In regular updates with
management teams of our portfolio companies, our investment team members address ESG drivers where
there are clear enterprise value implications, including expected dilution from share-based-compensation.
Data governance, security and risk management are other areas of high focus.
3) Global Institutional Conferences Attended by Portfolio Companies’ Sustainability Heads e.g. Aspen
Institute Global Leaders Forum – where Counterpoint Global’s Sustainability Integration Lead for the team’s
US-based funds gave the keynote presentation addressing the bridging of ESG metrics to traditional asset
management frameworks. The audience included senior sustainability officers from current portfolio
companies and other global organisations including: Disney, eBay, AB InBev, Toyota, Johnson & Johnson
and Microsoft.
Based on information obtained via various means outlined above, investment team members create Sustainability
Research Engagements Notes which are then are distributed to all members of Counterpoint Global following an “SR
Engagement”, which the team defines as a discussion where it asks its set of questions that are designed to
understand the state and sophistication of the company’s sustainability strategy and processes. These SR
Engagement notes synthesise the key insights learned from the discussion, which tend to contextualise the
opportunities and risks as well as assess the team’s understanding of the long-term alignment of incentives as well
as the culture of adaptability, which the team views as often useful in capitalising on Sustainability-related themes.
On a quarterly basis, the team’s Sustainability Integration Lead highlights the most material and often out of
consensus insights acquired through that quarters’ engagements, giving the senior investors the opportunity to ask
questions and prompt new questions for future engagements. These insights are additive to the entire analysis of the
company, to give senior investment decision-makers a more complete view into the opportunities and risks facing
the company.
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The following case studies demonstrate long-term engagement undertaken by the Counterpoint Global team resulting
in significant and holistic enhancements from E, S, and G perspectives as well as opportunities leading to investment
in other companies:

Asset Class
MSIM Engagement Theme(s)

•
•

Type of Company

•
•
•

Reason for Engagement

•
•
•

How Engagement Aligns with
MSIM/Client Values
(Principles 1 and 6)

•

•
Engagement Method

Details of Engagement

•
•
•

•

•
•
Engagement Outcome

•
•

Investment Decision
Next Steps/Looking Ahead

•
•

Engagement Case Study 9.2
Equity
Decarbonisation & Climate Risk; Diverse & Inclusive Business; Decent Work &
Resilient Jobs
US-headquartered global transportation provider
Position was initiated in the company in 2016
Counterpoint Global has been a long-term shareholder and partner of the
company
Counterpoint Global sees the company as having significant positive
Sustainability Optionality
By working with the company, the investment team hopes they can help it
increase its significant positive impact, from E, S, and G perspectives
MSIM Innovative Investment Solutions; Commitment to Sustainability and
MSIM Sustainable Investing Policy (Principle 1)
MS Core Values of Doing the Right Thing, Lead with Exceptional Ideas
(Principle 1); Putting Clients First (Principles 1, 6) in delivering sustainable
long-term returns through ESG integration, aligning engagement/investments
with shared ESG and investment values
Meetings/dialogue with the company’s various stakeholders including senior
management, Public Policy team, the company’s Head of ESG and team etc.
Remediation proposals and sharing of best practices
Thought leadership and strategic advice
“E” – (1) provided insights on Carbon Accounting: Counterpoint Global’s
Disruptive Change Research team had dialogue with the company’s Public
Policy team regarding emissions; (2) Connectivity: connected the company’s
Head of ESG with other sustainability professionals in Counterpoint Global’s
network, including the Aspen Institute
“S” – Connectivity – Future of Work: The investment team is a member of
Brookings Institute and Rockefeller Foundation’s 17 Room Initiative on
advancing the UN SDGs. The team introduced the company’s ESG team to
the group focused on future of work, chaired by professors from Harvard
Business School, to highlight their Contractor Plus labour model
“G” – Disclosure: Counterpoint Global reviewed and provided feedback on
multiple versions of the company’s ESG report
The company incorporated Counterpoint Global’s recommendations on “E”, S”
and “G” initiatives – improving its corporate disclosures and ESG reports
The company benefited from Counterpoint Global’s introduction to its network
of sustainability experts, sharing best practices and ideas
Strategic insights continue to be incorporated in the company’s business
strategy regarding Future of Work and long-term sustainability
Continue to hold investment in the company after the assessment given
belief it has significant Sustainable Optionality
Continue to engage and partner with the company to define new and better
ways to work, transition to a low carbon economy, and build a better, safer and
more equitable business
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Asset Class
MSIM Engagement Theme(s)
Type of Company
Reason for Engagement

How Engagement Aligns with
MSIM/Client Values
(Principles 1 and 6)

•
•
•
•
•
•
•
•

•
Engagement Method

•
•
•
•
•

Details of Engagement

•
•
•

Engagement Outcome

Investment Decision
Next Steps/Looking Ahead

•
•
•

Engagement Case Study 9.3
Equity
Circular Economy & Waste Reduction
Global coffeehouse and roastery reserves chain
Position was initiated in the company in 2004
Long-term engagement process
Investment thesis centred around growth prospects and brand strength
MSIM Innovative Investment Solutions; Commitment to Sustainability and
MSIM Sustainable Investing Policy (Principle 1)
MS Core Values of Doing the Right Thing, Lead with Exceptional Ideas
(Principle 1); Putting Clients First (Principles 1, 6) in delivering sustainable
long-term returns through ESG integration, aligning engagement/investments
with shared ESG and investment values
Meetings with the company’s Investment Relations, Supply Chain and
Sustainability Teams
Remediation proposals and sharing of best practices
Strategic advice
Ongoing engagement throughout the years
Sep 2017 – identified global ocean plastic waste challenges; anticipated
consumers will factor plastic waste into buying decisions
Oct 2017 – engaged Lonely Whale Foundation and discovered the company
as having material risk and opportunities
Nov 2017 – engaged the company on brand risk; dialogue with the company’s
Investor Relations, Supply Chain and Sustainability Teams
2020 – Company executive attended the annual learning module led by
Counterpoint Global’s Head of Sustainability Research designed for executive
fellows at the Aspen Institute’s Business & Society programme
May 2018 – company announces plans to reduce global plastic footprint – to
go plastic straw free
July 2018 – company has a material media win – brand differentiation for
millennial and E&S conscious consumer demographic
Separate new investment made in a supplier set as the investment team
believes this would be a beneficiary as manufacturers look to reduce their use
of plastic
Continue to monitor and engage the company on growth prospects and brand
strength

Global Opportunity
As part of Counterpoint Global, the Global Opportunity team manages highly differentiated, concentrated portfolios.
Investing as long-term owners allows the team to concentrate capital in its highest conviction ideas for typical holding
periods of three to five years. Over extended time horizons, the team believes that ESG risks are more likely to
materialise and externalities are more likely to be priced into the value of securities. Therefore, the team continues
to innovate and evolve its process and believes that integrating ESG within its investment analysis improves the
investment risk and reward profile of client portfolios.
The Global Opportunity team’s investment process integrates analysis of sustainability with respect to disruptive
change, financial strength and environmental and social externalities and governance. The team views ESG as a
component of quality and consider the valuation, sustainability and fundamental risks inherent in every portfolio
position. As bottom-up investors, the team does not apply top-down ESG positive/negative screens to a benchmark.
Nor does the team utilise ESG scorecards from third parties which rank companies versus industry peers. In other
words, ESG in isolation is not a principal driver of the team’s investment thesis; it is but one important component of
the team’s quality assessment.
Incorporating ESG-related potential risks and opportunities within an investment process is about ensuring long-term
stewardship of capital. Over extended time horizons, the team believes that ESG risks are more likely to materialise
and externalities not borne by a company are more likely to be priced into the value of securities. Therefore, Global
Opportunity continues to innovate and evolve its process and believe that integrating ESG within its investment
analysis improves the risk and reward profile of client portfolios.
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For Global Opportunity, engagement priorities differ by individual company and are not region-specific. The team’s
research has identified both ESG opportunities as well as risks that may impact the value of a company. In such
cases, the team takes an engagement approach to guide/steer the company towards better sustainability practices
and strategies that correspond with the company’s business. This is demonstrated in the following case study:
Asset Class
MSIM Engagement Theme(s)
Type of Company
Reason for Engagement

•
•
•
•
•

How Engagement Aligns with
MSIM/Client Values
(Principles 1 and 6)

Engagement Method

Details of Engagement

•

•
•
•
•
•
•
•

•
Engagement Outcome

•

•
•

Investment Decision
Next Steps/Looking Ahead

•
•

Engagement Case Study 9.4
Equity
Diverse & Inclusive Business
Indian private sector bank
To ensure leadership transition, technology risk management and financial
inclusion in banking
MSIM Innovative Investment Solutions; Commitment to Sustainability and
MSIM Sustainable Investing Policy (Principle 1)
MS Core Values of Doing the Right Thing, Lead with Exceptional Ideas
(Principle 1); Putting Clients First (Principles 1, 6) in delivering sustainable
long-term returns through ESG integration, aligning engagement/investments
with shared ESG and investment values
Meetings with bank management
Remediation proposals and sharing of best practices
Strategic advice
Discussions emphasising the importance of long-term value creation mindset
as part of the new CEO selection process to ensure continuity under the
previous CEO
Shared best practices regarding technology risk management and measures
to operate sustainably in compliance with regulatory requirements, including
opportunities to serve rural populations and increase financial inclusion in India
The bank increased capacity multi-fold to address the regulator’s and investors’
concerns after multiple technology outages due to high user traffic across its
digital platform
To increase financial inclusion and serve rural populations, the bank expanded
branches in rural areas, representing over ½ of its 5,000 branches, while also
leveraging technology to provide access to banking service to a broader
population
Given implementation of these measures, growth in rural loans outpaced the
bank’s overall balance sheet in recent years
The bank also partnered with Common Service Centres (“CSCs”) set-up by the
government to provide access points for delivery of digital services such as
government services and utilities. There are over a quarter million active CSCs
across India which represent a substantial opportunity as rural customers can
easily open bank accounts and secure loans such as micro finance
Technology-enabled partnerships expanded the company’s addressable
market through last mile credit delivery at lower costs while supporting faster
growth in rural economies
The bank’s sustainability reporting emphasises stakeholder inclusiveness and
sustainability context and materiality. It also demonstrates alignment with the
UN SDGs through voluntary reporting via the Global Reporting Initiative and
Carbon Disclosure Project
Continue to hold investment position in client portfolios
Continue to monitor and engage with the bank to ensure new leadership
continues to execute on long-term strategy, including financial inclusion and
technology risk management, to maximise long-term value
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Global Emerging Markets Equity
Engagement Approach
The team’s portfolio managers lead their own engagements for respective GEM strategies. As active managers,
GEM understands that companies’ operational performance and ESG strategies are dynamic. Research and
engagement allows the team to look beyond an ESG data point and forecast how a company’s ESG risks and
opportunities are evolving, and how they will impact long-term financial performance. Engaging with management
teams allows us to evaluate qualitative and quantitative factors in greater detail and understand how management
teams are integrating physical risks, transition risks, and opportunities into their long-term strategies.
After identifying material risks for a company, the team conducts a baseline engagement meeting with management.
GEM believes company engagements are a two-way street – the team not only listens and learns about the
company’s sustainability strategy, but also educates the company on industry best practices and provides guidance,
such as encouraging management to set specific emissions targets and communicating the risks we believe are most
material to the company. During the engagement, GEM also focuses on ESG factors and initiatives that could impact
company valuation. For instance, if the team considers that a company is highly exposed to climate change risk,
GEM asks about potential increases in operating costs and stranded assets to gauge how the company is
approaching the issue and if the approach is reasonable given the actual risk-return profile.
Post-engagement, GEM writes up its assessment of the company’s sustainability strategy. For the first baseline
engagement, the team focuses most on how the company acknowledges its ESG risks and how they have addressed
them so far. The team wants to understand the company’s positioning and evaluate if it is committed to improvement.
In its assessment, GEM also identifies a few key areas and metrics they can follow up on post-conversation and
where they can expect meaningful change. GEM follows up in regular conversations with management, and expects
to see progress over a few quarters or annually depending on the scope of the issues the team monitors.
GEM’s portfolio managers also track the metrics they are expecting to see improvement on. Should the team not see
meaningful improvement on material metrics which they feel will impact the competitiveness and growth of the stock
– or if it degrades their trust in management – they will likely exit the position.
The GEM team’s approach to escalating engagement does not differ based on strategy or geography but is decided
on a case-by-case basis at stock level.
Asset Class
MSIM Engagement Theme(s)
Type of Company
Reason for Engagement

•
•
•
•
•

How Engagement Aligns with
MSIM/Client Values
(Principles 1 and 6)
Engagement Method

•

•
•
•
•
•

Details of Engagement
•

Engagement Outcome

•

Engagement Case Study 9.5
Equity
Decarbonisation; Circular Economy
South African paper company
To understand how the company is performing in terms of facilitating
sustainable production and creating a circular economy
MSIM Commitment to Sustainability and MSIM Sustainable Investing Policy
(Principle 1)
MS Core Values of Doing the Right Thing (Principle 1); Putting Clients First
(Principles 1, 6) in delivering sustainable long-term returns through ESG
integration, aligning engagement/investments with shared ESG and
investment values
Meetings with company management
Remediation proposals and sharing of best practices
Discussions with company management focused on the company’s roadmap
to achieve 2025 and 2050 emissions reduction targets
Measured and formed goals for Scope 3 emissions
The company acknowledged that circular economy will be achieved by
repurposing waste materials, and minimising waste stream from production
processes
Other issues on which GEM engaged company management include the
company’s overall pollution reduction, the need to focus on areas that are more
water scarce to meet water reduction targets, the EU Carbon Border tax,
reducing coal exposure and improving safety performance
As a result of the above, the company decreased waste by 27% YoY in 2020
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Investment Decision

Next Steps/Looking Ahead

• The company recognised the need to reduce GHG Scope 1 and 2 emissions,
and implemented measures resulting in a 10% YoY reduction in 2020 and 3%
YoY in 2019, a non-pandemic year
• Increased position in the company
• The company’s strong focus on the sustainability of their paper products
promoted company growth, and with tangible evidence of GEM’s successful
engagement efforts, GEM’s conviction and valuation of the company increased
• To continue engagement and monitoring to ensure the company continues on
its roadmap to achieve 2025/2050 emissions reduction and water reduction
targets; ensure sustainable performance and increase resilience of paper
product business

From 1 July 2020 to 30 June 2021, the GEM team had a total of 62 hour-long meetings with company management
dedicated to ESG and responsible investing. Figure 20 is a breakdown of topics the team engaged with portfolio
companies based on MSIM Thematic Engagement Priorities:
Figure 9.4: GEM Team Engagements – Corresponding with MSIM Thematic Engagement Priorities

Decarbonisation and Climate Risk

38

Diverse and Inclusive Business

36

Decent Work and Resilient Jobs

Circular Economy

27

16

Decarbonisation & Climate Risk primarily includes topics around managing/reducing greenhouse gas emissions,
strategies on approaching physical risks, climate policies and renewable energy usage. On Diverse & Inclusive
Business, the team focuses on topics around employee diversity & inclusion and access & affordability. With respect
to Decent Work & Resilient Jobs, GEM’s priorities include employment practices, employee safety & well-being, and
overall labour management. Last, but not least, for Circular Economy, this involves topics around recycling & reuse
and waste management.
Global Fixed Income
Engagement Approach
The Fixed Income teams have an important role to play in building a constructive dialogue with issuers and supporting
them in pursuing positive sustainability outcomes while enhancing ESG disclosure and price discovery of the proper
cost of capital when accounting for ESG risks. While engagement and stewardship have historically been an equity
investor remit, the teams believe fixed income investors are uniquely positioned to have a positive influence on
issuers for a number of reasons:
•

The responses to some of the world’s key sustainability challenges, such as climate change and access
to basic services, are going to require large capital investments that are primarily financed via debt
instruments, including with sustainability labels;

•

The vast majority of primary market financing is conducted in the debt market rather than in the equity
market, giving fixed income investors a regular and direct interface with issuers seeking their capital;

•

The magnitude of debt financing requirements increases in stressed scenarios (such as the recovery
phase after the COVID-19 pandemic), increasing the frequency of such issuer/investor interactions and their
importance in shaping issuer strategy;
76

•

Fixed income portfolios typically hold a large number of securities and a range of issuers, in contrast
to the more concentrated nature of holdings in active equities portfolios, giving investors a broad scope of
engagement opportunities; and

•

Fixed income investors are uniquely positioned to engage with and influence issuers that do not
have public equity outstanding, including Sovereigns, Supranationals/Agencies, many High Yield
companies and state- owned enterprises.

As outlined in Principle 7, Fixed Income engagement efforts are led by Credit Research Analysts, with the support of
the centralised Fixed Income Sustainable Investing team. Unlike equity investors, bondholders are not entitled to
vote on corporate governance matters or to attend AGMs. Nonetheless, the Global Fixed Income team is able to
exercise effective stewardship and engagement, in particular through rigorous pre-investment due diligence.
In cases where there is a cross-asset class focus on an issuer’s ESG risk both on the equity and fixed income side,
or an egregious conduct that warrants escalation by mobilising the broader MSIM franchise, the team may engage
collaboratively with other MSIM investment teams and the Global Stewardship Team (see Principle 10 for further
information and examples of collaborative engagements within MSIM). Engagement efforts are also collaborative
beyond MSIM: as members of the PRI’s ESG in Risk and Ratings Initiative and of ELFA, for example, the Fixed
Income teams have participated in multiple workshops with issuers and credit rating agencies in an effort to push for
enhanced ESG disclosure. Finally, the teams also follow a targeted and thematic approach as described previously.
Engagements are used as frequently as needed. The teams continually monitor controversies across their holdings,
and therefore in cases where they identify a material ESG risk or a particular ESG laggard, they aim to engage to
assess whether any remediation strategies have been implemented.
For other engagement methods, such as our thematic series, the teams aim to conduct follow-up discussions on a
regular basis to assess the issuer’s progress. For example, one of the teams is currently in the process of engaging
for the second round of automotive engagements, having launched the thematic series in Q1 2021. While teams
often engage at the point of issuance, particularly with respect to labelled green/sustainable bond transactions, they
also initiate and maintain an ongoing dialogue with issuers of bonds already held in their portfolios.
The teams’ predominant method of engagement is via direct meetings with senior representatives in a company or
organisation. They may use follow-up emails where necessary, for example to ask for specific data or supporting
evidence. Engagements are initially constructive, as they aim to understand the company’s strategies and identify
sustainability momentum. If, after follow-ups, they identify that there has been no improvement, or that the ESG risk
outweighs any reward, they would escalate the issue to MSIM management. As bondholders, the teams also use
their buy/sell decisions as a way of indicating their sentiment to the company on their approach to sustainability.
The teams firstly identify any material issues, for example any controversies or data discrepancies within
sustainability reports, before delineating a set of specific questions and expectations. If these fall under a particular
theme, for example, they may follow our thematic engagement approach. Whereas if the issues are more closely
related to a systematic governance issue, they may draw upon the insights of the Global Stewardship Team for a
collaborative stance. If the teams identify areas for improvement within our engagement, they may request action
from the issuer. This can include a specific objective, such as setting a net zero target, and they may set a timeline
if the company is lagging peers.
Progress is monitored through the continual assessment of metrics. MSIM Fixed Income has access to a wide range
of third-party ESG data vendors, and therefore they are able to track ESG metrics at the security level. The factors
they consider vary based on the issuer and its sector. For example, within their autos engagement series, the teams
conducted a materiality based analysis to identify the most important metrics to monitor over time. These included
metrics related to decarbonisation (such as percentage of fleet that are EVs), supply chain management (proportion
of suppliers assessed using sustainability factors), and diversity and inclusion (such as gender diversity in the
workforce and management).
Dependent on engagement, stakeholders can include: the Fixed Income Sustainable Investing team, Credit
Research Analysts, Portfolio Managers, the Global Stewardship Team, and MSIM’s central Sustainability Team.
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As mentioned in Principle 7, Fixed Income engagement is defined at a global level, but implemented by the Credit
Analysts based on their regional and sectoral coverage, with the support of the central Fixed Income Sustainable
Investing team. The teams account for regional differences in their approach by considering the stage of development
of the issuer’s country, to ensure that assessment of their sustainability strategy and targets is contextualised and
comparable to peers.
For example, the teams recognise that in some emerging markets, a longer glidepath might be necessary to achieve
desired sustainability outcomes and minimise negative externalities (e.g. a longer phase-out period for fossil fuels in
order to continue providing affordable energy to the broader population).
Asset Class
MSIM Engagement Theme(s)
Type of Company

•
•
•
•

Reason for Engagement
•
How Engagement Aligns with
MSIM/Client Values
(Principles 1 and 6)
Engagement Method

Details of Engagement

•

•
•
•
•
•
•
•
•
•

Engagement Outcome

•

•

Investment Decision

•
•

Next Steps/Looking Ahead

Engagement Case Study 9.6
Fixed Income
Decarbonisation; Decent Work & Resilient Jobs; Diverse & Inclusive Business
European auto-maker
The company was gearing up for its inaugural green bond issuance. Hence
engagement was required to gain deeper insight into:
(1) Supply chain management practices, focusing on supplier assessment of
emissions and labour rights
(2) Decarbonisation
MSIM Innovative Investment Solutions; Commitment to Sustainability and
MSIM Sustainable Investing Policy (Principle 1)
MS Core Values – Doing the Right Thing, Commitment to Diversity & Inclusion
(Principle 1); Putting Clients First (Principles 1, 6) in delivering sustainable
long-term returns through ESG integration, aligning engagement/investments
with shared ESG and investment values
Meetings with company management occurring between mid-2020 to Q1 2021
Remediation proposals and sharing of best practices
Discussions with company management to get more details about the
company’s supply chain and decarbonisation strategies – key was to identify
positive momentum in the latter and share best practices with the company
Confirmed resolution of past violations of international norms
Reinforced importance of enhancing the company’s diversity and inclusion
initiatives, which we assessed to be weaker than peers; shared best practices
with the company
After the first set of engagement meetings, the Fixed Income team identified a
stable improvement trend in relation to both diversity & inclusion, and supply
chain practices
Diversity & Inclusion: the company introduced ESG criteria as part of executive
remuneration
Talent Development: the company confirmed an increase in training budget,
and new hires for software-related roles
Supply Chain Management: the company demonstrated rigorous supplier
monitoring processes, particularly with regard to human rights
Decarbonisation: there is positive momentum in the company’s
decarbonisation strategy. The company closely tracks CO2 emissions from
suppliers, working with them to provide that data, and contributing to
comprehensive Scope 3 emissions measurement
Electrification Plan: the company has come up with an ambitious electrification
plan, aiming at having the majority of their fleet as electric or hybrid by 2030.
They are also taking significant steps towards developing charging
infrastructure for electric vehicles, thus contributing to facilitating broader low
carbon transition process
Continue to hold investment position given significant enhancements on the
topics of decarbonisation, supply chain, diversity and inclusion and labour
issues which the Fixed Income team engaged with the company on
Plans to re-engage with the company in Q4 2021 to follow up on progress in
key areas discussed, particularly with respect to their diversity and inclusion
initiatives which the investment team has recently observed to be following a
downward momentum. If such downward momentum continues, the Fixed
income team will look to escalate the issue appropriately towards a resolution.
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Please see Principle 11 below for further information on the Fixed Income
approach to escalation
Between 1 July 2020 and 30 June 2021, MSIM Fixed Income conducted 204 ESG engagements. Figure 21 shows
a breakdown of topics on which they engaged with portfolio companies based on MSIM Thematic Engagement
Priorities:
Figure 9.5: Fixed Income Engagements – Corresponding with MSIM Thematic Engagement Priorities

Decarbonisation and Climate Risk

77

Diverse and Inclusive Business

41

Governance Practices

38

Decent Work and Resilient Jobs
Circular Economy

26

22

Global Balanced Risk Control
Engagement Approach
Given the team’s multi-asset class focus, the team takes a multi-dimensional approach towards engagement and
stewardship, focusing on thematic issues that either pose material risks to returns, or offer opportunities to contribute
meaningfully to UN SDGs. GBaR’s engagement themes currently target decarbonisation and climate risk themes, in
addition to the circular economy, and creating a more diverse, equitable and inclusive society – in line with broader
MSIM engagement priorities in order to encourage our portfolio companies to decarbonise in line with a Paris-Aligned
Pathway, amongst other objectives.
GBaR’s engagement approach is investment-led and supported by the Global Stewardship Team. The team also
under appropriate circumstances partners with other MSIM investment teams as the team finds internal collaboration
highly effective in pooling resources and expertise to achieve similar/common goals. GBaR shares topics beforehand
to gauge interest from other MSIM investment teams. Around 10% of GBaR’s engagement strategies are
collaborative efforts with other MSIM investment teams.
Asset Class
MSIM Engagement Theme(s)
Type of Company
Reason for Engagement

•
•
•
•
•

How Engagement Aligns with
MSIM/Client Values
(Principles 1 and 6)
Engagement Method
Details of Engagement

•

•
•
•

Engagement Case Study 9.7
Multi-Asset
Decarbonisation; Circular Economy; Decent Work & Resilient Jobs
UK grocery retailer
To understand more about the company’s response to COVID-19, human
capital management and impact on sustainability targets
MSIM Innovative Investment Solutions; Commitment to Sustainability and
MSIM Sustainable Investing Policy (Principle 1)
MS Core Values – Doing the Right Thing, Commitment to Diversity & Inclusion
(Principle 1); Putting Clients First (Principles 1, 6) in delivering sustainable
long-term returns through ESG integration, aligning engagement/investments
with shared ESG and investment values
Meetings with company management
Remediation proposals and sharing of best practices
Human Capital Management: encouraged to learn that frontline employees
received additional short-term financial support during the peak of COVID-19
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•

•

•

Engagement Outcome

•

Investment Decision

•
•

Next Steps/Looking Ahead

Asset Class
MSIM Engagement Theme(s)
Type of Company
Reason for Engagement

•

•
•
•
•
•
•

How Engagement Aligns with
MSIM/Client Values
(Principles 1 and 6)

•

•
Engagement Method

Details of Engagement

•
•
•
•

in 2020, and non-financial support continued in 2021 (increased hygiene
measures, additional temporary sick leave, access to mental support etc.).
Such measures supported by strong balance sheet and significant revenue
streams from online shopping. However, the investment team was concerned
about the layoff of 45,000 temporary workers, despite the company’s rationale
that new roles were created later to support online business
Executive Remuneration: GBaR urged incorporation of ESG metrics into
compensation plans to align executive remuneration with sustainability targets
of the company. Recommended reduction in earnings per share (“EPS”) in
long-term incentive plans (“LTIP”)
Circular Economy/Decarbonisation: obtained more colour regarding
company’s increase in plastics use thus impacting overall packaging, food
waste and emissions reductions. Though the company committed to ScienceBased Targets Initiative (“SBTi”) Scope 1 & 2 Net Zero reductions, GBaR
raised concerns that Scope 3 emissions were not captured and needed to be
accounted for
Decarbonisation: the company agreed to review how to expand scope 3
emissions reporting outside of agricultural/production segments. Plans to
launch a fleet of EVs and fully electrify the LGV fleet by 2028 have also been
set in-place
Executive Remuneration: though the company stated there will not be
significant changes in executive compensation this year given the onboarding
of the new CEO, ESG metrics will have a stronger focus in compensation plans
going forward. The company responded positively to GBaR’s recommendation
for reducing EPS in favour of operational and transitional metrics in the LTIP
and would raise this with the Compensation Committee
Continued to hold investment given positive commitments made by the
company and being receptive to our recommendations
2021: Will follow up later this year to review sustainability targets and progress
on net zero goals
2022: Confirm with the company’s Compensation Committee to see if
recommendations for ESG KPIs and reduction of EPS in LTIP have been
incorporated. GBaR will continue to monitor executive remuneration within the
company and will consider further escalation if they do not see the company
moving in a positive direction with respect to executive remuneration
Engagement Case Study 9.8
Multi-Asset
Decarbonisation & Climate Risk
European Utility Company
To better understand how the company is managing climate change as a key
systemic risk and to encourage better practices
Company has a large presence in the European market, hence has an elevated
exposure to potential regulatory risks
MSIM Commitment to Sustainability and MSIM Sustainable Investing Policy
(Principle 1)
MS Core Values of Doing the Right Thing, Lead with Exceptional Ideas
(Principle 1); Putting Clients First (Principles 1, 6) in integrating requirements,
delivering sustainable long-term returns through ESG integration, aligning
engagement/investments with shared ESG and investment values
Meetings with company management led by GBaR’s portfolio manager
alongside the GBaR’s dedicated ESG specialist and the MSIM Stewardship
team
Remediation proposals and sharing of best practices
Strategic advice
The GBaR team encouraged the company to continue to adopt more
progressive decarbonisation targets aligned with a 1.5oC warming scenario by
accelerating its coal phase-out while prioritising renewables over gas
The company responded that CO2 reductions in the short term would be very
difficult but was still committed to lowering carbon intensity to 120g/KWh
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Engagement Outcome
Investment Decision
Next Steps/Looking Ahead

• GBaR pushed the company to lower carbon intensity to 100g/KWh in line with
a 1.5oC pathway
• Though the company reiterated difficulty with GBaR’s proposed target, the
company re-affirmed its commitment to net zero by 2050
• GBaR was pleased with the company’s proposed coal phase-out plan and
content that future growth will be based on offshore and onshore wind and solar
energy
• Continue to hold investment position given positive momentum
• Continue to closely monitor the company’s progress on decarbonisation

Private Credit & Equity
Engagement Approach
The PC&E investment teams lead engagement with portfolio companies, based on the business’ incorporation of its
own Sustainable Investing Policy and ESG/stewardship priorities outlined under Principle 7.
For example, the AIP Private Markets team sends annual ESG questionnaires to its portfolio companies or GPs to
obtain updates on ESG policies, processes and performance reporting. This approach is different from other PC&E
teams as the AIP business consists mainly of Fund of Funds – and since they are not active owners of assets, they
rely on our active partners (external managers) to engage with portfolio companies (although this varies by
partner/strategy/country). AIP’s questionnaires are a way of obtaining information prior to deciding on next steps with
respect to each GP or investment. So far, this year AIP has sent over 100 questionnaires and has received close to
a 90% response.
For other PC&E investment teams, the ability to obtain information pertaining to underlying portfolio companies will
vary based on the nature of each strategy (e.g. control vs non-control).
Control Situations
Control situations enable a high level of regular and ongoing engagement and dialogue with portfolio company boards
and management teams. Investment teams collaborate closely with portfolio company management teams in
determining 100-day plans for improving operations, expanding business lines, implementing organisational
changes, etc. in order to precipitate growth and create long-term value. As a part of that process, KPIs, including
those pertaining to ESG, are identified and reported to the investment team as well as the board, where investment
teams will have seats, on a regular basis. While there are many common considerations examined across all portfolio
companies (e.g. board structure, independent board members, existence of employee policies, the presence of
material environmental risks, litigation activities, labour violations, etc.), many other engagement topics are tailored
to each industry given the fairly broad range of sectors and geographical regions PC&E strategies invest in.
Non-Control Situations
Non-control situations provide more limited opportunities to engage with portfolio companies and accordingly we take
steps to carefully diligence and engage with such portfolio companies pre-investment. The level of engagement with
portfolio companies where teams do not have control will depend on the nature of their relationship and the
willingness of each portfolio company to engage in ESG related (and other) topics. At times they may have board
observer rights which provide them with a greater level of transparency; however, this does not enable them to fully
engage with companies compared to control situations.
To supplement various engagement approaches depending on control or non-control situations, PC&E may also
leverage third-party diligence to augment the investment team’s activities. For example, one of the investment teams
recently invested in a domestic packaging and labels manufacturer, where they engaged a third-party firm to lead an
in-depth review of material considerations, including supply chain, data privacy, environmental management, product
safety, labour safety, and sustainable packaging. No “high priority” ESG risks were identified and the investment was
completed. The team also identified opportunities to expand commercialisation of existing sustainable packaging
product lines to drive future value through top-line growth and bottom-line margin expansion, all while reducing
environmental and brand equity risk exposure. They are subsequently working with the management team to
incorporate those opportunities into the value creation plan.
Engagements in the PC&E business are not region-specific but are investment-specific given the long-term horizon,
and nature of the asset class as well as the opportunistic approach which many of their investment strategies take.
This approach aligns with the broader investment objective of MSIM (as explained in Principle 1) to achieve
sustainable performance which delivers superior outcomes for clients and markets over the long-term.
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Asset Class
MSIM Engagement Theme(s)
Type of Company

Reason for Engagement

How Engagement Aligns with
MSIM/Client Values
(Principles 1 and 6)
Engagement Method

Details of Engagement

Engagement Outcome

Investment Decision

Next Steps/Looking Ahead

Engagement Case Study 9.9
• Private Equity Fund of Funds
• Diverse & Inclusive Business – promoting just business practices
• Indian healthcare growth equity specialist (General Partner (“GP”)) focused on
privately held, well-managed companies seeking capital to scale-up profitable,
proven business models
• The GP was an emerging manager that did not have institutional investor
participation in previous funds, hence some corporate governance policies
were not up to the requisite standard expected by institutional investors,
including MSIM
• Prior to investing, the AIP team needed to obtain more details as to the extent
of corporate governance gaps before deciding whether to invest in the GP
• MSIM Innovative Investment Solutions; Commitment to Sustainability and
MSIM Sustainable Investing Policy (Principle 1)
• MS Core Values of Doing the Right Thing (Principle 1); Putting Clients First
(Principles 1, 6) in delivering sustainable long-term returns through ESG
integration, aligning engagement/investments with shared ESG and
investment values
• Meetings with the GP; raising key issues with GP and key advisers
• Discussing remediation proposals and sharing of best practices
• AIP identified gaps that the GP could remediate and worked together to identify
several improvements to the GP’s ESG integration approach
• The investment team helped identify a few basic mistakes in financial reporting;
in an effort to get comfortable with the prior audit’s unqualified opinion the
investment team requested the GP hire a reputable auditor to perform a limited
review of the prior fund’s financial statements, focusing on valuation and
existence of assets
• AIP also requested the GP move away from working with its existing small,
local auditor and appoint a more recognised firm with more robust processes
and extensive experience
• The investment team also identified cash control issues with a parallel fund that
had a single signature policy, and requested the GP add another signatory to
strengthen controls
• The GP took immediate remedial actions and, over the course of several
months, implemented the numerous corrective measures and best practices
that AIP proposed in its engagement
• Invested in the GP after the requested corrective measures were
implemented
• Though the deficiencies uncovered during the initial due diligence review
resulted in a delay in investment, this engagement process was necessary,
contributing to successful outcomes which led to our investment decision
• Continue to assist the GP in strengthening its corporate governance as it grows
and becomes more institutionalised
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Private Real Assets
Private Real Estate
Engagement Approach
Morgan Stanley Real Estate Investing not only encourages but requires Property Managers to consider ESG items
in their day-to-day work in managing properties. MSREI strives to include ESG items in its Property Management
Agreements. Clauses may include sustainability data sharing, compliance with ESG investment guidelines and
promoting improvement of buildings’ sustainability performance. MSREI aims to incorporate best practices,
performance improvements, and identify areas of opportunities for energy, greenhouse gas, water and waste
reductions.
ESG issues are discussed frequently by the portfolio management team and generally in conjunction with asset
management. Additionally, MSREI seeks to conduct an annual property management survey to help assess risk,
monitor compliance with a diverse set of policies, and track improvements. This survey includes questions to
determine if and how the property management and leasing management teams are conducting audits to ensure
compliance with all leasing terms and conditions by their tenants, including those highlighted in green lease clauses.
Asset Class
MSIM Engagement
Theme(s)
Type of Company
Reason for Engagement
How Engagement Aligns
with MSIM/Client Values
(Principles 1 and 6)
Engagement Method
Details of Engagement

Engagement Outcome

Investment Decision
Next Steps/Looking
Ahead

Engagement Case Study 9.10
• Private Real Estate
• Decarbonisation & Climate Risk
• Select real estate investments within the portfolio
• MSREI assessed its portfolio and studied opportunities for efficiency upgrades
and onsite solar installations within portfolio companies
• MSIM Innovative Investment Solutions; Commitment to Sustainability and MSIM
Sustainable Investing Policy (Principle 1)
• MS Core Values of Doing the Right Thing, Lead with Exceptional Ideas (Principle
1); Putting Clients First (Principles 1, 6) in delivering sustainable long-term returns
through ESG integration, aligning engagement/investments with shared ESG and
investment values
• Meetings with Property Managers and internal asset managers
• Engaging with internal asset managers and Property Managers to implement
efficiency strategies in select real estate investments
• Consultants assisted to identify opportunities for efficiency upgrades and solar
installations at select investments within the portfolio
• The results showed that average returns on costs would exceed 20% and 8%,
respectively, depending on geography and utility type
• Since MSREI began its solar programme in 2011, the investment team has
expanded solar power generation, which currently includes 60 buildings as of 30
June 2021 in the team’s portfolio
• The programme resulted in efficiency upgrades and solar installations,
successfully reducing costs and GHG emissions
• MSREI continues to invest in the solar programme for portfolio companies
• Continue to evaluate opportunities for efficiency upgrades and solar installations
across investments
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Private Infrastructure
Engagement Approach
Morgan Stanley Infrastructure Partners is committed to sustainability through its ESG approach, which calls for active
management of ESG issues throughout the investment lifecycle for each asset. MSIP conducts its business activities
in an environmentally safe and responsible manner, and looks to minimise any negative impacts, specifically in the
areas of energy, waste, water, and biodiversity. The team performs robust due diligence, collaborating with internal
and external ESG specialists, with ongoing monitoring and assessment of environmental risks. This translates into
continuous investment, testing and maintenance with an aim of operational excellence.
Additionally, MSIP looks to foster long-term relationships and build trust and good will with all key constituents,
including regulators and contractors. MSIP’s constituents help shape the team’s ESG efforts by sharing valuable
feedback on new ideas, best practices and industry trends, where applicable.
Asset Class
MSIM Engagement
Theme(s)
Type of Company

Reason for
Engagement

How Engagement
Aligns with
MSIM/Client Values
(Principles 1 and 6)

Engagement Method

Details of Engagement

Engagement Outcome

Investment Decision
Next Steps/Looking
Ahead

Engagement Case Study 9.11
• Private Infrastructure
• Decarbonisation & Climate Risk
• Data Infrastructure Company
• Since 2019, the company owns and operates the largest independent portfolio of
mobile telephone towers in Portugal, with 2,994 macro sites
• The company, formed from an asset carve-out from a larger telecom operator, had
no ESG management processes, policies/procedures or KPI indicator tracking in
place
• After investment, the MSIP team worked closely with company management to
implement ESG management processes, policies/procedures or KPI indicator
tracking within the first year of acquisition
• MSIM Innovative Investment Solutions; Commitment to Sustainability and MSIM
Sustainable Investing Policy (Principle 1)
• MS Core Values of Doing the Right Thing, Lead with Exceptional Ideas (Principle
1); Putting Clients First (Principles 1, 6) in delivering sustainable long-term returns
through ESG integration, aligning engagement/investments with shared ESG and
investment values
• MSIP formed a working group and scheduled bi-weekly meetings with the
company’s management to discuss and implement ESG programme improvements
• Sharing ESG best practices
• Co-developing new policies, assessments and datasets
• MSIP engaged a consultant to identify ESG programme gaps that the company
could remediate and worked together to put improvements in place, including:
o Development of a comprehensive ESG policy;
o Materiality assessment of ESG topics to identify those that are most relevant to
manage due to their materiality to the company’s business and stakeholder
expectations; and
o Data collection and development of estimates to measure the company’s
environmental footprint on key indicators including energy, carbon, water and
waste
• The company took immediate remedial actions and over the course of several
months, implemented the numerous corrective measures
• The engagement resulted in the development of new processes, procedures and
datasets, as described above
• Made investments as a result of the development of MSIP’s robust ESG onboarding process for portfolio companies performed in connection with the
consultant’s work
• Continue to apply this approach to improving the ESG programmes and processes
of future portfolio companies
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Calvert Research and Management
Engagement Approach
The Calvert business believes that as investors we have a responsibility to engage in oversight of companies to
ensure that management is acting in clients’ long-term interests. Calvert engages with portfolio companies through
a structured engagement strategy, which involves having a deep and extended engagement with a company on its
material ESG risks or opportunities, either solely or as the leader of a shareholder coalition. The target engagement
selection process is shown in Figure 22 below:
Figure 9.6: Calvert Engagement Selection Process

Examples of Calvert’s engagement priorities are below, but the team also engages on other topics consistent with
The Calvert Principles for Responsible Investment described previously:
• Climate Change – promote policies to hasten energy transition to clean and renewable sources of energy
and to address the physical risks of climate change;
• Diversity – advance women and minorities at board and management levels, and promote diversity and
inclusion at all levels of the workforce;
• Labour and Human Rights – strengthen performance in company operations and supply chains; and
• Disclosure – improve disclosure of material ESG matters.
Between 1 July 2020 and 30 June 2021, the team performed 136 structured engagements.
Asset Class
Engagement Theme(s)
Type of Company

Reason for Engagement

•
•
•
•
•

•
Engagement Method

•
•

Engagement Case Study 9.12
Equity
Data Management Practices
American Multinational Entertainment and Media Conglomerate
The company recently settled a class action lawsuit alleging that their
behavioural advertising techniques in children’s apps violated online privacy
laws
A report was released which projects the value at risk for brand-dependent
companies if they have a data management crisis. The methodology accounts
for the ways in which a data breach can corrode a brand’s presence, affinity,
and trust
Using the report’s methodology, the value at risk for this company is $6.76
billion, which is 3.35% of their total assets
Meetings with company management
Remediation proposals and sharing of best practices
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Details of Engagement

Engagement Outcome
Investment Decision
Next Steps/Looking Ahead

• Calvert has been engaging with the company to implement better data
management practices for its user data, many of which its peers have already
implemented. These practices include:
o Assigning a board-level entity to oversee privacy and data security;
o Conducting an external, independent, Information Security Policies &
Systems audit at least once every two years;
o Providing training to all employees, including contractors, on data security
and/or privacy-related risks and procedures;
o Covering all relevant business lines and subsidiaries with the scope of the
company’s publicly available data protection policy; and
o Providing users with the ability to delete their own data
• If the company implements these practices, Calvert expects to see an
improvement in its composite privacy & data security indicator (which is a
material piece of our evaluation of the company)
• Since initiating this engagement, the company has already reported that it will
provide users with the ability to delete their own data, and its rating from ESG
rating agencies has been upgraded accordingly
• Continue to hold investment given its commitment to incorporate our
recommendations
• Continue monitoring the company to track incorporation of recommendations
and identify further opportunities to implement enhanced data management
practices

Parametric Portfolio Associates
Engagement Approach
The Parametric team directly engages with companies using a two-prong approach: (1) letter writing; and (2) virtual
meetings. These engagements are proactive, thematic, stewardship-team led. Depending on the topic, engagements
can initially include staff specialists, senior leadership, or board members.
In the public equity space, the team currently has a formal engagement programme that covers board gender
diversity, EEO-1 disclosure, and human rights. The team determines a list of target companies for each engagement
initiative and reaches out to companies either with a formal letter (board gender initiative, and EEO-1) or an email
(human rights) to initiate a conversation. Companies can either write back or schedule a meeting to discuss the
issues outlined.
The team is currently focused domestically in the United States, with plans to expand globally soon. Many of the
topics on which the team engages with companies do have a global scope, given the size and nature of the
companies. The team may also support collaborative engagements when they believe they are in the best interest
of investors and are consistent with MSIM’s views on corporate governance. The Parametric team is currently
exploring the potential to participate in some collective engagements related to climate issues.
Moving forward, the team expects to focus its engagement efforts in these following areas: board gender diversity,
EEO-1 disclosure, human rights and climate.
During 1 July 2020 to 30 June 2021, Parametric had 30 company engagements focused on diverse & inclusive
businesses. Given the nature of their customs solution business, engagements are not always directly tied to or result
in an investment decision but are instead dictated by client preferences and specifications.
Asset Class
Engagement Theme(s)
Type of Company
Reason for Engagement
Engagement Method
Details of Engagement

Engagement Case Study 9.13
Public Equity
Board Diversity
US Small-Cap Technology Company
The company has an all-male board
Letter to the Board of Directors
Parametric discussed firm-specific diversity issues as well as broader diversity
trends, including pipeline issues and corporate governance best practices
• Parametric escalated the issue by starting to vote against the Chairs of
nominating committees at companies with all-male boards, sending letters
explaining why we voted against them. The Chair of the company’s board sits
•
•
•
•
•
•
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•
Engagement Outcome

•

Investment Decision

•
•

Next Steps/Looking Ahead

•

on a number of private and public companies, including both small- and largecap names, and provided a wide breadth of perspectives
The Director pledged to use Parametric’s letter as proof to fellow directors that
investors are looking for better diversity practices in companies of all size
He explained that the company had been in the process of recruiting a female
to their board in early 2020 but had put the process on hold as it prioritised its
response to the COVID-19 crisis
N/A; no investment was made
The Chair emphasised that Parametric’s engagement will speed up the
process to finalise the recruitment of a female director
Parametric plans to monitor the company’s diversity policy actions and board
gender diversity

Collaboration Amongst MSIM Investment Teams
Engagement Approach
Notwithstanding our independent investment teams structure and decentralised approach to investment
management, MSIM investment teams will engage collaboratively where a cross-asset class stewardship issue
arises – e.g. if there is focus on an issuer’s ESG risk or an egregious conduct that warrants escalation by mobilising
the broader MSIM franchise.
Spotlight #3
Case study
Last year, MSIM’s GBaR investment team, Fixed Income investment team and the Global Stewardship Team
collaborated to re-engage with a US energy company on a controversial voluntary job buy-out programme that the
company had launched during the COVID-19 crisis. The engagement was a collective effort across both
investment teams and the Global Stewardship Team to leverage the full MSIM franchise and speak with a single
voice to present our expectations on behalf of our clients.
The three teams requested and conducted a joint meeting with the company, to advocate for the use of alternative
redundancy management methods, and obtain an update on the company’s decarbonisation strategy, broader
governance of the COVID-19 crisis and developments regarding a recent acquisition. The teams held a
preparatory session ahead of the engagement, to define priorities and expectations.
This collaborative engagement approach provided good insight on the company’s response to the pandemic crisis
given our investment teams’ respective expertise and unique investment philosophies. The teams obtained more
clarity on steps taken by the company before implementing the job buy-out programme. They collectively
recommended the company actively engage with labour unions in this process, and if no alternatives were
available, to provide full transparency to inform employees’ decision-making. GBaR and Fixed Income were
concerned by the potential impact of the job buy-out programme on employee morale, and on the company’s ability
to succeed in the economic recovery. Furthermore, they were disappointed by the continuous delay of the
company’s climate-related disclosures.
Outcome
As a result of the engagement, the Fixed Income team decided to take profits on any strength in the company’s
bonds held and put the company on the ESG watch list for its sustainable strategies. When the company’s financial
results were announced in August 2020, they significantly missed expectations, sending both its stock and bonds
down in value. The MSIM Fixed Income team’s judgement call proved to be the right one. The GBaR team
underlined the importance of an ambitious decarbonisation strategy and encouraged the company to adopt
effective CO2 reduction plans. The company acknowledged that they were behind where they thought they would
be in terms of disclosing a carbon intensity goal. They explained how a recent acquisition had set them back and
targeted H2 2020 for disclosure.
The investment teams note positively that in H2 2020, the company committed to net zero emissions by 2050
throughout its entire value chain and reaffirmed its place as a leader in carbon capture by deploying new carbon
capture technology. These developments positively influenced the Fixed Income team’s ESG view of the company
and they continued to hold the company’s bonds. Similarly, GBaR was satisfied upon analysing the company’s
submitted transition plan that they were beginning to take comprehensive action to reduce their emissions.
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Principle 10: Collaboration

Signatories, where necessary, participate in collaborative engagement to influence issuers
As outlined under Principle 9, MSIM’s investment teams frequently engage with portfolio companies and generally
find that one to one discussions are the most effective way to articulate our views to a company’s management.
However, we are supportive of collaborative engagement where such engagement appears necessary or useful to
materially enhance portfolio values and where we can do so in a manner that is in full compliance with applicable
laws, regulations and judicial precedents. Other factors that we will consider before participating in collaborative
actions include, but are not limited to: potential conflicts of interest, materiality of the issue, and the likelihood of
delivering tangible outcomes in relation to key sustainability or stewardship-related issues. In addition, at the request
of our investment teams, our Global Stewardship Team joins selective collaborative efforts to enhance our
understanding of a company or to amplify our message, as well as broader initiatives that promote the sustainability
and stability of the global financial system.
Notwithstanding the mode of collaboration that we adopt, we always approach collaborative engagement from the
perspective of being fiduciaries of our clients’ assets, acting on behalf of and in the best interests of our clients
(Principle 6) and therefore living by MSIM’s Core Value of Putting Clients First (Principle 1).
Over the 12 months from 1 July 2020 to 31 June 2021, we have participated in the following types of collaborative
engagements both at an MSIM organisational level and through our individual investment teams:
1) Industry Networks – Disclosure/Reporting Frameworks
Objectives
Policy Engagement; Feedback on Global Sustainability Regulations and Requirements; Address Systemic
Issues; Enhance Sustainability Knowledge and Share Best Practices; Act as the Voice of Our Clients
i)

Principles for Responsible Investment (“PRI”)
MSIM has been a signatory to the PRI since 2013. We are also proud of our recent acquisition of Eaton
Vance including Calvert, particularly given Calvert was a founding signatory of the PRI in 2006 and has
served diligently on various PRI committees over the years.
In 2020, MSIM received an A+ in six of the eight categories reported, including strategy and governance.
Our membership allows us to pool resources, share information and enhance our influence on ESG issues.
It is also a hub for us to connect and engage with other PRI signatories and to contribute our voice and
practical experiences to a widely recognised responsible investment framework.
Spotlight #4
Global Policy Reference Group
In September 2021, both MSIM and Calvert signed onto the PRI’s Global Policy Reference Group
(“GPRG”)’s investor statement in support of the EU Corporate Sustainability Reporting Directive (“CSRD”).
The GPRG’s statement focuses on policy engagement so that the final version of the CSRD can enable
investors to meet their reporting requirements such as the EU SFDR and the Taxonomy. The proposed
version of the EU Commission’s proposed CSRD revises the current Non-Financial Reporting Directive
(“NFRD”) – and will determine which companies in the EU will have to disclose sustainability information,
when they will have to disclose, and what specific information must be disclosed. By signing onto the PRI
GPRG’s investor statement, MSIM and Calvert are supporting the PRI’s six key proposals to be submitted
to EU legislators, urging them to take into consideration: (1) scope extension; (2) double materiality and
integrated reporting; (3) assurance; (4) standards setting; and (5) a single electronic reporting format –
establishment of a European Single Access Point (“ESAP”) when finalising the alignment of CSRD with
the EU Sustainable Finance Strategy.
This initiative is important to us and our clients given the current lack of consistent and comparable
sustainability information/data precluding us from producing comparable, consistent and high-quality
corporate sustainability disclosures to meet our regulatory requirements and client demand for
sustainability reporting.
Outcome
The outcome of the EU Commission’s consideration of the investor statement is not yet known at the time
of this UK Stewardship Report given the Commission’s process to finalise the CSRD is ongoing.
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Credit Risk and Ratings Initiative
Our MSIM Fixed Income team is also a member of the PRI’s ESG in Credit Risk and Ratings Initiative
(“CRRI”), through which we contribute our knowledge and views on the materiality of ESG factors in credit
analysis across sectors. Last year, MSIM Fixed Income participated in two collaborative workshops with
issuers, credit rating agencies and investors organised by the CRRI. The first event was focused on Swiss
Investment Grade Issuers in the Chemicals and Financial sectors, and the second one on High Yield
issuers in the Retail and Telecom sectors. MSIM’s Credit Analysts and Fixed Income Sustainable Investing
team attended the sessions, contributing their views on the materiality of ESG factors in the credit analysis
of the sectors under discussion, with the aim to encourage standardisation in sustainability disclosure.
Outcome
As a result of our participation in the CRRI’s Workshop, the PRI published summary notes outlining the
best practices we shared. This is an example of our many contributions to share best practices with
industry stakeholders to enhance awareness of the importance of standardisation of sustainability
disclosures in the Fixed Income space. We have since aimed to continue growing collaboration efforts,
placing our Credit Analysts at the centre of dialogues, with the Fixed Income Sustainable Investing team
as a support mechanism.
We have also considered best practices of other industry stakeholders and incorporated these with our own
observations to improve our reporting capabilities, to include new indicators such as board independence
and diversity on the governance side, to reflect the increasing availability of governance data.
ii) Sustainability Accounting Standards Board (“SASB”) Investor Advisory Group; Taskforce for
Climate-Related Financial Disclosures (“TCFD”)
MSIM promotes disclosures aligned with SASB and TCFD, in our direct engagements with portfolio
companies. Morgan Stanley signed up to the TCFD in 2017 and published its first TCFD report in 2020. As
a consequence, two-thirds of companies engaged through our SASB efforts have agreed to implement
reporting according to the SASB standards.
MSIM is expecting to publish its own TCFD report in 2023, to align with the UK FCA’s proposal to extend
TCFD reporting to asset managers beginning in January 2022.
MSIM has been a member of SASB since 2012 where we frequently engage with fellow investors to promote
SASB reporting standards.
iii) National Association of Real Estate Investment Managers (“NAREIM”); Global ESG Benchmark for
Real Assets (“GRESB”)
Our Head of Sustainability for Global Real Assets serves as the current Chair of the National Association of
Real Estate Investment Managers' (“NAREIM”) Sustainability Committee, is a member of the NCREIF PREA
Reporting Standards (ESG working group), and is also a part of the Real Estate Roundtable's Sustainability
Policy Advisory Committee (“SPAC”), where she engages with peers on private real estate reporting best
practices and standards, as well as industry topics.
Additionally, Morgan Stanley Infrastructure Partners is a founding member of the Global Real Estate
Sustainability Benchmark Infrastructure Assessment, participating in its surveys since 2016.
2) Investor Coalitions – Leverage Networks; Improve Ability to Engage with Companies
Objectives
Access Broader Range of Expertise; Leverage Engagements to Increase Our Impact; Seek Out Specific
Expertise (Academic, Industry, Non-Governmental Organisations) to Improve our Ability to Work with
Companies; Act as the Voice of Our Clients
i)

Climate Action 100+
Our Calvert business has been an active member of Climate Action 100+ since 2018, when the initiative
began. Climate Action 100+ provides an opportunity for us to engage like-minded external partners who
share similar sustainability objectives and methods. Collaborations with other investors can be a valuable
approach to shareholder engagement. Peer collaboration provides several benefits to our engagement
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strategy, including: (1) increasing the number of shares represented; (2) leveraging relationships our peers
may have with companies; and (3) pooling knowledge and resources.
Through our participation in Climate Action 100+, we have joined a collective investor initiative that seeks to
enhance corporate governance of climate change, curb emissions and strengthen climate-related financial
disclosures at companies with great opportunities to tackle climate change. By bringing together the views
and values of diverse asset managers and asset owners as a singular voice, the Climate Action 100+ initiative
has the power to influence and drive better climate responses and behaviours by investors.
In 2021, Climate Action 100+ released its first-ever Net-Zero Company Benchmark assessing the world’s
largest corporate greenhouse gas emitters on their progress in the transition to the net zero future. The
initiative has been engaging 167 companies that represent over 80% of global industrial emissions and are,
as a group and individually, critical to progressing the global economy to net-zero emissions by 2050. Nearly
half (43%) of companies have set a net zero by 2050 target or ambition in some form, which is an important
signal to investors that companies understand and are preparing for the transition. However, only 10% of
focus companies have net-zero targets that explicitly cover the companies’ most material scope 3 emissions.
Spotlight #5
Calvert is currently leading engagement with one electric utility company and one major transportation
company on behalf of Climate Action 100+. Calvert has also played a role in dialogues with four other
companies.
As the lead for the electric utility company, in Q2 2021 Calvert organised a strategy meeting with the
Climate Action 100+ investor group to discuss next steps for engagement, including the company’s results
from the Net Zero Benchmark report, recent company updates, and priorities for the Climate Action 100+
engagement process. Calvert’s next meeting with the company will likely take place at the end of Q3 2021.
At the same time, Calvert’s engagement with the transportation company has focused on encouraging the
company to commit to greenhouse gas reduction goals and to increase its commitment to serving the
market for zero emission trucks. Discussions have also covered climate lobbying, product strategy and
investments alignment with climate goals.
Given Calvert’s engagement as part of the Climate Action 100 coalition is ongoing, work is in-progress
and outcomes have not yet transpired as of the submission of this UK Stewardship Report.
ii) Investors for Opioid and Pharmaceutical Accountability (“IOPA”)
Calvert has been involved in the IOPA coalition since 2017 and is an investor signatory and a member of its
Asset Management Working Group. IOPA consists of global institutional investors with 67 members
representing over $4.2 trillion AUM. It was created through the Interfaith Center on Corporate Responsibility
(“ICCR”) in 2017 out of heightened concern that opioid company risks both threaten long-term shareholder
value and have profound long-term implications for our economy and society. Since its establishment IOPA
engages with opioid manufacturers, distributors, and retail pharmacies on opioid business risks. In 2018,
IOPA expanded its focus from strictly opioids to include pharmaceutical companies that face legal, financial,
and reputational risks for allegations related to anti-competitive market practices.
As part of IOPA, we engage with manufacturers and distributors in the pharmaceutical sector through
dialogue and the filing of shareholder resolutions. We continue to work on addressing the fallout of the opioid
crisis and other business risks by seeking accountability and mitigating further risk at pharmaceutical
companies through comprehensive shareholder reforms.
Outcomes
With the contribution of our engagement efforts and other IOPA members, to-date IOPA has achieved the
appointment of an independent board chair at a number of opioid manufacturers. Further, board-level opioid
risk reports have been published by 14 companies following IOPA dialogues in which Calvert has actively
participated. IOPA engagements have also fostered the adoption of misconduct clawback policies at 18
companies.
Recent IOPA work has focused on human capital management and executive remuneration. The coalition
sent letters to 11 companies that covered topics including independent board chairs, Say on Pay, Covid-19
funding, bonus deferral, and clawbacks. The letters served as notice that IOPA is scrutinising how executive
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remuneration is handled in light of charges being booked for opioid settlements. Currently, IOPA has
dialogues developing with seven companies.
Calvert recently co-filed a shareholder resolution on the issue of independent chair at two opioid
manufacturers. Calvert have also participated on investor calls with other companies. Calvert has also
recently signed an IOPA investor letter to one company and is part of an investor group engagement on
worker safety.
We are now in the process with IOPA in determining priority issues for the 2022 workstream, with possibilities
including independent chairs, lobbying, and incentive deferrals.
iii) Institutional Limited Partners Association (“ILPA”) – Diversity in Action
Our PC&E business is a signatory to ILPA’s Diversity in Action initiative, which involves GPs and LPs
committed to advancing diversity, equity and inclusion (“DEI”) in the private equity industry, which is also one
of Morgan Stanley’s core values – Commit to Diversity & Inclusion. The goal of the initiative is to motivate
market participants to engage in the journey towards becoming more diverse and inclusive and to build
momentum around the adoption of specific actions that advance D&I over time.
Outcome
Given our membership to ILPA’s Diversity in Action, our PC&E business commits to specific actions that
advance diversity and inclusion, both within our business, our portfolio companies and the industry more
broadly. As a signatory, we undertake four essential DEI actions including talent management, investment
management and industry engagement. Over the past several months, PC&E with other ILPA Diversity in
Action signatories were involved in discussions on diversity-related definitions and metrics for due diligence
questionnaires. This culminated in ILPA releasing draft templates for public commentary, of which feedback
was due late September. The finalised templates are currently being reviewed by ILPA.
iv) Ceres Private Equity Working Group
Our PC&E business is also a member of Ceres’ Private Equity Working Group, which supports GPs and LPs
transition private equity portfolios towards a sustainable net zero economy. Our contribution has included
facilitating and participating in sessions that provide GPs and LPs with the latest climate-centric and
sustainable investment practices, policies, frameworks and tools to assess, manage and mitigate ESG and
climate risks.
Outcome
Through this forum, PC&E have been able to make a positive contribution by sharing our insights with GPs
and LPs on best practice within the private equity space with respect to: (1) investment strategies aligning
with the Net Zero Investment Framework; (2) consideration of environmental and social impacts of
investments to support sustainable development; and (3) developing and implementing investor climate
action plans.
Our relationship with Ceres is also reinforced by the fact that Morgan Stanley is a member of the Ceres
Investor Network on Climate Risk and Sustainability, and the CEO of Ceres is a member of the Morgan
Stanley Institute for Sustainable Investing Advisory Board.
3) Engaging/Collaborating with Issuers – Setting Industry Standards
Objectives
Share Feedback on Structuring Sustainable Products/Securities; Increase Transparency and Quality of Market
Instruments; Act as the Voice of Our Clients
i)

International Capital Market Association (“ICMA”) Green and Social Bond Principles Working Groups
Our MSIM Fixed Income Sustainable Investing team frequently takes part in the working groups of the ICMA
Green and Social Bond Principles Working Groups, among others.
We use this forum to proactively share our feedback with issuers and structuring advisers of sustainable
bonds to increase the transparency and quality of these instruments in the market, and to provide the
responsible investor perspective in the ongoing development and evolution of these industry standards.
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ii) The Impact Investing Institute and The Carbon Trust
In June 2021, as part of efforts to promote transparency in the labelled sustainable bond market, our Fixed
Income Sustainable Investing team also contributed best practice ideas and Fixed Income sustainable knowhow to a workshop organised by the Impact Investing Institute and the Carbon Trust on how to enhance the
utility and impact of Second-Party Opinion documents for thematic bonds.
A document with key recommendations (incorporating our feedback) for market participants was
subsequently published.
iii) One Planet Summit Asset Managers Initiative
Earlier last year, in line with our thematic engagement focus on Decarbonisation & Climate Risk, MSIM
became a member of the One Planet Asset Managers Initiative, where we (alongside our peers and
institutional clients) systematically encourage companies to address material climate change issues in their
governance, business strategy and planning, risk management and public reporting to promote value
creation. The initiative was established by eight global asset management firms to support the members of
the One Planet Sovereign Wealth Funds to accelerate the integration of climate change analysis into the
management of large, long-term diversified asset pools.
This initiative has provided another avenue for our investment teams to regularly engage with investee
companies on climate change risks and opportunities (including a company’s emissions profile controls and
preparedness to manage climate-related risks) with the collective voice and support of some of our peers.
For example, an Australian client invested in one of our Fixed Income SMAs recently requested that we focus
specifically on thermal coal phase-out when engaging with companies whose bonds are held in the client’s
portfolios, as the client wanted to be on the forefront of this engagement and stewardship effort across their
investments. Through our membership at the One Planet Summit Asset Managers initiative, we were able to
extend our reach and better engage with companies on this issue and our other thematic engagement
priorities outlined in Principle 9.
One Planet Sovereign Wealth Funds
A recent example is our International Equity team’s participation in the One Planet Summit Sovereign Wealth
Fund Peer Exchange Series in June this year where the team’s Head of ESG Research, along with other
SWF and asset manager panellists shared knowledge and best-practices on carbon footprint research
methodology, key drivers of portfolio emissions and engagement approaches with companies on
decarbonisation. This type of knowledge-sharing and exchange exemplifies contribution to greater insight of
climate sensitivity of SWF portfolios (please also see Principle 4 for more details).
4) Collaboration with NGOs
We often partner with NGOs to advance common objectives, as part of our Morgan Stanley Core Value – Giving
Back (Principle 1). We believe there is power in numbers when we bring voices and interests to the table with
different perspectives yet common objectives. Our Calvert business regularly interacts with members of the
Interfaith Center on Corporate Responsibility, which advocates corporate social responsibility, comprising of faith
communities, pension funds, NGOs, college/university endowment funds, labour unions and asset managers.
Since December 2020, our MSIM Fixed Income team has collaborated with JUST Capital, a non-profit
sustainability research organisation along with four other large asset managers to develop a Racial Equity and
Inclusion Engagement Framework for U.S. Municipal issuers, which was launched in September 2021. This
initiative, which will be implemented in collaboration with two minority-owned underwriters, aims to facilitate
dialogue between US Municipal issuers and investors on diversity & inclusion (one of our MSIM thematic
engagement priorities), and encourage greater transparency in sustainability-related disclosures.
5) Others
As outlined above, through their various businesses and internal functions, MSIM and Morgan Stanley belong to
and take a leading role in many ESG-related organisations.
We regularly bring together investors, policymakers, NGOs, and thought leaders to share lessons and promote
innovative solutions to environmental and social challenges. This includes participating in industry conference
panels, exploring joint research, and supporting the work of groups focused on ESG-related issues.
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MSIM and Morgan Stanley are active participants in a number of external sustainability initiatives including, but
not limited to the following:
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•

Council for Institutional Investors
Emerging Markets Private Equity Association
Global Real Estate Sustainability Benchmark
Hong Kong Stewardship Code
Japanese Stewardship Code
One Planet Summit Asset Managers Initiative
PRI
SASB
TCFD
Partnership for Carbon Accounting Financials
Net Zero Banking Alliance
C2ES
US Partnership for Renewable Energy Finance
Business for Social Responsibility
CDP (formerly the Carbon Disclosure Project)
Ceres Investor Network on Climate Risk and Sustainability
Global Impact Investing Network
ICMA Green and Social Bond Principles
International Emissions Trading Association
European Leveraged Finance Association
ILPA – Diversity In Action

Calvert Research and Management
As noted above, our Calvert business has a long history of partnering with the UN and its related entities. Calvert
serves on the Investment Committee and the North American Task Force of the United Nations Environmental
Programme – Finance Initiative. Calvert also sits on the Investor Reference Group on Corporate Reporting, and
collaborates on engagements. Through Calvert’s longstanding collaborative efforts, the Calvert Women’s
Principles were adopted as the UN Women’s Empowerment Principles. By participating in industry initiatives
such as the CEO Water Mandate and the UN Global Compact, Calvert also strives to promote the Sustainable
Development Goals through the companies they invest in, through the team’s engagement efforts with
corporations and governmental agencies, and through the team’s own operations.
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Principle 11: Escalation

Signatories, where necessary, escalate stewardship activities to influence issuers
Our regular engagements with company management provide an opportunity to monitor and track the performance
of our investments. Both investment teams and the Global Stewardship Team regularly monitor and engage with
companies throughout the investment process and maintain detailed engagement records to track progress and to
allow engagement insights to be incorporated in investment and proxy voting decisions.
We consider an engagement to be successful when a company is receptive to our viewpoints and suggestions and
takes concrete steps to implement them. In cases where a company is not receptive or where our engagements do
not lead to desired results, we may escalate our engagement by, for example, casting votes against management,
requesting meetings with board members, or writing letters to boards and management. In some cases, repeated,
unsuccessful engagements in relation to a material issue may contribute to a decision to decrease or exit a holding.
Additionally, we may consider collaborative engagement or filing a shareholder proposal as an escalation method in
appropriate cases.
Our portfolio managers are ultimately responsible for interpreting and integrating information gained through
engagements into their investment decision-making process and for prioritising further engagement or escalation, as
appropriate. Hence the need for escalation and types of escalation methods used depends on the investment, prior
engagement activities, outlook and a judgement call made by the portfolio manager as to the materiality of the issue
at hand, whilst always putting our clients’ interests at the forefront of decision-making (in line with our Core Value to
Put Clients First). As active owners, we already have a regular engagements with portfolio companies/issuers.
However, we also appreciate that each engagement is unique to the particular company and therefore we do not rely
on a prescriptive engagement escalation framework. Therefore, in some cases, it may take years to effect substantive
change on certain issues.
The following examples demonstrate the different types of escalation approaches taken by investment teams across
asset classes based on individual team and portfolio investment circumstances:
International Equity
Bringing issues directly to the company CEO is one form of escalation used by the International Equity team, as is
voting. Figure 24 below outlines the team’s voting activity between 1 July 2020 – 30 June 2021:
Figure 11.1: International Equity Voting Activities
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Two thirds of the votes were related to executive pay, directors and ESG-related shareholder proposals. In instances
when the team has long-standing unresolved concerns, further escalation will see them vote against the election of
committee members. For example, with companies whose pay plans they have voted against a number of times, the
team has now started to vote against members of remuneration committees to make their message clearer. The
team has also voted against nomination committee members where they have concerns over diversity. In total the
team has voted against 23 directors in the last 12 months, as of 30 June 2021.
Voting on shareholder proposals is another form of escalation. While the companies the team owns receive fewer
shareholder proposals than an average company, reflecting, they hope, fewer underlying issues, when they do, the
team analyse them carefully and engage with companies on them. During the same time period they have voted in
support of 12 shareholder resolutions, and against management, on a broad range of topics, including ESG issues,
such as deforestation, diversity and human rights.
Case Study 11.1: Escalation to Persuade Existing Portfolio Company to Combat Deforestation
•

Scenario

•
•
•

Outcome

•
•

Reflection

•

The team recently escalated its engagement with an existing portfolio company (global
consumer goods company) to persuade them to explore initiatives in sustainable paper product
sourcing and encourage more action to combat deforestation
The company currently targets an increase in the percentage of supply with the most stringent
Forest Stewardship Council certification
While they are committed to 100% recycled or third-party certified packaging content, they were
reluctant to introduce recycled paper into their actual products as they believe that would be
detrimental to product performance (e.g. absorption)
After initial discussions with the company on this topic, the team was not entirely satisfied with
the company's answers and actions, and supported a shareholder resolution on deforestation,
which was passed
It was a partially achieved objective, with the company promising action in line with the
resolution
The team will continue to monitor and assess the company’s progress – to ensure that its
objectives are fully met and determine feasibility of future progress
This occasion allows the team to determine whether to continue the engagement, to escalate
further, or to step back to monitor the company’s ongoing progress

MSIM Fixed Income
General Approach
The Fixed Income escalation process is generally the same across geographies. However, as engagement priorities
may differ based on sector and location, the factors influencing teams’ escalation approaches may also differ. The
teams also aim to consider each issuer with respect to their level of regional development, which feeds into these
differences in factors influencing escalation. For example, a persistent lack of a coal phase-out plan might be a trigger
for escalation in the engagement with an energy or mining company operating and distributing mainly in a developed
market, given the risks associated with new low-carbon regulation. However, the Fixed Income teams might concede
a longer time buffer for a company with most of their coal-related operations and distribution in emerging markets,
taking into consideration the issue of access to affordable power. They would not apply the same flexibility with
respect to issues related to human and labour rights as we believe issuers have to abide by established international
norms.
Whilst the ownership rights conferred by equity tend to permit better corporate access and therefore more options
with respect to escalating engagements, in the fixed income context we typically escalate engagements by either
voting against a bondholder resolution or raising relevant issues with other stakeholders in order to facilitate a
collaborative engagement.
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Case Study 11.2: Escalation Resulting in Decision Not to Invest
•
•
•

Scenario

•

•

•

Outcome

•
•
•

Reflection

In Q4 2020, the Fixed Income team engaged with a US financial company’s senior management
to understand more about the firm’s sustainability strategies ahead of their inaugural green bond
issuance
While the company’s green framework and project selection were robust, they conspicuously
lacked any sort of broader sustainability strategy or targets at the corporate level, and the
company was a significant fossil fuel investor
The Fixed Income team’s engagement points focused on encouraging the company to:
o Set clear and measurable sustainability and decarbonisation targets;
o Establish a process surrounding the company’s assessment of ESG risk; and
o Provide greater clarity on their own ESG engagement policy with invested companies
In the Fixed Income team’s initial discussion, the company confirmed that they did not set
specific ESG-related targets, and had few examples where ESG concerns and risks had
deterred them from investing. Additionally, they did not have examples of where their ESG
engagement policy had led to improved behaviour
The Fixed Income team encouraged the company to set priorities and targets, as part of their
evolving sustainability programme. Given these circumstances including timing considerations,
the investment team discussed the facts with the rest of the Fixed Income team – and as the
team had not received the level of comfort based on our discussions with company management
at the time, the Fixed Income team decided against participating in the company’s inaugural
green bond issuance
The company was later receptive to suggestions – in Q1 2021, they committed to reaching net
zero emissions across their investment portfolio by 2050, with interim targets to increase
investments in climate-friendly projects
A third-party ESG rating provider also initiated coverage and assigned them a good ESG rating,
with a positive outlook on their governance and responsible investment efforts
Whilst the Fixed Income team’s engagement was initially unsatisfactory, the company’s
response afterwards indicated that they had taken concrete steps to incorporate our
recommendations
An area the Fixed Income team could have improved in this case was the timing of the
engagement: if they had engaged earlier in the issuer’s process of developing their green
financing framework, the Fixed Income team might have persuaded the company to strengthen
their sustainability strategy and targets earlier, hence improving the robustness of their first
green bond issuance

Case Study 11.3: Escalation Resulting in Decision to Divest
•
•
Scenario

•
•
•
•
•

Outcome
•
Reflection

•

During Q1 2021, the Fixed Income team engaged in a dialogue with a UK-based design
products manufacturer, as part of a thematic engagement series with European high yield
issuers focused on diversity and inclusion practices
The aim of the dialogue was to encourage the company to make more proactive efforts to
increase gender diversity in its board and in senior management (both composed exclusively of
men) and to improve their disclosure around diversity and inclusion, particularly on pay gaps
The company’s ability to get more women on the board had been constrained by their intense
acquisition activity, which led them to appoint senior members of acquired entities
Appointing new women directors was a priority of the Nomination Committee, although there
was no specific timeframe for doing so
While some of their UK brands reported on their gender pay gap on the government’s website,
the Group did not have an aggregated diversity and inclusion reporting strategy
The company did not respond proactively to increase diversity and inclusion practices
The Fixed Income team considered the engagement outcome unsatisfactory and indicated
negative momentum on diversity and inclusion, as the company’s intentions did not appear to
be backed by concrete plans to change their practices in the near term
These considerations contributed to the Fixed Income team’s decision to sell the company’s
bonds
Fixed Income research analysts will follow-up to monitor the company’s progress on diversity
and decide on next steps, as part of the follow-up process
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Calvert Research and Management
General Approach
Escalation is a tactical decision made by Calvert’s Engagement Analysts to increase pressure on a company to
respond to requests to address our stewardship concerns. Shareholder proposals are the most common escalation
tactic. Calvert uses escalation strategies when a company ignores or refuses our invitation to engage; takes no action
or no meaningful action to address concerns; or the Engagement Analyst concludes that additional discussions are
unlikely to move the discussion forward.
Shareholder proposals must be pre-approved by the Calvert Director of Corporate Engagement and the Calvert
Proxy Voting and Engagement Committee. Following the filing, the Engagement Analyst should generally seek to
negotiate an agreement to withdraw the proposal on terms that advance our objectives with the company and lead
to a more collaborative dialogue. Calvert will proceed to a vote if terms for withdrawal offered by the company are
not sufficient to meet Calvert’s expectations for progress.
The Engagement team does not typically vary its approach across different asset classes when deploying this
escalation strategy. While Calvert has not explicitly stated that it will not file shareholder resolutions outside the US,
shareholder resolutions are typically less commonplace in the global markets. Secondly, Calvert also considers
whether shareholder proposals are binding or advisory on a market-by-market basis. When a proposal is advisory in
nature, it makes it easier to support a resolution knowing that if the ask of the proposal is a tall ask, companies have
some flexibility in how much or the way they respond to the passed proposal. When a proposal is binding in nature
(which is the case in many global markets), supporting and filing a shareholder resolution can be more complicated
knowing that a company is bound to satisfy the ask of the proposal, even if it means potentially compromising the
strategy of the business or may affect supply/production costs and therefore result in a financial risk to shareholders.
The following escalation examples relate to Calvert’s Diversity & Inclusion engagement priority in which it seeks to
encourage companies to publicly disclose their Equal Employment Opportunity Commission (“The EEO-1 Report”),
which is submitted to the US Equal Employment Opportunity Commission (“EEOC”) on an annual basis. Since 1968,
companies have been required to report the demographics of their US workforce to the EEOC, disclosing the number
of employees in each of 10 job categories (e.g. executive, management, professional, administrative and labour)
categorised by race, ethnicity and gender. The report provides the most detailed perspective on the diversity of a
company’s workforce, but individual company reports are not available to the public unless the company chooses to
disclose it voluntarily.
At the outset of our initiative, only 4% of Russell 3000 companies disclosed this report, though among the largest
companies 15% disclosed as of 2019. We have since contacted the top 100 names in our Calvert Indexes to
encourage the publication of EEO-1 data. We wrote to the 18 companies that already publish this report, thanking
them and asking them to continue doing so. We have engaged with the other 82 to address their concerns and to
encourage disclosure.
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Case Study 11.4: Ongoing Escalation with Challenges; Outcome Not Reached Yet
•

•
Scenario

•
•
•
Ongoing
Escalation
Process

•

•
Reflection

•

One of the 82 companies which Calvert is currently engaging with is a US ratings agency. This
company seeks competitive advantage through the integration of ESG assessments into its
investment analyses, incorporating increasing investor interest in greater transparency and
accountability for workforce equity. Calvert believes that the company should be a corporate
diversity leader. Yet, the company has failed to hire or promote women at a rate comparable
to peers and resists industry wide trends towards greater transparency and accountability
Calvert escalated the issue by filing a shareholder proposal asking for improved diversity
disclosure through the publication of its EEO-1 report after multiple engagement opportunities
proved to be unsuccessful. The company had Calvert’s proposal omitted by the Securities
Exchange Commission through its no-action process. The proposal was excluded on the
grounds that it is “ordinary business”, meaning that it relates to a matter that is out of the purview
of shareholders and more appropriately subject to the business judgement of the company’s
board and management
In rejecting Calvert’s filed shareholder proposal to allow investors to voice their support for
improved disclosure at the company, the company argued that shareholders lack the expertise
to know what information they need about diversity in order to make investment decisions
Calvert believes that the company fundamentally misunderstands the needs and capabilities of
its investors, a potential problem that could be amplified because the company’s shareholders
are also its clients
Calvert believes that responsibility for oversight of ESG issues, including Diversity & Inclusion,
ultimately lies with the board of directors. At this time, responsibility for diversity and inclusion
at the board level formally rests with the company’s Nominating and Governance Committee
As such another form of escalation was through voting – Calvert voted against the Chair of the
Nominating and Governance Committee and Lead Independent Director, to encourage the
company to consider a board structure more conducive to oversight of environmental, social
and governance issues and to improve transparency on diversity and inclusion
In considering efforts for the next proxy voting season, Calvert will attempt outreach to the
company again before filing another proposal
When filing the proposal, Calvert will ensure that it is carefully phased to ensure it does not get
excluded on the grounds of “ordinary business” again

Case Study 11.5: Ongoing Escalation with Challenges; Outcome Not Reached Yet
•
•

Scenario

•
•

•
Ongoing
Escalation
Process

•

In H2 2020, Calvert sent a letter to the Chair of the board and Chief Diversity Officer of a
communications company to express the need and importance for shareholders for the
Company to make its EEO-1 report publicly available
The company acknowledged receipt of our letter, but did not offer any sort of response and also
did not offer to engage. The company directed Calvert to its ESG report, which only presents its
diversity programmes and management systems in general terms, but does not report in detail
about progress against these
The company discloses a percentage breakdown of female, black/African American,
Hispanic/Latin-x, Asian and Veteran employees, but this breakdown is listed merely as a
percentage of all full-time and part-time employees
Instead, Calvert believes that effective diversity reporting should show the breakdown of
employees by race and gender clearly delineated by job classifications, which is what the EEO1 report shows. Corporate commitments to diversity are credible only if the company releases
full EEO statistics on its workplace demographics
As the company was not willing to engage with Calvert and their existing disclosures did not
meet the standard as appropriate, Calvert escalated the issue by filing a shareholder proposal
at the Company’s 2021 AGM
Calvert presented the proposal at the company's virtual annual meeting, and Calvert’s resolution
ended up receiving 40% support. Despite receiving 40% support, Calvert also noted that the
company has a significant affiliated shareholder that holds 30% of the company’s shares
outstanding, thus Calvert concluded that the vote received a majority support of independent
shareholders
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•
•
Reflection

•
•
•

Following the AGM vote and a call shortly after with lawyers representing the company, Calvert
sent another follow-up letter addressing the Chair/CEO, Lead Independent Director, and Chief
Diversity Officer
In the letter, Calvert asked for another call with these individuals to further discuss the
importance of this diversity disclosure
Pending the company’s response, Calvert will determine what further steps are needed to
persuade the company to make its EEO-1 report publicly available to ensure their corporate
commitments to diversity are credible and implemented
As Calvert expands its engagement scope in the future, the method of filing shareholder
proposals as a form of escalation can be improved and expanded to other markets
Calvert also intends to evaluate and consider further the feasibility and usefulness of varying its
approach to escalation by asset class
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Section 4: Exercising Rights and Responsibilities
Principle 12: Exercising Rights and Responsibilities
Signatories actively exercise their rights and responsibilities
Overview

As noted previously, MSIM investment teams exercise the rights and responsibilities associated with the assets they
manage in line with their respective investment strategies having regard to factors such as the type of assets, their
risk assessments and investment convictions. At the forefront of this is our collective organisational purpose and Firm
Core Value to always “Put Our Clients First”, and act in their best interests in managing their assets (Principle 1 and
Principle 6).
Throughout this report, we have outlined how our investment teams approach stewardship differently in exercising
their rights and responsibilities through our Purpose and Governance (Principles 1 – 5); Investment Approach
(Principles 6 – 8); and Engagement (Principles 9 – 11) across different investment teams, asset classes and
geographies (although as active owners, our approach in exercising our rights and responsibilities does not generally
vary by region). We do so by also leveraging support and expertise from our Sustainability governance stakeholders
including our Head of Global Sustainability of Investment Management, Sustainability Council, core Sustainability
Team, Sustainability Team Leads and functional experts in Legal, Compliance, Risk, Portfolio Surveillance etc.
For our High Conviction Equities business, given the nature of the equities asset class, our rights and responsibilities
are mainly exercised through one to one direct engagement with company management and boards of directors (our
preferred engagement approach across investment teams), proxy voting, filing of shareholder resolutions, and where
circumstances are appropriate, and situations permit – industry/external collaboration.
With respect to our Fixed Income & Liquidity business, we exercise our rights and responsibilities through good
stewardship efforts both at the pre-investment stage and throughout our holding of a security, including through
collaborative engagements with stakeholders. We use engagement and escalation (if needed) to inform our
investment decisions, which ultimately has an impact on issuers. Please see below for further details regarding our
approach to seeking amendments to terms and conditions in contracts and/or indentures.
In our Alternative Investments business, especially for PC&E, given the illiquid nature of the asset class, our rights
and responsibilities are exercised based on the nature of each strategy for our underlying portfolio companies (e.g.
control vs. non-control). As outlined in Principle 9, in control situations, we exercise our rights through our board
seats on portfolio companies which we are invested in to engage and work with portfolio company management
teams – steering companies towards best ESG practices and business activities. Conversely in non-control
situations, this depends on the nature of our relationship with and the willingness of each portfolio company to engage
in ESG-related topics. At times, we may have board observer rights which provide us with a greater level of
transparency; however, this does not enable us to fully engage with companies in the same way as in control
situations. Our private equity secondaries and co-investment strategies usually back/invest alongside managers who
are regulated entities and have a high standard of governance processes in place. In fact, a component of the
manager engagement is to improve governance standards (board frequency, decision transparency, disclosures
etc.) for underlying portfolio companies. Much of this is negotiated upfront as part of investment documentation.
Furthermore, we also supplement our exercise of rights and responsibilities with other engagement methods such
as the use of third-party due diligence/service providers to augment our investment teams’ activities.
Within Private Real Assets, for MSREI, we generally structure our real estate joint venture (“JV”) investments such
that our funds will typically possess at least as much control over major property decisions as any of the other joint
venture partners. The JVs will also include liquidity provisions intended to enhance portfolio flexibility and
governance.
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Likewise, our private infrastructure (MSIP) portfolio companies strive to uphold high ethical standards at all times and
follow standard codes of business conduct, including anti-corruption and anti-money laundering policies and
procedures. Employees and contractors are encouraged to ask questions, voice concerns and report any alleged
violations of company policies. Through MSIP’s board representation, which typically reflects control equity positions,
the board assesses management’s policies, practices and performance; it reviews plans and proposals for ESG
metrics, policies and the measurement of progress with a focus on continuous long-term improvement. MSIP looks
to foster long-term relationships and build trust and good will with all key constituents, including regulators and
contractors. MSIP’s constituents help shape the team’s ESG efforts by sharing valuable feedback on new ideas, best
practices and industry trends, where applicable.
In our Custom Solutions group, rights and responsibilities exercised depend on the type of customised/bespoke
investment solutions created for our clients, incorporating their ESG/stewardship priorities and requirements. Where
equities or fixed income assets form part of a client’s custom solutions portfolio, such rights and responsibilities are
exercised via the above methods outlined in relation to the relevant asset classes.
Within our Sustainable Investing business, again, our rights and responsibilities exercised also depend on the specific
asset class and strategy in which our Sustainable products are invested; however, ESG considerations tend to be
the key driver in our approach.
High Conviction Equities
Voting Policy, Monitoring Shares & Voting Rights
Within our Global Stewardship Team, our Proxy Review Committee has responsibility for overseeing the
implementation of our MSIM Proxy Voting Policy to proxy votes at issuer shareholder meetings across our global
portfolios, under one global policy, of which we have a dedicated Proxy Voting section on our website, including our
Proxy Voting Records. Please refer to Principle 2 and Principle 5 for further details.
The MSIM Proxy Voting Policy addresses a broad range of issues, and provides general voting parameters on
proposals that arise most frequently. We endeavour to integrate governance and proxy voting considerations with
investment goals, using votes to encourage portfolio companies to enhance long-term shareholder value and to
provide a high standard of transparency such that equity markets can value corporate assets appropriately.
In doing so, our Global Stewardship Team has developed a proprietary system to handle work-flow around proxy
voting, and to document views of various parties at MSIM, and voting rationale for the final decisions. As noted under
Principle 5, MSIM maintains voting records of individual agenda items at company meetings in a searchable database
on its website on a rolling 12-month basis. These Proxy Voting Records are published periodically on our website.
ISS serves as MSIM’s voting agent, but all vote decisions are made by MSIM, informed in part from research from
ISS and from Glass Lewis. MSIM is responsible for ensuring that voting instructions for the client are communicated
to the proxy adviser. Our proxy advisers assist us in monitoring the rights we have in relation to shares we hold by
providing us with daily notification of proxies to be voted. The Proxy Review Committee makes the proxy voting
decisions for certain types of votes in accordance with the Firm’s Proxy Voting Policies and Procedures together with
input from our equities investment teams. The Proxy Review Committee meets on a periodic basis or as needed.
The Corporate Governance Committee is available to the Proxy Review Committee for guidance in ensuring votes
are in accordance with the firm’s Proxy Voting Policies and Procedures.
Our MSIM equities teams vote proxies in a prudent and diligent manner and in the best interest of clients, including
beneficiaries of and participants in a client’s benefit plan(s), for which the sub-adviser manages assets, consistent
with our Core Value to Put Clients First and our overarching investment objective of maximising long-term investment
returns (Principle 1 and Principle 6). We consider voting to be an important stewardship and investment responsibility
that impacts shareholder value and portfolio managers have in-depth knowledge of the companies and markets in
which they invest.
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Individual Circumstances and Client Preferences
As noted under Principle 3, there are occasions where different portfolio teams may view an issue differently and, in
those cases, we may split our votes to accommodate those different views. Some clients may also wish to retain
voting rights for their shares or accounts. Any client with a separately managed account that has delegated proxyvoting authority to MSIM is permitted to request, at any time, how they would like a certain meeting or ballot item
voted. We do not currently facilitate clients directly voting in a pooled vehicle because of the practical difficulties in
proportioning a ballot, and because we are mindful of potential legal and regulatory hurdles that may restrict or
prevent client directed voting in pooled fund structures.
Retention and Oversight of Proxy Advisory Firms
As mentioned above and in Principle 7 and Principle 8, MSIM retains the services of ISS and Glass Lewis as
independent advisers that specialise in providing a variety of fiduciary-level proxy-related services to institutional
investment managers, plan sponsors, custodians, consultants, and other institutional investors. The services
provided include in-depth research, global issuer analysis, record retention, ballot processing and voting
recommendations.
Notwithstanding the retainment of ISS and Glass Lewis, services provided by both are only used in an advisory and
administrative capacity, we do not rely on either firm to implement a custom stewardship policy. As a result, their
voting recommendations are not used to determine our final vote decisions. We only rely on them for proxy vote
execution, reporting recordkeeping, and where appropriate, to provide company-level reports that summarise key
data elements within an issuer’s proxy statement or on specific thematic/market topics. It is important to note that
during 1 July 2020 – 30 June 2021, MSIM voted differently from our primary proxy adviser, ISS, 6% across all ballot
items, which further reinforces our direct stewardship/proxy voting philosophy.
MSIM performs ongoing monitoring and due diligence reviews on retained proxy advisers on an annual basis;
periodic reviews are conducted onsite by members of the Global Stewardship and Proxy Teams and MSIM
Compliance (please see Principle 8 for more details).
Securities Lending
MSIM Funds or any other investment vehicle sponsored, managed or advised by an MSIM affiliate may participate
in a securities lending programme through a third-party provider. The voting rights for shares that are out on loan are
transferred to the borrower and, therefore, the lender (e.g. an MSIM Fund or another investment vehicle sponsored,
managed or advised by an MSIM affiliate) is not entitled to vote the lent shares at the company meeting. In general,
MSIM will not recall shares for the purpose of voting. However, in cases in which MSIM believes the matters being
put to vote are critical for the investment thesis or client interests, we reserve the right to recall the shares on loan on
a best efforts basis. In order to effectively monitor whether recalling shares may be necessary, ISS provides electronic
feeds which enrich Provosys with meeting details, including ballot level holdings. The team performs ballot
reconciliation for each meeting to ensure appropriate ballots are received and shares out on loan are identified by
GST through this review. We generally do not encounter scenarios where all holdings associated to a meeting are
out on loan – the scenarios would be limited to a few portfolios and even then, the entire holding may not be out on
loan.
As of 30 June 2021, fewer than 1% of MSIM shares were out on loan at the time of any vote.

Equity Voting Statistics, Select Topics and Case Studies (1 July 2020 – 30 June 2021)

Between 1 July 2020 – 30 June 2021, MSIM voted more than 99% of the ballots in which it is eligible to vote. The
residual <1% of votes not voted were generally due to various issues that can arise when voting proxies of companies
located in certain overseas jurisdictions, where local processes can often restrict or prevent the ability to vote such
proxies, or entail significant costs. These problems include, but are not limited to: (i) proxy statements and ballots
being written in a language other than English; (ii) untimely and/or inadequate notice of shareholder meetings; (iii)
restrictions on the ability of holders outside the issuer’s jurisdiction of organisation to exercise votes; (iv) requirements
to vote proxies in person; (v) the imposition of restrictions on the sale of the securities for a period of time in proximity
to the shareholder meeting; and (vi) requirements to provide local agents with power of attorney to facilitate our voting
instructions. As a result, we vote clients’ non-U.S. proxies on a best efforts basis only, after weighing the costs and
benefits of voting such proxies.
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MSIM provides rationales for votes where we vote against key issues like director and executive remuneration, and
rationales for shareholder sponsored resolutions. We disclose vote rationales to clients upon request in aggregate,
in our annual public reporting. For a full disclosure of how we voted in any meeting, please visit our website for full
voting records, which are updated on a rolling monthly basis. We also disclose our proxy votes globally through
annual N-PX requirements with the US SEC for all Mutual Funds under the US Investment Advisers Act of 1940.
The following examples illustrate how the engagement and proxy voting process work together in the exercise of our
stewardship duties. These cover some of the most common proposals we review each year.

Overall Voting Statistics (1 July 2020 – 30 June 2021)
Total Number of Meetings Voted
Total proposals
(of which are Shareholder Proposals)
Number of markets voted
% of meetings with at least 1 vote against management
% votes against management
% with management

5,831
65,930
642
73
47%
9%
91%

Shareholder Proposals By Region
Region

Number
of
Shareholder Proposals

Asia
EMEA
North America
South America
Rest of World
Total

84
71
454
0
33
642

Number
of
Votes
Supporting Shareholder
Proposals*
10
15
211
0
5
241

% of Votes Supporting
Shareholder Proposals
12%
18%
46%
0%
15%
38%

*Includes cases where we have abstained from voting

Shareholders in the US and certain other markets submit proposals encouraging changes in company disclosure
and practices related to particular sustainability issues. MSIM investment teams, with support from the Global
Stewardship Team, consider how to vote on such proposals on a case-by-case basis by determining the relevance
of the issues identified in the proposal and their likely impacts on shareholder value. We also take into account a
company’s current disclosures and our understanding of its management of material ESG issues in comparison to
peers.
We seek to balance concerns about reputational and other risks that lie behind a proposal against costs of
implementation, while considering appropriate shareholder and management prerogatives. We may abstain from
voting on proposals that do not have a readily determinable impact on shareholder value and we may oppose
proposals that intrude excessively on management prerogatives and/or board discretion.
Between 1 July 2020 – 30 June 2021, MSIM supported 38% of shareholder proposals and abstained on 1.8% of
shareholder proposals.
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Select Topics
(i) Corporate Governance/Executive Compensation
Region

Number
of
Proposals

Asia
EMEA
North America
South America
Rest of World
Total

2
1,095
1,949
6
147
3,199

*Includes cases where we have abstained from voting

Number of Votes
Against
Executive
Remuneration*
1
276
426
0
47
750

% of Votes Against
50%
25%
22%
0%
32%
23%

MSIM has a long history of focusing on corporate governance. We believe that good corporate governance is a signal
of quality management and that well-managed companies will produce long-term returns for our clients. Executive
compensation is an important indicator of good board oversight and we consider advisory votes on remuneration on
a case-by-case basis. Considerations include a review of the relationship between executive remuneration and
performance based on operating trends and total shareholder return over multiple performance periods. In addition,
we review remuneration structures and potential poor pay practices, including relative magnitude of pay, discretionary
bonus awards, poorly defined target metrics, tax gross ups, change-in-control features, and internal pay equity. As
long-term investors, we support remuneration policies that align with long-term shareholder value.
Between 1 July 2020 – 30 June 2021, MSIM supported 77% of say-on-pay proposals and voted against 23% of
proposals.
Case Study 12.1 – Say-on-Pay

Scenario

Voting Outcome

One of our Equity teams met with a large-cap, industrial REIT prior to the annual general
meeting. The investment team had some concerns with the total reward opportunity
quantum but recognised good performance. After initial discussions, the company agreed
to continue the discussion on how to balance various investor views on any restructure of
the existing pay programme.
In the last annual general meeting, the investment team’s proposal for the company to
enhance its existing pay programme received only 49.9% of votes cast. Despite this, the
team plans to engage with the company again in 2022, prior to the next annual meeting,
to see if the company’s Remuneration Committee incorporated any of the team’s
feedback, before deciding if any escalation measures are required.

Case Study 12.2 – Board Diversity

Scenario

Voting Outcome

One of our Equity teams also met with a large-cap, IT consultancy and services company
prior to its annual general meeting to discuss the Board’s work towards rebuilding gender
diversity, which is currently at 17%, down from 33% two years ago. This indicates a
deterioration in board diversity rather than the improvement which the team had hoped to
see.
As a result of this, the investment team voted against the Nomination Committee members
at the latest annual general meeting, and each nomination received at least 75% support
of votes cast. Undeterred, the team will re-consider our approach and plan to re-engage
the company in 2022 to ensure improvement in board diversity at the company.
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(ii) Other Topics Aligned with MSIM’s Engagement Priorities
Number of
Proposals

Category
Climate Change
Board and Employee Diversity
Human Rights
Political Lobbying and Spending
Environmental – Other
Social – Other

Number of Votes Supporting
Shareholder Proposals
(Votes Against Management)

33
17
9
50
23
28

18
12
7
36
7
5

% of Votes in
Support for
Shareholder
Proposals
55%
71%
78%
72%
30%
18%

a) Climate and Environment Related Proposals
MSIM recognises that climate change poses risks to the global economy. When voting on environmental and social
proposals we may take into consideration a company’s disclosures compared to peers, which is why we tend to
support more climate resolutions at US-based companies, given they lag behind their global peers on climate
reporting and transitioning to a low carbon economy. We also supported several proposals requesting companies to
set greenhouse gas (“GHG”) emissions reduction targets where we felt they were lagging peers or that GHG
emissions were a material risk.
Between 1 July 2020 – 30 June 2021, MSIM supported 55% of climate related proposals overall.
With respect to the remaining 45% that were not supported, this came down to several reasons. As outlined above,
whilst we take various factors into consideration, we seek to balance concerns on reputational and other risks that
lie behind a proposal against costs of implementation, while considering appropriate shareholder and management
prerogatives. We may abstain from voting on proposals that do not have a readily determinable financial impact on
shareholder value and we may oppose proposals that intrude excessively on management prerogatives and/or board
discretion. We generally vote against proposals requesting reports or actions that we believe are duplicative, related
to matters not material to the business, or that would impose unnecessary or excessive costs.
Case Study 12.3 – Climate Change

Scenario

Voting Outcome

One of our Equity teams recently met with the sustainability team of a large-cap utility
company given the latter had received a shareholder proposal requesting the company
disclose more information regarding its response to a 2oC scenario. The proposal received
support from 46% of voters. The company explained that over the last few years it had
made improvements to its annual Corporate Responsibility Report as a result of our
conversations. Last year’s proposal asked that the information that was disclosed outside
the Corporate Responsibility Report be included in that report. The investment team
suggested that the company consider ways to make the data easier to compare to that of
its peers. The company was receptive to disclosing descriptions of its carbon emissions
and carbon intensity reduction goals, as well as increasing use of renewables.
Having observed positive progress the company was making, the investment team voted
in favour of the shareholder proposal for the company to increase decarbonisation
disclosures at the annual meeting. The team will continue to monitor progress to ensure
the company delivers on its commitments, and if any further escalation is required, as
appropriate.

Case Study 12.4 – Decarbonisation

Scenario

In another example, one of our Equity teams recently met with a large-cap oil and gas
exploration company prior to its annual general meeting to express concerns on the
sustained increase in GHG emissions and the absence of tangible targets for reduction of
emissions. The focus was to encourage the company to adopt a strategic assessment of
climate risk and disclosures aligned with the TCFD, as the reporting framework is investorfocused and provides useful information on how companies manage climate-related risks
and opportunities.
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Voting Outcome

As a result of this, the investment team voted against the Audit Committee members for
deficient climate risk oversight. However, each nomination received at least 90% support
of the votes cast. The team will engage and escalate further with the company again in
2022 and keep voting against until the board demonstrates a real effort to address the
concern.

Case Study 12.5 – Deforestation

Scenario

Voting Outcome

One of the Equity teams met with a large-cap, consumer staples company prior to its
annual general meeting. The company had received a shareholder resolution asking the
company to report on steps it was taking to reduce deforestation in their supply chain. The
team discussed with senior management, the company’s current framework for monitoring
their supply chain and indicated they believed further improvements could help the
company.
Following this, the investment team supported the shareholder resolution, which received
68% support, and plan to follow up with the company this year to see what steps the board
and management plan to take in light of high shareholder support.

b) Gender Pay Gap Proposals
Several US-based companies in the financial services and information technology sectors recently received
shareholder proposals requesting that they report on the gender pay gap across their global employee base. We are
supportive of these proposals for two main reasons. First, because all targeted companies already provide gender
pay gap data for their UK operations, making the prospect of rolling this reporting out globally less burdensome.
Second, because we believe pay gap data provides a helpful lens alongside pay equity data. Most companies that
received these proposals already disclose pay equity data, which illustrates pay disparities between men and women
in similar roles. Pay gap data shows the unadjusted difference between what women in an organisation are paid as
compared to men. This raw number can be helpful in illuminating a company’s “leadership gap” or the extent to which
women are disproportionately in lower-paying positions than men.
Between 1 July 2020 – 30 June 2021, MSIM supported 20% of proposals on gender pay gap disclosure.
With respect to the remaining 80% of proposals that were not supported, MSIM votes proposals related to gender
pay gap on a case-by-case basis taking into consideration the company’s policies and disclosure related to diversity
and inclusion, compensation policies, controversy or regulatory actions related to gender pay gap and whether the
company’s reporting is lagging peers. We may oppose proposals that would impose excessive costs or if the
company has sufficiently addressed requirements of the proposal.
Case Study 12.6 – Gender Pay Disparities

Scenario

Voting Outcome

One of the Equity teams met with a large-cap, software development company prior to the
annual general meeting given our concerns on gender pay gap disparities in the workforce
as well as in leadership/company management. The company had received a shareholder
resolution asking the company to report on gender pay disparities in the workforce and
any gender-based leadership gap. After speaking with the company, the team obtained
comfort that the issues were closely monitored by the board. However, the company was
reluctant to produce a report or provide more details to investors, despite peers providing
similar information.
As a result of this, the team supported the shareholder resolution, which received 13%
support. Though support was not very significant, the team will reengage the company
this year to see if they plan to report more data or details to shareholders, and will consider
if any further escalation is required.

c) Diversity & Inclusion Proposals
MSIM believes that diverse and inclusive workplaces lead to more productive and innovative work environments and
that the boardroom plays a powerful role in laying the foundation for more diverse and inclusive workplaces. We
generally support proposals asking companies to disclose more information on the diversity breakdowns of their
workforces or on their policies and programmes for improving diversity and inclusion.
Between 1 July 2020 – 30 June 2021, MSIM supported 71% proposals to increase board and employee diversity.
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With respect to the remaining 29% of proposals that were not supported, MSIM generally supports proposals that if
implemented would enhance useful disclosure on employee and board diversity. We support shareholder proposals
urging board and employee diversity with respect to gender, race or other factors where we believe the board has
failed to take these factors into account. We may oppose proposals where the expected cost of giving due
consideration to the proxy does not justify the potential benefits or if the company has sufficiently addressed
requirements of the proposal.
Case Study 12.7 – Diversity in Recruitment/Board Directors

Scenario

Voting Outcome

One of the Equity teams recently engaged with the Deputy General Counsel and the
Director of Investor Relations of a large-cap industrial company to understand more about
the company’s diversity policies in recruitment as well as appointment of board directors.
Management described the company’s governance practices, including its focus on longterm board quality and succession planning. They explained that the company uses a
search firm for help with its recruitment process; however, personal referrals of highquality board members tend to be their most successful recruitment tool. The team noted
that many of their board members overlap on other boards and encouraged the board to
focus on diversity of background, as well as race and gender. The team also encouraged
the company to disclose a supplemental compensation table in the “compensation
disclosure and analysis” section of its proxy filing that would accurately reflect the
compensation the named executives receive.
Given the number of diversity areas requiring attention and implementation, the team was
supportive of all proposals at the annual general meeting, which represented a key step
in moving forward. The team will continue to monitor the company’s progress to ensure it
executes our recommendations.

d) Human Rights Proposals
We also support proposals requesting companies to provide disclosure on how they approach human rights risks in
their own operations or on their human rights due diligence processes in their supply chains. We believe that human
rights violations not only present legal and reputational risks for companies, but they also detract from the value and
sustainability of the global economy.
Between 1 July 2020 – 30 June 2021, MSIM supported 78% of proposals to improve human rights disclosure and
risk management. We support proposals on human rights disclosure and risk management where the level of
transparency and risk framework is at a satisfactory level based on our analysis and commensurate with the
company’s type of business.
Case Study 12.8 – Health & Safety

Scenario

Voting Outcome

One of the Equity teams engaged with the sustainability team of a large-cap oil and gas
pipeline company to discuss the company’s sustainability initiatives. The company had a
history of focusing on key sustainability issues and had established an Environmental,
Safety and Health Leadership Committee (“ESH Committee”). The ESH Committee is
comprised of senior management from each area of operations and presents to the board
on a periodic basis. The company created an ESH Compliance System to help the
committee track and share knowledge across the company. The system provides
consistent reporting across all business units and a more comprehensive view of the ESH
metrics. As part of the company’s commitment to their sustainability goals, environmental
and safety metrics are part of companywide compensation.
To ensure the company continues on its positive trajectory in its sustainability goals,
environmental and health/work safety commitments, the team was supportive of all
proposals at the annual general meeting. The team will continue to monitor the company’s
progress against its targeted metrics.
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Active Fixed Income – Approach to Seeking Amendments in Terms and Conditions, Contracts and Other
Legal Documentation
As highlighted earlier in this section, the Fixed Income team exercises rights and responsibilities through good
stewardship efforts both at the pre-investment stage and throughout our holding of a security. Whilst as bondholders,
the team does not regularly vote on governance issues, they frequently use engagement to inform their investment
decisions, which ultimately has an impact on issuers.
Prior to investment, MSIM Credit Analysts conduct due diligence across a wide range of factors, including on material
ESG issues, and may request to engage with an issuer to obtain additional insights. The team draws upon a variety
of data sources for ESG-related information pre-investment, including both third-party and proprietary analysis.
Engagement is also used as an opportunity to provide granular feedback to issuers on the structure of their deals.
The Fixed Income approach in seeking amendments to terms and conditions, contracts, and other legal
documentation depends on the issue in question, type of security held, investment strategy and their fiduciary duty
to act in clients’ best interests. The following are examples of different approaches based on different types of fixed
income securities:
Green/Labelled Sustainable Bonds – Split of Proceeds Allocations
In the context of green and other labelled sustainable bonds, for example, the team pays particular attention to the
split of proceeds allocations between refinancing and financing of new assets, and they advise issuers during their
roadshows to maintain a balance between the two, avoiding excessive lookback periods that can compromise the
credibility of a green financing programme. In some cases, the Fixed Income team will organise a one-to-one call
with management, including relevant sustainability directors, to share views and to provide constructive advice on
their labelled bond frameworks.
Sustainability-Linked Bonds – Specific Target and Potential Coupon Step-Ups; Call Dates/Prices
In the case of sustainability-linked bonds associated with specific targets and potential coupon step-ups, the team
engages with issuers ahead of the transaction through one-to-one meetings or group roadshow calls to provide our
views on the appropriateness of the trigger event date and the size of the step-up, and request changes if necessary
to increase the level of ambition and accountability, if required. For example, there has been a surge in the number
of high yield bond issuers using the sustainability-linked format, often setting call dates very close to the trigger date
of the coupon step-up. In those cases, the team has asked the issuer to ensure the penalty would be reflected in the
call price, to avoid creating an incentive to call the bond.
In a recent example, the Fixed Income team engaged with an integrated utility company on a call late last year, ahead
of their inaugural Sustainability Linked Bonds launch. The company was offering a 25 basis points coupon step-up
for only two years between the trigger date and maturity, and the Fixed Income team provided feedback that the
step-up size was too small for such a short period. In the company’s second Sustainability Linked Bond issued a few
months later, they followed the Fixed Income team’s recommendation and amended their contractual terms to extend
the timeframe between the trigger date and maturity to over four years, which made the structure more credible. The
Fixed Income team has also engaged with multiple high yield issuers of callable Sustainability Linked Bonds, to
recommend that whenever the step-up trigger date is close to the call date, the penalty should be reflected that in
the call price as well, to avoid creating an incentive to call the bond.
High-Yield – Prospectus Review; Bond Structure/Covenants
In relation to high yield issuance more broadly, investors tend to receive a prospectus a few days in advance. Each
prospectus is reviewed by the Fixed Income research team. Using a combination of in-house expertise (several team
members have either investment banking or loan experience) and Xtract Research (legal research available via paid
subscription), the team determines whether covenants and/or structure are too aggressive. In cases where the team
thinks the documentation is too aggressive, they provide written feedback directly to the syndicate desks involved in
marketing the bond deal. If there is significant pushback from the investor base, either the documentation is tightened
up or the pricing of the deal makes up for the looseness of the documentation. Loose documentation does not
preclude the Fixed Income team from participating in a deal if they believe they are being appropriately compensated
on the issuance level. Equally, the team has also chosen to withdraw our interest in deals as a result of loose
documentation where no changes were made despite our feedback.
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Securitised Products – Loan Collection and Modification Policies, Conditions
In securitised products, the Fixed Income team assesses loan originators and servicers’ collection and loan
modification policies that are described in the documentation, and the conditions imposed on borrowers. For example,
some securitisation issuers in the US offer equity sharing mortgage proposals, whereby if the price of a borrower’s
home goes up, the investor receives a percentage of the increase. In the event of a home price appreciation, the
effective mortgage rate for the homeowner could become very high, triggering predatory lending issues and potential
regulator involvement. The investment team has been systematically conveying our disapproval of this type of
practice to issuers either on calls or in face-to-face meetings, and the team has chosen not to invest in these types
of products unless remedial action is taken. By doing so, the team aims to influence issuers to alter the terms of their
contract, to ensure fair lending practices. One of these instances was also picked up by a US State Attorney General,
mandating the originator to cease these types of loans. The decision to not participate in the deal played in the team’s
favour, as the controversy negatively impacted the investment.
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Appendices
Policy Glossary

Firm Code of
Conduct
Fusion Resilience
Centre – Business
Continuity
Management
Programme
Global Confidential
and Material NonPublic Information
Policy

Global Conflicts of
Interest Policy
(“Global Conflicts
Policy”) and
related procedures

Our Code of Conduct reflects our continued commitment to act in accordance with our
core values and in full alignment with the letter and spirit of applicable laws, regulations
and our policies. Our values are as follows, and inform everything we do: Put Clients
First, Lead with Exceptional Ideas, Do the Right Thing, Commit to Diversity and Inclusion
and Give Back.
The Firm maintains a global program for Business Continuity Management (“BCM”) that
facilitates activities designed to protect the Firm during a business continuity event. A
business continuity event is an interruption with potential impact to normal business
activity of the Firm’s people, operations, technology, suppliers, and/or facilities.
The Global Confidential and Material Non-Public Information Policy addresses handling
confidential information in a manner which protects Morgan Stanley’s reputation for
integrity, promotes relationships with our clients, safeguards Firm assets and helps to
ensure compliance with the complex regulations governing the financial services and
banking industry.
The Global Conflicts of Interest Policy addresses business conduct and practices at
Morgan Stanley that give rise to an actual or potential conflict of interest. For example,
Conflicts can occur when there is a divergence of interests between Morgan Stanley and
a client, or among clients. Conflicts can also occur when there is a divergence of interests
between an employee on the one hand, and the Firm or a client on the other. This Policy
sets forth guidance on the identification of Conflicts, and the Firm’s conflicts governance
framework.
Firmwide procedures identify those activities for which each business unit is required to
enter either a notification filing, review or conflict clearance request, into the Firm’s Conflict
Management System. These Procedures are designed to allow the Firm to, amongst other
things: (i) record details of activities conducted across the Firm that may be relevant to
addressing potential conflicts of interest; (ii) resolve expeditiously transactional conflicts
that may arise; and (iii) include the appropriate parties across the Firm when evaluating
potential conflict issues.
Under the Policy, MSIM has established procedures intended to identify and mitigate
conflicts of interest related to business activities on a worldwide basis. A conflict
management officer for each business unit and/or region acts as a focal point to identify
and address potential conflicts of interest in their business area. When appropriate, there
is an escalation process to senior management within the business unit, and ultimately, if
necessary, to firm management or the firm’s franchise committees, for potentially
significant conflicts that cannot be resolved by the conflict management officers or that
otherwise require senior management review.

Global Employee
Trading and
Outside Business
Activities Policy
Global Gifts,
Entertainment &
Charitable Giving
Policy

The Global Employee Trading, Investing and Outside Business Activities Policy sets forth
general rules that employees must follow with respect to personal trading and investing,
including transactions in Morgan Stanley securities, and specific rules for particular types
of transactions and accounts.
The Global Gifts, Entertainment and Charitable Giving Policy sets forth guidance and
limitations with respect to the provision or receipt of gifts and entertainment, as well as
the provision of charitable contributions, in connection with business relationships as a
Morgan Stanley employee. This Policy addresses gifts, business entertainment (including
payment for travel, lodging, and meals), charitable contributions and assumption or
forgiveness of debt or any other item of value.
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Global Incentive
Compensation
Discretion (“GICD”)
Policy

Global Side-bySide Management
Policy and
Procedures

Global Third Party
Risk Management
Policy

Global Third Party
Selection and
Engagement Policy

Investment
Management
Private Side Fees
and Expenses
Policy
Investment
Management
Public Markets
Enhanced Vendor
Management
Programme
Procedures
Investment Private
Enhanced Vendor
Management
Programme
Procedures

Investment
Management Risk
Management Policy

The Global Incentive Compensation Discretion Policy sets forth the terms under which an
employee of Morgan Stanley, its subsidiaries and affiliates may be eligible to receive a
discretionary incentive compensation award, establishes standards with respect to the
process for determining the discretionary incentive compensation to be awarded to
an employee, and provides guidance for the escalation of a possible clawback of
previously awarded incentive compensation.
When an adviser manages multiple portfolios (side-by-side management) with different
structures (e.g., registered funds and unregistered funds) and/or fee structures (e.g.,
performance-based fees versus flat management fees) certain perceived or actual
conflicts may arise. To address these types of conflicts, we have adopted policies and
procedures, including the Global Side-By-Side Management Policy and Procedures,
pursuant to which allocation decisions may not be influenced by fee arrangements and
investment opportunities will be allocated in a manner that we believe to be consistent
with obligations as an investment adviser. To further manage these types of conflicts, we
have formed a Side-by-Side Management Subcommittee to ensure that side-by-side
management guidelines are met.
The Global Third Party Risk Management Policy sets forth the standards and
requirements for Morgan Stanley’s Third Party Risk Management Program. The Firm
manages overall Third Party risk within risk tolerance levels established and updated
periodically by the Firm. The Program implemented through the Policy is designed to
support effective identification, assessment, management and mitigation of risks
associated with Third Party relationships. The Program facilitates that outsourcing and
sourcing decisions incorporate a risk-based assessment of the associated risks that may
impact the Firm.
The Global Third Party Selection and Engagement Policy establishes a framework for
Morgan Stanley’s sourcing activities from external, unaffiliated Third Parties for which the
Firm’s sourcing team is engaged. This Policy is designed to help ensure that the sourcing
of goods and services by Morgan Stanley is done in a fair, competitive, independent and
objective manner and with appropriate due diligence. Additionally, sourcing decisions must
be made in accordance with all applicable laws, regulatory requirements and sound
business practices.
The Fees and Expenses Policy for Investment Management's Real Estate Investing and
Private Credit and Equity businesses sets forth guidelines established by IM concerning:
(i) the disclosure of fees and expenses; (ii) the allocation of fees and expenses; and (iii)
the stakeholders responsible for the review of fees and expenses chargeable to clients of
IM Private Side.

These procedures describe the Investment Management Public Markets Enhanced
Vendor Management Program. The goal of the Enhanced Program is to ensure that
service providers that support the Public Markets business are monitored and payments
made to the vendors are reviewed by designated personnel.

These procedures describe the Investment Management Private Enhanced Vendor
Management Program. The goal of the Enhanced Program is to ensure that service
providers that support the Private Markets business are monitored and their payments are
reviewed by designated personnel.
Effective risk management is vital to the success of Morgan Stanley and Morgan Stanley
Investment Management. Accordingly, the IM Risk Management Policy establishes a
framework to integrate the diverse roles of the Risk Management functions into a holistic
structure and facilitates the incorporation of risk assessment indecision-making processes.
This Policy helps members of senior management to understand and monitor all significant
risk categories on a consistent, proactive basis and defines the roles, responsibilities,
guidelines and other elements that formalize the governance framework which is central
to risk management and embodies the Firm’s risk management culture.
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Morgan Stanley
Environmental and
Social Risk Policy
Morgan Stanley
Europe SE – SFDR
disclosures
Morgan Stanley
Modern Slavery &
Human Trafficking
Statement
Morgan Stanley
SGR S.p.A.
Disclosures under
Regulation (EU)
2019/2088
Morgan Stanley
Supplier Code of
Conduct
Morgan Stanley UK
Regulated Entities
Supplement to the
Global Third Party
Risk Management
Policy
MSIM’s
Counterparty Risk
Policy
MSIM's Proxy
Voting Policy and
Procedures (“MSIM
Proxy Voting
Policy”)
Remuneration
Policy of MSIM
Fund Management
(Ireland) Limited
Sustainable
Investing Policy

Morgan Stanley’s Environmental and Social Policy Statement reflects the firm’s global
commitment to our stakeholders, communities and the environment to identify and address
environmental and social risks. To help us deliver long-term value for our clients and
shareholders, we employ comprehensive risk management policies that include
environmental and social risk, as laid out in this policy.
The SFDR disclosures for Morgan Stanley Europe SE can be found in this link here.
The Morgan Stanley Modern Slavery & Human Trafficking Statement is published in
accordance with Section 54 of the United Kingdom’s Modern Slavery Act 2015 and Section
16 of Australia’s Modern Slavery Act 2018. It outlines the steps taken by Morgan Stanley
to address the risk of modern slavery in our own operations or in any of our supply chains,
as well as our future plans in that regard. This Statement applies to the global operations
and supply chain of Morgan Stanley and our consolidated subsidiaries.
The Disclosures under Regulation (EU) 2019/2088 for Morgan Stanley SGR S.p.A. can be
found in this link here.

We expect our suppliers, and our suppliers’ suppliers, to adhere to these key values and
apply them to how they do business with Morgan Stanley and in general.
The Morgan Stanley UK Regulated Entities Supplement (the “Policy Supplement”) to the
Global Third Party Risk Management Policy establishes requirements specific to UK
Regulated Entities. The Policy Supplement is designed to enable UK Regulated Entities to
manage risks within the Morgan Stanley International Group’s Third Party Risk Appetite in
compliance with SYSC of the FCA Handbook, the Outsourcing section of the PRA
Rulebook, the EBA Guidelines on Outsourcing and other relevant regulations.
The Morgan Stanley Investment Management Counterparty Risk Policy sets forth the
broad principles that serve as the foundation for managing globally, in a consistent and
integrated manner, counterparty risk for all IM businesses. The objective of the Policy is to
avoid or mitigate risk of loss arising from the default or inability of a counterparty to meet
its financial objectives.
Our MSIM Proxy Voting Policy addresses a broad range of issues, and provides general
voting parameters on proposals that arise most frequently. We endeavour to integrate
governance and proxy voting policy with investment goals, using the vote to encourage
portfolio companies to enhance long-term shareholder value and to provide a high
standard of transparency such that equity markets can value corporate assets
appropriately. The MSIM Proxy Review Committee (“Committee”) has responsibility for
overseeing the implementation of the MSIM Proxy Voting Policies and Procedures.
The Remuneration Policy of MSIM Fund Management (Ireland) Limited can be found in
this link here.
MSIM’s Sustainable Investing Policy outlines our approach to stewardship and sustainable
investing. Our sustainable investment beliefs, strategy and culture are collectively guided
by the key principles laid out in the policy.
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Mapping to UK Stewardship Code Principles
Principle
Principle 1: Signatories’ purpose,
investment beliefs, strategy, and
culture enable stewardship that
creates long-term value for clients
and
beneficiaries
leading
to
sustainable
benefits
for
the
economy, the environment and
society.

Principle
2:
Signatories’
governance,
resources
and
incentives support stewardship.

Page

3

12

Principle 3: Signatories manage
conflicts of interest to put the best
interests of clients and beneficiaries
first.

21

Principle 4: Signatories identify and
respond to market-wide and
systemic risks to promote a wellfunctioning financial
system.

25

Principle 5: Signatories review their
policies, assure their processes and
assess the effectiveness of their
activities.
Principle 6: Signatories take
account of client and beneficiary
needs and communicate the
activities and outcomes
of their stewardship and investment
to them.
Principle
7:
Signatories
systematically integrate stewardship
and investment, including material
environmental,
social
and
governance issues, and climate
change, to fulfil their responsibilities.

36

38

45

Additional Detail Referenced in other
Principles
• Purpose guiding our stewardship approach
[Principles 7 & 9]
• Approach to Stewardship and Sustainable
Investing across asset classes [Principles
7 & 9]
• Long-standing
client
relationships
[Principle 6]
• Activities of the Proxy Review Committee
inc. conflict management [Principle 3]
• Our management of sustainability risks
[Principle 4]
• How each investment team incorporates
third-party ESG data into their investment
process [Principle 7]
• How we monitor our service providers
[Principle 8]
• Our use of service providers [Principles 7
& 8]
• Increasing collaboration with external
stakeholders [Principle 10]
• Evolving our data & technology capabilities
[Principle 8]

Starting
Page
45, 65
45, 65
38
21
25
45
61
45, 61
88
61

• Active participation in various industry
bodies and forums to promote continued
Improvement of functioning of financial
markets [Principle 10]
• Availability, consistency and comparability
of ESG data [Principle 6]
• Details of collaboration and key industry
initiatives [Principle 10]
• Formalised approach to ESG data provider
diligence [Principle 8]
• Workflow for internally reviewing any
product with sustainability characteristics
[Principle 2]
• Oversight of screening and monitoring
guidelines [Principle 2]
• Our Sustainable Investing spectrum
[Principle 7]

• MSIM’s thematic engagement priorities
[Principle 9]
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88
38
88
61
12
12
45

65

Principle 8: Signatories monitor
and hold to account managers
and/or service providers.

61

Principle 9: Signatories engage
with issuers to maintain or enhance
the value of assets.

65

Principle 10: Signatories, where
necessary,
participate
in
collaborative
engagement
to
influence issuers.
Principle 11: Signatories, where
necessary, escalate stewardship
activities to influence issuers.
Principle 12: Signatories actively
exercise
their
rights
and
responsibilities.

88

• Details of our collaborative engagement
activities [Principle 10]
• International Equity team’s escalation
approach and case studies [Principle 11]
• Details of our stakeholder collaboration to
promote continued improvement of
functioning of financial markets [Principle
4]
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-

100

-
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