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Opportunities for Asset Managers to Meet Asset Owner Demands
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There is a major opportunity for asset managers to better align
their sustainable investment practices, products and reporting
with the expectations and priorities of asset owners globally,
according to the latest Sustainable Signals survey from the
Morgan Stanley Institute for Sustainable Investing. For the first
time, the survey combines insights from both asset owners and
asset managers to give a more complete industry snapshot. Our
findings suggest that if asset managers were to take advantage
of the opportunity, and if gaps in ESG data and unmet demand
for specialized talent were addressed, then this could help
boost sustainable investing market growth opportunities.
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Summary

STATE OF PLAY:

A Growing Market with Different Regional Outlooks

* Institutional investors continue to embrace sustainable investing, with 77%
reporting an increased interest over the last two years.

* EMEA currently outpaces other geographies, but APAC seems poised for
the most growth over the next two years.

MAJOR FINDINGS:
Where Asset Managers Can Meet Growing Asset
Owner Demand

* Investment Practices: Asset managers can adopt and demonstrate the
sustainable investing practices prioritized by most asset owners, highlighted by
a 49-percentage point gap in desired ESG reporting and disclosure practices.

* Product Development: Asset managers can design new investment products to
meet rising asset owner demand across a range of sustainability themes, led by a
19-percentage point and 17-percentage point gap in interest for water solutions
and climate change products, respectively.

» Data & Metrics: Asset managers can provide access to more of the ESG metrics
commonly sought by asset owners, evidenced by a 29-percentage point in climate
risk stress testing data and a 22-percentage point gap in climate risk scenario
analysis data.

LOOKING AHEAD:
Opportunities and Challenges for Market Growth

» Opportunities: Both standardized ESG products and customized portfolios are
poised for growth, although varying by region; asset managers and asset owners
have an opportunity to set net-zero targets.

» Challenges: Institutional investors seek better data to measure environmental
and social impact and are contending with a talent gap.
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METHODOLOGY

This report, the latest in the Sustainable Signals series is designed to illuminate global market trends
in sustainable investing. The report builds on our previous separate surveys of asset owners and asset
managers by combining survey data and analysis on these two investor segments under the umbrella
of ‘institutional investors'

SURVEY

This report presents results from a quantitative online survey by Coalition Greenwich on behalf of the
Morgan Stanley Institute for Sustainable Investing. Between April and May 2022, 201 asset owners in
North America, Europe and Asia Pacific and 110 asset managers across the same regions, responded.

Asset owners included: insurers, pension funds, financial institutions, foundations, endowments. Asset
owners surveyed had at least $50 million in investable assets, with the largest cohort (42%) having more
than $1 billion and less than $10 billion in investable assets. Investment products offered by asset manager
respondents included mutual funds, SMAs, real assets and index funds, among others. Asset managers

had at least $50 million in client assets, with a majority (72%) managing $100-$500 million in assets.

This report also references our 2020 asset owners survey findings, based on 110 responses, and our
2019 asset managers survey findings, based on 300 responses. Both of these prior surveys also drew
responses from across North America, Europe and Asia Pacific.

DEFINITIONS

In this latest survey, we defined sustainable investing as the practice of making investments in companies
or funds that aim to achieve market-rate financial returns while considering positive social and/or
environmental impact. We defined institutional investors as asset owners and asset managers and
present some combined data and some broken down between these two investor types.
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STATE OF PLAY:

A Growing Market with Different

Regional Outlooks

Our 2022 survey confirms the growth of the sustainable investing industry among institutional
investors, with interest rising across both asset managers and asset owners. While there are
regional differences in adoption and drivers among asset managers specifically, the overall picture
is of a robust market primed for additional growth opportunities. This is especially true for

APAC asset managers, who expressed the most interest in expanding their sustainable investing

approaches and products over the next two years.

Institutional Investors Continue to
Embrace Sustainable Investing

Our survey found that 85% of asset managers and 83% of asset
owners already implement or plan to implement sustainable
investing in all or part of their portfolios (Figure 1). While all
institutional investors employ a broad spectrum of sustainable
investing approaches in their portfolios, ESG Integration has

a clear lead (Figure 2). The one exception is asset managers in
EMEA, where 86% of respondents implement exclusionary,
negative, restriction or values-based screening.

&

SUSTAINABLE INVESTING
APPROACHES DEFINED

In this survey, sustainable investing approaches
were defined as follows:

MORGAN STANLEY INSTITUTE FOR SUSTAINABLE INVESTING | 2022

Among asset classes, public equities remain dominant,
adopted by 66% of asset managers and 64% of asset owners.
Among fixed income asset classes, half of global asset
managers and one-third of asset owners surveyed currently
invest in green bonds.

Environmental, Social, & Governance (ESG) Integration
Proactively considering ESG criteria alongside financial analysis

Restriction Screening
Exclusionary, negative or values-based screening of investments

Shareholder Engagement
Direct company engagement or activist approaches

Thematic Investing
Pursuing strategies that address sustainability trends such as
clean energy, water, agriculture or community development

Impact Investing
Seeking to make investments that intentionally generate
measurable positive social and/or environmental impact
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FIGURE 2

Current approaches to sustainable investing favor ESG integration*

Which of the following approaches or activities around sustainable investing does your organization implement?

(n=311)
Global Asset Managers
% Currently Implement
EMEA NA APAC
(n=36) (n=52) (n=22)
ESG Integration 24% 8% M% 81% 50% 55%
Restriction Screening 13% 15% 15% 86% 46% 36%
Shareholder Engagement 25% 13% 19% 61% 40% 18%
Thematic Investing 16% 16% 35% 47% 23% 27%
Impact Investing 22% 16% 37% L 49% 10% 27%

M Currently Implement M Plan to Implement B Would Like to Implement but No Resources B No Plan to Implement

Global Asset Owners
% Currently Implement

EMEA NA APAC
(n=75) (h=100) (n=26)

ESG Integration 21% 13% 75% 57% 58%
Restriction Screening 42% N% 14% 32% 60% 29% 42%
Shareholder Engagement 46% 14% 19% 21% 65% 34% 38%
Thematic Investing 22% 12% 25% 19% 27%
Impact Investing 22% 17% 25% 23% 8%

M Currently Implement M Plan to Implement M Would Like to Implement but No Resources B No Plan to Implement

Europe, Middle East and Africa (EMEA) / North America (NA) / Asia-Pacific (APAC)

*Response percentages may not add up to 100% due to rounding
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Interest in Sustainable Investing is Rising
for Asset Managers and Asset Owners

Almost eight in ten institutional investors reported an
increased interest in sustainable investing since May 2020.

APAC asset owners saw the most interest (92%), followed
closely by EMEA asset managers (86%), EMEA asset
owners (82%), and APAC asset managers (82%). (Figure 3).
When asked what was driving growth, global asset

managers primarily cited a combination of client demand

and investor pressure, while global asset owners cited of global institutional investors reported
public sentiment. Even so, differing regional dynamics an increased interest in sustainable investing
are at play, with regulatory developments representing since May 2020

a critical driver in EMEA and market performance a top
driver for APAC asset owners (Figure 4).

FIGURE 3

A majority of asset managers and asset owners globally see an increased interest
in sustainable investing

To what extent do you agree or disagree with the following statement: My organization has seen increased interest in sustainable investing
over the last 24 months.
(n=307)

Asset Managers

N =
N -

Asset Owners

S -
N ©

Europe, Middle East and Africa (EMEA) / North America (NA) / Asia-Pacific (APAC)
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FIGURE 4

Drivers accelerating or advancing sustainable investing practices

How have the following changed your sustainable investing practices or strategy within the last 24 months?

Asset managers cite client demand/investor pressure as key driver of growth (n=110)

I, 5 %

Public Sentiment | 5696
I 50 %
N 7196

e e I O ’
Investor Pressure 2
I, S 06

Regulatory Developments | N -5

Market Performance [ NNNRNRNNEI 25

I, %
coviD-19 Pandemic |GGG 5%
I, 1%
[ P&
I 5%
I ©%

Scientific Developments

Asset owners credit public sentiment as key driver of growth (h=207)

64%
Public Sentiment [N 3%
N 52 %%

I,
Client Demand/ . 0
Investor Prescure M 37% )
I, S 0%

I G 3%
Regulatory Developments [N 2 3%
I 3%

| E&0
Market Performance |G 6%
I, 5.+%

I -9
covID-19 Pandemic [INNIEGEGEE 6%
I, -
I 7 %
Scientific Developments |GGG 1%
I, 2

Global Average:*
50%
62%
48%
37%
36%

W EMEA
15% H NA

B APAC
Global Average:*
52%
43%
42%
28%
20%

B EMEA
23% B NA

B APAC

Europe, Middle East and Africa (EMEA) / North America (NA) / Asia-Pacific (APAC)

*Global averages are weighted based on regional breakdown
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EMEA Currently Outpaces Other Geographies,
but APAC Seems Poised for Most Growth

Key regional differences are also emerging as the market
develops. Our survey found that European asset management
firms are outpacing their North American and Asia Pacific peers
in terms of broad integration of sustainable investing policies
and practices within their firms (Figure 5).

However, our findings also suggest that APAC institutional
investors—especially asset managers—expressed the most
interest in growing their sustainable investing market share

FIGURE 5

over the next 24 months (Figure 6). APAC asset managers

led the field in plans to expand sustainable investing products
in the next two years, with particular interest in Hedge Funds
(36%), Private Debt (33%) and Real Assets (31%). They also led
peers in plans to implement a range of sustainable investing
approaches including Shareholder Engagement (45%), ESG
Integration (32%), Restriction Screening (32%) and Thematic
Investing (23%) over the 24 months.

EMEA leads on implementing sustainable investing practices or strategies

Which of the following characteristics apply to your organization’s sustainable investing practices or strategies?

(n=110)

Have a firm-level ESG or
sustainable investing policy

Have a product-level ESG or
sustainable investing policy

Are PRI (Principles for Responsible
Investment) signatories

Have a dedicated ESG or sustainable
investing team/resources

Report on sustainability/ESG performance
alongside performance metrics

Communicate sustainability/ESG
as a part of their stewardship and
engagement efforts to clients

0% 10% 20%

409 45%

31% 36%

29% 32%

30% 40% 50% 60% 70% 80% 90%

® EMEA
® NA
@® APAC

100%

Europe, Middle East and Africa (EMEA) / North America (NA) / Asia-Pacific (APAC)
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FIGURE 6

APAC asset managers poised for most growth in sustainable investing
Which of the following approaches or activities around sustainable investing does your organization plan to implement in the next 24 months?

(n=311)

Plans to Implement Sustainable
Investing Approaches

EMEA NA APAC
ESG Integration 14% 27%
Restriction Screening 6% 10%
Shareholder Engagement 22% 19%
Thematic Investing 17% 13%
Impact Investing 25% 19%

In which of the following asset classes does your organization plan to find or develop sustainable investment products in the next 24 months?
(n=311)

Plans to Find or Develop Sustainable Investment
Products Across Asset Classes

EMEA NA APAC

Public Equities 6% 18% _
Public Fixed Income 9% 17% _
Private Equity 21% 9% _
Private Debt 23% 8% _
Hedge Funds 8% 11%
Commodities 8% 8%
Multi-Asset Solutions 17% 3% _
Real Assets 22% 8% _
Cash Equivalents & Money Markets 21% 3% 22%

Europe, Middle East and Africa (EMEA) / North America (NA) / Asia-Pacific (APAC)
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MAJOR FINDINGS:
Where Asset Managers Can Meet Growing

Asset Owner Demand

Our survey highlighted several areas where asset managers have an opportunity to meet growing
sustainable investing interest and demand from asset owners. These opportunities provide insight
into how asset managers might better differentiate themselves in this maturing market.

INVESTMENT PRACTICES

Asset Managers Can Adopt and Demonstrate the Sustainable Investing Practices Prioritized
by Most Asset Owners

Asset managers have an opportunity to adopt and better (49 percentage points) is in ESG disclosure. Just 39%
articulate their sustainable investing practices to meet the of asset managers report on ESG performance alongside
top demands of current and prospective clients. Across all financial performance despite 88% of asset owners
seven measures that asset owners prioritize when evaluating saying they seek third-party managers (Figure 7) with
and selecting third-party managers, the biggest gap such practices.

FIGURE 7

Opportunities for asset managers to adopt and demonstrate desired sustainable investing practices

Asset Owners: When evaluating third-party investment managers Asset Managers: Which of the following characteristics apply to
on the basis of sustainable investing, how important are the your organization’s sustainable investing practices or strategies?
following characteristics? (n=191) (n=110)

28%

23%

ESG Reporting Have a Investor Alignment/ Product-Level ESG Firm-Level ESG PRI*
and Disclosure Dedicated ESG Communication Classification or Sustainable or Sustainable Signatory
Team/Resources on Sustainability with SFDR* Investing Policy Investing Policy
Outcomes Article 6/8/9

B Asset Owners Responding ‘Extremely Important’ or ‘Somewhat Important’ B Asset Managers Implementing

*Sustainable Finance Disclosure Regulation (SFDR) / Principles for Responsible Investment (PRI)
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PRODUCT DEVELOPMENT

Asset Managers Can Design New Investment Products to Meet Demand Across a Range of

Sustainability Themes

Asset managers globally have an opportunity to meet
growing demand for strategies focused on a broader range
of sustainability themes, especially water solutions, climate
change and education (Figure 8). Even though asset owners

FIGURE 8

and managers align on their top thematic investment priority—

climate change—our survey reveals there’s still opportunity
for more products that meet rising investor demand.

New products could meet asset owners’ interest in water solutions and climate change

investment themes

Asset Owners: Has your organization set any specific thematic
priorities in which it is currently or might consider, exclusively,
or primarily investing? (n=201)

Water Solutions

Climate Change

Asset Managers: Does your organization offer thematic
products and solutions that seek to address any of the following
sustainability themes? (n=110)

8%
e

Health & Nutrition

Education

Community
Development

8%
12%

6%
10%

Multicultural
Diversity

Circular Economy Gender Diversity

B Asset Owners Indicating Thematic Priority B Asset Managers Offering Product or Solution

ADDITIONAL DATA & METRIC GAPS:
Plastic Waste Reduction (A4%) and Biodiversity (A1%).

MORGAN STANLEY INSTITUTE FOR SUSTAINABLE INVESTING | 2022
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DATA & METRICS

Asset Managers Can Provide Access to More of the ESG Metrics Commonly Sought by Asset Owners

Asset owners want more transparency from firms managing

their assets on ESG issues ranging from climate change and O

water usage to Board structure and proxy voting. For example,

half of asset owners want climate risk related data but less O
than a third of asset managers provide these metrics to

clients, despite the topic being a key focus of the Task Force of asset owners want their managers to provide
on Climate-Related Financial Disclosures. carbon footprint data, but only 63% of asset managers
surveyed offer this information.

FIGURE 9

Asset owners want asset managers to provide climate risk-related data

Asset Owners: Which of the following metrics would your Asset Managers: Does your organization offer any of the following
organization want to see in an impact report from a third-party metrics as part of your sustainable investing strategies? (n=51)
investment manager? (n=179)

Carbon Footprint Board Structure Board Diversity

16%

33%

16% 1%

20%

. . . . Water Stress/ Proxy Voting Stats/ Health & Safety
Climate RI.Sk Climate Risk Usage Engagement
Stress Testing Scenario Analysis Case Studies

B Asset Owners Who Want Metric B Asset Managers Who Offer Metric

ADDITIONAL DATA & METRIC GAPS:

Data Privacy & Information Security (A15%), Energy Consumption (A10%), Workplace Diversity (A9%), Pay Gap (A9%), Third-Party ESG
Scores/Ratings (A7%), Internally Generated ESG Scores/Ratings (/A7%), Executive Compensation (A7%) and Waste & Pollution (A6%).
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LOOKING AHEAD:

Opportunities and Challenges for Market Growth

By taking advantage of the opportunities described above, asset managers can differentiate
their firms and lay the groundwork to gain share in a growing market and increase assets under
management. At the same time, challenges to growth persist. Eight in ten asset owners revealed
they lack the data to adequately measure their environmental and social impact and face a
talent gap in sustainable investing specialists.

OPPORTUNITIES

Where Asset Managers See Sustainable Investing Growth Within Their Organization

Among asset managers globally, 90% anticipate growth in

sustainable investing at their firm. In North America and
EMEA, asset managers expect the most growth in standardized
products that are labeled sustainable and target a wide variety
of investors. APAC managers, on the other hand, see future
growth driven mostly by customization of portfolios for clients

by region and sustainability theme (Figure 10).

Among specific sustainable investment vehicles, carbon offsets of asset managers and asset owners plan to

and allowances are also seeing growing investor interest. invest in carbon offsets and allowances

Almost a third of asset managers and asset owners (32%) plan within the next two years.
to invest in this area over the next 24 months.

FIGURE 10

Predicted growth in sustainable investing for asset managers

Where do you see the growth of sustainable investing within your organization? (n=110)

Standardized products that are [ 5%
labeled sustainable strategies for [ N ¥ N 520
a wide variety of investors ||| GG 35%

Customized portfolios for [ /0%
select clients within specific [ N RN ERNEE 0%
sustamabilty themes N <0

W EMEA (n=36) M NA (h=52) M APAC (n=22)

Europe, Middle East and Africa (EMEA) / North America (NA) / Asia-Pacific (APAC)
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OPPORTUNITIES

An Opportunity to Set Net-Zero Targets

Even as institutional investors embrace sustainable investing Even so, there was interest among asset owners to require
and cite growing interest, our survey found that the majority external investment managers to have a net-zero target or
(64% of asset managers and 70% of asset owners) do not strategy within the next two years.

yet have a net-zero greenhouse gas emissions target. This is
especially true in North America, where 85% of asset owners
and 81% of asset managers do not have a target.

196

of global asset owners report
having a net-zero target

090

of global asset managers report
having a net-zero target

FIGURET1

Asset owners who plan to require a net-zero target from third-party managers within
the next two years

Does your organization have a policy that requires external managers have a net-zero target or strategy? (n=178)

I /-0 %

B EMEA (n=68) HNA (n=90) M APAC (h=20)

Europe, Middle East and Africa (EMEA) / North America (NA) / Asia-Pacific (APAC)
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CHALLENGES

Institutional Investors Face Hurdles When Measuring Environmental and Social Impact or

Analyzing Sustainability Data

Most asset owners and managers (70%) reported being
‘somewhat satisfied' with the ESG data they receive from third-
party providers, with Bloomberg and MSCI the most popular
providers across regions. At the same time, most investors are
unable to effectively measure their environmental and social
impact, with only 20% of respondents saying they had adequate
data to do so. With more than half (57%) of all institutional
investors agreeing that sustainable investing loses credibility
when you can't measure impact, addressing this challenge
seems key to continued market growth.

FIGURE 12

It also appears there isn't an easy fix. Almost half of
institutional investors (48%) cited a lack of industry resources
to help them analyze sustainability data while almost as many
(45%) pointed to a lack of in-house resources. Eight in ten
agreed on the need for more standardization of corporate
ESG disclosure to improve sustainability data quality. Looking
ahead, most respondents saw the global trend toward more
ESG regulation as helpful in addressing data challenges.

Institutional investors agree more standardization and proposed ESG regulations will help with

data challenges

To what extent do you agree or disagree with the following statements? (h=309)

To improve ESG data quality:

31% 59%

agree more standardization
around corporate ESG
disclosures will improve
quality and quantity of
sustainability data

agree that current proposed
global ESG regulations
will help their organization
better understand and apply
sustainability data

MORGAN STANLEY INSTITUTE FOR SUSTAINABLE INVESTING | 2022

When analyzing sustainability data:

4 3% 45%

agree there’s a lack
of in-house resources to
analyze sustainability data
(30% neither agree
nor disagree)

agree there’s a lack
of industry resources to
help analyze sustainability
data (31% neither agree
nor disagree)
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CHALLENGES

Institutional Investors Face a Talent Gap for Sustainable Investing Specialists

A persistent industry talent gap represents an additional Yet the talent pool is not meeting demand, with just 39%
challenge, despite a recent hiring spree by investors. Among of asset managers and 23% of asset owners saying they can
respondents, 66% of asset managers and 53% of asset find qualified individuals to meet their organization's
owners reported increasing their headcount of sustainable ongoing sustainable investing needs.

investing specialists between May 2020 and May 2022.

FIGURE 13

Institutional investors who believe there's enough qualified talent to meet their needs

To what extent do you agree that there is enough qualified talent to meet your organization's sustainable investing hiring needs?
(n=307)

9%

of asset managers agree there is
enough qualified talent to meet
their organization’s sustainable

investing hiring needs

70

of asset owners agree there is

enough qualified talent to meet

their organization’s sustainable
investing hiring needs

MORGAN STANLEY INSTITUTE FOR SUSTAINABLE INVESTING | 2022
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Conclusion

Our survey shows that sustainable investing remains an important focus area for institutional
investors, especially in EMEA. While there are regional differences in both adoption and drivers,
the market is primed for additional growth, particularly in APAC. 77% of all institutional investors
report increased interest in sustainable investing since May 2020, and more than 80% already
implement sustainable investing strategies in all or part of their portfolios—or plan to do so.

However, there are opportunities for asset managers to better
align their sustainable investment practices, products and
reporting with the expectations and priorities of asset owners
globally. Doing so might help managers better differentiate
themselves and grow assets under management in a

maturing market.

Our survey revealed a need for asset managers to adopt and
demonstrate the sustainable investing practices prioritized

by most asset owners, such as ESG reporting and disclosure.
Additionally, asset managers can design new investment
products to meet rising asset owner demand across a range of
sustainability themes, especially water solutions and climate
change. And finally, asset managers can provide access to
more of the ESG data and metrics commonly sought by asset
owners, particularly those related to climate risk.

MORGAN STANLEY INSTITUTE FOR SUSTAINABLE INVESTING | 2022

In addition, there is a pressing need to bridge gaps in ESG
impact data and further develop global talent in the growing
field of sustainable investing. Taken together, these actions
can potentially help boost the credibility and adoption of
sustainable investing strategies among institutional investors
across the globe.
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DISCLOSURES

This material was originally published in November 2022 and
republished in August 2024 and has been prepared for informational
purposes only and is not a solicitation of any offer to buy or sell any
security or other financial instrument or to participate in any trading
strategy. This material was not prepared by the Morgan Stanley
Research Department and is not a Research Report as defined under
FINRA regulations. This material does not provide individually tailored
investment advice. It has been prepared without regard to the
individual financial circumstances and objectives of persons who
receive it.

Morgan Stanley Smith Barney LLC and Morgan Stanley & Co. LLC
(collectively, “Morgan Stanley"), Members SIPC, recommend

that recipients should determine, in consultation with their own
investment, legal, tax, regulatory and accounting advisors, the
economic risks and merits, as well as the legal, tax, regulatory and
accounting characteristics and consequences, of the transaction or
strategy referenced in any materials. The appropriateness of

a particular investment or strategy will depend on an investor's
individual circumstances and objectives. Morgan Stanley, its affiliates,
employees and Morgan Stanley Financial Advisors do not provide tax,
accounting or legal advice. Individuals should consult their tax advisor
for matters involving taxation and tax planning, and their attorney for
matters involving legal matters.

Past performance is not a guarantee or indicative of future
performance. Historical data shown represents past
performance and does not guarantee comparable future
results.

Certain statements herein may be “forward-looking statements”
within the meaning of the safe harbor provisions of the Private
Securities Litigation Reform Act of 1995. These statements are not
historical facts or statements of current conditions, but instead are
based on management's current expectations and are subject to
uncertainty and changes in circumstances. These statements are not
guarantees of future results or occurrences and involve certain
known and unknown risks, uncertainties and assumptions that are
difficult to predict and are often beyond our control. In addition,
this report contains statements based on hypothetical scenarios
and assumptions, which may not occur or differ significantly from
actual events, and these statements should not necessarily be
viewed as being representative of current or actual risk or forecasts
of expected risk. Actual results and financial conditions may differ
materially from those included in these statements due to a variety
of factors.

Any forward-looking statements made by or on behalf of

Morgan Stanley speak only as to the date they are made, and
Morgan Stanley does not undertake to update forward-looking
statements to reflect the impact of circumstances or events that
arise after the date the forward-looking statements were made.
Because of their narrow focus, sector investments tend to be more
volatile than investments that diversify across many sectors and
companies.

Certain portfolios may include investment holdings deemed
Environmental, Social and Governance (“ESG”) investments. For
reference, environmental (‘E”) factors can include, but are not
limited to, climate change, pollution, waste, and how an issuer
protects and/or conserves natural resources. Social (‘S") factors

can include, but are not limited to, how an issuer manages its
relationships with individuals, such as its employees,
shareholders, and customers as well as its community.
Governance (“G") factors can include, but are not limited to, how
an issuer operates, such as its leadership composition, pay and
incentive structures, internal controls, and the rights of equity
and debt holders. You should carefully review an investment
product’s prospectus or other offering documents, disclosures
and/or marketing material to learn more about how it
incorporates ESG factors into its investment strategy.

ESG investments may also be referred to as sustainable
investments, impact aware investments, socially responsible
investments or diversity, equity, and inclusion ("DEI") investments.
It is important to understand there are inconsistent ESG
definitions and criteria within the industry, as well as multiple
ESG ratings providers that provide ESG ratings of the same
subject companies and/or securities that vary among the
providers. This is due to a current lack of consistent global
reporting and auditing standards as well as differences in
definitions, methodologies, processes, data sources and
subjectivity among ESG rating providers when determining a
rating. Certain issuers of investments including, but not limited
to, separately managed accounts (SMAs), mutual funds and
exchange traded-funds (ETFs) may have differing and inconsistent
views concerning ESG criteria where the ESG claims made in
offering documents or other literature may overstate ESG
impact. Further, socially responsible norms vary by region, and an
issuer's ESG practices or Morgan Stanley's assessment of an
issuer's ESG practices can change over time.

Portfolios that include investment holdings deemed ESG
investments or that employ ESG screening criteria as part of an
overall strategy may experience performance that is lower or
higher than a portfolio not employing such practices. Portfolios
with ESG restrictions and strategies as well as ESG investments
may not be able to take advantage of the same opportunities or
market trends as portfolios where ESG criteria is not applied.
There is no assurance that an ESG investing strategy or
techniques employed will be successful. Past performance is not
a guarantee or a dependable measure of future results. For risks
related to a specific fund, please refer to the fund's prospectus or
summary prospectus.

Investment managers can have different approaches to ESG and
can offer strategies that differ from the strategies offered by
other investment managers with respect to the same theme or
topic. Additionally, when evaluating investments, an investment
manager is dependent upon information and data that may be
incomplete, inaccurate or unavailable, which could cause the
manager to incorrectly assess an investment's ESG characteristics
or performance. Such data or information may be obtained
through voluntary or third-party reporting. Morgan Stanley does
not verify that such information and data is accurate and makes
no representation or warranty as to its accuracy, timeliness, or
completeness when evaluating an issuer. This can cause

Morgan Stanley to incorrectly assess an issuer’s business
practices with respect to its ESG practices. As a result, it is
difficult to compare ESG investment products.
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The appropriateness of a particular ESG investment or strategy will
depend on an investor's individual circumstances and objectives.
Principal value and return of an investment will fluctuate with changes
in market conditions.

Equity securities may fluctuate in response to news on companies,
industries, market conditions and general economic environment.
Fixed Income investing entails credit risks and interest rate risks. When
interest rates rise, bond prices generally fall. Past performance is

not a guarantee or indicative of future performance. Any securities
mentioned are provided for informational purposes only and should

not be deemed as a recommendation to buy or sell. Securities
discussed in this report may not be appropriate for all investors. It
should not be assumed that the securities transactions or holdings
discussed were or will be profitable. Morgan Stanley makes every
effort to use reliable, comprehensive information, but there is no
guarantee that it is accurate or complete. Morgan Stanley has no
obligation to inform when opinions or information in this report
change. Historical data shown represents past performance and does
not guarantee comparable future results.

For more information about the Morgan Stanley Institute for Sustainable Investing,

visit morganstanley.com/sustainableinvesting.
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