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Four in five investors remained focused on sustainable investing during
the COVID-19 pandemic. Although the economic downturn triggered

a slight drop in interest since 2019—by 6 percentage points—we still
find interest among 79% of all individual investors in our sample,

and all-time high interest of 99% among Millennials.

The seismic events of the last two years also shifted investors’ thematic
priorities when it comes to sustainability. Public health and support for
small businesses surged among areas of interest, while 50% of investors
and nearly 75% of Millennial investors made investment changes—or
plan to—in response to social justice movements.

At the same time, a greater portion of investors in our sample cited
concern about the financial performance of sustainable investments.

Taken together, these trends highlight a significant opportunity for
financial advisors and investment managers to proactively engage
and support individuals on their sustainable investing journeys.
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SUSTAINABLE SIGNALS

Key Insights

2020’s turbulence significantly impacted sustainable investing

e Amid economic concerns, overall interest dipped by 6 percentage points to

79% from 85% in 2019. Bucking the trend, Millennial investor interest rose by & 79 C)/
percentage points to 99%. O

* Public health and support for small businesses surged among investors' thematic are interested in
priorities with 61% expressing ‘more interest in the topics due to Covid-19". sustainable investing.

* In response to social justice issues, 50% of investors and 73% of Millennials made
changes to their investment portfolios or plan to within the next 12 months.

Climate change remains a top focus, especially for Millennials

and investors with a positive economic outlook

* Eighty-eight percent of Millennials and 93% of individual investors who believe 8 8 %

2 the economy is strong, expressed interest in climate-themed investments,

compared with 74% of all investors. of Millennials are interested

« Amid rising concern about climate change, a majority of investors (60%) are in.investments that address
equally interested in solutions that mitigate greenhouse gas emissions and climate change.
support climate adaptation.

Questions about sustainable investment performance persist

* More individual investors now believe sustainable investing requires a financial 7@ O/O
trade-off (70%) than in 2019 (64%), despite growing evidence to the contrary.
believe sustainable investing

 Millennials believe in the trade-off myth (83%) more than any other age group implies a financial tradeoff

(70% for all investors) yet remain the most interested in sustainable investing.

Opportunities exist to better support individuals on their
sustainable investing journeys 760/
4  Performance concerns are the biggest barrier investors cite (76%) to investing O
sustainably. cite performance concerns
 Only a slight majority of investors (56%) say their advisors have asked about are the biggest barrier to
investment goals outside of financial performance. investing sustainably.
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INDIVIDUAL INVESTORS AND THE COVID-19 PANDEMIC

METHODOLOGY

This report presents results from an online survey conducted by the Brunswick Group from May 6-27,
2021 on behalf of the Morgan Stanley Institute for Sustainable Investing. The sample size was 800

U.S. individual investors age 18 and older with minimum investable assets of $100,000. The survey also
included oversamples of 203 Millennials (aged 25-38).

This fourth edition of the Morgan Stanley Sustainable Signals individual investor survey further builds
our body of insight and analysis and helps inform our efforts to promote sustainable investing.

In all our surveys, we define 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.
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SUSTAINABLE SIGNALS

2020's Turbulence Significantly Impacted

Sustainable Investing

For the first time since Morgan Stanley began the individual investors Sustainable Signals series in
2015, interest in sustainable investing waned slightly amid concerns about the economy in the wake
of the pandemic. Among all investors, 79% were interested in sustainable investing, a 6-percentage
point dip from 2019 (Figure 1), while adoption of sustainable investing also fell 6 percentage points
to 46%. Interest correlated strongly with investors’ economic outlook, reaching 94% among those
who view the economy as strong compared with 65% who view it as weak (Figure 2).

Millennial investor interest bucked the overall trend, rising to

99%—a & percentage point increase since 2019 (Figure 1), while

Millennial adoption of sustainable investing remained steady
at 67%. Given that Millennials make up the largest generation
in U.S. history' and are set to inherit $30 trillion in wealth?
from baby boomer relatives over the next two decades,

these trends signal significant future growth in demand for
sustainable investing.

FIGURE 2

Interest in sustainable investing correlates
with investors’ view of the economy
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In aggregate, investors continue to grow the share of their
portfolios invested in companies or funds that seek to make
a positive social or environmental impact—up 3 percentage
points since 2019 and 18 percentage points since 2015
(Figure 3). Overall, despite the pandemic’s unprecedented
market disruption, sustainable investing remains among
individual investors' top priorities.

FIGURE 3

Investors’ portfolios increasingly allocated to
sustainable investments over time
What percentage of your portfolio is currently invested in

companies or investment funds that seek to make a positive
social or environmental impact?

N
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https://www.pewresearch.org/fact-tank/2020/04/28/millennials-overtake-baby-boomers-as-americas-largest-generation/
https://www.pewresearch.org/fact-tank/2020/04/28/millennials-overtake-baby-boomers-as-americas-largest-generation/
https://www.forbes.com/sites/worldeconomicforum/2021/02/08/what-the-rise-of-the-millennial-investor-means-for-a-sustainable-world/?sh=32ac0dea65cc
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FIGURE & FIGURE 5

COVID-19 drove a shift in investors’ Social justice movements also spurred

thematic interests sustainable investing

To what extent has COVID-19 changed your interest, if any, in Have recent social justice movements in the United States and

addressing the following sustainability themes through your globally compelled you to make changes to your investment

investment activity? portfolio to address issues of racial justice?
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0
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The pandemic also shifted investors' thematic priorities when change, plastic waste reduction and community development.
it comes to sustainability. Interest in public health and support In addition, the global and U.S. movements for social and
for small businesses surged with 61% of respondents expressing  racial justice drove new focus among investors, with 50% of
more interest in the topics due to Covid-19 (Figure 4). Public all investors and 73% of Millennials making changes to their
health was cited as the most common thematic priority at investment portfolios—or plan to do so within the next 12
82%, ahead of other common focus areas such as climate months (Figure 5).

PRIORITIZING PLASTIC WASTE REDUCTION AND THE CIRCULAR ECONOMY

Reducing plastic waste and promoting the circular economy remain among individual investors' top thematic priorities.
Seventy-nine percent of individual investors were interested in plastic waste reduction and 78% were interested the circular
economy. Like in 2019, these topics garnered more interest than any other environmental theme, including climate change.
When considering opportunities to allocate capital toward impact in these areas, 40% of investors favor financing recycling
solutions to minimize waste, and 38% favor the development of products and services with a lower impact on the environment.

Among individual investors: When considering opportunities to allocate capital in these areas:
79% 78% 40% 33%
are interested in are interested in the favor recycling solutions favor products and services
plastic waste reduction circular economy to minimize waste with a lower impact on

the environment
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SUSTAINABLE SIGNALS

Climate Change Remains a Key Focus, Especially
for Millennials and Investors With a Positive

Economic Outlook

Addressing climate change remains top of mind for many investors, especially Millennials and those
with a bullish economic outlook. Among individual investors who believe the economy is strong,
93% expressed interest in climate-themed investments, compared to 55% among investors who
believe the economy is weak. Eighty-eight percent of Millennials expressed interest in climate-
themed investments, 14 percentage points higher than the overall sample.

Amid rising concern about climate change, a majority
of investors interested in climate change (60%) are equally

interested in solutions that mitigate greenhouse gas emissions
and support climate adaptation (Figure 6). Ninety-two percent

FIGURE 6

Investors look to tackle climate change
through mitigation and adaptation

Which of the following investment strategies are you
MOST interested in?

3%

H None of the above

M Investing in solutions that
seek to help us adapt to a
changing climate

B Investing in solutions that
seek to mitigate greenhouse
gas emissions

H Both
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of investors interested in climate change also indicated that
corporate reporting on sustainability, carbon footprints and
commitments to reduce emissions are important to them
when thinking about new investments (Figure 7).

FIGURE 7

Corporate sustainability reporting helps
inform investment decision making

When thinking about new investments, how important is a
company's reporting on sustainability practices, carbon footprints
and commitments to greenhouse gas emissions reduction

over time?

1%

B Not at all important
B Not that important
B Somewhat important

B Very important, but not a
top priority

M Very important and a
top priority




INDIVIDUAL INVESTORS AND THE COVID-19 PANDEMIC

Questions About Sustainable Investment
Performance Persist

Individual investors continue to send mixed signals on how they view performance of sustainable
investments. In 2021, more investors believed that such investments require a financial trade-off
(70%) than in 2019 (64%). Yet, 80% also agreed that companies with leading ESG practices have
the potential to generate higher returns and make better long-term investments.

Millennials have the strongest belief that sustainable investing These performance concerns persist despite growing evidence
requires a financial trade-off (83% in 2021 compared with to the contrary. Most recently, analysis by Morgan Stanley
70% for all investors) even while their interest in sustainable found that US sustainable equity funds outperformed
investing reached an all-time high of 99%. traditional peer funds in 2020 by a median of 4.3 percentage
points (Figure 8).
FIGURE 8°

The relative performance of sustainable and traditional U.S. equity funds shows no trade-off
in financial performance from 2004-2020

Median total return

— Sustainable U.S. equity funds

— Traditional U.S. equity funds

— Difference between sustainable and
traditional U.S. equity funds

2004 2005 2006 2007 2008 2009 2010 20mM 2012 2013 2014 2015 2016 2017 2018 2019 2020

Source: Sustainable Reality, Morgan Stanley Institute for Sustainable Investing
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Opportunities Exist To Better Support Individuals
on Their Sustainable Investing Journeys

While the performance of sustainable funds held up to the pandemic storm, a majority of investors
in our sample continue to voice concerns about performance. Our findings point to an ongoing need
for more guidance and information from investment professionals to provide individual investors
with information.

Performance concerns remain the biggest barrier cited by Since our surveys began in 2015, more than 70% of

investors (76%) to investing sustainably, followed by concerns individual investors have expressed interest in sustainable

about product authenticity (71%) and a lack of tools to measure  investing each year. Yet, in 2021, only 56% said their

their dollars’ impact (69%—Figure 9). financial advisors asked them about their goals outside
FIGURE 9

Opportunities exist to address barriers to sustainable investing
How significant are the following as barriers to including sustainable investing in your portfolio?

I, /5%

Concerns about investment
performance

Concerns about authenticity or
greenwashing*

Lack of tools to measure
sustainable impact*

Time and effort required to
understand sustainable investing

Lack of available financial
products for my portfolio

Lack of financial advice

2019 W 2021

*New question as of 2021
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FIGURE 10

Only a small majority of investors have been
asked by financial advisors about impact goals

Has a financial advisor ever asked you about what matters most
to you outside of your financial goals and objectives?

M Don't know

HYes M No

of financial performance (Figure 10), and 50% reported
receiving no information on their portfolio's sustainability
performance. Despite this, nearly two thirds of respondents
(66%) indicated that they would like to receive an impact
report alongside a quarterly financial report and 62% favored
third party verification of the impacts of their sustainable
investments.

FIGURE 11

Rising awareness of sustainable retirement
plan options offers opportunity
To the best of your knowledge, does your employer-sponsored

retirement savings plan (for example: 4017k, 403b, 457c) currently
offer sustainable investment options?

2017 2019 2021

M Yes M NotSure M No

Rising investor interest in sustainable options for retirement
plans highlights the opportunities for investment professionals
to better engage investors and develop targeted products.

In 2021, 59% of investors reported knowledge of sustainable
options (Figure 11), of whom 88% had selected them as part of
their retirement plan. Of the 41% without or unsure of access
to sustainable options, 69% expressed interest, signaling
significant unmet demand.
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Conclusion

Our survey shows that interest in sustainable investing was not immune to the turbulence
triggered by the COVID-19 pandemic, with investors' economic concerns correlating with a slight
dip in interest. Nevertheless, sustainable investing remains an important focus area for individual
investors. It also helps drive Millennials' investment choices, with 67% already practicing it and
99% expressing interest, an all-time high.

However, there are opportunities for industry participants to Overall, the future remains bright for sustainable

do more to meet investor demand for sustainable investing. investing as economies emerge from the pandemic cloud.
Our survey showed investors’ desire to shift their thematic Opportunities abound to harness investor enthusiasm,
priorities in response to current events, with interest surging address their concerns around performance and help them
in public health, small businesses and racial and social justice make informed investment decisions.

issues. Yet, only 56% of respondents reported that their
financial advisors had asked about their goals beyond financial
performance. A significant majority of investors also want

to be better informed about their portfolios’ sustainability
performance. Investment professionals could do more to
educate clients about the historical performance of
sustainable investments.
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Notes

1 “Millennials overtake Baby Boomers as America’s largest generation’,
Pew Research Center, 2020 (https://www.pewresearch.org/fact-
tank/2020/04/28/millennials-overtake-baby-boomers-as-americas-
Largest»generation/; accessed on September 5, 2027).

2 “What The Rise Of The Millennial Investor Means For A Sustainable
World", World Economic Forum, 2021 (https://www.forbes.com/sites/
worldeconomicforum/2021/02/08/what-the-rise-of-the-millennial-
investor-means-for-a-sustainable-world/?sh=26f5466c65cc; accessed
on September 5, 2027).

3 Dataincluded in Figure 8 reflects findings from the Morgan Stanley
Institute for Sustainable Investing’s Sustainable Reality reports:

* “Sustainable Reality: Analyzing Risk and Returns of Sustainable
Funds”, Morgan Stanley, 2019 (https://www.morganstanley.com/pub/
content/dam/msdotcom/ideas/sustainable-investing-offers-financial-
performance-lowered-risk/Sustainable_Reality_Analyzing_Risk_and_
Returns_of_Sustainable_Funds.pdf; accessed on September 5, 2021).

“Sustainable Reality: 2020 Update”, Morgan Stanley, 2020 (https.//www.
morganstanley.com/content/dam/msdotcom/en/assets/pdfs/3190436-
20-09-15_Sustainable-Reality-2020-update_Final-Revised.pdf; accessed
on September 5, 2021)

* “Sustainable Funds Qutperform Peers in 2020 During Coronavirus’,
Morgan Stanley, 2021 (https://www.morganstanley.com/ideas/esg-
funds-outperform-peers-coronavirus; accessed on September 5, 2021).

Disclosures

This material was published on October 27, 2021 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. The information and opinions in this material were
prepared by Morgan Stanley & Co. LLC, Morgan Stanley Smith Barney
LLC and their affiliates (collectively hereafter, “Morgan Stanley”). 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.

This material contains forward-looking statements and there can be no
guarantee that they will come to pass. Information contained herein

is based on data from multiple sources and Morgan Stanley makes no
representation as to the accuracy or completeness of data from sources
outside of Morgan Stanley. References to third parties contained herein
should not be considered a solicitation on behalf of or an endorsement
of those entities by Morgan Stanley.

The returns on a portfolio consisting primarily of Environmental, Social
and Governance (“ESG") aware investments may be lower or higher
than a portfolio that is more diversified or where decisions are based
solely on investment considerations. Because ESG criteria exclude some
investments, investors may not be able to take advantage of the same
opportunities or market trends as investors that do not use such criteria.

Diversification does not guarantee a profit or protect against loss in a
declining financial market.

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 recommends that
investors independently evaluate particular investments and strategies,
and encourages investors to seek the advice of a Financial Advisor. The
appropriateness of a particular investment or strategy will depend on an
investor's individual circumstances and objectives.

Morgan Stanley makes every effort to use reliable, comprehensive
information, but we make no guarantee that it is accurate or complete.
We have no obligation to tell you when opinions or information in this
report change. Historical data shown represents past performance and
does not guarantee comparable future results.

Investing in the market entails the risk of market volatility. The value of
all types of investments, including stocks, mutual funds, exchange traded
funds (“ETFs"), and alternative investments, may increase or decrease
over varying time periods.
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Investors should carefully consider the investment objectives and
risks as well as charges and expenses of a mutual fund/exchange-
traded fund before investing. To obtain a prospectus, contact your
Financial Advisor or visit the fund company’s website. The prospectus
contains this and other information about the mutual fund/exchange-
traded fund. Read the prospectus carefully before investing.

Equity securities may fluctuate in response to news on companies,
industries, market conditions and general economic environment.
Companies paying dividends can reduce or stop payouts at any time.
Because of their narrow focus, sector investments tend to be more
volatile than investments that diversify across many sectors and
companies.

Morgan Stanley & Co. LLC and Morgan Stanley Smith Barney 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. Morgan Stanley, its affiliates 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.

This material may provide the addresses of, or contain hyperlinks to,
websites. Except to the extent to which the material refers to website
material of Morgan Stanley, the firm has not reviewed the linked site.
Equally, except to the extent to which the material refers to website
material of Morgan Stanley, the firm takes no responsibility for, and
makes no representations or warranties whatsoever as to, the data
and information contained therein. Nor do we guarantee their accuracy
and completeness. Such address or hyperlink (including addresses or
hyperlinks to website material of Morgan Stanley) is provided solely
for your convenience and information and the content of the linked site
does not in any way form part of this document. Accessing such website
or following such link through the material or the website of the firm
shall be at your own risk and we shall have no liability arising out of,

or in connection with, any such referenced website. By providing the
third party publication(s) and/or links to a third party web site(s), we
are not implying that Morgan Stanley has an affiliation, sponsorship,
endorsement, etc. with the third party or that any monitoring is being
done by Morgan Stanley or its affiliates of any information contained
within the publication(s) or web site(s). The opinions expressed by the
author(s) are solely their own and do not necessarily reflect those of
Morgan Stanley.

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

visit morganstanley.com/sustainableinvesting.
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