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The beaches of Nusa Lembongan in Indonesia, with their
turquoise waters and squeaky-clean golden sands, are a
popular tourist destination. Yet, only five years ago, the
same beaches were littered with plastic and trash. As the
condition of the beaches grew worse, the local
community started a collaborative recycling initiative to
recycle waste that has returned the beaches back to their
pristine conditions. Recycling is as old as economic
activity itself, done historically more out of necessity and
thrift than environmental considerations. But its need has
never been more urgent. The linear “take-make-waste”
production and consumption has become the prevailing
global standard, thanks to post-war prosperity and
advances in manufacturing productivity and engineered
materials, contributing to an ever growing mass of waste
and its associated social and environmental costs. The
idea of a circular economy is to change this dynamic, by
“closing the loop’ on production and consumption. More
broadly, as resource scarcity becomes more pressing,
recycling becomes an ecological necessity.

Global domestic material consumption per capita has increased
more than 30% since 1990 (Display 1). The world generates about

2 billion tons of waste per year and only 15-20% of that waste is
recycled. Advanced economies disproportionately consume more
goods and produce more waste. These countries make up 16% of
the global population but generate 34% of the world’s waste.! While
waste production has been plateauing in developed economies, the
attention is now on emerging markets, where growing populations
and rising incomes are contributing to greater waste as they adopt
consumer culture practices, often with very poor sanitation and

T World Economic Forum — “Reducing waste is critical for building a circular
economy” — February 2023.
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TALES FROM THE EMERGING WORLD

waste systems to manage it effectively. An
estimated 93% of the waste in emerging
countries is mismanaged, as compared to
2% in advanced economies.? We believe
waste will remain a growing issue as long as
economies remain attached to the current
linear “take-make-waste” economic model,
which relies on corporations collecting finite
resources, producing goods used once and
then discarded forever.

To be sure, progress has been made for
some materials, particularly where
economic incentives exist. For example,
about 85% of steel and 75% of aluminum
are recycled globally.? Further, recycled
copper satisfies two-fifths of global demand
for the metal.* As for packaging, that
depends on material and location. In
developed economies two-thirds of paper

and over one-third of glass comes from
recovered materials. While this data is
encouraging, more is needed to change the
overall trajectory. The goal of adopting
circular practices is to change this dynamic
and shift to a mindset of “reduce, reuse and
recycle” more comprehensively. This can be
done by changing economic incentives,
through both pricing models

and policy shifts, adopting new technology
and business models, and changing
consumer preferences.

As active investors, we find that smart
management teams incorporate circular
practices to lower operating costs, improve
production resiliency, reduce environmental
risks and anticipate evolving consumer
preferences and potential regulatory
changes. We believe the following are the

drivers that will increase adoption of a
circular economy:

ECONOMIC EFFICIENCY — Given growing
scarcity and costs of critical resources

like water, companies are increasingly
recognizing the advantages of recovering
and reusing materials during the
manufacturing and production processes.

For example, one of our portfolio
companies, a Taiwanese semiconductor
manufacturer, requires as much as 10
million gallons of water a day, enough

to satisfy the consumption needs of
300,000 households, to clean silicon wafers
during production.

Although operationally complex, the
company has reached a wastewater recycling
rate of 87% and uses every drop of water

DISPLAY 1

Global Material Consumption Continues to Grow
Domestic Material Consumption per Capita by Region — 2000-2022 (tons per capita)
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30% globally since 1990

2 World Bank — “What a Waste 2.0" 2018.

 Copper Alliance — “Copper Recycling” — February 2022.

3 Congressional Research Service — “U.S. Aluminum Manufacturing: Industry

Trends and Sustainability” — October 2022.
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3.5 times before discharging. The company
has cut its water costs by 40% and lowered
operational disruptions brought on by water
shortages.’ The company’s sustainable water
management has also been important in
securing new fab locations globally.

RISK MANAGEMENT— We believe that
quality management teams can employ
circular economy approaches to manage
business risks, especially contingent
environmental risks and social concerns.

A circular economy encourages the adoption
of not only sustainable production methods
but also a better understanding of the
product lifecycle, including externalities
produced by a business. We see continued
challenges in obtaining environmental
permits globally, while— at the same
time— policymakers move toward
introducing new tariffs and regulations,
such as taxes on carbon and plastic and
regulatory bans on single-use packaging
and adoption of extended producer
responsibility (EPR).® We believe adopting
circular practices is part of an effective

risk management.

For example, one of our portfolio
companies, a Chilean copper miner, has
managed its water risk proactively through
circular practices. Although water was once
abundantly available, a prolonged drought
has increased the risk of lasting impacts to
production and rising tension with local
communities who share these fresh water
resources. Faced with these growing
challenges, the company adopted a
comprehensive plan for improving its water
footprint, including greater efficiency,
higher recirculation and using renewable
energy to pump and desalinate seawater.
The company set a target to meet 90% of
its water needs by reused or desalinated
water. This way, more water is freed up for
local farmers and communities in times of
shortages. We believe this commitment to
more sustainable mining improved trust
with local communities and provided

RESHAPING BUSINESSES THROUGH A CIRCULAR ECONOMY

DISPLAY 2
Circularity Through the Value Chain
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tangible benefits that may have also
helped the company retain its mining
rights, particularly when existing water
rights and mining royalties were at risk
during the 2022 Chilean vote to change
its constitution.

SHIFTING CONSUMER PREFERENCES—
Although consumers have not always voted
with their wallets, they are becoming more
discerning about their own consumption
habits. Gen Z have shown a growing
preference for goods that are sustainably
made over brand names.” Forward-looking
companies are utilizing more sustainable
packaging and material. For instance,
another of our portfolio companies, a Polish
clothing retailer, is eliminating plastic in

all of its e-commerce packaging and has
launched a line of sustainable clothing made

Circularity
through the
value chain
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their environmental

Energy efficient
production mills

80% fuel
needs from
biomass

P

with recycled or sustainably sourced fiber

to meet consumer preferences. In addition,
the company is offering collection points

for used clothing in its stores to make it
easier for clothing to be recycled or reused.
Companies taking action to address their
environmental footprints are more likely

to be rewarded by customers and investors
alike, while those that are unable to
transition to a circular economy are at risk of

falling behind and losing market share.

Portfolio Company Case Study:
Repackaging the Plastic Problem

Another of our portfolio companies, a South
African paper and packaging company,
employs circular practices throughout its
value chain (Display 2). The company’s
competitive advantage is based on its low

5 Published Company Data as of 2019.

6 Extended Producer Responsibility (EPR) is an environmental policy approach in

7 World Economic Forum — “Gen Z cares about sustainability more than anyone

which a producer's responsibility for a product is extended to the post-consumer
stage of a product’s lifecycle. The EU has been a leader in EPR schemes with

over 30 active programs.

else — and is starting to make others feel the same” — May 2022.
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cost of production, which is partially due
to its ability to generate roughly 80% of

its power internally from biomass waste
produced during the manufacturing
process. This internal use of waste has also
insulated the company from energy price
volatility, such as the recent natural gas
and electricity cost spikes which hit the
European economies after Russia’s invasion
of Ukraine. Separately, the company sells
some of its waste product to manufacture
cement and bricks to generate incremental
revenue even as it moves toward the goal of
achieving zero waste to landfill.

Given that they are in the paper business,
the company understands its reliance on
healthy forests for production. It conducts
frequent supply chain risk assessments
and monitors biodiversity performance,
while engaging with suppliers to ensure
strong partnerships and reliability. Its
efforts in sustainable forestry help them
stand out as a responsible manager of
forest assets, and that is further supported
by its commitment to zero deforestation
and 100% certified traceable timber. The
company has been successfully managing
its supply chain risks which in turn
reduces the risks of disruption

of operations.

On the revenue side, the company is
taking advantage of the larger move to
more circular packaging globally and is
specifically focused on innovating paper
packaging to take share from plastic. More
than 80% of the company’s revenue is from
products made from renewable materials
which are recycled and recyclable. By

2025, the company aims to reach 100%.
We believe this substitution opportunity

DISPLAY 3
The Planet Is Inundated with Plastic
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Source: Our World in Data based on Geyer et al. (2017) and the OECD Global. Plastics Outlook.

can add +1% to its trend volume

growth of 2-3%.

Replacing plastic packaging will be a
lucrative opportunity. Global plastic
production has grown exponentially over
the past 70 years. Despite the rhetoric
around plastic recycling, we are currently at
all-time highs of plastic production with just
two million tons per year in 1950 reaching
9.5 billion tons in 2019 (Display 3). Today,
approximately 36% of plastic produced is
used in single-use packaging and 85% of
that plastic ends up in landfills or, in most
cases for emerging markets, the waterways.®

Plastic packaging is on the way out.
Countries such as Canada, Chile, France

and South Africa have introduced bans on
single-use plastics, taxes on virgin plastic
and EPR schemes to address the global
plastic waste. Some states in the U.S. have
also banned single-use plastic bags in retail
stores. The EU recently proposed new
rules on packaging that call for all plastic
packaging to be reusable or recyclable

by 2030. Last year, the UK introduced a
“virgin plastic tax” on any packaging with
less than 30% recycled plastic.

Forward thinking companies are using
circular practices to lower costs, increase
revenue and manage operational and
regulatory risks. A circular economy is good
for the environment and the bottom line.

Risk Considerations: There is no assurance that a portfolio will achieve its investment objective. Portfolios are subject to market
risk, which is the possibility that the market values of securities owned by the portfolio will decline and that the value of portfolio
shares may therefore be less than what you paid for them. Market values can change daily due to economic and other events (e.g.
natural disasters, health crises, terrorism, conflicts and social unrest) that affect markets, countries, companies or governments. It is
difficult to predict the timing, duration, and potential adverse effects (e.g. portfolio liquidity) of events. Accordingly, you can lose
money investing in this portfolio. Please be aware that this portfolio may be subject to certain additional risks. In general, equities
securities’ values also fluctuate in response to activities specific to a company. Investments in foreign markets entail special risks
such as currency, political, economic, market and liquidity risks. The risks of investing in emerging market countries are greater
than the risks generally associated with investments in foreign developed countries.

8 Environment Programme — “Our planet is choking on plastic” - 2018.
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DEFINITIONS: Gen Z: Members of the global population cohort born between
19972012 are often labeled as ‘Generation Z' by researchers and the popular media.

IMPORTANT INFORMATION

There is no guarantee that any investment strategy will work under all market
conditions, and each investor should evaluate their ability to invest for the
long-term, especially during periods of downturn in the market.

A separately managed account may not be appropriate for all investors.
Separate accounts managed according to the particular Strategy may include
securities that may not necessarily track the performance of a particular index.
Please consider the investment objectives, risks and fees of the Strategy
carefully before investing. A minimum asset level is required.

For important information about the investment managers, please refer to
Form ADV Part 2.

The views and opinions and/or analysis expressed are those of the author or the
investment team as of the date of preparation of this material and are subject
to change at any time without notice due to market or economic conditions and
may not necessarily come to pass. Furthermore, the views will not be updated
or otherwise revised to reflect information that subsequently becomes available
or circumstances existing, or changes occurring, after the date of publication.
The views expressed do not reflect the opinions of all investment personnel
at Morgan Stanley Investment Management (MSIM) and its subsidiaries and
affiliates (collectively “the Firm"), and may not be reflected in all the strategies
and products that the Firm offers.

Forecasts and/or estimates provided herein are subject to change and may
not actually come to pass. Information regarding expected market returns and
market outlooks is based on the research, analysis and opinions of the authors
or the investment team. These conclusions are speculative in nature, may not
come to pass and are not intended to predict the future performance of any
specific strategy or product the Firm offers. Future results may differ significantly
depending on factors such as changes in securities or financial markets or general
economic conditions.

This material has been prepared on the basis of publicly available information,
internally developed data and other third-party sources believed to be reliable.
However, no assurances are provided regarding the reliability of such information
and the Firm has not sought to independently verify information taken from
public and third-party sources.

This materialis a general communication, which is not impartial and all information
provided has been prepared solely for informational and educational purposes and
does not constitute an offer or a recommendation to buy or sell any particular
security or to adopt any specific investment strategy. The information herein has
not been based on a consideration of any individual investor circumstances and is
not investment advice, nor should it be construed in any way as tax, accounting,
legal or regulatory advice. To that end, investors should seek independent legal
and financial advice, including advice as to tax consequences, before making any
investment decision.

Charts and graphs provided herein are for illustrative purposes only. Past
performance is no guarantee of future results.

This material is not a product of Morgan Stanley's Research Department and
should not be regarded as a research material or a recommendation.

The Firm has not authorised financial intermediaries to use and to distribute this
material, unless such use and distribution is made in accordance with applicable
law and regulation. Additionally, financial intermediaries are required to satisfy
themselves that the information in this material is appropriate for any person
to whom they provide this material in view of that person’s circumstances and
purpose. The Firm shall not be liable for, and accepts no liability for, the use or
misuse of this material by any such financial intermediary.

This material may be translated into other languages. Where such a translation
is made this English version remains definitive. If there are any discrepancies
between the English version and any version of this material in another language,
the English version shall prevail.

The whole or any part of this material may not be directly or indirectly reproduced,
copied, modified, used to create a derivative work, performed, displayed,
published, posted, licensed, framed, distributed or transmitted or any of its
contents disclosed to third parties without the Firm’s express written consent.
This material may not be linked to unless such hyperlink is for personal and
non-commercial use. All information contained herein is proprietary and is
protected under copyright and other applicable law.

RESHAPING BUSINESSES THROUGH A CIRCULAR ECONOMY

Eaton Vance is part of Morgan Stanley Investment Management. Morgan Stanley
Investment Management is the asset management division of Morgan Stanley.

DISTRIBUTION

This material is only intended for and will only be distributed to persons
resident in jurisdictions where such distribution or availability would not
be contrary to local laws or regulations.

MSIM, the asset management division of Morgan Stanley (NYSE: MS), and
its affiliates have arrangements in place to market each other’s products and
services. Each MSIM affiliate is regulated as appropriate in the jurisdiction
it operates. MSIM'’s affiliates are: Eaton Vance Management (International)
Limited, Eaton Vance Advisers International Ltd, Calvert Research and
Management, Eaton Vance Management, Parametric Portfolio Associates
LLC and Atlanta Capital Management LLC.

This material has been issued by any one or more of the following entities:
EMEA
This material is for Professional Clients/Accredited Investors only.

In the EU, MSIM and Eaton Vance materials are issued by MSIM Fund Management
(Ireland) Limited (‘FMIL"). FMIL is regulated by the Central Bank of Ireland and
is incorporated in Ireland as a private company limited by shares with company
registration number 616667 and has its registered address at The Observatory,
71 Sir John Rogerson’s Quay, Dublin 2, DO2 VC42, Ireland.

Outside the EU, MSIM materials are issued by Morgan Stanley Investment
Management Limited (MSIM Ltd) is authorised and regulated by the Financial
Conduct Authority. Registered in England. Registered No. 1981121. Registered
Office: 25 Cabot Square, Canary Wharf, London E14 4QA.

In Switzerland, MSIM materials are issued by Morgan Stanley & Co. International
plc, London (Zurich Branch) Authorised and regulated by the Eidgendssische
Finanzmarktaufsicht (‘FINMA"). Registered Office: Beethovenstrasse 33,8002
Zurich, Switzerland.

Outside the US and EU, Eaton Vance materials are issued by Eaton Vance
Management (International) Limited (“EVMI") 125 Old Broad Street, London,
EC2N AR, UK, which is authorised and regulated in the United Kingdom by the
Financial Conduct Authority.

Italy: MSIM FMIL (Milan Branch), (Sede Secondaria di Milano) Palazzo Serbelloni
Corso Venezia, 16 20121 Milano, Italy. The Netherlands: MSIM FMIL (Amsterdam
Branch), Rembrandt Tower, 11th Floor Amstelplein 11096HA, Netherlands.
France: MSIM FMIL (Paris Branch), 61 rue de Monceau 75008 Paris, France.
Spain: MSIM FMIL (Madrid Branch), Calle Serrano 55, 28006, Madrid, Spain.
Germany: MSIM FMIL Frankfurt Branch, GroB3e GallusstraBBe 18, 60312 Frankfurt
am Main, Germany (Gattung: Zweigniederlassung (FDI) gem. § 53b KWG).
Denmark: MSIM FMIL (Copenhagen Branch), Gorrissen Federspiel, Axel Towers,
Axeltorv2, 1609 Copenhagen V, Denmark.

MIDDLE EAST

Dubai: MSIM Ltd (Representative Office, Unit Precinct 3-7th Floor-Unit 707and
702, Level 7, Gate Precinct Building 3, Dubai International Financial Centre, Dubai,
506501, United Arab Emirates. Telephone: +97 (0)14 709 7158).

This document is distributed in the Dubai International Financial Centre by
Morgan Stanley Investment Management Limited (Representative Office), an
entity regulated by the Dubai Financial Services Authority (‘'DFSA”). It is intended
for use by professional clients and market counterparties only. This document
is not intended for distribution to retail clients, and retail clients should not act
upon the information contained in this document.

This document relates to a financial product which is not subject to any form
of regulation or approval by the DFSA. The DFSA has no responsibility for
reviewing or verifying any documents in connection with this financial product.
Accordingly, the DFSA has not approved this document or any other associated
documents nor taken any steps to verify the information set out in this document,
and has no responsibility for it. The financial product to which this document
relates may be illiquid and/or subject to restrictions on its resale or transfer.
Prospective purchasers should conduct their own due diligence on the financial
product. If you do not understand the contents of this document, you should
consult an authorised financial adviser.

us.

NOT FDIC INSURED | OFFER NO BANK GUARANTEE | MAY
LOSE VALUE | NOT INSURED BY ANY FEDERAL GOVERNMENT
AGENCY | NOT A BANK DEPOSIT
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LATIN AMERICA (Brazil, Chile Colombia, Mexico, Peru, and Uruguay)

This materialis for use with an institutional investor or a qualified investor only.
All information contained herein is confidential and is for the exclusive use
and review of the intended addressee, and may not be passed on to any third
party. This material is provided for informational purposes only and does not
constitute a public offering, solicitation or recommendation to buy or sell for
any product, service, security and/or strategy. A decision to invest should only
be made after reading the strategy documentation and conducting in-depth
and independent due diligence.

ASIA PACIFIC

Hong Kong: This material is disseminated by Morgan Stanley Asia Limited for
use in Hong Kong and shall only be made available to “professional investors”
as defined under the Securities and Futures Ordinance of Hong Kong (Cap 577).
The contents of this material have not been reviewed nor approved by any
regulatory authority including the Securities and Futures Commission in Hong
Kong. Accordingly, save where an exemption is available under the relevant law,
this material shall not be issued, circulated, distributed, directed at, or made
available to, the public in Hong Kong. Singapore: This material is disseminated
by Morgan Stanley Investment Management Company and should not be
considered to be the subject of an invitation for subscription or purchase, whether
directly or indirectly, to the public or any member of the public in Singapore
other than () to an institutional investor under section 304 of the Securities
and Futures Act, Chapter 289 of Singapore (“SFA"); (ii) to a “relevant person”
(which includes an accredited investor) pursuant to section 305 of the SFA, and
such distribution is in accordance with the conditions specified in section 305
of the SFA,; or (iii) otherwise pursuant to, and in accordance with the conditions
of, any other applicable provision of the SFA. This publication has not been
reviewed by the Monetary Authority of Singapore. Australia: This material is
provided by Morgan Stanley Investment Management (Australia) Pty Ltd ABN
22122040037, AFSL No. 314182 and its affiliates and does not constitute an
offer of interests. Morgan Stanley Investment Management (Australia) Pty
Limited arranges for MSIM affiliates to provide financial services to Australian
wholesale clients. Interests will only be offered in circumstances under which no
disclosure is required under the Corporations Act 2001(Cth) (the “Corporations
Act”). Any offer of interests will not purport to be an offer of interests in
circumstances under which disclosure is required under the Corporations Act
and will only be made to persons who qualify as a “wholesale client” (as defined
in the Corporations Act). This material will not be lodged with the Australian
Securities and Investments Commission.

Japan: For professional investors, this material is circulated or distributed for
informational purposes only. For those who are not professional investors, this
material is provided in relation to Morgan Stanley Investment Management
(Japan) Co., Ltd. ("MSIMJ")'s business with respect to discretionary investment
management agreements ("IMA”") and investment advisory agreements (“IAA").
This is not for the purpose of a recommendation or solicitation of transactions
or offers any particular financial instruments. Under an IMA, with respect to
management of assets of a client, the client prescribes basic management
policies in advance and commissions MSIMJ to make all investment decisions
based on an analysis of the value, etc. of the securities, and MSIMJ accepts such
commission. The client shall delegate to MSIM] the authorities necessary for
making investment. MSIM] exercises the delegated authorities based on investment
decisions of MSIMYJ, and the client shall not make individual instructions. All
investment profits and losses belong to the clients; principal is not guaranteed.
Please consider the investment objectives and nature of risks before investing. As
an investment advisory fee for an IAA or an IMA, the amount of assets subject
to the contract multiplied by a certain rate (the upper limit is 2.20% per annum
(including tax)) shall be incurred in proportion to the contract period. For some
strategies, a contingency fee may be incurred in addition to the fee mentioned
above. Indirect charges also may be incurred, such as brokerage commissions
for incorporated securities. Since these charges and expenses are different
depending on a contract and other factors, MSIMJ cannot present the rates,
upper limits, etc. in advance. All clients should read the Documents Provided
Prior to the Conclusion of a Contract carefully before executing an agreement.
This material is disseminated in Japan by MSIM), Registered No. 410 (Director
of Kanto Local Finance Bureau (Financial Instruments Firms)), Membership: the
Japan Securities Dealers Association, The Investment Trusts Association, Japan,
the Japan Investment Advisers Association and the Type Il Financial Instruments
Firms Association.

Explore our site at www.morganstanley.com/im

© 2023 Morgan Stanley

CRC 5632469 Exp. 04/30/2024 10400998  Lit-Link: EMEWRLDBRO 05/02/23



