
To Incentivize Decarbonization, Integrate  
Emissions Costs into Valuations

In our view, regulatory policy changes that aim to reduce green premiums are on the way, and companies 
will ultimately be responsible for carbon emission costs.1 Fundamental analysis today must begin 
to reflect those expense estimates. Counterpoint Global’s Sustainability Research has developed a 
systematic framework that estimates the potential costs of carbon emissions and shows how a carbon 
tax could change the long-term expected margin profiles of the businesses we consider for investment.

Counterpoint Global’s leading-edge research estimates how emissions can be material to shareholder returns.

Our framework quantifies the estimated financial  
impact of carbon emissions on company profitability  
and thus, stock valuations.1

1Green premiums are the additional cost of a clean technology alternative compared to a traditional, higher emissions options.
2Following Greenhouse Gas Protocol standards, Scope 1 tracks emissions from a company’s direct operations and business activity, and Scope 2 looks at carbon 
exposure from a company’s energy suppliers. 

Source: Amazon Company Filings, ExxonMobil Company Filings, MSIM. For illustrative purposes only and should not be construed as a recommendation to buy or sell 
the securities referenced. Amazon and ExxonMobil each represent 0% of the MSIF Growth Portfolio as of March 31, 2022. Carbon price estimate is as of August 2021. 
Holdings and price estimate are subject to change. 
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Quantifying estimated emissions costs shows 
how low carbon intensity our portfolios are.

Low-carbon intensity portfolios could benefit  
under different carbon tax scenarios.

Source: MSCI, Factset, MSIM as of March 31, 2022. Information represents the teams Morgan Stanley Institutional Fund (MSIF) Portfolios and provided for illustrative 
purposes only. Illustration is based on the emissions data within the Portfolio’s and benchmarks’ underlying holdings as of March 31, 2022. Carbon price estimate is as 
of August 2021. Holdings and carbon price estimate are subject to change.

3Growth portfolio represents how all Counterpoint Global portfolios are managed.

Source: Morgan Stanley Institutional Fund (MSIF) Growth Portfolio Coverage: 95%, MSCI. As of March 31, 2022. Illustration is based on the emissions data within the 
underlying holdings latest company filings and MSCI data as of March 31, 2022 and factoring in a carbon tax estimate and does not represent the actual fund or index 
returns, nor returns a shareholder would have or will experience. This is provided for illustrative purposes only. Note: Russell 1000 Growth benchmark has lower emis-
sions than other indexes like the S&P 500; using the same framework the S&P500 index would have a -0.7% return headwind with a $40/tonne scenario.

Portfolio Carbon Intensity accounts for the price-to-sales multiples of the investments in the portfolio, 
as well as the underlying companies’ amount of emissions per revenue dollar. For instance, Counterpoint 
Global’s Growth Portfolio only uses 23% of emissions per revenue dollar, as compared to the Russell 
1000 Growth Index. 

Bottom line: Our analysis of carbon emissions signals to companies and clients that we factor these costs into 
our valuations. When active managers are quantifying the risks of carbon emissions, executives and boards 
have more incentive to allocate corporate resources to the innovations that society needs to decarbonize. 

The MIT Joint Program on the Science and Policy of Global Change integrates natural and social sciences to produce analyses of the interactions 
among our global environment, economy, and human activities, and the potential impact of policies that affect these relationships. The research 
conducted at MIT is valuable to government agencies, who aim to formulate efficient and effective policies, to industries, who aim to create risk 
management strategies within national, regional, and global market realities, and to other decision makers, who value a systemic view of the broad 
interactions inherent in global change. The MIT Joint Program on the Science and Policy of Global Change is not affiliated with MSIM or Counterpoint 
Global.

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 risks associated with 
investments in foreign developed countries. Privately placed and restricted securities may be subject to resale restrictions as well as a lack of publicly 
available information, which will increase their illiquidity and could adversely affect the ability to value and sell them (liquidity risk). Derivative instruments 
may disproportionately increase losses and have a significant impact on performance. They also may be subject to counterparty, liquidity, valuation, 
correlation and market risks. Illiquid securities may be more difficult to sell and value than public traded securities (liquidity risk).

ESG Strategies that incorporate impact investing and/or Environmental, Social and Governance (ESG) factors could result in relative investment 
performance deviating from other strategies or broad market benchmarks, depending on whether such sectors or investments are in or out of  
favor in the market. As a result, there is no assurance ESG strategies could result in more favorable investment performance.

Focused Investing Risk: To the extent that the Fund invests in a limited number of issuers (focused investing), the Fund will be more susceptible to 
negative events affecting those issuers and a decline in the value of a particular instrument may cause the Fund’s overall value to decline to a greater 
degree than if the Fund were invested more widely.

The Adviser actively integrates sustainability into the investment process by using environmental, social and governance (ESG) factors as a lens for 
additional fundamental research, which can contribute to investment decision-making.
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Read more on this topic: Beyond Virtue Signaling: Financial Materiality of Carbon Emissions

For more information about the investment offerings from Morgan Stanley Investment  
Management’s Counterpoint Global, click here.
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Carbon expenses can  
account for a significant  
portion of a company’s  
revenue and net income

We use a $40 per metric tonne 
estimate supported by the work of 
the MIT Joint Program on Science 
and Policy of Global Change
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Climate change is likely to cause shifts in the political, technological, social and economic landscape; these 
changes will create both financial risks and opportunities to transition to a low-carbon economy.  There is a 
self-reinforcing mechanism for action in motion: society is increasingly pressuring government and industry 
to decarbonize, which drives technological innovation creating a wider array of low-carbon options, in turn 
creating further societal pressure to implement those options.  

The framework developed by Counterpoint Global provides a method to measure the potential cost of carbon 
emissions and to estimate the financial impact of a carbon tax. An advantage of this framework is it translates 
these impacts into estimates of stock returns.  In quantifying these impacts, Counterpoint Global has shown 
that asset owners can integrate this analysis into their strategies and ultimately provide executives, boards 
and other decision makers with more incentives to allocate resources to decarbonizing.

The key for capital allocators and other strategic entities is to quantify the impacts, actively engage in risk 
assessment and management, and identify opportunities for value creation. Decision makers at different levels 
need more risk-assessment tools, like the one developed by Counterpoint Global, it will help them to find 
opportunities for sustainable growth.  

SERGEY PALTSEV
Senior Research Scientist
Deputy Director, Joint Program on the Science and Policy of Global Change
Massachusetts Institute of Technology
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Climate change is likely to cause shifts in the political, technological, social and economic landscape; these 

self-reinforcing mechanism for action in motion: society is increasingly pressuring government and industry 
to decarbonize, which drives technological innovation creating a wider array of low-carbon options, in turn 
creating further societal pressure to implement those options.  

The framework developed by Counterpoint Global provides a method to measure the potential cost of carbon 

these impacts into estimates of stock returns.  In quantifying these impacts, Counterpoint Global has shown 
that asset owners can integrate this analysis into their strategies and ultimately provide executives, boards 
and other decision makers with more incentives to allocate resources to decarbonizing.

The key for capital allocators and other strategic entities is to quantify the impacts, actively engage in risk 
assessment and management, and identify opportunities for value creation. Decision makers at different levels 

opportunities for sustainable growth.  

SERGEY PALTSEV
Senior Research Scientist
Deputy Director, Joint Program on the Science and Policy of Global Change
Massachusetts Institute of Technology

DEFINITIONS
“ESG” investment: Environmental Social and Governance based investment is an 
investment approach which takes explicit account of the environmental, social and 
corporate governance aspects of all proposed investments. Tangible investments 
are those investments made in something that has physical substance, such as hard 
or real assets or personal property. Intangible asset is an asset that is not physical 
in nature. Goodwill, brand recognition and intellectual property, such as patents, 
trademarks, and copyrights, are all intangible assets.

INDEX DEFINITIONS
The Russell 1000® Index is an index that measures the performance of the 1,000 
largest companies in the Russell 3000 Index. The Russell 1000® Growth Index 
measures the performance of the large-cap growth segment of the U.S. equity 
universe. It includes those Russell 1000® Index companies with higher price-to-book 
ratios and higher forecasted growth values. The Russell 1000® Index is an index 
of approximately 1,000 of the largest U.S. companies based on a combination of 
market capitalization and current index membership. The S&P 500® Index measures 
the performance of the large cap segment of the U.S. equities market, covering 
approximately 75% of the U.S. equities market. The Index includes 500 leading 
companies in leading industries of the U.S. economy. The indexes are unmanaged 
and do not include any expenses, fees or sales charges. It is not possible to invest 
directly in an index. 

IMPORTANT INFORMATION
Please consider the investment objectives, risks, charges and expenses 
of the funds carefully before investing. The prospectuses contain this 
and other information about the funds. To obtain a prospectus please 
download one at morganstanley.com/im or call 1-800-548-7786. Please 
read the prospectus carefully before investing.
NOT FDIC INSURED | OFFER NO BANK GUARANTEE | MAY LOSE  
VALUE | NOT INSURED BY ANY FEDERAL GOVERNMENT AGENCY | 
NOT A BANK DEPOSIT
The views and opinions 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 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 teams at Morgan Stanley Investment Management (MSIM) or the views 
of the firm as a whole, 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. These 

conclusions are speculative in nature, may not come to pass and are not intended 
to predict the future performance of any specific Morgan Stanley Investment 
Management product. 

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. 

The information herein is a general communications which is not impartial and 
has been prepared solely for information 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 material contained herein has not been 
based on a consideration of any individual client circumstances and is not investment 
advice, nor should it be construed in any way as tax, accounting, legal or regulatory 
advice. To that end, investors should seek independent legal and financial advice, 
including advice as to tax consequences, before making any investment decision. 

Past performance is no guarantee of future results. 

Charts and graphs provided herein are for illustrative purposes only. 

This communication is not a product of Morgan Stanley’s Research Department and 
should not be regarded as a research recommendation. The information contained 
herein has not been prepared in accordance with legal requirements designed 
to promote the independence of investment research and is not subject to any 
prohibition on dealing ahead of the dissemination of investment research. 

The whole or any part of this work 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 MSIM’s express written consent. This work 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.

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.
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