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consider material changes impacting four areas:

Changes to the global energy system, both in the existing fossil

n fuel system and in the development of a distributed, lower
carbon system, are accelerating and revealing challenges for
companies globally.

Demographic changes continue to impact the workforce and the
ultimate size of consumer markets globally; the vast majority of
companies have yet to fully adapt to these massive changes.

Increasing costs, including interest rates, wages and raw materials,
present unique challenges to every industry; the result will be
greater differentiation between companies that are able to manage

E B

their cost structure and improve productivity and those that are
less efficient or stranded in high fixed cost models.

New costs in the form of priced externalities, implemented by
governments or through market action, are taking effect serving to

£

raise costs, influence corporate and consumer behavior.




Changes to the Global Energy System

Calvert has historically noted two major risks to the fossil fuel based global primary energy system:
geopolitical risk and product safety related to carbon emissions. These risks create a potential for
innovative competitive products to disrupt fossil fuel as the world's primary energy source. We are
currently seeing accelerated disruption due to a spike in these two risk areas.

First, Russia's invasion of Ukraine and the weaponization of fossil fuels by both Russia and the U.S -
led Western Coalition have created the imperative to simultaneously strengthen the fossil fuel
infrastructure globally and hasten the development of an alternate, clean and distributed system that
will compete with fossil fuels as the world's primary energy source.

Exhibit 1 shows that fossil fuels continue to make up a majority of the world's primary energy supply.
Shifting to clean sources such as hydro and nuclear will be a massive transition, requiring decades of
work and innovation, while also posing threats to many large, existing businesses.

Exhibit 1
World Total Supply by Source: 1971-2019
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Second, atmospheric carbon dioxide, methane and other greenhouse gas concentrations have reached
levels that may be contributing to weather and environmental problems, with material economic
impact. As a result, governments have taken actions to increasingly stimulate the development of the
clean energy system through a series of financial incentives and externality pricing mechanisms.

The Inflation Reduction Act Bill in the U.S., the EU’s Green Deal Industrial Plan and Border Tax

on carbon, and the development of regulatory frameworks across global securities markets for
corporations to disclose their carbon emissions are all major efforts to accelerate the development of
a clean energy system.
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The geopolitical and regulatory pressures to transition our energy system must be factored into
long-term investment decisions. While there are clear contributors and benefactors in industries
like Utilities, Mining and Metals, which provide products and services that can directly facilitate the
necessary changes, all industries are dependent on the energy system and will be affected by the
transition. Businesses dependent on fossil fuels face risks, but also could take advantage of many
areas of potential opportunity across the energy system and related industries.

The current energy crisis has created a complex Environmental, Social, and Governance (ESG)
landscape where long-term environmental risks are being precariously balanced against short-

term social risks. We believe companies with the potential highest returns will have best in class
development operations, be capable of creating positive outcomes for various stakeholders, be able
to manage supply chain risks and minimize exposure to adverse political and regulatory changes in an
evolving landscape.

Demographic Changes

Major changes have been underway over the past several decades that have altered the human capital
risk and opportunity set for corporations. These changes touch upon both gender and race.

The gap between female and male labor market participation in developed markets is shrinking. \Women
in OECD countries now outnumber men pursuing higher education.

Exhibit 2
Male vs. Female Labor Force Participation among G7 Countries: 1962-2021
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Source: OECD Data.

Exhibit 3
Males vs. Females with Higher Education in OECD Countries: 1998-2021
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In the United States, we've also observed the diversification of the overall population, which has
translated into higher levels of educational attainment for racial and ethnic groups other than white
Americans. The most dramatic educational increase between 1997 and 2017 was observed among
American Indians or Alaska Natives, Hispanics and Blacks.
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Exhibit &
Educational Attainment of Adults Ages 25 and Older by Race and Ethnicity: 1997 and 2017

BACHELORS DEGREE OR

BACHELORS DEGREE ADVANCED DEGREE ADVANCED DEGREE

1997 2017 Increase 1997 2017 Increase 1997 2017 Increase

All racial and ethnic groups 160% 213%  331% 78% 129% 654% 23.8% 342%  437%
White 175%  237%  354% 86% 143% 663% 261% 380% 456%
Amerian Indian or Alaska Native 78% 134% 71.8% 4.4% 71% 614% 122% 205% 68.0%
Asian 275% 307% 116% 152% 247% 625% 427% 554% 297%
Black 95% 153% 61.1% 3.8% 89% 1342% 133% 242% 82.0%
Hispanic 74% 122% 64.9% 2.9% 51% 759% 10.3% 17.3% 68.0%
Native Hawaiian or other N/A  18.5% N/A N/A 6.7% N/A N/A  252% N/A

Pacific Islander

More than one race N/A  20.9% N/A N/A  117% N/A N/A  32.6% N/A

Source: U.S. Census Bureau, Current Population Survey, 1997 and 2017. Notes: In 1997, the only racial demographic categories reported were:
Hispanic; White; Black; American Indian, Eskimo, or Aleut; and Asian Pacific or Pacific Islander.

Higher levels of labor force participation and educational attainment by women and ethnic minorities
have led to changes in overall employee makeup and boardroom diversity. However, we have yet to see
these gains trickle down to the higher levels of women and ethnic minorities in executive and senior
management roles. This is a critical issue affecting employee recruiting, retention, turnover, promotion
equity and pay equity.

As numerous studies have now proved the linkage between diverse workforces and corporate
performance, long-term oriented responsible investors should be demanding greater disclosure and
transparency from companies on how they are attracting, retaining and promoting diverse talent.

Higher Costs

In 2022, we observed an interest rate regime change, brought on by Russia’s invasion of Ukraine
and the supply chain disruptions that followed. This regime change altered the cost of capital for
companies across all industries and depressed valuations everywhere, except energy.

While higher costs create challenges for corporations, they also create greater opportunities for
differentiation within industries. When prices are low and inputs are cheap, the payoff for excellence

is not as high. But in the current environment, the difference between well-managed and less well-
managed companies will become more pronounced. Companies that are better innovators and superior
managers of human capital will capture greater market share and a larger share of economic profit.

Long-term oriented responsible investors will need to study not only the companies that are
managing their costs, but also those that are innovating to continue to grow and expand in this
high-cost environment.

Exhibit 5 reminds us that debt across all sectors has climbed over the past several decades.
Higher debt levels put continued pressure on interest rates and therefore cost pressure on
businesses and end consumers.
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Exhibit 5
Debt in All Nonfinancial Sectors: 1952-2022
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Pricing Externalities

Externalities can create positive or negative impacts on society or the environment. When companies
affect their local communities in positive ways that extend beyond the products they produce and jobs
they generate, economist call these impacts positive externalities. Research and development (R&D)

is an example of a positive externality. Conversely, companies also produce negative externalities, as is
the case with pollution. Governments around the world are signaling that they are willing to step in to
force businesses to address externalities, like carbon emissions and waste, by putting a price on these
negative effects.

The U.S. Inflation Reduction Act contains various incentives to increase renewable power generation
and speed the transition away from fossil fuels. While the act contains more carrots than sticks, the
carrots do help to put an implicit price on externalities. And one of the most important sticks is an

explicit price on methane emissions, which are a significant cause of climate change. Individual states
have taken action as well. California and other jurisdictions have passed legislation to price plastics.

Similarly, the EU has been advancing numerous climate-related laws impacting the business and
investment communities. Recent notable actions to price in externalities include a deal to phase out
new fossil fuel car sales by 2035 and a border tax imposed on “high-carbon” products. The UK has
also launched a consultation on the introduction of its own carbon border tax as part of a broader
net zero strategy.
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Exhibit 6 does not reflect Chinas launch in 2021 of their national carbon trading market, which seeks
to facilitate stricter control of carbon emissions and contribute to the decarbonization of China's
economy. Since then, carbon markets now cover 25% of global emissions’.

Exhibit 6
Share of CO2 Emissions Covered by a Carbon Price
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It's not just environmental externalities that will get priced. We are observing growing scrutiny and
awareness from the medical and scientific communities on the health impacts associated with tobacco,
alcohol and highly-processed foods. A recent study on the “commercial determinants of health,” a
term coined to describe the influence corporations have on what we consume, found that fossil fuels,
tobacco, alcohol and highly-processed foods cause three quarters of all global deaths?.

Warning labels have been imposed on tobacco and alcohol for several years. In September 2022,
the U.S. FDA also announced that it will research and propose a food labeling scheme to clearly
label foods as healthy or not. We expect to see more efforts to price these social externalities in the
coming years.

Long-term responsible investors should take note of these changes as governments have signaled
that they are no longer sitting on the sidelines. They are ready to step in and legislate where
corporations are unable to self-regulate.

"Our World in Data
2 Commercial Determinants of Health, March 23 2023, The Lancet
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IMPORTANT INFORMATION
Risk Considerations

Investing involves risk including the risk of loss. There is no guarantee
that any investment strategy, including those with an ESG focus, will
work under all market conditions. Investors should evaluate their ability
to invest for the long-term, especially during periods of downturn in the
market. 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.

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.

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 material is 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.
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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 authorized 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.

Calvert 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.
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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 616661 and has its
registered address at The Observatory, 7-11 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 Eidgenéssische 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, EC2N1AR, 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, GroBe GallusstralBe 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 701 and 702, Level 7, Gate Precinct Building 3, Dubai International
Financial Centre, Dubai, 506501, United Arab Emirates. Telephone: +97
(0014 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.
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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 may not be
circulated or distributed, whether directly or indirectly, to persons in
Singapore other than to (i) an accredited investor (i) an expert investor
or (ii) an institutional investor as defined in Section 4A of the Securities
and Futures Act, Chapter 289 of Singapore (“SFA"); or (iv) 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 20071
(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

This material may not be circulated or distributed, whether directly or
indirectly, to persons in Japan other than to (i) a professional investor as
defined in Article 2 of the Financial Instruments and Exchange Act ("FIEA")
or (i) otherwise pursuant to, and in accordance with the conditions of,
any other allocable provision of the FIEA. This material is disseminated
in Japan by Morgan Stanley Investment Management (Japan) Co,, Ltd,,
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.
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