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In the third paper of our gender diversity series, we
discuss one of the top remaining global gender issues:
the gap in the corporate “talent pipeline” — where
gender and ethnic representation at the board and
employee levels is much higher than at the executive
and senior management levels. This issue contributes
to structural disparities in pay and, ultimately, may
further advance a wealth gap for underrepresented
groups that is hard to close.

Key Points

= \We examine gender and ethnic diversity globally, focusing on U.S. and
developed market large-cap companies from 2019 to 2023. We discuss
the implications of the diversity gap within corporate workforces and the
corporate talent pipeline.

= Qur research shows that female representation at the board and
employee levels is much higher than at the executive and senior
management levels. Ethnic diversity is greater among lower-level
employees than in senior positions at large-cap U.S. companies. Notable
differences are observed among resource-based and service-based
sectors for both gender diversity and ethnic diversity.

= The trickle-down effect from increased gender representation in the
boardroom, expected to help resolve the diversity pipeline issue, has not
taken place as quickly as anticipated. We think this is largely due to
national quotas driving the high percentage of female board directors,
particularly in countries or markets that lag their peers.

= As investors, it's crucial to understand how to evaluate a company's
diversity across the corporate pipeline and promote an equal and
inclusive firm culture that captures intellectual capital across a broader
spectrum of its workforce.
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Overview: The Path Toward Gender Parity

Over the past decade, many regulatory bodies have set
minimum quotas for board gender diversity, either mandatory
or voluntary. These quotas, primarily targeting publicly listed
companies, are mostly introduced by legislation, central
governments, or primary stock exchanges. With quotas in
place, we see more women joining corporate boards globally,
with notable variations in countries.

The investment community has long debated whether
greater levels of gender diversity positively impact
corporate performance and economic growth, and most
research looked at this question within a single country
or industry. Calvert's 2019 research found evidence that
gender diversity is financially material to equity returns
for both U.S. and international large-cap markets.'

In recent years, it has become an industry norm for asset
managers and other financial market participants to disclose
the board gender diversity of their holdings and portfolio-
level impact. The “Do No Significant Harm (DNSH)” principle
introduced by the European Commission is one example — it
includes mandatory disclosure of board gender diversity as
one of its Principal Adverse Impacts (PAls) and asks investors
to set an acceptable threshold based on the indicator.

Investor attention to workplace diversity has also surged,
encouraged by the growing diversity on corporate
boards. However, simply adding women directors to

boards can be seen as tokenism and does not necessarily
indicate an inclusive culture.

Rather than focusing solely on board gender diversity, we
evaluate gender diversity across the corporate ladder -
among board directors, executives, senior managers and
employees. This approach has been our practice since we
launched the Diversity Research Index Series in 2020.

Progress Toward Parity: A Global Perspective

Over the last five years, companies globally have advanced
female representation on corporate boards towards parity,
with notable regional differences (Display 1). In developed
markets, large-cap companies have generally surpassed

the 30% female board representation threshold, widely
acknowledged as the level whereby companies move beyond
tokenism and achieve the benefits of diverse viewpoints and
innovation. However, despite large strides forward, Japanese
companies still lag the developed markets, standing at 18.3%
female board representation.

In the United States, the largest 500 companies tend to
have more women on boards relative to the next 500
companies by market capitalization, a gap that has persisted
from 2019 to 2023. For emerging markets, the number of
female directors increased from 12% in 2019 to 16.7% in
2023. However, overall, women remain underrepresented
on corporate boards in emerging markets, with about half
the representation seen in developed markets.

DISPLAY 1

Women Capture More Boardroom Seats Over Last Five Years
(%) Female Representation on Corporate Boards, Global Markets, 2019 -2023
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Female representation on corporate boards improved
globally from 2019-2022 but started to slow in 2023. We
think this is partly due to a more challenging economic
environment in 2023, which led to companies, of necessity,
prioritizing cost reduction strategies over diversity and
inclusion issues.

Additionally, we observed a pattern of deceleration across
markets after achieving the 30% female board representation
threshold. The S&P 500 reached 30.6% in 2027; Russell
1000 reached 29.5% in 2021: MSCI World ex US hit 311% in
2022; and MSCI World reached 31.2% in 2022. After hitting
these milestones, the rate of increase slowed. The 30%
target has been a key threshold for many diversity initiatives
actively engaging with companies to increase the number

of women on their boards. These efforts have significantly
contributed to the progress we see today.

However, with progress faltering, it might imply that
companies lack the motivation to continue advancing
gender parity beyond the 30% marker. We view this as

unfortunate. Although the 30% marker has been helpful
in moving the diversity needle, we don't think it is high
enough. In our view, gender parity should be the goal for
all companies worldwide. One of the findings in our 2019
research was that the actual “tipping point” toward parity
is 40%. In recent years, the goal of 40% or gender parity
is being more broadly adopted.

Gender Gap Persists Worldwide

Despite the forward strides made in placing more women
on boards, women continue to face major challenges

and disparities at various career stages. In both U.S. and
international large-cap developed markets, there is higher
female representation at the board and employee level
than that at the executive and senior management level
(Display 2). Compared to their international peers,

U.S. large-cap companies have a higher level of gender
diversity across all job levels, particularly among
executives and senior managers.

DISPLAY 2

Globally, Female Representation Lags at Corporate Senior Levels
(%) Female Representation at Board, Executive, Senior Management and Employee Levels

(S&P 500 Index and MSCI World ex US Index, December 2023)
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In looking at the gender diversity gap across GICS sectors
from 2020 to 2023, we see that it is largely unchanged
(Display 3). Energy, Materials and Utilities are outliers as
they see a much higher percentage of women on their
boards than percentage of female employees. Although
companies have added more women to their boards and
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executive teams, the gender gap among senior managers
has barely closed, and, in some cases, has widened. The
incremental changes at top job levels are encouraging, but
women still have fewer career advancement opportunities,
and this is especially true for entry-level employees
moving toward senior management roles.



DISPLAY 3
Gender Diversity Greatest at Employee and Board Levels

(%) Female Representation at Board, Executive, Senior Management and Employee Levels
(MSCI World Index, 2020 - 2023)

40%
37.6%
35%
31.8%
30%
(o)
S e, 23.5%

15%
12/31/2020 12/31/2021 12/30/2022 9/29/2023

e Board == Executives e=e SrMgmt == Employees

Source: Factset and Equileap. Data is as of 12/31 for 2020, 2021 and 2022. Data is as of 9/29 for 2023.

Most Sectors Show Greatest Gender Diversity at Employee or Board Level
(%) Female Representation at Board, Executive, Senior Management and Employee Levels
(By Sector Grouping, MSCI World Index, September 2023)
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On the whole, service-based sectors marginally
outperformed resource-based ones in advancing women
workers toward leadership positions. As discussed in

our first gender diversity paper, “More Women at Work:
Historical Perspectives,” service sectors generally have
much higher female representation among their talent
pools due to demographic shifts and increased job demand
over the last five decades. So, in theory, the service sectors
are better equipped to promote women towards senior
management. However, the percentage of women on
corporate boards falls within a range of 28% to 35%
across all service sectors, which is slightly higher than

resource sectors at around 30%. Information Technology
has the lowest representation among all sectors, at 27.86%.

Gender diversity at different corporate levels is positively
correlated for large-cap companies in developed markets.
This means that companies with high gender diversity at
one job level usually have high gender diversity at other job
levels as well. Yet, the advantage (percentage difference

in service-based versus resource-based sectors) decreases
from 15.2% at the employee level to 7.9% at the senior
management level (Display 4). The difference narrows even
more at the executive (4.0%) and board (21%) levels.

DISPLAY &

Gender Diversity in Service- Versus Resource-Based Sectors
(%) Female Representation at Board, Executive, Senior Management and Employee Levels

(By Sector Grouping, MSCI World Index, September 2023)
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Ethnic Pipeline Gap Differs from Gender Gap

The corporate pipeline issue exists for ethnic diversity in
U.S. companies as well. We use ethnic fractionalization? as
the metric to evaluate ethnic diversity for a group. With
more companies disclosing their EEO-1 (Employment Equal
Opportunity) data, it's now possible to assess the U.S.
workforce structure in terms of ethnic diversity. The EEO-]
data is available for 83.8% of S&P 500 companies, with
no sector coverage lower than 75%. Unfortunately, ethnic
diversity data for international companies is largely
unavailable below the corporate board level, so we
can't accurately measure ethnic representation at the
executive and senior levels.
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For U.S. companies, the overall ethnic diversity gap is
wide but presents differently than for gender diversity.
The level of ethnic diversity at the employee level (53.5%)
is much higher than at the board (38.5%), executive
(32.5%), and management (43.4%) levels for S&P 500
companies (Display 5). Compared to gender diversity,
board-level ethnic diversity does not stand out in the
pipeline. Moreover, based on the 2020 U.S. census, the
ethnic fractionalization of U.S. population is 61.4%,
higher than the workforce of S&P companies across all
seniority levels. This implies the workforce in U.S. large-
cap companies is less ethnically diverse than the general
U.S. population.



DISPLAY 5
In S&P 500, Ethnic Diversity Highest for Employees and Management
(%) Ethnic Fractionalization for U.S. Population and S§P 500 Workforce - by GICS Sector, November 2023
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Across all S&P 500 sectors, ethnic diversity is lowest across their workforces than do service-based sectors
at the executive level, in line with the gender diversity (Display 6). The difference in ethnic diversity between
gap, and highest among employees. However, the level resource and service-sector companies widens slightly
of ethnic diversity within sectors is not as varied as we from employees (6.5%) to management (8.2%), then
observed for gender diversity. Resource-based sectors narrows at the board (4.7%) and executive (5.3%) levels.
overall have relatively lower levels of ethnic diversity
DISPLAY 6
Ethnic Diversity Gap Between Sectors Widest at Management Level
(%) Ethnic Fractionalization at Board, Executive, Management and Employee Levels
(By Sector Grouping, S§P 500 Index, November 2023)
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The pipeline issue is evident beyond the gender or
ethnic lens alone, and further marginalizes workers
with intersectionality (disadvantaged in both
diversity dimensions). According to McKinsey, “At
nearly every step in the pipeline, the representation

of women of color falls relative to white women and
men of the same race and ethnicity.”* Although female
representation has grown slightly throughout the
corporate pipeline over the past five years, women from
ethnic groups other than white or Caucasian remain
greatly underrepresented in corporate America, and the
progress for this group also lags its peers.

Why Trickle-Down Effect Has Not Closed the
Diversity Gap

Historically, women have faced barriers to moving up the
corporate hierarchy. With fewer women being placed in
senior positions, which are generally higher paying, the
diversity pipeline issue has led to a structural wealth gap
by gender. A similar wealth gap is observed for other
minority groups, as their underrepresentation in the
corporate pipeline is also apparent.

As board members usually play an active role in

hiring decisions and influencing the culture of their
companies, the widespread expectation has been
that a greater number of female board directors
would lead to an increase in the number of female
executives and managers.* This implicit assumption is
commonly referred to as the trickle-down effect.® Yet,
as illustrated in the above sections, the trickle-down
effect has not noticeably closed the gender or ethnic
diversity gap, and the pipeline issue still hampers the
career advancement of marginalized groups.

A possible explanation for this situation is that high
board gender diversity has been driven mostly by the
impact of national quotas or quota-equivalent policies.
Interestingly, the level of board ethnic diversity is not
particularly high and there are only a few national quotas
related to ethnic diversity. To examine this assumption,
we reviewed the regulations on board gender diversity
for all countries or markets in the MSCI All Country
World Index and grouped them into four categories.
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“With fewer women
being placed in senior
positions, which are

generally higher
paying, the diversity
pipeline issue has led
to a structural wealth
gap by gender.”

This research includes regulations with quantifiable
thresholds that apply to all listed companies in a
country/region (such as Norway); or certain companies
listed on a national public market (such as the Dubai
and Abu Dhabi stock markets). Mandatory quotas are
requirements by law, or market practices, whereby a
company's non-compliance would elicit some form of
penalty. Voluntary quotas are national recommendations
that do not necessarily come with non-compliance
punishments and could ask for more disclosure in some
instances on a comply-or-explain basis.

Across all countries in the MSCI All Country World
Index (MSCI ACWI), we found a +0.61% correlation
between national quotas and the percentage of
women on boards (Display 7). The breakdown between
various country quotas and the average percentage of
female board directors is:

= Mandatory quota of above 10%: 39.27%
= Voluntary quota: 33.22%

= Mandatory quota of at least one woman on
board: 21.19%

= No quota: 21.30%



DISPLAY 7

12 Countries Have 40% or More Women on Their Boards
(%) Female Representation on Corporate Boards - MSCI ACWI, 2023 (By Market and Board Gender Quota Type)
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The results reveal more complexity than a simple
binary answer. On the one hand, there is a remarkable
difference between groups: countries with mandatory
quotas of over 10% or voluntary quotas for board
gender diversity tend to have a higher percentage of
female representation. Conversely, countries with a
mandatory quota of at least one woman or no quota at

all tend to see much lower female board representation.

However, some countries near or at board gender
parity, such as New Zealand, do not necessarily

have a quota in place. In those instances, the higher
percentage of female directors could be a natural result
of stronger social norms on gender equality.

Quota systems work, in part, because many companies
lacked female board directors for a long time, and their
talent pool was diverse enough to draw from. However,
newly added female directors often hold fewer
important roles on boards (with lower compensation)
than men, and this is also true for executives.® Having
only one female member in a group is insufficient. As
research suggests, a group's “collective intelligence” is
correlated with the proportion of females in the group,
and a higher level of diversity implies a better collective
intelligence.”

Another reason gender quotas work at the board level
is that gender diversity is undoubtedly the easiest
diversity metric to observe: almost every listed
company discloses its board directors publicly on its
website or in corporate filings. Moreover, typically, the
number of directors on a corporate board is limited,
usually less than 20. As a result, diversity among
board directors attracts a great deal of attention

from investors and stakeholders. It is one of the most
widely used metrics to evaluate a company's diversity
performance. However, this can lead to tokenism when
companies are pressured to demonstrate immediate
diversity and inclusion efforts without being ready to
promote a firm-wide inclusive culture.

We think diversity quotas help narrow the diversity
gap on corporate boards, especially in countries

with a history of discriminatory social norms and
gender stereotypes. A national quota can help initiate
conversations and set targets, but it is not the only
or necessarily best solution alone to tackle diversity,
equity and inclusion (DEI) issues. Most quota systems
currently aim to close only the gender parity gap at
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the board level and exclude other diversity dimensions
such as racial/ethnic and age criteria. Focusing solely
on gender gaps at the board level falls far short of
achieving a diverse and inclusive corporate culture

and is insufficient to narrow the overall wealth gap

of underrepresented groups driven by the structural
diversity gap in the pipeline. While adding diversity at
the board level improves a company's DEI performance,
efforts should not stop there. Much more needs to be
done beyond this accomplishment.

Conclusion

We observe a significant lack of both gender and ethnic
diversity throughout the corporate talent pipeline for
large-cap, developed markets. In terms of the gender
gap, female representation at the board and employee
levels is noticeably higher than at the executive and
management levels. This pattern persisted for the period
we examined, from 2020-2023. The gender gap varies by
sector, with major differences between resource-based
and service-based ones.

In terms of the ethnic gap, among U.S. large-cap
companies, employee-level ethnic diversity is much
higher than at the board, management and executive
levels. Because fewer people from underrepresented
groups are placed in these relatively higher-paying,
senior positions, diversity gaps may contribute to
wealth gaps found by gender and/or ethnicity.

The high representation of women on boards is
Llikely due to national quotas adopted globally.
Despite improved board-level diversity, we have not
seen a corresponding increase in diversity in senior
management. Clearly, the trickle-down effect has not
yet fully materialized.

As diversity gaps at the critical management and
senior levels are not closing as quickly as expected, we
believe investors and companies need to intensify their
efforts to address this situation. We think companies
that can close their diversity gaps sooner are more
likely to benefit from a boost in their intellectual and
human capital. In our final paper of this series, we will
discuss how to evaluate the talent pipeline issue using
quantitative metrics, and the efficacy of such factors.
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DEFINITIONS

Executives are as defined by the company or represent those individuals that form the company's Executive Committee/Board or
Management Committee/Board or the equivalent.

Senior management is defined and reported by the company, and usually represents managerial levels below the executive level.
INDEX DEFINITIONS

MSCI All Country World Index (ACWI) is a free-float-adjusted market capitalization weighted index designed to measure the equity
market performance of developed and emerging markets.

MSCI World Index is a widely followed global stock market index that measures the performance of around 1,400 large and mid-cap
companies across 23 developed markets.

MSCI World ex-US Index measures the equity market performance of large and mid-cap stocks across 22 of 23 developed markets (DM)
countries, excluding the United States. The index covers approximately 85% of the free float-adjusted market capitalization in each country.
The term “free float” represents the portion of shares outstanding that are deemed to be available for purchase in the public equity
markets by investors. The performance of the Index is listed in U.S. dollars and assumes reinvestment of net dividends.

MSCI Emerging Markets Index is an unmanaged index of emerging markets common stocks.
MSCI Japan Index is designed to measure the performance of the large and mid-cap segments of the Japanese market.

Note: Unless otherwise stated, MSCl index returns do not reflect the effect of any applicable sales charges, commissions, expenses, taxes or
leverage, as applicable. It is not possible to invest directly in an index. Historical performance of the index illustrates market trends and does
not represent the past or future performance of the fund. MSCl indexes are net of foreign withholding taxes. Source: MSCI. MSCI data may
not be reproduced or used for any other purpose. MSCI provides no warranties, has not prepared or approved this report, and has no liability
hereunder.

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.

Russell 1000° Index measures the performance of the 1,000 largest companies in the Russell 3000 Index.

The indexes are unmanaged and do not include any expenses, fees or sales charges. It is not possible to invest directly in an index.

Any index referred to herein is the intellectual property (including registered trademarks) of the applicable licensor. Any product
based on an index is in no way sponsored, endorsed, sold or promoted by the applicable licensor and it shall not have any liability with
respect thereto.

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.

A separately managed account may not be appropriate for all investors. Separate accounts managed according to the Strategy include
a number of securities and will not necessarily track the performance of any 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.
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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.

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.

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 616661 and has its registered address at
24-26 City Quay, Dublin 2, DO2 NY19, 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
Eidgenossische 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.
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