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Morgan Stanley Global Quality Select  Fund  
September 2026 

Unhedged 

Performance1 Total net 
Return2 

MSCI World 
(Net) Index3 

Fund vs Index 

1 month (%)  - 1.18 1.79 - 2.97  

3 months (%)  2.82  1.45 1.37 

6 months (%)  7.78  14.10 - 6.32  

1 year (%)  - 7.14 9.78  - 16.92 

3 years (% p.a.)  5.18 18.40  - 13.22 

5 years (% p.a.)  3.79  12.73 - 8.95  

Inception (% p.a.) 5 8.83  13.51 - 4.69  

 

Hedged in AUD 

Performance1 Total net 
Return 

MSCI World 
(Net) Index - 

Hedged 4 

Fund vs Index 

1 month (%)  - 3.72  - 0.73  - 2.99  

3 months (%)   3.31            1.99            1.32  

6 months (%)   9.98          16.05  - 6.07  

1 year (%)  - 1.57          16.11  - 17.68  

3 years (% p.a.)   6.86          20.50  - 13.64  

5 years (% p.a.)   2.28          11.55  - 9.27  

Inception (% p.a.) 5  5.11          14.63  - 9.52  

 

Past performance is not a reliable indicator of future performance 

  

Key Facts 

Investment manager  SGHiscock 

Investment 

Management . 

F und manager  Morgan Stanley  

Investment 

Management 

(Australia) Pty 

Limited (MSIM)  

Inception  date  29 Jun  20 20  

Management fees 6 1.18% 

Performance fee  n/a 

Fund size  $132M 

Dividends payable  Annually  

Buy/sell spread  +0.2 0 / 

- 0.2 0 % 

Minimum initial 

investment  

$20,000  

Base currency  AUD  

APIR  ETL 9199AU  

APIR  (Hedged)  ETL5365AU  

Domicile  Australia  

 Unit Price 
(Unhedged, $) 

Application  $1.3418 

Net Asset Value  $1.3391 

Withdrawal  $1.3364  

 Unit Price 
(hedged, $) 

Application  $1.2459  

Net Asset Value  $1.2434  

Withdrawal  $1.2409  

 
Investment Team 
William Lock, Portfolio Manager  

Bruno Paulson, Portfolio Manager  

Marte Borhaug, Portfolio Manager  
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Fund strategy 

The Morgan Stanley Global Quality Select Fund offers a high - quality approach to ESG investing with a clearly 

defined process. The Strategy invests in high - quality companies at reasonable valuations that can sustain their 

high returns on operating capital o ver the long term. The portfolio has a low carbon impact and scores well on 

environmental, social and governance (ESG) factors as measured by third parties, such as MSCI ESG, relative 

to broad equity indices such as the MSCI World Index. The Strategy seeks  to provide attractive long - term 

returns with less long - term volatility than the broader market.  

 
Portfolio positioning 

10 Largest Holdings 

Name Country Sector Portfolio % 

TSMC Taiwan Information Technology 7.2  

Alphabet United States Communication Services 5.6 

ASML Netherlands  Information Technology 5.2  

VISA Inc United states  Financials 4. 8  

Microsoft United States Information Technology 4. 3 

Amazon.com Inc United States Consumer Discretionary 4. 2 

Coca-Cola United States Consumer Staples 4.1 

Keyence Japan Information Technology 4.1 

Thermo Fisher United States Health Care 3.7 

L'ORÉAL  France  Consumer Staples 3.4  

TOTAL   46.5 

 

 

1 Total Net Return is the Fund return after the deduction of ongoing fees and expenses and assumes the reinvestment of all dist ributions.  

2 Performance prior to 30 June 2020 (highlighted in orange) is for the Global Quality Select Composite and its inception date i s April 30, 
2018. This Composite comprises all separately managed accounts managed on a fully discretionary basis according to the Global Quality 
Select strategy. This has been adjusted to reflect the fee of 1.18 pa for Morgan Stanley Global Quality Select Fund.  

3 Net of Withholding Tax, AUD  

4  MSCI World (Net) Index –  hedged to AUD  

5  The inception date for the Morgan Stanley Global Quality Select Fund (Hedged) (ETL5365AU) is 1 July 2020, with a start unit N AV price 
of $1.0133.  While the Morgan Stanley Global Quality Select Fund was seeded on 29 June 2020, the Hedged class was not inve sted until 1 
July 2020.  

6 Includes estimated GST payable, after taking into account Reduced Input Tax Credits (“RITC”).  



     

SG Hiscock & Company Limited, trading as SGHiscock Investment Management  
AFSL: 240679 | ABN: 51 097 263 628  

sghiscock.com.au 

Stock Attribution 

Top 5 Absolute Contributors Performance Return Contribution 

ASML  10.81 0.5 1 

Thermo Fisher  12.76  0.43  

T SMC  6.12 0.42  

Alphabet  4.49  0.25  

Texas Instruments  10.56  0.24  

   

Top 5 Absolute Detractors Performance Return Contribution 

Experian  - 18.27  - 0.45  

Netflix  - 11.58 - 0.42  

Hermes  - 14.96  - 0.25  

Aon  - 11.14 - 0.22  

Equifax  - 25.25  - 0.19 

Source: Morgan Stanley Investment Management. Data as of 3 0  September  2026  

 

Sector & Country Allocation (%of Total Net Assets) 

 

 

 

 

  

 

 

 

 

 

 

Source: Morgan Stanley Investment Management. Data as of 3 0  September  2026  
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Market Review 

The MSCI World Net Index returned - 1.2% in USD and - 0.8% in local currency (+1.8% AUD) in September, 

taking Q3 gains to +2% and YTD gains to +12% in both USD and local currency terms. The MSCI World Net 

Index in AUD delivered +1.5% during the quarter and + 7.1% for the year. September saw a rotation back towards 

AI infrastructure beneficiaries, with Information Technology (IT) and Communication Services the only positive 

sectors (both +4%), taking Q3 gains to +6% and +4%, respectively. Within IT, Semiconduct ors (+7% in 

September) partially recovered from earlier weakness but finished Q3 down 3% overall, while Hardware saw 

steady gains over August and September to finish the quarter up 7%. On the other hand, Software paused in 

September ( - 1%) but was by far th e strongest - performing IT subsector in Q3 (+28%). Meanwhile, a sharp rise 

in bond yields in September weighed on the rate - sensitive Materials ( - 7%) and Financials ( - 6%) sectors, 

reducing their Q3 gains to +1% and +2%, respectively. Energy was the standout Q3 performer (+15%), 

supported by higher oil prices, while Health Care (+3%) also gained ground, helped by easing policy concerns 

and resilient earnings. Weakness in Industrials – weighed on by Capital Goods ( - 3% September; - 7% Q3) –

Consumer Discretionary a nd Consumer Staples was more consistent across the period, with each declining 4 –

6% in September and by a similar magnitude over Q3 overall, while Utilities fell more sharply ( - 5% September; 

- 10% Q3).  

Geographically, the U.S. finished broadly in line with the overall index (0% September; +2% Q3). In Asia, Hong 

Kong and Singapore were among the strongest Q3 markets (+7% and +13% USD, respectively), despite modest 

September declines. Japan was broadly fla t in September but gained +6% in USD over Q3 versus +2% locally, 

as yen appreciation enhanced USD returns. The major European markets were down mid - single digits in USD 

terms in September and broadly flat over Q3, with France (Q3: - 6% USD, - 5% local) a not able exception as 

concerns about its fiscal path grew.  

 

Portfolio Review 

Among the largest contributors to absolute performance  in Q3 were Microsoft and SAP, both up +38% (in U.S. 

dollar [USD] terms) on strong results and improving sentiment towards enterprise software. At its fiscal fourth 

quarter results in July, Microsoft reinforced confidence in returns from AI investment, with  Azure growth 

accelerating to 43% year - on- year (y - o- y), Copilot seats exceeding 30 million and demand continuing to 

exceed capacity, while guiding to accelerating growth in Azure and Microsoft 365 (Office) Commercial Cloud. 1 

SAP’s second quarter results were also well received, with current cloud backlog growth reaccelerating to 26% 

(from 25% in the previous quarter) and some optimism about early evidence of agentic AI adoption easing 

concerns around disruption to its core fra nchise. 2 Elsewhere,  Thermo Fisher rebounded over 50% from its mid -

May low as concerns around destocking, funding cuts and pharma research and development (R&D) spending 

eased. Strong second quarter results reinforced the improving outlook, with organic growth recovering 

follo wing the final COVID - related revenue run - off and earnings expectations beginning to rise. 3 Finally, 

Intercontinental  Exchange  and CME Group  recovered following regulatory uncertainty - driven weakness in the 

second quarter, supported by resilient operating performance and easing concerns around disruption from 

perpetual futures.  

 

Turning to the largest absolute detractors  in Q3, ASML  came off all - time highs despite excellent second 

quarter results and upgraded 2026 guidance, as July’s semiconductor sell - off and reports of progress in 

Chinese domestic DUV (deep ultraviolet) lithography weighed on sentiment. While the latter raises longe r-
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term questions around ASML’s addressable market, we see limited near - term risk to its leading EUV (extreme 

ultraviolet) franchise and attractive long - term potential. Hermès  struggled as continued weakness in China and 

a subdued luxury cycle weighed on earnings expectations. With brand scarcity intact and the valuation  

moderating, we added on weakness to what we view as one of the world’s highest - quality luxury franchises. 

Aon  declined sharply towards quarter - end following its proposed $17 billion acquisition of USI Insurance 

Services, as investors reacted negatively to increased leverage and delayed buybacks. AutoZone  remained  

under pressure amid softer U.S. do - it- yourself demand and concerns around its accelerated store expansion. 

While the pace of investment is weighing on margins, we believe new stores and the faster - growing 

commercial business should support market - share gai ns and an improved business mix as the capex cycle 

peaks. Finally, Alphabet’s detraction largely reflected its sizeable Portfolio position, as it declined by only 4% 

after a very strong run, driven by  continued scrutiny of returns from elevated AI investment; we remain 

constructive on its AI and cloud offering.  

 

Stock selection was the primary driver of relative performance (in USD terms), detracting in September, a 

month when only AI infrastructure showed positive returns, but contributing significantly for Q3 overall. 

Looking at the largest September headwinds: in Information Technology (IT), the decent 5% return by the  

Portfolio’s Semiconductor holdings lagged the Semiconductor industry (+7%), while Keyence ( - 2%), the 

Portfolio’s sole Hardware holding, underperformed its industry (+5%); in Communication Services, not owning 

Meta (+27%) and a pullback in Netflix following  decent August performance weighed on returns; and in  

Industrials, Professional Services holdings reversed earlier gains, led by Experian and Equifax on concerns 

around potential changes to mortgage credit reporting and rising mortgage rates. Sector allocation was neutral 

in the month. For Q3 overall, stock s election was positive across several sectors.  Financials benefited from 

Intercontinental Exchange and CME (both bouncing circa 20%), while in Industrials, the Portfolio benefitted 

from its underweight to the Capital Goods industry ( - 7%), while its holdings in the industry proved more 

resilient ( - 3%), helping to offset the September reversal in Professional Services. Key defensive areas also 

outperformed: Health Care holdings returned +12% versus the index’s +3%, led by Thermo Fisher (+35%) and 

U.S. drug distributors McKesson (+13%) and Cencora (+6%), w hile Coca - Cola (+6%) outperformed the 

Consumer Staples ( - 3%) sector by almost 10 percentage points. Communication Services was the only weak 

Q3 selection area, reflecting exposure to Alphabet rather than Meta. Negative sector allocation in Q3 was 

primarily  due to the lack of Energy exposure.  

 

The Portfolio’s weighted average carbon intensity (WACI) was 73% lower than the MSCI AC World Index.A 
 

Portfolio Activity 

During September, we made one  new purchase and one  final sale.  

We initiated a position in Walt Disney, a high - quality  entertainment franchise with valuable intellectual 

property, streaming platforms including lead U.S. sports broadcaster ESPN, leading studios and parks. The 

opportunity lies in improving returns from these assets, particularly in its under - earning streami ng business. 

We believe full ownership of Hulu gives management greater scope to integrate and bundle its platforms, while 

cost reduction and the migration of sports into streaming provide further opportunities to monetise ESPN 

more effectively and improve direct - to- consumer (DTC) economics. Although execution risk remains, in our 

view the combination of high - quality assets, s ignificant self - help potential and an attractive valuation provides 

a credible path to attractive, growing returns.  
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The purchase of Disney was part funded by trimming Netflix, in order to manage our aggregate streaming 

exposure. Softer engagement data more recently has weighed on Netflix’s share price, and while streaming 

economics remain attractive, we see greater self - help and re - rating potential at Disney. We also reduced Ao n 

following assessment of the proposed USI acquisition. While the strategic rationale is credible, a second large, 

fully debt - funded acquisition, an extended integration agenda and the recent CFO departure widen the 

potential range of outcomes and we see mor e attractive opportunities elsewhere. Finally, we moderated our 

position in Procter & Gamble  as improving market - share trends were offset by subdued category growth and 

rising input costs. With stronger earnings growth increasingly dependent on improved execution, we chose to 

reallocate capital towards more attractive opportunities elsewhere in th e Portfolio.  

We also exited the very small position in Mobility Global, which had been received following its spin - off from 

S&P Global in July.  As covered in our July and August commentaries, there were no other new purchases or 

final sales earlier in the quarter . Looking at trading activity over Q3 as a whole, within Financials, we added to 

MSCI  where we remain attracted to its durable, high - quality data franchise and see scope for improved 

product development to support subscription growth, while reducing our position in Intercontinental Exchange 

(ICE)  following a recovery in the shares as disruption fears around its futures franchise eased. We also added 

to Ferguson  as the valuation became more attractive and subsequent results reinforced our conviction, 

Hermès  on valuation grounds, and to Alphabet  and Amazon  during July’s rotation away from AI - exposed 

companies. Elsewhere, we reduced RELX  and Amadeus IT Group  as concerns around potential AI disruption 

weighed on our conviction in their long - term compounding, and trimmed Keyence  following strong share -

price performance.  

 

Outlook 

Beyond the Earnings Boom 

The commentary below discusses the broader market backdrop with reference to the MSCI World Index, in 

USD terms.  

The third quarter (Q3) proved a challenging one for global markets. Re - escalating U.S. – Iran tensions and 

tightening supply drove extreme volatility in energy markets, with Brent crude oil futures surging 40% and the 

resulting energy shock keeping inflation  fears firmly in focus. Monetary conditions tightened further as a  

number of central banks raised policy rates, while mounting fiscal pressures and sovereign debt concerns 

compounded the pressure on longer - duration bonds, pushing the 10 - year U.S. Treasury yield up 50 bps over 

the month, closing September at 5.29%  4 – its highest level in more than two decades.  

It was also a choppy quarter for equities. July saw a reversal among some of the strongest year - to- date 

beneficiaries of the AI infrastructure build - out, with Semiconductors falling sharply and other areas of physical 

AI infrastructure coming under pressur e. These losses were largely recovered as the quarter progressed, with 

the release of several next - generation autonomous agents and frontier models contributing to a notable 

improvement in AI sentiment during September. At the same time, market participati on narrowed considerably 

over the quarter, with less than one - third of MSCI World constituents outperforming the index in September, 

down from around two - thirds in July. The relative performance of our quality portfolios broadly followed this 

round trip, improving as participation broadened before weakening again as it narrowed.  

The MSCI World Index’s modest 2% gain in Q3 takes its year - to- date (YTD) return to a respectable 12%. 

Underpinning this performance has been an extremely buoyant earnings backdrop, with the index’s 12 - month 
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forward earnings per share (EPS) rising 23% YTD, even as its multiple has fallen 10% to 18x next - twelve - month 

(NTM) price - to- earnings (P/E) – below its COVID - era peak of 21x and only slightly above its 10 - year historic 

average of 17x. The earnings momentum has been even stronger for the S&P 500, where forward earnings are 

up 31% YTD.  

While the earnings strength has been a nearly market - wide phenomenon (with only four of the index’s eleven 

sectors – Utilities, Health Care, Consumer Staples and Real Estate – delivering EPS growth of less than 10%), the 

bulk of earnings upgrades for the ind ex come from two distinct pockets – Energy and AI.  

In Energy, persistently high oil prices have driven EPS growth of 60% YTD, while the AI deployment boom has 

propelled earnings growth in Semiconductors (+111% EPS), Hardware (+38%) and the Hyperscalers (+32%). 

Aggregating Energy and these three “AI - enabler s” areas together explains over 70% of the increase in index 

earnings growth. Taking into account that AI spend has also benefited pockets of Industrials supporting the 

physical data - centre build - out, the true earnings growth concentration is likely to be even greater.  

Beyond the obvious heavy reliance on AI - related earnings growth and volatile energy prices, we would point to 

two factors which make us question the quality of the market’s earnings growth. First, the earnings boom has 

not been matched by cash generation: while MSCI World 12 - month forward EPS has risen by 23% YTD, its free 

cash flow growth has been 12 percentage points slower. In other words, the improvement in underlying 

corporate economics is less pronounced than headline earnings growth would imply, as t he semiconductor 

companies and other infrastructure providers take 100% of the AI buildout revenue and profit today, while those 

spending the money capitalise most of their costs.  

Second, this exceptional earnings growth comes from a starting point at which corporate margins are already 

close to historical highs. While today’s extraordinary AI earnings are accruing to the companies supplying the 

build - out, we have yet to see a comme nsurate benefit to margins among corporate customers buying and 

deploying the technology. There is evidence of productivity gains in areas such as advertising and coding, but 

these have yet to translate into a material earnings benefit across the wider cor porate sector, which implies 

that the margin improvement has largely been driven by the AI - enablers, rather than adopters.  

In our view, two areas in particular will test how well this earnings backdrop holds up from here.  

Can corporates sustain earnings in a higher - inflation world?  

Higher inflation may support nominal revenues and earnings, but periods of high inflation have not historically 

translated into higher returns on equity for corporates. As Warren Buffett observed in his 1977 Fortune  article, 

How Inflation Swindles the Equity Investor, as prices rise, so too does the capital required to sustain a business, 

with inventories and productive assets ultimately needing to be replenished at higher costs.  

Keeping quality investors on their toes, inflation can also temporarily gift even relatively low- quality  businesses 

the appearance of pricing power, as they may initially be able to pass higher costs on to customers. As inflation 

persists, however, and higher interest rates compound rising input and labour costs, genuine pricing power 

should become easier to  distinguish, with those businesses better placed to protect their economics.  

Can the AI earnings boom endure?  

The sustainability of earnings in parts of the AI complex will largely depend on whether the AI build - out has 

created newfound and durable pricing power across the supply chain. Putting to one side the rare bottlenecks, 

the usual rule of capital cycles is that exceptionally attractive economics incentivise additional investment and 

bring new capacity online. Some of today’s supply constraints may persist for some time, not least because the 



     

SG Hiscock & Company Limited, trading as SGHiscock Investment Management  
AFSL: 240679 | ABN: 51 097 263 628  

sghiscock.com.au 

relatively  short replacement cycle for leading - edge AI chips could create a recurring source of demand. 

Current earnings expectations appear to assume that demand will remain strong enough to absorb much of 

that additional supply and sustain today’s unusually favoura ble economics. The question is whether AI can 

indeed reverse the multi - decade trend of memory, power and other components becoming cheaper per 

relevant unit of output, or whether we are experiencing a more traditional – albeit exceptionally strong – capital 

cycle in which increased demand ultimately brings forth increased supply. The distinction will be enormously 

consequential in areas such as memory, where operating margins have moved from a historical through - cycle 

range of roughly 0 – 30% towards 70 – 80%.  

The opportunity  

Today’s market is underpinned by earnings growth that is exceptional by any historical standards. 20%+ 

earnings accretion in just the first nine months of the year has rarely been seen outside of one - off recoveries 

from earlier sharp cyclical slowdowns, li ke COVID or the Global Financial Crisis, never mind from a very high 

margin base. The sustainability  of this growth will have consequential impact on the direction of broader 

market returns.  

Against this backdrop, we find the opportunity in quality compounders particularly compelling. This group, in 

our view, offers resilient growth and proven pricing power, which should translate in reliable earnings 

compounding, with much lower sensitivity t o the AI build - out, commodity prices and inflation cycles than the 

broader market.  

Importantly, investors are currently paying relatively little for that optionality, as the premium attached to the 

more dependable earnings growth we seek has compressed. The Portfolio now trades at broadly the same free 

cash flow yield as the market – valu ation levels rarely seen in its history – despite materially higher returns on 

operating capital employed and gross margins, and what we believe to be a more resilient through - cycle 

earnings profile. Crucially, that earnings profile is more reliant on depen dable top - line growth than on further 

margin expansion from already elevated levels.  

Nor does the quality opportunity depend on either of the risks discussed above materialising. The Portfolio is 

deliberately positioned across a range of outcomes: we participate in the AI build - out through select enablers 

and bottlenecks where we believe c ompetitive advantages are durable; own high - quality  businesses with the 

potential to benefit from AI that continue to trade at depressed valuations; and retain defensive compounders 

whose investment cases are largely independent of the AI debate. If enthusiasm around AI infrastructure 

persists, we should p articipate through the first group; if market leadership broadens, the second offers 

meaningful re - rating potential; and if earnings growth becomes more difficult to find, the resilience of the third 

– and indeed of the Portfolio more broadly –  should become increasingly valuable.  

Looking forward, should earnings become harder to find, we believe the Portfolio’s combination of proven 

pricing power, resilient revenues and credible through - cycle compounding could become increasingly 

valuable.  

 

A Source: Trucost. WACI is calculated using Scope 1 & 2 emissions per $m of company revenue. The term carbon refers to greenhouse gas  

(GHG) emissions, measured in metrics tonnes of carbon dioxide equivalent (CO2e) emissions. Our data provider’s methodology fo llows  

the GHG protocol and includes carbon dioxide (CO2), methane (CH4), nitrous oxide (N2O), hydrofluorocarbons (HFCs), perfluoroc arbons 

(PFCs), sulphur hexafluoride (SF6) and Nitrogen Trifluoride (NF3), calculated in metric tonnes of CO2 equivalent. Some carb on/carbon 

equivalents data may be estimated by the data provider. Data excludes cash.  
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1 Source: Microsoft fiscal year fourth quarter earnings conference call, 29 July 2026  

2 Source: SAP second quarter results, 23 July 2026  

3 Source: Thermo Fisher second quarter results, 23 July 2026  

4  U.S. Department of the Treasury  

Source for data cited, unless otherwise stated: MSIM, FactSet, as of September 30, 2026.  

 

For detailed information about the ESG processes applied within this fund, please refer to the PDS here.   

https://sghiscock.com.au/wp-content/uploads/2020/07/Morgan-Stanley-Global-Sustain-Fund-PDS.pdf
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Distribution Team 

   

Anthony Cochran  
Head of Distribution  

acochran@sghiscock.com.au   

0410 332 870  

Alastair McKibbin 

Head of Research and Consultants  

amckibbin@sghiscock.com.au  

0448 809 646  

Matthew Potter 

Senior Investment Specialist  

mpotter@sghiscock.com.au  

0404 884 399  

   

Nick Simpson 

Business Intelligence & Data Manager  

nsimpson@sghiscock.com.au  

0448 336 317  

Raegan Williams 
Investment Specialist  

rwilliams@sghiscock.com.au  

043 5 161 435  

Fiona Lamb 
Business Development Executive  

flamb@sghiscock.com.au  

0421 332 422  

 

 

 

 

 

 

Disclaimer: Equity Trustees Limited (“Equity Trustees”) (ABN 46 004 031 298), AFSL 240975, is the Responsible Entity for the Morgan 

Stanley Global Quality Selec t Fund ("the Fund").  Equity Trustees is a subsidiary of EQT Holdings Limited (ABN 22 607 797 615), a publicly 

listed company on the Australian Securities Exchange (ASX: EQT).  

This document has been prepared by SG Hiscock and Company Limited , trading as SGHiscock Investment Management ( SGHiscock ) to 

provide you with general information only. In preparing this document we did not take into account the investment objectives,  financial 

situation or particular needs of any particular person and is not investment advice. Neither SGHiscock, Equity Truste es nor any of its 

related parties, their employees or directors, provide any warranty to the accuracy or reliability in relation to such information or accepts 

any liability to any person who relies on it. Past performance is not an indicator of future performance. You should obtain a  copy of the 

Product Disclosure Statement before making a de cision about whether to invest in this product. The Fund’s Target Market Determination is 

available on the SG Hiscock website .  
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