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Historically excluded under responsible investment frameworks, 
the defense sector is being reexamined amid shifting geopolitical 
realities. As the global order shifts and responsible investing 
evolves, defense companies continue to find themselves at the 
intersection of ethical concerns and national security. Discover 
how new approaches are challenging prior norms and aligning 
responsible investing with evolving security considerations.

The Historical Approach to Defense in Responsible Investment
The defense sector has occupied a uniquely sensitive position within 
responsible investment frameworks due to its direct association with human 
harm and destruction. While energy and mining were often debated through 
lenses of transition or harm reduction, defense companies—particularly 
controversial weapons manufacturers—were frequently treated as categorical 
exclusions due to their indiscriminate impact and disproportionate harm. 
The prevailing view across sustainable finance markets, especially in Europe, 
was that capital allocation should avoid activities directly linked to military 
applications or potential violations of international humanitarian norms.

Typical weapons-specific exclusions under responsible investment frameworks 
are grounded in international conventions and non-proliferation treaties. 
Investors commonly screen for cluster munitions (Convention on Cluster 
Munitions, 2008), anti-personnel landmines (Ottawa Treaty, 1997), biological 
and chemical weapons (Biological Weapons Convention, 1972, and Chemical 
Weapons Convention, 1993) involvement out of their portfolios. Approaches 
toward nuclear weapons exclusions, however, remain fragmented across 
jurisdictions. While the Treaty on Prohibition on Nuclear Weapons (2017) 
explicitly prohibits “assistance”, often interpreted to include financing activities, 
many nuclear armed countries have not ratified the treaty and continue to rely 
on nuclear deterrence under the Non-Proliferation Treaty framework.1
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2 Norges Bank Investment Management, Guidelines for Observation and Exclusion from the Government Pension Fund Global, as of November 2025.

Large asset owners have formalized both product-based and 
conduct-based exclusions. Under the guidelines of Norges 
Bank, companies could be excluded either for producing 
weapons that violate fundamental humanitarian principles or 
for selling arms to states engaged in serious and systematic 
violations of international law.2 Similar approaches were 
reflected in ESG benchmark construction across Europe, 
embedding exclusions directly into index methodologies.

In addition to controversial weapons screens, many 
asset managers adopted broader conventional weapons 
exclusions. These were often implemented via revenue 
thresholds (e.g., excluding companies deriving more than a 
defined percentage of revenues from military equipment 
or services). As a result, major defense companies were 
frequently excluded from ESG-labelled portfolios through 
rules-based product or revenue screens.

This rules-based architecture sidelined the defense sector 
from mainstream discussions within the responsible 
investment community, and for many, defense became a 
domain of divestment rather than stewardship. In such 
an environment of structural exclusion, there was little 
need for nuanced, ESG-integrated frameworks for the 
defense sector.

How Responsible Investors are Evolving 
their Approach
The geopolitical environment has shifted materially since 
2022. Russia’s invasion of Ukraine, rising U.S.–China strategic 
rivalry, conflict in the Middle East, escalating cyber threats, 
and renewed emphasis on NATO burden-sharing have 
elevated the role of defense capabilities in discussions of 
sovereignty and deterrence. Governments across Europe and 
Asia have increased defense budgets, while NATO allies have 
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Display 1 illustrates the performance of the MSCI ACWI Aerospace & Defense Index as a proxy for investor interest in the sector alongside major geopolitical 
developments. It is intended to provide market context rather than measure responsible investment flows. 
Source: Bloomberg, Calvert, as of March 2026.
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jointly committed to a target of investing 5% of GDP  
in defense by 2035.3

In parallel, the EU Commission clarified that defense is not 
automatically incompatible with sustainability frameworks. 
European regulators signaled that investments supporting 
national security and democratic resilience may be consistent 
with sustainable objectives.4 

The capital response has been measurable, the MSCI ACWI 
Aerospace & Defense Index has increased over 130% since 
Russia’s invasion of Ukraine (see Display 1). Sustainability-
oriented funds have followed suit, Barclays Research 
reported that European ESG funds increased defense 
exposure by 167% in dollar terms between December 2023 
and June 2025.5 Recent sustainable fund positioning shows 
that exposure to aerospace and defense has increased 
across many European Article 8 and Article 9 funds. In 
the first quarter of 2026, proportion of Article 8 funds 
with exposure to defense increased by 6 percent to 64%, 
while Article 9 fund exposure increased by 3 percent to 
21%. Portfolios remain underweight relative to market 
benchmarks, suggesting a selective reassessment rather  
than wholesale removal of defense exclusions.6 

The increase in investor interest across the spectrum rests 
on three interrelated themes. First, sovereignty: credible 
defense capacity is increasingly viewed as an important 
component for preserving democratic institutions and 
territorial integrity. Second, deterrence and stability: 
proponents argue that well-equipped defense forces 
reduce the probability of escalation by raising the cost of 
aggression. Third, resilience: supply chain vulnerabilities 
exposed during the war in Ukraine have highlighted the need 
for domestic industrial capacity in critical materials and 
advanced systems.

Importantly, while exclusions for controversial weapons remain 
widely accepted across responsible investment frameworks, 
investors are increasingly focusing less on whether defense 
exposure is acceptable and more on how it should be 
evaluated. This shift has created space for differentiated, 
materiality-driven approaches rather than blanket exclusions.

Calvert’s Approach
Calvert’s approach to Aerospace & Defense is principles-
based and rooted in financial materiality rather than 
categorical exclusion. Our objective is to balance 
alignment with global norms and the pursuit of long-term 
shareholder value. 

Business ethics is central to our evaluation. Given the 
opacity inherent in defense contracting—where a 
meaningful portion of revenues and business activities 
may be confidential—we assess the strength of ethics 
frameworks, favoring companies that maintain:

	� Strong internal accountability, including clear 
disciplinary mechanisms and a culture that reinforces 
ethical behavior.

	� Meaningful transparency, such as reporting misconduct-
related metrics or whistleblower activity.

	� Integration of ethics into risk management, supported 
by processes that proactively identify, mitigate and 
monitor potential ethical issues. 

Defense companies are more susceptible to controversies 
due to the deliberate opacity of business practices and 
activities. Yet, when issues do arise, leading companies 
respond in a prompt and credible manner. For instance, some 
leading firms disclose the frequency of corrective action 
arising from breaches in the ethics code.

Where appropriate, direct engagement is central to our 
overall evaluation. Through dialogue with companies, we 
assess whether frameworks are practiced in daily operations 
rather than existing solely on paper.

In 2025, we introduced a Customer Risk KPI in our 
analysis, flagging issuers with elevated sales exposure 
to jurisdictions ranking poorly on the Transparency 
International ’s Government Defense Integrity Index. As 
foreign military sales grow and companies have more 
diversified operational and sales footprints, we seek 
to acknowledge the elevated risks companies may face 
in regions with heightened bribery and corruption risk. 
Given the sensitive and long-duration nature of defense 

3 NATO Public Reports and national budget announcements (2023–2025). 
4 European Commission. Commission Notice - On the application of the sustainable finance framework and the Corporate Sustainability Due Diligence Directive 
to the defence sector. 2025. 
5 Barclays Research, European ESG Fund Defense Exposure Trends, 2025.
6 Morgan Stanley Research. Defence in Sustainability: 1Q26 Fund Positioning.
7 The Customer Risk KPI aligns with the Sustainability Accounting Standards Board’s (SASB) recommended disclosure framework for the Aerospace & Defense 
industry. The SASB functions under the standard-setting architecture of the IFRS Foundation, with a focus on establishing industry-specific standards for 
material sustainability disclosures. 
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procurement, companies rely on trusted relationships 
with government customers. Allegations of bribery or 
corruption can undermine procurement credibility, disrupt 
contract renewals and impair a company’s ability to 
compete for future security programs. 

Additionally, we continue to rely on our controversial 
weapons assessment as an additional risk flag. Crucially, we 
do not rely on this flag alone as a means for exclusion, but 
rather an indicator that the company faces elevated social  
and governance risks owing to potential outsized negative 
harm to civilians and the heightened geopolitical sensitivity 
that comes with possessing such capabilities. 

Responsible Investors can have wide-ranging definitions 
of what constitutes controversial weapons involvement. 
Notably, we have adopted a narrow definition to include 
only the production of destructive components such as 
nuclear warheads or fissile material. We do not penalize 
dual-use components or delivery systems absent direct 
involvement in the prohibited element (see Display 

2). Definitions of controversial weapons vary across 
responsible investment standards, and interpretations 
often differ. Calvert’s approach reflects both the ethical 
implications of weapon systems and the practical 
challenges of an overly expansive exclusionary criteria.

How Research Translates to Implementation 
We adopt a nuanced and holistic assessment of each 
company across multiple dimensions of ethical risk. 
Companies flagged for involvement in controversial 
weapons may still be included in our investment universe 
where they demonstrate robust ethical risk frameworks, 
leadership in responsible conduct and limited exposure 
to controversies. In contrast, companies with weaker 
controls, more frequent or severe controversies, or direct 
involvement in controversial weapons are subject to 
heightened scrutiny. 

We maintain a high eligibility threshold, creating a 
deliberately narrow universe of investable companies. 

DISPLAY 2
Calvert’s Controversial‑Weapons Assessment Framework
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Ongoing refinements to our assessment of evolving 
operational and sales footprints have enhanced our ability 
to identify risk, rather than broadly expanding exposure. 

Our ultimate view of the sector is pragmatic and risk-aware. 
Defense is neither categorically excluded nor uncritically 
embraced. In a world marked by heightened geopolitical 

conflict, responsible investment requires selectivity, 
transparency and rigorous governance assessment. 
By maintaining a principles-based, materiality-driven 
framework, Calvert seeks to ensure that any defense 
exposure aligns with our values and supports long-term 
shareholder outcomes.

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. Investments in foreign markets entail 
special risks such as currency, political, economic, and market risks. 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.

. 

DEFINITIONS
MSCI ACWI Aerospace & Defense Index: The MSCI World Aerospace and 
Defense Index is composed of large and mid cap stocks across 23 Developed 
Markets countries. All securities in the index are classified in the Aerospace 
and Defense industry group (within the Industrials sector) according to the 
Global Industry Classification Standard (GICS®).

IMPORTANT DISCLOSURES 
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 expressed are subject to change at any time due to 
market or economic conditions and may not necessarily come to pass. 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”) or the views of the firm as a whole, and may 
not be reflected in all the strategies and products that the Firm offers. 
This material is a general communication, which is not impartial, is for 
informational and educational purposes only, not a recommendation. 
Information does not address financial objectives, situation or specific needs 
of individual investors. 
Charts and graphs provided herein are for illustrative purposes only. Past 
performance is no guarantee of future results.
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.

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

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: Calvert Research and Management, 
Eaton Vance Management, Parametric Portfolio Associates 
LLC, Parametric SAS, and Atlanta Capital Management LLC.
This material has been issued by any one or more of the following entities: 

EMEA 
In the EU, MSIM 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 Eidgenössische Finanzmarktaufsicht (“FINMA”). Registered Office: 
Beethovenstrasse 33, 8002 Zurich, Switzerland. 
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 1 1096HA, 
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, Große Gallusstraße 
18, 60312 Frankfurt am Main, Germany (Gattung: Zweigniederlassung (FDI) 
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gem. § 53b KWG). Denmark: MSIM FMIL (Copenhagen Branch), Gorrissen 
Federspiel, Axel Towers, Axeltorv2, 1609 Copenhagen V, Denmark. 
 

MIDDLE EAST 
Dubai International Financial Centre: This information does not constitute 
or form part of any offer to issue or sell, or any solicitation of any offer to 
subscribe for or purchase, any securities or investment products in the UAE 
(including the Dubai International Financial Centre and the Abu Dhabi Global 
Market) and accordingly should not be construed as such. Furthermore, 
this information is being made available on the basis that the recipient 
acknowledges and understands that the entities and securities to which it 
may relate have not been approved, licensed by or registered with the UAE 
Central Bank, the Dubai Financial Services Authority, the UAE Securities 
and Commodities Authority, the Financial Services Regulatory Authority or 
any other relevant licensing authority or government agency in the UAE. 
The content of this report has not been approved by or filed with the UAE 
Central Bank, the Dubai Financial Services Authority, the UAE Securities and 
Commodities Authority or the Financial Services Regulatory Authority 

U.S. 
NOT FDIC INSURED. OFFER NO BANK GUARANTEE. MAY LOSE 
VALUE. NOT INSURED BY ANY FEDERAL GOVERNMENT AGENCY. 
NOT A DEPOSIT. 
LATIN AMERICA (BRAZIL, CHILE COLOMBIA, MEXICO, PERU, 
AND URUGUAY) 
This material is for use with an institutional investor or a qualified investor 
only. All information contained herein is confidential and is for the exclusive 
use and review of the intended addressee, and may not be passed on to any 
third party. This material is provided for informational purposes only and does 
not constitute a public offering, solicitation or recommendation to buy or sell 
for any product, service, security and/or strategy. A decision to invest should 
only be made after reading the strategy documentation and conducting in-
depth and independent due diligence. 

ASIA PACIFIC 
Hong Kong: This document has been issued by Morgan Stanley Asia Limited, 
CE No. AAD291, 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 571). The contents of this document 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 document shall not 
be issued, circulated, distributed, directed at, or made available to, the 
public in Hong Kong. Singapore: This material is disseminated in Singapore 
by Morgan Stanley Investment Management Company, Registration No. 

199002743C. This material should not be considered to be the subject of 
an invitation for subscription or purchase, whether directly or indirectly, 
to the public or any member of the public in Singapore other than (i) to an 
institutional investor under section 304 of the Securities and Futures Act, 
Chapter 289 of Singapore (“SFA”), (ii) to a “relevant person” (which includes an 
accredited investor) pursuant to section 305 of the SFA, and such distribution 
is in accordance with the conditions specified in section 305 of the SFA; or 
(iii) otherwise pursuant to, and in accordance with the conditions of, any 
other applicable provision of the SFA. This material 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. This material will not be lodged with the Australian 
Securities and Investments Commission 

JAPAN
For professional investors, this material is circulated or distributed for 
informational purposes only. For those who are not professional investors, this 
material is provided in relation to Morgan Stanley Investment Management 
(Japan) Co., Ltd. (“MSIMJ”)’s business with respect to discretionary investment 
management agreements (“IMA”) and investment advisory agreements (“IAA”). 
This is not for the purpose of a recommendation or solicitation of transactions 
or offers any particular financial instruments. Under an IMA, with respect to 
management of assets of a client, the client prescribes basic management 
policies in advance and commissions MSIMJ to make all investment decisions 
based on an analysis of the value, etc. of the securities, and MSIMJ accepts 
such commission. The client shall delegate to MSIMJ the authorities necessary 
for making investment. MSIMJ exercises the delegated authorities based 
on investment decisions of MSIMJ, and the client shall not make individual 
instructions. All investment profits and losses belong to the clients; principal 
is not guaranteed. Please consider the investment objectives and nature of 
risks before investing. As an investment advisory fee for an IAA or an IMA, 
the amount of assets subject to the contract multiplied by a certain rate (the 
upper limit is 2.20% per annum (including tax)) shall be incurred in proportion 
to the contract period. For some strategies, a contingency fee may be incurred 
in addition to the fee mentioned above. Indirect charges also may be incurred, 
such as brokerage commissions for incorporated securities. Since these 
charges and expenses are different depending on a contract and other factors, 
MSIMJ cannot present the rates, upper limits, etc. in advance. All clients 
should read the Documents Provided Prior to the Conclusion of a Contract 
carefully before executing an agreement. This material is disseminated in 
Japan by MSIMJ, 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 II Financial Instruments Firms Association.


