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In this case study, we discuss the problem of plastic waste, a significant environmental,
social and governance (ESG) issue which is likely to become even more important in the
years ahead. We describe how one company, Danone, is addressing the challenge as
well as how MFS researches and engages with the company to effect long-term change.
ESG is not just about managing risks. Those with a deep understanding of the issues can find
opportunities by determining how companies plan to tackle ESG challenges.
Through effective engagement and continual dialogue, investors can work with companies across a
range of issues rather than focusing on a single change.
That's important because ESG issues are complex and often intertwined. For example, plastic is a
pollution problem but also a climate change problem and a significant social challenge.

The problem with plastic
In recent years, we have become more aware of the impact of plastic on people and the planet:
Eight million tons of plastic waste finds its way into the ocean each year. At this rate, by 2050 there will
be more plastic in the ocean than fish.1 Research by the World Wildlife Fund for Nature found that every
person eats a plastic credit card's worth of polymer particles each week.2
Despite these environmental concerns, plastic continues to be one of the most widely utilized materials
due to its low cost and high convenience: It is arguably the most versatile material ever invented. Plastic
is thoroughly embedded in our society and our economy. It is used to make a wide variety of products,
including carrier bags, tea bags, straws, clothes, toys and food and drink packaging. Global plastics
production is expected to triple by 2050, with packaging representing 40% of the demand.3 The
COVID-19 pandemic has caused a surge in single-use plastic consumption, creating a headwind for
society's adoption of more sustainable products.
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Source: WWF, "No Plastic in Nature: Assessing Plastic Ingestion From Nature To People," June 2019
FOR INSTITUTIONAL AND INVESTMENT PROFESSIONAL USE ONLY

1 of 4

MFS Case Study
®

Consumers care and so should investors
Historically, the economics of recycling have not really worked. Virgin plastic is cheaper. Recycling
technology, infrastructure and capacity have been insufficient, and there has been little incentive for
improvement. It is therefore not surprising that there is already a consumer and regulatory spotlight on
tackling plastics. And we believe investors will also increase their focus on this issue in the years ahead.
We say this because consumers are increasingly choosing to avoid plastic-related goods when possible
and regulators around the globe are introducing measures to reduce single-use plastic consumption.
This has already seen reduced demand for virgin plastic, which can negatively impact earnings, stock
prices and credit ratings. As a result, companies may be negatively impacted from an ESG, valuation and
long-term credit angle.
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Engaging with Danone
Danone, a consumer staples company widely held in MFS portfolios, is a heavy user of plastic packaging
due to the nature of its business. It uses plastic packaging across much of its product line, including
bottled water, which accounts for almost one-fifth of its revenues. Danone faces structurally higher costs
as governments implement carbon pricing, single-use plastic bans (e.g., grocery bags, drinking straws),
extended producer responsibility (EPR) laws and plastic packaging taxes.
Currently, ESG scores are not penalizing companies for the use of plastics, so Danone scores high in
third-party ESG ratings. How have we engaged with the company on the issue? We could have divested,
but we decided we should own and engage with Danone and carefully evaluate its plan to tackle the
plastic waste issue.
MFS' fundamental approach to company analysis has generated a deep understanding of where the
company is today and how it plans to tackle the plastic waste issue, helping us look beyond the headlines.
This has improved our understanding of Danone's long-term sustainability of revenues and the potential
impacts on valuation.

Digging deeper
Through in-depth engagement, our analysts have been able to dig deeper into Danone's efforts to
reduce its plastic packaging. MFS' investment and proxy teams have held multiple meetings with the
company. Engagement topics have included how Danone is dealing with packaging sustainability, its
corporate culture and employee engagement. Our discussions have centered around the company's
focus on sustainability to drive more consistent and superior financial results – including the
implementation of responsible purchasing due diligence and a new packaging policy – with these goals:
■■

Make all packaging 100% recyclable, reusable or compostable by 2025

■■

Collect and recycle waste in its biggest markets

■■

Develop packaging products beyond plastic, such as cartons, glass and refillable systems
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To best engage with companies such as Danone, it is important to understand the plastic packaging
industry supply chain in order to assess the primary risks for each part of the value chain.

Risks to the Plastic Value Chain by Sector
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Where do we go from here?
We will continue to engage on these topics with Danone. Recent discussions suggest the company
may need to focus more on the most material issues facing its business. In spite of our concerns in this
area, we continue to hold the stock. We believe it is attractively priced based on the categories in which
Danone operates and its willingness and focus on developing more sustainable product packaging.
The world is changing more rapidly than many companies and investors realize or can keep up with.
Rather than simply screen out or divest, we believe a better way to invest responsibly involves fully
understanding the nature of a company's business and engaging with it to build a more sustainable
future for our planet and its people.
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Source: World Economic Forum, "The New Plastics Economy: Rethinking the Future of Plastics," January 2016.
http://www3.weforum.org/docs/WEF_The_New_Plastics_Economy.pdf
Source: WWF, "No Plastic in Nature: Assessing Plastic Ingestion From Nature To People," June 2019
https://wwfeu.awsassets.panda.org/downloads/plastic_ingestion_web_spreads_1.pdf
Source: CIEL, "Plastic & Climate: The Hidden Costs of a Plastic Planet," May 2019
https://www.ciel.org/wp-content/uploads/2019/05/Plastic-and-Climate-FINAL-2019.pdf

Please keep in mind that a sustainable investing approach does not guarantee positive results.
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