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The RBC ESG Exchange is a series of discussions that bring together thought leaders and industry
experts who are passionate about environmental, social & governance (ESG) related topics, to
share their views and opinions. The opinions expressed herein are those of the individual and do
not necessarily represent those of RBC Global Asset Management (UK) Limited.

ESG Exchange in context
The Exchange took place on 30 April at the Honourable
Society of Gray’s Inn, London. Our panel comprised Dr.
Friederike Otto, Acting Director of the Environmental
Change Institute and Associate Professor at the
University of Oxford, Felix Gummer, Director at Sancroft,
and Philippe Langham, Head of RBC Global Asset
Management’s Emerging Markets Equity team. The
session began with a presentation by Felix that outlined
the legislation around plastics and packaging and its
impact on all stakeholders. Friederike then talked about
the effects of human behaviour on observed climate
change. The session ended with a Q&A session.
We welcomed everyone to the event and introduced Felix.
Felix explained that Sancroft had been doing a lot of work
on plastics and efficiency to assess the current legislative
landscape and why it is important to investors. The issue
of plastic waste is currently a headline grabber and has
become an important topic for investors. The narrative
around plastics and packaging is changing quickly.
Media campaigns and the involvement of well-respected
advocates such as Sir David Attenborough have raised
awareness, and there is a visceral connection with plastic
and packaging as it is part of daily life. This change in
attitudes has meant that governments have been forced
to introduce legislation to tackle the problem of plastic
waste. With Brexit currently dominating headlines for the
UK’s government, so a good ‘plastics agenda’ is helpful to
balance this.
The legislative landscape in the UK and the EU is evolving
quickly to try to reduce waste and encourage the use of
recycled plastic. In the UK the proposed initiatives include
the following:
i)
A tax on plastic that has less than 30% recycled
content by 2023.
ii)
A deposit return scheme (DRS) that adds a levy
to the price of in-scope drinks, which is then redeemable
when the bottle is returned to a designated return point.
This aims to reduce litter and encourage recycling. The
cost to industry will be around £1 bn per year.
ii)
Extended producer responsibility (EPR), which
will shift the current ‘polluter pays’ principle so that all

associated costs are covered by the industry. This will
increase compliance costs from around £100m to £1.5bn.
iv)
Increased consistency of waste collections across
the UK to avoid confusion for householders and increase
recycling rates. This is likely to put pressure on businesses
to produce recyclable packaging and products as universal
collections and labelling will expose this element for the
first time.
Currently the UK requires producers to spend between
£60m and £100m a year on the recycling process but in
reality it costs local authorities as much as £600m, so the
current ‘polluter pays’ requirement is not truly in effect at
the moment. The EU has now stated that polluters have
to pay at least 80% of the costs of recycling material
and there have been some measures put in place to ban
some single-use plastic items such as plastic straws and
plastic-stemmed cotton buds. There is also a proposal to
introduce a ‘latte levy’ on all ‘on-the-go’ coffee cups and
deposit schemes for bottles.
The objective of these proposals is zero waste. As such,
businesses should be trying to get as much recycled
material into products as possible, and to make products
recyclable and get them recycled.
There are many challenges associated with the proposed
initiatives. There is a requirement to ensure that the
product within the packaging is not compromised by
reducing the amount of packaging. For example, the plastic
sleeve on a cucumber increases the shelf life from four
days to two weeks. There is no point ditching the plastic
packing if this means the product is damaged or unusable
as this would just cause more waste and increase costs.
The other challenge for manufacturers is the ability to
source recyclable product.
There is also an infrastructure gap. There needs to be
additional work done around labelling of products and it
will be expensive for companies that do not comply with
new regulations.
The proposed plastic tax will not be levied on imported
filled packaging as those companies will not be registered
with HRMC. As such UK companies might end up paying
more than those who import filled packaging. This will
lead to increased costs for producers and increased
tension between buyers and sellers. Retailers might also

have to dedicate more floor space to recycling, especially
for DRS. There is little projected benefit for them but there
will be increased costs.

the tourism industry. Carrier bags have now been banned
and people can be sent to prison for selling single-use
plastic bags.

With Felix’s presentation concluding, we then moved to
questions the audience had for him.

The health and beauty industry’s business model does
not transfer well from developed to developing countries.
People in developing countries cannot afford to buy big
bottles of shampoo, for example, but there is a chance
that the small sachets of product could be banned.

What does this mean for consumers?
Hopefully it should introduce a simpler system of recycling
and clearer labelling of products. On the downside, the
increased costs, taxes, compliance and DRS could be as
much as £100 per household, a cost that eventually will be
borne by consumers.
What are the costs for most SMEs?
The cost increase for a business will be huge. For
example, a business that is currently spending £10,000 per
annum on its packaging compliance will most likely end
up paying at least £175,000 per annum as the obligations
for producers increase. The cost of the plastic tax for a
reasonable supplier to a supermarket could increase
to £137,000 per annum. The Reverse Vending Machines
required for the DRS will cost around £20,000 to £27,000
per year to run per machine. This is a new cost that has to
be funded somehow.

Recently, the Emerging Markets team at RBC Global Asset
Management produced a report on the use of plastic and
Philippe (Phil) explained the reasons behind that: ESG has
been an important part of the team’s philosophy since the
inception of the strategy in 2009 and the team wants to
let investors know how we integrate ESG and what sort of
risks and opportunities we think about. Also we wanted
to address the important topic of plastic waste. Plastics
has hit a tipping point (as has climate change) and the
alarming consequences are becoming well known. There
have been changes in consumer attitudes and now there
is new regulation so we need to educate ourselves on the
subject and the problem faced by the companies we invest
in.
The next speaker was Dr Friederike (Fredi) Otto.

With all this on the horizon, what should investors be
looking for?

Fredi introduced her presentation on how humans are
contributing to observed climate change.

It will be cheaper to perform well in this area than to
perform badly. Investors need to be ahead of the legislation
and decide where they are exposed. Who’s going to be
adversely affected by the legislation? Between now and
2023 we will witness the biggest shake-up of the packaging
industry.

The Global Warming Index shows how global mean
temperatures have increased over the 20th century and
how most of this warming can be attributed to manmade greenhouse gas emissions combined with natural
drivers of the climate system that explain the inter-annual
variability.

Engagement with companies is important. If companies
do not give satisfactory answers regarding their responses
to the legislation then that should give a good indication
of the company’s overall approach to ESG.

But how does this strong increase in global mean
temperature affect us? The answer is changing risks of
extreme weather events and a rise in sea levels.

Felix was asked about the problem from an international
perspective.
What are governments outside the EU/UK doing?
The EU/UK represent the majority of developed
countries’ waste infrastructure; however, we are also
seeing improvements from governments that have not
historically placed a high importance on such issues. Two
recent examples would be China and Kenya. China recently
banned imports of plastics waste, as it does not want to
be the world’s dustbin. This is not because of any sense
of moral outrage but because the government cannot
monitor plants that are polluting China. In Kenya, plastic
carrier bags were becoming a real problem and blighting

We are now able to attribute individual extreme weather
events to climate change and we can see how greenhouse
gas emissions make some extreme weather events more
likely (heat waves, extreme rainfall, droughts in some
areas) while others do not change in likelihood or become
less likely (cold waves, droughts in other areas).
We know that from a thermodynamic point of view the effect
of man-made greenhouse gases is that the atmosphere
warms and there is higher likelihood of increased rainfall
and more heatwaves as well as fewer cold waves. There
is, however, a second effect: the dynamic effect, which
means that the atmospheric circulation is changing, too.
As a result, weather systems can develop differently than
in the past regardless of global warming; these effects can

give a complete picture. We also have
to keep in mind that not all extreme
weather events are becoming more
likely.
So how does this affect investors?
According to Fredi, investors need to
ensure that risk surveys (e.g., from
insurers) take into account local
observational data and use climate
models plus observational data as a
basis for risk assessments. The UK
is ahead of the rest of the world in
using both types of data while many
insurers and planners still only use
observations which, in many cases, give
a false picture and ignore the effects of
climate change, which in some areas
can be dramatic.
be in the same direction as the thermodynamics, bringing
even more rain for example, or in the opposite direction,
leading to no change, or even a change against the
thermodynamics. Thus it is necessary to look at individual
regions and seasons to understand the impact of climate
change locally.
In order to do this scientists compare possible weather
under today’s climate conditions (with additional
greenhouse gases) with possible weather in a world that
might have been without anthropogenic climate change.
The difference in these two distributions of possible
weather gives us the change in likelihood of extreme
weather due to man-made climate change.
There have been a number of studies of this nature in
recent years and we have a better understanding of the
type of events that we can expect: heatwaves, extreme
rainfall and droughts. For example, Storm Desmond
brought flooding to the UK in 2015. While it is impossible
to say that the event definitely would not have occurred
without human contribution, the study showed that there
was a 40% increase in the likelihood of this event taking
place due to climate change.
Carrying out these studies in the UK, Europe, and the U.S.
is relatively easy compare to other regions, where it can
be difficult to obtain observational data and studies must
rely solely on satellite data.
In an example from Kenya it was shown that there is
a mismatch between satellite data and on-the-ground
observational data but the latter is so scarce that it is not
always possible to understand where and when extreme
events occur. Reliance on satellite data alone does not

They should also be aware that there
have been some recent court cases related to the human
impact of climate change. One example is of a Peruvian
farmer who is suing German energy company RWE because
he says it is contributing to climate change and increasing
the risk of flooding for his farm in Huaraz. Although it is
unlikely that he will win, this has set a precedent and at
some point a judge may decide to rule in a complainant’s
favour.
Phil was asked how the Emerging Markets team looked at
extreme weather events from an investment standpoint.
He explained that for the team, engagement is key when
thinking about weather events and the team tries to
address the risks and opportunities, including the need
to think about the impact of floods, droughts or water
shortages on infrastructure, agriculture and production
facilities. We also would want to be comfortable that
companies are aware of the risks and are taking action
to mitigate them. If a company isn’t thinking about these
risks, then that is a problem.

We then opened up the floor to
questions.
To what extent could costs be mitigated by substitution?
Felix: Get the right component parts and make sure
recyclable material is used. 80% compliance will be
required so producers need to make sure that noncompliant material is either substituted or removed
altogether.
Is there any industry we could be exposed to where
society is ahead of the legislation?
Felix: The legislation will not only be concerned with what
products are used but also how they are designed to be
used. If a product is designed to pollute, the manufacturers
will be held accountable. An example is the amount of
offshore plastic in the UK which has doubled. Most of
this is from fishing and as such the fishing industry has
become increasingly responsible. The plastic soup in the
Pacific is another example and we will be able to see
where it has come from. We will be able to pinpoint the
precise manufacturer and retailer and so there will be
direct responsibility.
Fredi: The successful court cases have been about risks
and human rights. For plastic we can find out who the
polluter is and apportion blame.
Do you feel that the investment industry has a voice
outside its own community?
Fredi: I think it would be better if it was a louder voice. I
am outside the investment community and I haven’t heard
what investors think. From a scientific perspective we
have a lot of interaction with journalists and governments,
but not with investors. To find out what questions people
have could be helpful.
Felix: The investment community is not generally thought
of as a contributor to developing a response to mitigate
these issues. For example climate change started to be
taken seriously when insurance companies increased
their charges. People took notice and now people are
taking notice of plastic.
Will plastics move from being a waste problem to an
energy problem?
Felix: There is the possibility of impact assessment
problems because cost predictions are conservative. I’m
not convinced that DRS is the answer, because for the
money it will cost you could employ 43,000 full-time street
cleaners, which would be able to clean our environment
much better than the DRS machines. The money would be

far better spent recycling plastic film which accounts for a
large amount of unrecycled waste.
There is also the issue of wasting the product that is
being protected by the plastic packaging. An example is
the carbon footprint of a packet of minced beef – 6kg of
carbon in the meat; 75g of carbon in the packing. If you
remove the packing you could be wasting 6kg of carbon
because the meat is damaged.
Do you think the large banks will begin to phase out
financing to fossil fuel companies?
Phil: I think in general there will be significant reductions
in demand for fossil fuels. Currently it accounts for 85%
of the energy used, and transportation accounts for
two-thirds of oil demand. Gradually there will be a move
towards electric vehicles (EVs). The main issue with EVs is
the distance they can travel on the battery. This problem
should be resolved in the next couple of years and the cost
of cars will be the same as combustion engine vehicles,
at which point EVs will represent 5% of total car demand.
At some point we will go from nobody owning an item to
everyone owing it, in the same way as mobile phones. We
do think people are underestimating the impact on fossil
fuels of the change in consumer preferences.
Will there be a rise in litigation and a rise in fiduciary
care from investors like pension funds?
Phil: I think you will see more focus on ESG moving from a
cost to a source of alpha. You will see pension funds move
away from people who say they’re doing ESG but not in
fact doing anything. We need to make sure our companies’
managers are integrating ESG.
Felix: Litigation will be the end of a chain. A lot of things
will have gone on before we get to that point.
Fredi: As previously mentioned, the only successful cases
have been those related to duty of care and governments,
however the threat of possible litigation will have an
impact on companies.
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