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GLOBAL STEWARDSHIP: 
TOWARDS NET ZERO 

   

 

Alasdair McHugh, product specialist on the Global Stewardship Team, discusses how the necessary journey 
towards net zero is approached by the Global Stewardship Strategy.  

 
This film is intended solely for the use of professional investors and should not be relied upon by any other person. It 
is not suitable for retail clients.  
 
All investment strategies have the potential for profit and loss. Past performance is not a guide to future returns. 
 
This film was produced and approved in September 2021 and has not been updated subsequently. It represents views 
held at the time of recording and may not reflect current thinking. 
 
Alasdair McHugh: The energy transition is going to be incredibly complex, but ultimately it comes down 
to just two numbers: 51bn and zero. At present, we spew 51bn tonnes of greenhouse gases into the 
atmosphere each year. If we're to avoid the worst effects of the climate crisis, we need to get this down to 
zero by 2050. 
 
Now that's a massive challenge for humanity. But it is by no means impossible. Properly price, carbon, 
electrification of transport and probably increased city living are all likely to be part of the solution. Here 
at Baillie Gifford, we think we have a role to play in the way we manage our Global Stewardship funds, 
directing capital towards those businesses that are helping the world to thrive.  
 
So where are we at present? Well, let's take a look at some slides.  
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And the answer, I'm afraid, is not very far. The chart here is constructed from the UN Gap report on global 
emissions, and it's called this because every annual update shows the gap between where we are and 
where we need to be.  
 
The little orange dot shows overall emissions of all greenhouse gases, just over 50bn tons a year, with 
about 43bn of those, carbon dioxide, and the rest mostly methane. The flat line is what countries actually 
committed to do back in Paris in 2015 to try and at least stabilise emissions this side of 2030. The 
following lines are the Paris ambition, what we need to do to stay at less than 2° or less than 1.5°. And it's 
that 1.5° line which is the fabled net zero, or for some, Paris-aligned. 
 
What's happening this year as we run into COP26 here in Scotland is that those 2030 commitments are 
supposed to be reviewed and increased, shifted closer to the ambition, and we might even get some details 
of action plans. 
 
Now, climate is a volume game, that's all. If we don't get those volumes down, the temperatures will keep 
rising. The damage and the physical shocks will keep accelerating. So fixing this could be pretty 
straightforward. We have or we can see most of the tech we need to live low carbon. 
 
If we just got on and priced that pollutant, there's a pretty good chance that innovation and markets would 
deliver the transition. But that elegantly simple solution is obviously, actually really hard. The transition 
will be disruptive and there are so many vested interests in the status quo, which means where we are [is] 
well behind schedule. 
 
But being more optimistic, we might perhaps finally be about to take off. There is visible alignment now 
between Europe, China and the US. Europe's raised its 2030 goal to a 55 per cent decline. China has net 
zero for 2060 in its sights. And Biden's $2tn stimulus came with a fairly large climate bias. And even 
carbon pricing is now accelerating around the world.  
 
So where does that leave us as investors? Well, I think a quote from a famous British economist named 
John Kay really sums it up: “We need to manage the risk to enjoy the uncertainty and the opportunities 
that will come with it”.  
 
We do indeed need to manage the risk, and that means being aware of the actual physical impacts and 
potential failures to transition. Then we can invest for opportunity. And this is where we're really well 
placed at Baillie Gifford.  
 
Climate transition is a long-term play. There are going to be some outstanding winners in the new low-
carbon life that we build. So our job is to find the real innovators alongside those who will enable us to 
deploy solutions at scale.  
 
Simply said, but hard to do, and we could talk all day about the complexities, but we try to focus on four 
steps. And here they are.  
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The first is that we do our homework. We don't have to be passive riders in the transition wave. We can 
think about what low carbon looks like and what will help us get there.  
 
Then it's about good governance. The transition is still at a very early stage. There are many management 
teams out there who can turn this to their advantage, just as there are many that will unfortunately not 
fulfil their potential and ultimately fall behind.  
 
Then it's about supporting innovation, looking for those asymmetric growth plays that will bring us new 
ways of living.  
 
And it's about engaging for capital reallocation of incumbents. There is a real urgency to the climate crisis. 
We will transition a lot faster if all the skills in the economy are redeployed at pace. A two-way long-term 
relationship between shareholders and management can really help here. So picking up on a few of those 
ideas.  
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First, what might a net zero world look like? Well, it's low carbon and it's circular. And beneath that, there 
are probably some things we can be almost certain about. 
 
It's going to be highly electrified. It has to be. That's the renewable energy source that we have. And even 
more of us will likely live in cities. This can be very resource efficient, but of course, also very 
challenging to manage. 
 
It's going to be very digital and data driven, and we need to create critical new infrastructure to facilitate 
that. And yes, it will also be warmer. There is basically no chance now that we’ll reverse the warming 
trend entirely. 
 
So how do we carry that into our investment process? Well, within global stewardship, we have three 
questions that guide our idea generation and research.  
 

 
 
The first is, will the company add value for society in the long run? Simply, are the products supporting 
the transaction? For some, this will be very material, and for others, it will just be that they work equally 
well in a low-carbon world.  
 
The second question is, does it balance the needs of all stakeholders? And we know that the environment 
is too often a silent stakeholder, but it does support all of the others.  
 
The transition is going to be disruptive. And so a company that takes a holistic view of its place in society 
is far more likely to be successful. And that speaks as well to the concept of a just transition, a feature that 
we really need to acknowledge between countries and indeed within them. 
 
And then finally, does it exhibit a culture of responsible business? Now that speaks to good governance, to 
leadership and to making the most material contribution a company can to the transition. So it’s about 
social networks, promoting facts, not just buying renewable power. It’s about amazon enabling us to find 
out about the carbon footprints of our purchases, as well as just buying those large fleets of electric vans. 
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And it’s biotech companies like Glaukos in our portfolio setting ambitious aims for net zero and bothering 
to report on managing it’s electricity sources. 
 
So with these questions Global Stewardship is not just a climate fund. Following theses positive inclusion 
factors has given us a climate positive fund we would say.  
 
So what does the output of that look like?  
 

 
Well, on the risk side, we have very low emissions. The chart on the left shows direct emissions, Scopes 1 
and 2, our own combustion and power. And we're about 10 per cent of the ACWI benchmark, well below 
even the indicative EU Paris-aligned benchmark.  
 
And on the right, the graph adds in the Scope 3 emissions, all emissions embedded in a company's 
products upstream and those caused by the products and services once sold. The data here is very poor I’m 
afraid so these are estimates but again our exposures look very low versus the economy and in line with 
the Paris commitments.  
 
But for us, as growth investors, this isn't really the point. Our purposes is allocating capital to solutions, 
not just removing risks. So I think this slide is much more pertinent to how we think about sustainable 
growth.  
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It pulls out some of our climate actors and we need all of these categories to drive a successful and timely 
transition to net zero. 
 
The innovators like Tesla and Zoom definitely have a place, but we're really optimistic about [what] 
companies like Ocado or Meituan might be able to do within the food chain or what Baidu or JD.com can 
do in autonomous driving and logistics. 
 
We also need the scale, what we've called new foundations here. Those companies that will enable 
deployment, so TSMC and Samsung SDI in semiconductors and battery technologies, but also the likes of 
Bridgestone that makes tires. We can’t do without tires, so we need them to be made in a way that is 
cleaner and more circular.  
 
We also need the influencers, companies like Zalando and it's its drive for sustainable clothing or Shopify, 
which is adding carbon related tools for its merchants. 
 
And then we also need the capital allocators. Both the conventional like SMTH in Japan, but also the 
mavericks like SoftBank Vision Fund. And tying all this together, we need AI and analytics. The cloud 
systems of the likes of Amazon Web Services, Alibaba and Tencent are absolutely critical enablers of the 
transition. 
 
Then, of course, there are own responsibilities. We have a strong set of policies for our own direct 
emissions, aggressive reduction and verified offsets. But we can't stand still. We need to know more about 
our portfolio companies. We need to report more and we need to consider more external targets. But, 
perhaps most importantly, we need to do our bit to support a pro-climate tilt in the playing field that is the 
economy. So supporting regulators and pro-market policies. 
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So the climate crisis, I would say, it’s the epitome of a complex topic, but it's one that now lies firmly 
within our investment time horizon. The interim goals laid out in The Paris Agreement are now just nine 
years away, and that’s a relatively short time horizon for a long-term investor. 
 
Therefore this is a real area of focus for us in Global Stewardship. Not just the challenges and the risks 
that come out of the energy transition, but also the opportunities.  
 
Important Information 
The views expressed in this recording are those of the speaker and should not be considered as advice or 
a recommendation to buy, sell or hold a particular investment. They reflect personal opinion and should 
not be taken as statements of fact nor should any reliance be placed on them when making investment 
decisions.  
 
This recording contains information on investments which does not constitute independent research. 
Accordingly, it is not subject to the protections afforded to independent research and Baillie Gifford and 
its staff may have dealt in the investments concerned. 
 
Any stock examples used in this article are not intended to represent recommendations to buy or sell, 
neither is it implied that they will prove profitable in the future. It is not known whether they will feature 
in any future portfolio produced by us. Any individual examples will represent only a small part of the 
overall portfolio and are inserted purely to help illustrate our investment style.  
 
Baillie Gifford & Co and Baillie Gifford & Co Limited are authorised and regulated by the Financial 
Conduct Authority (FCA). Baillie Gifford & Co Limited is an Authorised Corporate Director of OEICs. 
 
Baillie Gifford Overseas Limited provides investment management and advisory services to non-UK 
Professional/Institutional clients only. Baillie Gifford Overseas Limited is wholly owned by Baillie Gifford 
& Co. Baillie Gifford & Co and Baillie Gifford Overseas Limited are authorised and regulated by the 
FCA in the UK.  
 
Persons resident or domiciled outside the UK should consult with their professional advisers as to 
whether they require any governmental or other consents in order to enable them to invest, and with their 
tax advisers for advice relevant to their own particular circumstances. 
 
Europe 
Baillie Gifford Investment Management (Europe) Limited provides investment management and advisory 
services to European (excluding UK) clients. It was incorporated in Ireland in May 2018 and is 
authorised by the Central Bank of Ireland. Through its MiFID passport, it has established Baillie Gifford 
Investment Management (Europe) Limited (Frankfurt Branch) to market its investment management and 
advisory services and distribute Baillie Gifford Worldwide Funds plc in Germany. Similarly, it has 
established Baillie Gifford Investment Management (Europe) Limited (Amsterdam Branch) to market its 
investment management and advisory services and distribute Baillie Gifford Worldwide Funds plc in The 
Netherlands. Baillie Gifford Investment Management (Europe) Limited also has a representative office in 
Zurich, Switzerland pursuant to Art. 58 of the Federal Act on Financial Institutions ("FinIA"). It does not 
constitute a branch and therefore does not have authority to commit Baillie Gifford Investment 
Management (Europe) Limited. It is the intention to ask for the authorisation by the Swiss Financial 
Market Supervisory Authority (FINMA) to maintain this representative office of a foreign asset manager 
of collective assets in Switzerland pursuant to the applicable transitional provisions of FinIA. Baillie 
Gifford Investment Management (Europe) Limited is a wholly owned subsidiary of Baillie Gifford 
Overseas Limited, which is wholly owned by Baillie Gifford & Co. 
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Hong Kong 
Baillie Gifford Asia (Hong Kong) Limited 柏基亞洲(香港)有限公司 is wholly owned by Baillie Gifford 
Overseas Limited and holds a Type 1 and a Type 2 license from the Securities & Futures Commission of 
Hong Kong to market and distribute Baillie Gifford’s range of collective investment schemes to 
professional investors in Hong Kong. Baillie Gifford Asia (Hong Kong) Limited  
柏基亞洲(香港)有限公司 can be contacted at Suites 2713-2715, Two International Finance Centre, 8 
Finance Street, Central, Hong Kong. Telephone +852 3756 5700. 
 
South Korea 
Baillie Gifford Overseas Limited is licensed with the Financial Services Commission in South Korea as a 
cross border Discretionary Investment Manager and Non-discretionary Investment Adviser. 
 
Japan 
Mitsubishi UFJ Baillie Gifford Asset Management Limited (‘MUBGAM’) is a joint venture company 
between Mitsubishi UFJ Trust & Banking Corporation and Baillie Gifford Overseas Limited. MUBGAM 
is authorised and regulated by the Financial Conduct Authority. 
 
Australia 
Baillie Gifford Overseas Limited (ARBN 118 567 178) is registered as a foreign company under the 
Corporations Act 2001 (Cth) and holds Foreign Australian Financial Services Licence No 528911. This 
material is provided to you on the basis that you are a “wholesale client” within the meaning of section 
761G of the Corporations Act 2001 (Cth) (“Corporations Act”).  Please advise Baillie Gifford Overseas 
Limited immediately if you are not a wholesale client.  In no circumstances may this material be made 
available to a “retail client” within the meaning of section 761G of the Corporations Act. 
 
This material contains general information only.  It does not take into account any person’s objectives, 
financial situation or needs. 
 
South Africa 
Baillie Gifford Overseas Limited is registered as a Foreign Financial Services Provider with the 
Financial Sector Conduct Authority in South Africa.  
 
North America  
Baillie Gifford International LLC is wholly owned by Baillie Gifford Overseas Limited; it was formed 
in Delaware in 2005 and is registered with the SEC. It is the legal entity through which Baillie Gifford 
Overseas Limited provides client service and marketing functions in North America. Baillie Gifford 
Overseas Limited is registered with the SEC in the United States of America. 
 
The Manager is not resident in Canada, its head office and principal place of business is in Edinburgh, 
Scotland. Baillie Gifford Overseas Limited is regulated in Canada as a portfolio manager and exempt 
market dealer with the Ontario Securities Commission ('OSC'). Its portfolio manager licence is currently 
passported into Alberta, Quebec, Saskatchewan, Manitoba and Newfoundland & Labrador whereas the 
exempt market dealer licence is passported across all Canadian provinces and territories. Baillie Gifford 
International LLC is regulated by the OSC as an exempt market and its licence is passported across all 
Canadian provinces and territories. Baillie Gifford Investment Management (Europe) Limited (‘BGE’) 
relies on the International Investment Fund Manager Exemption in the provinces of Ontario and Quebec. 
 
Oman  
Baillie Gifford Overseas Limited (“BGO”) neither has a registered business presence nor a 
representative office in Oman and does not undertake banking business or provide financial services in  
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Oman. Consequently, BGO is not regulated by either the Central Bank of Oman or Oman’s Capital 
Market Authority. No authorization, licence or approval has been received from the Capital Market 
Authority of Oman or any other regulatory authority in Oman, to provide such advice or service within 
Oman.  BGO does not solicit business in Oman and does not market, offer, sell or distribute any financial 
or investment products or services in Oman and no subscription to any securities, products or financial 
services may or will be consummated within Oman.  The recipient of this material represents that it is a 
financial institution or a sophisticated investor (as described in Article 139 of the Executive Regulations 
of the Capital Market Law) and that its officers/employees have such experience in business and financial 
matters that they are capable of evaluating the merits and risks of investments. 
 
Qatar 
The materials contained herein are not intended to constitute an offer or provision of investment 
management, investment and advisory services or other financial services under the laws of Qatar. The 
services have not been and will not be authorised by the Qatar Financial Markets Authority, the Qatar 
Financial Centre Regulatory Authority or the Qatar Central Bank in accordance with their regulations or 
any other regulations in Qatar. 
 
Israel 
Baillie Gifford Overseas is not licensed under Israel’s Regulation of Investment Advising, Investment 
Marketing and Portfolio Management Law, 5755-1995 (the Advice Law) and does not carry insurance 
pursuant to the Advice Law. This material is only intended for those categories of Israeli residents who 
are qualified clients listed on the First Addendum to the Advice Law. 
  
 
MSCI Legal Disclaimer 
 
Source: MSCI. The MSCI information may only be used for your internal use, may not be reproduced or 
disseminated in any form and may not be used as a basis for or a component of any financial instruments 
or products or indices.  None of the MSCI information is intended to constitute investment advice or a 
recommendation to make (or refrain from making) any kind of investment decision and may not be relied 
on as such. Historical data and analysis should not be taken as an indication or guarantee of any future 
performance analysis, forecast or prediction. The MSCI information is provided on an “as is” basis and 
the user of this information assumes the entire risk of any use made of this information.  MSCI, each of its 
affiliates and each other person involved in or related to compiling, computing or creating any MSCI 
information (collectively, the “MSCI Parties”) expressly disclaims all warranties (including, without 
limitation, any warranties of originality, accuracy, completeness, timeliness, non-infringement, 
merchantability and fitness for a particular purpose) with respect to this information.  Without limiting 
any of the foregoing, in no event shall any MSCI Party have any liability for any direct, indirect, special, 
incidental, punitive, consequential (including, without limitation, lost profits) or any other damages. 
(www.msci.com) 
 

http://www.msci.com/

