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Navigating the challenge of climate change 

The job of editing a document with many different 
authors can be a thankless task. As anyone who’s ever 
found themselves lost in a sea of tracked changes and 
comments will know, reaching agreement on the final 
version usually requires both compromise and tenacity. 
So we should spare a thought for the 721 authors from  
90 countries asked by the Intergovernmental Panel on 
Climate Change (IPCC) to finalise its Sixth Assessment 
Report. For them, 9 August was a very big day indeed. 
The full 3,949 pages of Working Group I’s (WGI) 
contribution was published for the world to see, 
representing the most significant update to global 
understanding of the physical science of climate change. 
It has taken a full eight years to complete. 

We’re no strangers to long-term, diligent research and 
analysis ourselves. We certainly try to avoid reaching 
hasty conclusions based on limited inputs or unreliable 
data. So the fact that this report – itself based on 
thousands of separate scientific studies – should use such 
clear and unambiguous language in its descriptions of the 
changes we are now causing to our planet should give 
everyone reason for concern. The IPCC is certainly not 
prone to kneejerk reactions. These are careful and 
considered conclusions and they tell us that human-
induced climate change is unequivocal and getting worse. 

Barely a month earlier, the small village of Lytton in 
southern British Columbia, home to roughly 250 people, 
measured the highest temperature ever recorded in 
Canada. Temperature records are normally broken by 
fractions of a degree but this time it was smashed by 
4.6℃, reaching nearly 50℃. The next day, 90 per cent  
of the village’s homes and businesses were destroyed by 
fire. Stories like this are being repeated around the world 
on an increasingly frequent basis, providing a very 
human reality to the thousands of pages of IPCC research 
and analysis. 

Climate change is, of course, a global problem but the 
‘lived experience’ of it happens locally. It is both a 
glaringly urgent emergency and something that requires 
action over decades. Its causes and effects are unevenly 
distributed through time and geography, with those most 
responsible often the least exposed to its physical and 
economic impacts. It requires international agreements 
among nations to address, yet it also needs innovation 
and entrepreneurship from businesses to solve. And even 
understanding the science of it, as we have seen, needs 
the diligent work of thousands of researchers. It is 
complex and at times confounding, to say the least. 
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Our responsibility as stewards of long-term capital  
is, we think, twofold. First, we need to understand how 
climate change can affect returns for our clients. For now, 
the focus of much of the regulatory intervention we are 
seeing in this area is on risk, including the recent 
announcements by the UK’s Department for Work and 
Pensions (DWP) and Financial Conduct Authority. The 
Taskforce for Climate-related Financial Disclosures 
(TCFD) – which forms the bedrock of this sort of 
regulation – has been hugely influential here and has 
changed the game on corporate climate risk disclosure. 
The TCFD’s emphasis was, and continues to be, 
primarily on driving better disclosure of potential 
financial costs of climate change and the transition. 
Financial costs don’t, of course, tend to include the 
human cost of lives uprooted or even sadly lost. Even  
so, the bill for rebuilding the little village of Lytton, B.C., 
currently stands at CA$78m and rising. Costs like this 
multiplied across the globe quickly become systemic. 
This is something that even the world’s best financial 
data modellers currently find difficult to comprehend,  
let alone calculate. 

Conventional economic modelling can struggle to 
incorporate the type of unprecedented impacts that 
climate change might bring – like large-scale crop failure, 
global sea level rise and collapse of ecosystems. 
Conversely, losses to fossil fuel-based business models in 
a decarbonising world are much easier to calculate. And 
so as we begin incorporating climate scenario analysis 
into our own portfolio analysis, we are mindful that some 
model outputs have a tendency to show the financial 
downsides of the transition apparently outweighing the 
financial downsides of catastrophic climate change. This 
instinctively feels wrong, and it probably is. 

But even more importantly for the type of long-term, 
future-focused investment strategies we run at Baillie 
Gifford, there is a danger that the opportunities presented 
by the shift to net-zero emissions may also be 
underestimated. Our responsibility to our clients is to  
find these opportunities. Some of our investments into 
companies like Northvolt and CATL (battery 
manufacturers), Beyond Meat (plant-based protein), 
Vestas and Ørsted (renewable power) and, of course, 
Tesla and Nio (electric mobility) are in clear pursuit of 
this. Ultimately, we think risk as a theory of change has 
its limitations and will not drive the scale of capital the 
world needs into climate solutions fast enough. The 
financial industry must do far more than simply insulate 
itself from risk: it must seek to achieve better outcomes 
for the climate, and by extension all of us.  

Which brings us to our other core responsibility, 
which is to be supportive and constructive long-term 
owners of companies as they navigate the transition 
towards net-zero. All companies will need to get there 
eventually; for some it presents a near-term liability or 
opportunity, or both, while for others it is less material to 
their core business, though still a feature of the regulatory 
space and customer environment they operate in. We try 
to ensure that our engagement with companies on 
climate-related issues is based on material risks and 
opportunities but is also supportive through significant 
periods of change. 

For companies to drive this transition effectively, the 
role of governments in helping to set the goalposts and 
rules of the game is vital. The Paris Agreement of 2015 
was a huge step forward in this respect, but as we look to 
COP26 in Glasgow in November we are hopeful that we 
will see more detail emerge on the regulatory and fiscal 
frameworks that are required. Put simply, the sheer speed 
of change now required to have much hope of staying 
within the 1.5–2℃ limits agreed in Paris means 
significant policy intervention is now needed in many 
areas like heating, power, transport and agriculture.  
Our view is that this intervention should be aimed at 
ensuring rapid adoption of solutions that can make a 
transformational difference now, on top of whatever 
economy-wide changes need to be made in the longer 
term. Clean technologies need to reach cost parity with 
fossil fuels as quickly as possible, meaning that targeted 
sector-specific policies and innovation are vital. Norway 
provides a good example, where pure electric vehicles 
now make up over two-thirds of new car sales, thanks  
to incentives that made them attractive to buyers and 
ensured the required infrastructure was built out too. 

Countries where adoption is left purely to market 
forces may eventually get to the same place, but it will 
take a lot longer – too long for the kinds of emissions 
reductions we need to see to be on track for the Paris 
Agreement. Putting more detail on the speed of those 
emissions reductions will be keeping the 721 IPCC 
authors busy over the coming year as they prepare two 
further Working Group reports on the mitigation and 
impacts of climate change. They are then due to publish  
a synthesis report around this time next year. Meanwhile, 
it will become increasingly important for investors and 
companies alike to ensure they both understand the risks 
– and importantly the opportunities – of climate change
to give us the best chance of avoiding lots more Lyttons
in the future.
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Voting Activity 

Baillie Gifford does not have voting discretion 

Solving climate change will require both international agreements 
among nations, and the innovation and entrepreneurship of 
businesses 

As responsible stewards of long-term capital, it is increasingly 
important we understand the risks and opportunities of climate 
change on our clients' behalf 

We try to ensure that our engagement with companies on climate-
related issues is based on material risks and opportunities, but is also 
supportive through significant periods of change 

Firm-Wide Company Engagement 

Engagement Type Company 

Corporate Governance Amazon.com, Inc., Beyond Meat, Inc. 

Environmental/Social Amazon.com, Inc., Carvana Co., 
Cloudflare, Inc., Hermès International 
Societe en commandite par actions, 
Moderna, Inc., Peloton Interactive, Inc., 
Zoom Video Communications, Inc. 

Notes on Firmwide Company Engagements highlighted in blue can be found in this report. Notes on other 

company engagements are available on request. 
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Company Engagement Report 

Amazon.com, Inc. We had a call with Senior Independent Director Jon Rubinstein. The focus of our 
discussion was the recent transition of CEO position from Jeff Bezos to Andy Jassy. This 
has been a carefully managed process, which the board has dedicated significant 
resource to over several years. Rubinstein explained his belief that Amazon has a deep 
succession plan down through the executive and management teams. We also 
encouraged Rubinstein and the Amazon board to improve its disclosure of health and 
safety data. The company has dedicated significant time and resource to improving 
financial and working conditions for its staff. However, its reporting of health and safety 
information is currently lacking, preventing shareholders from assessing the success of 
these investments and policies. 

Beyond Meat, Inc. We spent the entirety of our meeting with founder CEO Ethan Brown on company culture, 
prompted in part by notable management churn over the past year as well as criticisms 
from former employees. Corporate culture is essential for a company's success and 
longevity, and so we were encouraged by Brown's evident focus on it. He acknowledged 
that Beyond Meat's culture doesn't suit everyone, but he was balanced between being 
unapologetic about his exacting standards and being thoughtful about nurturing employee 
wellbeing. Having grown the headcount during the pandemic, Brown is now resolutely 
focussed on instilling and reinforcing company culture - specifically employee drive and 
passion, innovation- and customer-centricity, and a healthy degree of risk-taking. 
Encouragingly, culture is one of three priorities governing how Brown will allocate his own 
time as CEO going forward (alongside product development and large client relationships), 
underscoring its strategic importance to the company. His willingness to speak with us 
every six months, and his candour when doing so, should prove helpful to our ongoing 
learning and monitoring of the company's progress in this area, particularly as we consider 
competition for talent in the plant-based and lab-grown meat industries in future. 

Carvana Co. In the wake of our Q2 discussions with the founder, we met with Mike Levin of the IR team 
to begin a more direct conversation around Carvana's climate-related thinking and 
reporting. As a disruptor of the US second-hand car market, Carvana's interaction with the 
trends of the energy transition are multi-faceted, but, so far, it has no public disclosure or 
commentary on the issues. There is opportunity in the extension of vehicle lives and, 
potentially, in acting as a sales channel for original equipment (automotive component) 
manufacturers (OEMs) retreating from the dealership footprint. But there is also risk if old 
combustion engine cars see sudden value loss due to dislocating policy or technology 
change. We'd like to see Carvana understand and report its carbon footprint (direct 
emissions and those inherent in the cars it trades), but also explore its handprint - its 
options for system influence. This could be as simple as the provision of fuel efficiency 
data for buyers, or as complex as the academic research we need on life-cycle efficiency: 
is it more carbon efficient to scrap early and go electric, or better to wring the last drop of 
life from the current fleet before building new? There are many interesting issues to debate 
here as Carvana shakes this old-fashioned market, and we look forward to continuing the 
discussions. 
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Company Engagement Report 

Cloudflare, Inc. We had two separate engagements with Cloudflare in the last quarter. The objective of our 
first meeting was to gain insight into Cloudflare's thinking and activities relating to energy 
sources and carbon footprint. Our discussions addressed: Cloudflare's considerations for 
expanding low-carbon power for its data centres internationally, whether the company 
could offer customers the choice to route their data according to type of electricity source 
(optimising for renewables), and carbon emissions disclosures. Subsequent to our 
meeting, Cloudflare released its scope 1 and 2 emissions data and set out its aspiration to 
be carbon neutral across its network from 2022. The company also committed to 
accelerate deployment of ARM energy-efficient chips, allowing developers to choose the 
most energy-efficient data centres, and commenced a project with search and indexing 
companies to eliminate redundant web crawl that could generate carbon savings 
equivalent to planting 30 million trees. While we cannot point to causality between our 
engagement and these announcements, there is a clear correlation and the direction of 
travel is positive. We will continue to monitor progress. Our second call focused on the 
company's activities in Myanmar and it reinforced our belief that Cloudflare takes a 
thoughtful approach to operating in controversial regions. In particular, the company's 
technology is a critical communication tool for Burmese people as well as important 
institutions, such as their health services. CEO Matthew Prince detailed the investment the 
company has made in public policy and its interactions with stakeholders. This 
conversation also reaffirmed our view that third-party ESG research providers are limited in 
their ability to provide insight on important ESG issues. Our ability to speak directly with 
management has been crucial to understanding the realities of Cloudflare's activities in 
Myanmar and how it is aligning its treatment of stakeholders with its long-term strategy. 

Hermès International Our meeting with Olivier Fournier, responsible for corporate development and social 
affairs, provided an opportunity to gain insight into Hermès' approach to climate change. 
Encouragingly, its climate commitments stepped up a gear in 2020 with a clear strategic 
commitment to achieve net zero across the business by 2050 - a series of reduction 
targets now pending approval by the Science Based Targets initiative and reporting 
covering scope 1, 2 and 3 emissions. While Hermès is following the line of best practice, 
we are concerned that its fundamental ability to decarbonise remains constrained by its 
attachment to the agricultural supply chain.  Industry guidance allows bovine emissions to 
sit outside its scope 3 accounting. We have less conviction that Hermès is ready to 
demonstrate climate leadership and urgency in leading consumers away from leather 
goods, albeit Fournier highlighted experimentation with synthetic alternatives. Going 
forward, we will be looking for signs of a louder industry voice and even more ambitious 
reduction targets for direct emissions. 

Moderna, Inc. We continued our conversation with Moderna on its approach to maximising access to its 
Covid-19 vaccine in a call with IR. We are very supportive of Moderna's tiered pricing 
model and its reinvestment in an expanding pipeline of vaccines and treatments but 
continue to encourage efforts to ensure universal vaccine access. This was a helpful call to 
explore some of the steps Moderna is taking and some of the challenges it has faced. It 
was also encouraging to hear how the company is facilitating vaccine donations from 
countries with excess supply. 

Peloton Interactive, Inc. We continued our dialogue with the company by speaking to members of Peloton's ESG 
team. The focus of our discussion was planned enhancements to its supply chain and how 
it thinks about climate change. Peloton's investment in a production facility in Ohio will 
deliver several benefits for the business. These include improving the stability of its supply 
chain by reducing geopolitical risk and lowering its carbon footprint by manufacturing 
equipment closer to its core end markets. We also provided some guidance with regards 
to Peloton's upcoming inaugural ESG report. We encouraged the company to focus on the 
material environmental, social and governance issues and how these align with the long-
term strategy. Furthermore, we repeated our support for Peloton to be innovative and 
different and aim to produce a document which outlines the real impact the business has 
on its customers and other key stakeholders. We look forward to reading the report and 
continuing our engagement with the business. 
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Company Engagement Report 

Zoom Video Communications, Inc. We engaged with the company to deepen our understanding of Zoom in the context of 
climate change. Zoom is still only at an early stage in calculating its own emissions 
footprint, though it has appointed an environmental consultancy to conduct analysis and 
intends to share results in the coming months. Beyond this, the Zoom product is also 
estimated to save several megatonnes (Mt) of carbon dioxide emissions thanks to avoided 
travel (the company estimated it saved around 55Mt during the calendar year 2020, which 
for comparison is close to Amazon's total footprint). As ever, there are potential 
shortcomings to any calculations of avoided emissions. To complement such analysis, we 
suggested to the company that users could be surveyed at random after each Zoom 
meeting to ask whether the meeting replaced business travel or commuting. We 
understand the company is now considering repurposing a survey feature in Zoom to track 
this. We will continue to monitor Zoom's progress in its carbon accounting and 
disclosures. 
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