
Our research suggests that the rise in sugar consumption 
around the world could create serious problems for the food 
and beverage sector. Central to this risk are a number of  
health problems – such as diabetes, high blood pressure 
and obesity – collectively known as metabolic syndrome 
and thought to be linked to excessive consumption of sugar. 
Indeed, we suggest that there are similarities between major 
food and beverage companies (“Big Food”) and major tobacco 
companies (“Big Tobacco”), which have been severely hit by 
massive fines and legal settlements over the last 25 years or 
so. This could have serious ramifications for investors1.
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Obesity is rising fast (Figure 1), but it just represents one of 
a range of diseases encompassed by metabolic syndrome. 
In reality, therefore, the syndrome affects an even greater 
proportion of the world’s population at a rapidly rising rate. 
A growing number of scientific studies are attempting to 
prove the link between the syndrome and sugar, while 
governments and consumers are increasingly aware of the 
mooted relationship. As a result, sales of processed food 
and sugary carbonated soft drinks are in decline (Figure 
2). Despite this trend, many Big Food companies’ product 
portfolios are still dominated by such products.

The global food and beverage industry is largely self-
regulated, although there has been a notable shift towards 
greater external regulation in the last 18 months. The 

key areas of focus have been labelling and restrictions on 
marketing to children. For example, the US Food and Drug 
Administration has proposed changes to nutritional labels 
for food and beverage products. In addition, there are 
increasing restrictions on advertising, with governments 
banning TV advertising of unhealthy products to children 
in Mexico and France. In the US, San Francisco city officials 
have unanimously approved an ordinance requiring 
advertisements for sugary drinks to include a warning that 
extra sugar can lead to health problems2. 

So far taxation of unhealthy ingredients, such as sugars, 
has had only limited take-up, even if public concern 
is rising. The notable exception is the UK, where the 
government recently announced a graduated tax on 
makers of sugar-sweetened drinks. Litigation is a much 
bigger unknown. Our view is that companies with sales 
2   www.marketwatch.com, July 2015.

Figure 1: Obesity is on the rise across the world...   
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1   These issues are discussed more fully in the long version of this article at  
www.schroderstalkingpoint.com
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marketing claims would be undermined, potentially 
opening up a new source of litigation. Here there is 
significant legacy risk for Big Food. High sugar content 
dates back to the low-fat trends seen in the 1970s, when 
sugar was added to “low fat” products to maintain their 
taste. Thus far, while evidence linking sugar with metabolic 
syndrome is increasing, it is not yet at the level to shift the 
balance against Big Food.

Similar trends have resulted in serious consequences 
for Big Tobacco over the last 25 years. The first wave of 
litigation was in the 1950s, but it was not until the 1990s 
that law suits started to bite. They were triggered by leaked 
cigarette company documents showing that companies 
were aware of the addictive nature of tobacco. 

In 1998, the attorneys general of 46 US states and four 
of the largest tobacco companies agreed to the so-called 
Master Settlement Agreement. This led to a minimum 
payment of $206 billion over 25 years, banned certain 
advertising, and increased education about the risks of 
tobacco. Both the Master Settlement and the subsequent 
2005 WHO Framework Convention on Tobacco Control 
have had a significant impact on tobacco company costs, 
reputation and sales. Since these events, tobacco stocks 
have often performed well, but this has reflected the 
industry’s strong pricing power along with surging demand 
from developing countries.

Our research has highlighted clear similarities between  
Big Tobacco and Big Food:

Science and proof of causation: Big Tobacco argued in 
the 1950s that product consumption was down to personal 
responsibility and that illnesses had multiple causes. 
Causation may be harder to prove with food, given that 
metabolic syndrome sufferers have consumed multiple 
products. However, as more scientific evidence emerges,  
it may be simpler to prove causation by ingredient type. 

Ability to self-regulate: Both Big Food and pre-1990s  
Big Tobacco have (or had) powerful industry lobbies and 
the ability to self-regulate. The decision in San Francisco  
to add health warnings to sugary drinks advertising is 
the first tangible example of Big Food losing its power to 
regulate itself.

exposure to the US face the greatest risk. The majority of 
class action lawsuits filed have focused on allegations of 
false advertising and misleading marketing, rather than on 
product liability. Thus far, all cases have been settled out 
of court for figures in the low millions of dollars. So it does 
not appear at this stage that litigation risk and lower sales 
are material to the investment case, but we believe there 
is a high probability that this may change in the medium 
term. Our research has identified three catalysts that could 
transform Big Food into Big Tobacco:

Catalyst 1: Increased concern from medical and public 
health organisations, and higher awareness amongst 
consumers
In the past two years we have seen a shift in focus from 
fat to sugar by medical and public health organisations. 
In 2014, the World Health Organisation halved its 
recommended daily limit for calories from sugar to 5% of 
an individual’s diet. This concern was echoed by the British 
Medical Association in 2015, when it recommended a 20% 
tax on sugary soft drinks. Consumer awareness is reflected 
in several trends. These include lower fast food and 
carbonated soft drink sales, metabolic syndrome sufferers 
actively choosing to change their diets and lifestyle and 
consumers increasingly questioning ingredients and 
nutritional content.

Catalyst 2: Demographics and rising healthcare costs
With a growing global population and increasing rates of 
metabolic syndrome, global healthcare costs are soaring. 
It is estimated that obesity alone accounts for 21% of US 
healthcare spending. In the UK, the number of people 
diagnosed with diabetes has jumped by 60% in the past 
10 years, mostly caused by excessive sugar consumption3. 
Indeed, diabetes now accounts for 10% of the National 
Health Service drugs bill4.

Catalyst 3: New scientific evidence linking sugar 
consumption with metabolic syndrome

The final catalyst would be independent scientific evidence 
proving product liability, which is where the biggest 
settlements were made in Big Tobacco cases. Were this to 
emerge as an issue and to stand up in court, then current 
3  Diabetes cases soar by 60% in past decade, says charity Diabetes UK, BBC,  

August 2015.

4  Diabetes uses 10% of NHS drugs bill, BBC, 12 August 2015.

Figure 2: ...while processed food is on the decline (at least in the US)    
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Soaring healthcare costs: As with tobacco, governments 
have an incentive to recoup healthcare costs resulting  
from the sale of harmful food products. This could come 
from a sugar tax or litigation.

Addictive ingredient: Unlike nicotine, the addictive  
nature of sugar has yet to be legally tested. Again, this 
relates to catalyst three – the need for more robust science 
proving causation.

In summary, we believe that Big Food is nearing the stage 
that Big Tobacco was at in the early 1980s, just before 
product liability was proved and the major litigation began. 
We believe that two of the three catalysts highlighted 
above are already materialising. The lack of a third catalyst 
is the only thing protecting Big Food from being exposed to 
material litigation risk.

We believe there are two possible outcomes from all 
this that will affect the Big Food sector. Their effects on 
valuations are summarised in the diagram below. 

 
*Cost of goods sold. Source: Schroders.

1 Valuation impact based on current trends,  
with no litigation

From our research we conclude that the industry may 
already be facing financial pressures. Increased consumer 
awareness of sugar and its associated health risks poses a 
threat to the sales and growth rates which drive valuations. 
Lower demand for high-sugar food and drinks will result 
in lower-than-consensus forecast sales and growth rates 
for Big Food groups, which will also be required to increase 
their research and development spending.

Big Food is losing out as consumers switch towards healthier, 
unprocessed foods, particularly in developed markets such 
as North America, Australia and Europe. However, we believe 
certain firms are well placed to increase market share. A 
prime example is WhiteWave Foods, a US-listed company 
producing healthier food products, which is the fastest 
growing company in the US food and beverage sector over 
a four-year period. However, there are also opportunities for 
more traditional companies to catch up on their innovation 
lag and create healthier product portfolios by acquiring 
smaller, private, health food companies.

2 Valuation impact if all three catalysts have been 
triggered, leading to large scale litigation

All companies in the sector are exposed to legacy risk from 
decades of selling sugary processed food and beverages. 
To account for this potential risk, a slight discount should 
be applied to the valuation. We propose increasing the cost 
of equity for companies exposed to potential litigation.

Assessing the nutritional profile of product portfolios is 
challenging, given the limited information from labelling 
and poor disclosure at product portfolio level across 
Big Food. However, the Access to Nutrition Index (AtN)5 
provides an independent review of a company’s product 
portfolio, nutrition strategy and access to nutritious and 
affordable products.

In 2013, we analysed those consumer companies that 
Schroders holds that are also included in the Access to 
Nutrition Index so that we could use its product portfolio 
score. The results in Figure 3 show the companies most 
exposed to the greatest risk (circled) through their 
exposure to developed markets and a low product portfolio 
score in terms of nutrition:
5  www.accesstonutrition.org/global-index-2013. 

Figure 3: Lower nutritional value is likely to spell higher risk   
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Important Information: The views and opinions contained herein are those of  
Elly Irving, ESG Analyst at Schroders, and may not necessarily represent views 
expressed or reflected in other Schroders communications, strategies or funds.  
This document is intended to be for information purposes only and it is not intended 
as promotional material in any respect. The material is not intended as an offer or 
solicitation for the purchase or sale of any financial instrument. The material is not 
intended to provide, and should not be relied on for, accounting, legal or tax advice, 
or investment recommendations. Information herein is believed to be reliable but 
Schroders does not warrant its completeness or accuracy. No responsibility can be 
accepted for errors of fact or opinion. Reliance should not be placed on the views and 
information in the document when taking individual investment and/ or strategic 
decisions. Past performance is not a reliable indicator of future results, prices of shares 
and the income from them may fall as well as rise and investors may not get back 
the amount originally invested. Forecast: The forecasts stated in the document are 
the result of statistical modelling, based on a number of assumptions. Forecasts are 
subject to a high level of uncertainty regarding future economic and market factors 
that may affect actual future performance. The forecasts are provided to you for 
information purposes as at today’s date. Our assumptions may change materially with 

changes in underlying assumptions that may occur, among other things, as economic 
and market conditions change. We assume no obligation to provide you with updates 
or changes to this data as assumptions, economic and market conditions, models or 
other matters change. UK Investors: The data contained in this document has been 
obtained from sources we consider to be reliable. No responsibility can be accepted for 
errors of fact and the data should be independently verified before further publication 
or use. This does not exclude or restrict any duty or liability that Schroders has to its 
customers under the Financial Services and Markets Act 2000 (as amended from time 
to time) or any other regulatory system. The sectors and company names shown are 
for illustrative purposes only and not to be considered a recommendation to buy or sell 
securities. Exchange rate changes may cause the value of any overseas investments 
to rise or fall. Investments in smaller companies can be less liquid than investments in 
larger companies and price swings may therefore be greater than in larger company 
funds. Investments that focus on specific sectors can carry more risk than investment 
spread over a number of different industry sectors. Issued in April 2016 by Schroder 
Investment Management Limited, 31 Gresham Street, London EC2V 7QA. Registration 
number 1893220. Authorised and regulated by the Financial Conduct Authority.  
For your security,  communications may be taped or monitored. SCH32936.

Conclusion
The demand for processed food and fizzy drinks is not going to disappear overnight. However, consumer 
behaviour is changing and tastes are evolving as people become more aware of the impact on their health.  
Big Food has been slow to adapt, focusing more on cost than innovation. The similarities with Big Tobacco  
are now becoming clearer and the increasing pressure from consumers, public health bodies and governments  
is changing the way investors need to think about sector valuations. We believe that forecasts need to reflect  
slower growth rates and higher research and development spending. Moreover, there is the risk of litigation, 
which would become a real threat if independent scientific research establishes a link between metabolic 
syndrome and excessive sugar consumption. Together, this could have an impact on Big Food akin to that  
which has ravaged the tobacco industry.


