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Research Brief 

Owens-Illinois (OI)  

Reuse > Recycle ǰ Closing the loop on a cheap stock with long-term 
potential 

 

Nov 21, 2019 
 

\GǸā āĆñÁå Ø´ā ÀÊÊì ØÚĆ ĆØÚā ĠÊ´þǚ ÀĉĆ ÆñÊā 7lB ëñëÊìĆĉë ØÚÕØæÚÕØĆ ´ì ñûûñþĆĉìÚĆĠǠ 
Owens-Illinois, the manufacturer of glass container products for the food and beverage industry, 
has struggled in the last decade. As CPG1 companies continue to embrace PET products, glass 
volumes have been in structural declineǱĉìÆÊþāÁñþÊÆ ÀĠ \GǸā hƬ ÕĉÚde down on weakening demand. 
In YTD 2019, OIǸā āĆñÁå has underperformed the S&P 500 by ~73%, EPS and EBITDA estimates have 
Ô´ææÊìǚ ´ìÆ ĆØÊ āĆñÁåǸā ëĉæĆÚûæÊ Ø´ā þÊþ´ĆÊÆ æñĚÊþǙ EñĚÊęÊþǚ ĆØÊ Áñëû´ìĠǸā āĉāĆ´Úì´ÀÚæÚĆĠ 
characteristicā Ø´ęÊ ÀÊÊì ÚëûþñęÚìÕǚ ÊęÚÆÊìÁÊÆ ÀĠ āĆþñìÕ āÁñþÊā ñì pþĉę´æĉÊǸā VñëÊìĆĉë āÚÕì´æǙ 
In October, the company secured a $225M sustainability-linked bank loan to retire existing debt, 
ĚØÊþÊ ĆØÊ ÚìĆÊþÊāĆ þ´ĆÊ ñÔ ĆØÊ æñ´ì ĚÚææ ÀÊ ÚìÆÊğÊÆ Ćñ \GǸā 7lB āÁñþÊǙ lÊû´þ´ĆÊæĠǚ ĆØÊ Áñëû´ìĠ 
issued a ȄƭƪƪV ÕþÊÊì ÀñìÆ ĆØ´Ć ĚÚææ ´āāÚāĆ Úì ĆØÊ ÁñìĆÚìĉÊÆ ÔÚì´ìÁÚìÕ ñÔ ǵÊæÚÕÚÀæÊ ÕþÊÊì ûþñäÊÁĆāǶ2. 
 
Fundamentals to reverse as environmental concerns & circular economy drive behavior change 
At the heart of the fundamental struggle for OI has been the long-standing shift from beverage 
companies towards aluminum can and recyclable PET (plastic) packaging. Looking forward, the 
incorporation of environmental costs, particularly with respect to carbon and plastic waste, may 
lead to a reversal in this trend.  For example, in the soft drink industry, annual natural capital costs 
of $4.5B go unrealized.3 With respect to carbon, the lifecycle footprint of returning to a refillable 
glass model (which still exists in certain European and South American markets) is drastically lower 
than both aluminum and plastic options. If CPG companies will eventually own the costs of their 
products through end-of-use, the shift back to the glass refillable model may be swift. Already, 
PepsiCo has switched to glass bottles for its Tropicana orange juice in the Loop project, and in 
Oregon, seven breweries have begun offering beer in returnable, refillable bottles. 
 
}Ø´ĆǸā ûþÚÁÊÆ- in the stock? 
On ë´ìĠ ÆÚëÊìāÚñìāǚ \GǸā āĆñÁå Úā ÁØÊ´û Ćþ´ÆÚìÕ ´Ć äĉāĆ ƮǙƫğ ÔñþĚ´þÆ 7fl ´ìÆ ƯǙƲğ ÔñþĚ´þÆ 7-Gp3!Ǚ 
Further, on a DCF basis, using street FCF estimates, assuming a ~14% cost of capital, the current 
stock price roughly implies -4% terminal growth.4 A slight shift in the perception around future 
growth could translate into meaningful upside in the stock, even before that growth is realized. 
 
OI exhibits positive ESG momentum 

 
Source: Truvalue Platform 
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Research Briefs highlight material events that 
move Truvalue Labs scores and may shape future 
company valuation. 
 
 
 

AT A GLANCE 
 

Owens-Illinois (OI) 
 
 

Insight Score5  57 

Industry Percentile  28th 

Momentum Score 79 

Industry Percentile  78th 

NTM P/E 4.1x 

Peers 16.2x 

NTM EV/EBITDA 5.8x 

Peers 10.0x 

  

Top Score Drivers- TTM Impact  

Product Design and Lifecycle 
Management 

48% 

Energy Management 9% 
 

Employee Engagement, Diversity 
and Inclusion 

9% 

 
1 CPG = Consumer Packaged Goods 
2 Eligible green projects include the following: 1) Projects / investments aimed at replacing fossil fuel energy with renewable; 2) investments in energy efficient solutions; 3) new 
technologies aimed at reducing water consumption in the manufacturing process; 4) manufacturing facility technology improvements; 5) projects aimed at using circular economy 
programs, including glass recycling processing facilities; 6) projects aimed at decreasing the use of raw materials, and using sustainable raw materials 
3 Valuing Plastic: The Business Case for Measuring, Managing and Disclosing Plastic Use in the Consumer Goods Industry. Trucost. 2014. 
4 This is comparable to the terminal growth rate used in many Tobacco company models, reflecting a business in structural decline 
5 Añþ ´ææ āÁñþÊā Úì ĆØÚā āÊÁĆÚñìǚ l!l-Ǹā V´ĆÊþÚ´æÚĆĠ æÊìā Úā ĆĉþìÊÆ ñff. Valuation as of November 2019. Valuation Source: Refinitiv 

https://www.globenewswire.com/news-release/2019/10/15/1929965/0/en/O-I-Announces-Sustainable-Improvement-Loan.html
https://www.globenewswire.com/news-release/2019/11/05/1941066/0/en/OI-European-Group-B-V-Launches-300-Million-Green-Bond-Offering.html
https://www.supplychaindive.com/news/pepsico-loop-sustainability-reusable-packaging/550235/
https://www.treehugger.com/green-food/refillable-bottles-system-launched-oregon.html
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Evidence 
 

Idea Generation 
 
In ESG investing, the sweet spot of idea generation includes the confluence of companies in 
transition, exhibiting noticeable improvement in sustainability characteristics (e.g. ESG 
momentum) and depressed valuation (e.g. opportunity for multiple expansion and / or earnings 
upside).  
 
\ìÊ Ě´Ġ Ćñ ´ûûþñ´ÁØ ĆØÚā ÚìÁæĉÆÊā æÊęÊþ´ÕÚìÕ pþĉę´æĉÊǸā ëñëÊìĆĉë āÚÕì´æ ´ìÆ ÔñÁĉāÚìÕ ñì 
companies with middle-tier Insight Scores (long-term sustainability rating equivalent) but high 
Momentum Scores. This enables investors to find companies in transition and provides a leading 
indicator to shifts in culture and business practices where such intangibles may yet to be priced 
into the stock. 
 
This approach has been corroborated by quantitative back-testing. From a Russell 1000 test 
universe, employing a momentum strategy yielded nearly ~5% annualized excess returns.6 

 
In back-test studies conducted by Truvalue Labs, companies with middle tier 
Insight performance but strong Momentum outperform over the long -term 

 
Source: Truvalue Data 

 
From an ESG perspective, Owens-Illinois stock fits the bill . Moreover, and after the sell-off YTD, 
valuation and lower expectations might change the nature of risk/reward skew.   

 
\GǸā āĆñÁå Ø´ā ÀÊÊì ÆñĚì ´ìÆ ñĉĆ ¤p3ǚ Ê´þìÚìÕā ÊğûÊÁĆ´ĆÚñìā Ø´ęÊ þÊÀ´āÊÆǚ 
´ìÆ ĆØÊ Áñëû´ìĠǸā ëĉæĆÚûæÊ Ø´ā þÊ-rated lower, presenting an opportunity  

 
Source: Refinitiv 

 
 
The sweet spot of ESG investing includes 
the confluence of companies in transition, 
exhibiting ESG momentum and depressed 
valuation (e.g. opportunity for multiple 
expansion and / or earnings upside).  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
From a Russell 1000 test universe, 
employing a momentum strategy yielded 
nearly ~5% annualized excess returns. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

 

From an ESG perspective, Owens-Illinois 
stock fits the bill. Moreover, and after the 
sell-off YTD, valuation and lower 
expectations might change the nature of 
risk/reward skew.   

 

 

 

 

 

 

 

 
6 Performance, Test of Insight, ESG Momentum and Volume Signals. U.S. large cap results for S&P 500 and Russell 1000 Benchmarks, 2008-2018. Stephen Malinak et al. Truvalue Labs. 
2018. 
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Product Design and Lifecycle Management 
 
pØÊ ĉìÆÊþæĠÚìÕ ûÊþÔñþë´ìÁÊ ĆØ´Ć ÆþÚęÊā \GǸā 7lB ëñëÊìĆĉë Úā ûþÚë´þÚæĠ þÊæ´ĆÊÆ Ćñ l!l-Ǹā fþñÆĉÁĆ 
Design and Lifecycle Management category, which is driving almost half of the data volume 
captured by Truvalue. This topic is also considered financially material by the Sustainability 
Accounting Standards Board (SASB). 
  
3þÚęÚìÕ ĆØÊ Áñëû´ìĠǸā ñęÊþ´ææ āÁñþÊǚ ´ìÆ þÊÁÊìĆ ëñëÊìĆĉëǚ Úā l!l-Ǹā fþñÆĉÁt 
Design and Lifecycle Management categoryǱwhich holds important 
implications with respect to carbon and plastic waste  

 
Source: Truvalue Platform 

 
 

Plastic  
 
In a prior Research Brief on Proctor and Gamble, we outline in detail the environmental impacts, 
costs, and other dynamics of plastic waste. Within beverages, ~35% of all packaging is plastic, and 
natural capital costs are estimated to be $4.5B annually.7 
 
OĉāĆ ´ā fȨBǸā ÊÔÔñþĆā Ćñ ëñęÊ ĆñĚ´þÆ ÁÚþÁĉæ´þ æññûā have been driven by stakeholder demands, the 
food and soft drink industry will face similar pressures. While recycling is helpful and often heralded 
as the solution, the responsibility shift from producers to consumers, as well as the lack of 
sufficient recycling infrastructure in many markets (particularly in the US) creates problems.  
 
lñÔĆ ÆþÚìåā ĚÊþÊìǸĆ ´æĚ´Ġā āñæÆ Úì ûæ´āĆÚÁǚ ÀĉĆ ñęÊþ ĆØÊ æ´āĆ Ôñĉþ ÆÊÁ´ÆÊā āÊęÊþ´æ ÆþÚęÊþāǱincluding 
convenience, disposability, and low costs for producersǱcaused the packaging type to gain half of 
US market share by volume. These benefits, however, were not weighted against the environmental 
costs incurred to society.  
 
Looking forward, CPG companies may be expected to own the end-of-life of their products, which 
translates into additional costs of recycling what they sell, and incorporating those materials back 
into the manufacturing process as inputs. While this is possible and feasible with the use of 
aluminum and plastic, it may not be as cost or resource efficient as the old model of returnable and 
refillable glass.  
 
In the closed loop experiment by Terracycle, PepsiCo validated this presumption by opting for glass 
to contain its Tropicana juice product. Should this type of solution scale and represent the mode of 
modern, sustainable consumption, demand for glass containers may rebound. 
 

 

 

 

 
 
 
 
 
 
 
 
 
Product design and lifecycle management 
also directly affect two important 
environmental issues: plastic waste and 
GHG emissions.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
OĉāĆ ´ā fȨBǸā ÊÔÔñþĆā Ćñ ëñęÊ ĆñĚ´þÆ 
circular loops have been driven by 
stakeholder demands, the food beverage 
and soft drink industry may face similar 
pressures. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
7 Trucost.  

https://cdn2.hubspot.net/hubfs/4137330/RB_PG_62619.pdf?utm_campaign=Research%20Brief%20Emails&utm_medium=email&_hsenc=p2ANqtz-9wGTtHwSHwmEkCKOdKx-5l0VkmOxU6ZiLr36XhgFnVcWpydeqHb_l8M3QYKzpR33qqY3C9&utm_source=hs_email&hsCtaTracking=8f2668b6-0b63-4362-8e1e-e1627ed4699b%7Cfbf77bb3-ffab-4c5f-a170-ee60fa9f16de
https://www.3blmedia.com/News/PepsiCo-Launches-TerraCycle-Operated-Reusable-Packaging-Pilot
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Another trend to note is the emergence of plastic bans. In the US, since the beginning of 2019, 200 
bills related to single-use plastics have been introduced into the state legislatures. Globally, 112 
countries, states, and cities have imposed plastic bans on different types of single-use plastic 
goods. While plastic bags and straws have been initial targets, more broad measures might be on 
the horizon. 
 

Plastic  production has exploded, leading to a well-known environmental crisis  

 
Source: Geyer et al. (2017) 
 
Roughly ~36% of plastic production is for product packaging  

 
Source: Geyer et al. (2017) 
 
Less than ~80% of plastic is recycled 

 
Source: Geyer et al. (2017) 
 

Looking forward, CPG companies may be 
expected to own the end-of-life of their 
products. 
 
 
 
 
 
 
 
 
With such circumstances, the standard 
path towards minimizing costs includes 
incorporating those materials back into the 
manufacturing process as inputs. 
 
 
 
 
 
In the closed loop experiment by 
Terracycle, PepsiCo validated this 
presumption by opting for glass to contain 
its Tropicana juice product.  
 
 
 
 
 
 
Innovation and change related to 
packaging will likely have the highest 
impact on reducing plastic waste. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Reduce > Reuse > RecycleǱthe classic 
phrase helps prioritize solutions to the 
plastic problem, suggesting returnable, 
refillable glass containers would be 
prioritized by stakeholders. 
 
 
 
 
 
 
 
 
 
 
 
 

https://www.wsj.com/articles/plastic-bans-what-you-need-to-know-11561195802
https://www.wsj.com/articles/plastic-bans-what-you-need-to-know-11561195802
https://www.3blmedia.com/News/PepsiCo-Launches-TerraCycle-Operated-Reusable-Packaging-Pilot
https://www.3blmedia.com/News/PepsiCo-Launches-TerraCycle-Operated-Reusable-Packaging-Pilot
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The US generates high levels of plastic waste on a per capita basis  
Plastic waste generation per person (2010)* 

 
Source: Jambeck et al. (2015); * Daily plastic waste generation per person, measured in kilograms per person per day 

 
 
Refillable bottles used to dominate the US soft drink industry but  
quickly declined with the advance of plastic  

 
Source: Container Recycling Institute 

 
Plastic now represents over a third of beverage packaging globally 

 
Source: Container Recycling Institute 

 
 
 
Gì æÚÕØĆ ñÔ ĆØÊ sl ´ìÆ sPǸā ØÚÕØ ûæ´āĆÚÁ 
waste per/capita levels, both countries 
might be subject to global pressure to 
enact stringent policy responses. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Should this trend of plastic adoption for 
soda containers reverse, OI would be well 
positioned to capture volume growth. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
If the cost of plastic rises for 
environmental reasons, we may see a 
market share shift towards glass bottles. 
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Carbon Footprint 
 
ǵ7ęÊþĠ ĆÚëÊ ĆØ´Ć ÀñĆĆæÊ ÕÊĆā þÊĉāÊÆǚ ĠñĉǸþÊ ÁĉĆĆÚìÕ ĆØÊ Á´þÀñì ÔññĆûþÚìĆ ñÔ ĆØ´Ć ÀñĆĆæÊ Úì Ø´æÔǙ GĆǸā ĆØÊ 
most sustainable choice in the beer aisle.Ƕ ǰ Joel Schoening of the Oregon Beverage Recycling 
Cooperative 

 
Seventy years ago, returnable, refillable beer bottles were the norm and represented over ~80% of 
the US beer market by volume. Today, however, they are virtually defunctǱexcept in one state, 
Oregon, where they are making a comeback.  Is this a just a nostalgic glimmer of the past, or a way 
forward toward a more sustainable future? 
 
While a lifecycle assessment done by Owens-Illinois shows a glass beverage package to have a 
modestly lower carbon footprint then both plastic and an aluminum can, another study done by 
TetraPak revealed glass to have a slightly larger footprint than a single-use plastic option.  
 
Both studies, however, reveal that the returnable modelǱwith an average of 30x refills8, provides a 
significantly lower footprintǱabout ~5% of any other option.  
 
The existential crisis of climate change will soon require a price for carbon. From an economic 
perspective, once these carbon costs become tangible and prices implemented into cost of goods, 
a loop model that provides significant  carbon savings has the strongest chance of becoming the 
preferred dynamic.  
 
In the US beer market, bottles are still in use (at a lesser rate vs. history ), yet 
the practice of returning and refilling bottles has virtually ended  

  
Source: Container Recycling Institute 
 

 
 
 
 
 
 
 
 

 
 
 
Two LCA studies reveal that the returnable 
modelǱwith an average of 30x refills9, 
provides a significantly lower footprintǱ
about ~5% of any other option (aluminum, 
can, recyclable PET, etc.) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
8 30x is the average refills observed in European and South American markets, where the returnable model remains common 
9 30x is the average refills observed in European and South American markets, where the returnable model remains common 
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The other well-known problem, human-induced climate change,  
requires a price on carbon to limit GHG emissions 

 
Source: Scripps C02 Program 

 
 
According to one lifecycle assessment , glass is modestly less carbon-
ÚìĆÊìāÚęÊ ĆØ´ì ñĆØÊþ ÀÊęÊþ´ÕÊ û´Áå ñûĆÚñìāǝ 

 
Source: Owens Illinois 

 
 
 
 
 
 
 

 
 
 
The existential crisis of climate 
change will soon require a price for 
carbon.  
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ǝEñĚÊęÊþǚ ĚØÊì ´āāÊāāÚìÕ ĆØÊ þÊÔÚææ´ÀæÊ ëñÆÊæǚ ĚØÚÁØ Úā āĆÚææ ÊëûæñĠÊÆ Úì 
various European and South American markets, the carbon footprint is 
drastically reduced   

 
Source: Owens Illinois  

 
Should carbon costs be fully reflected in production, 94% savings  
would be realized from tØÊ ǷþÊĆĉþì´ÀæÊ Ǧ þÊÔÚææ´ÀæÊǸ ´ûûþñ´ÁØ 

 
Source: Owens Illinois, Truvalue 

 
A separate LCA found results corroborating the efficiency  
of the refillable glass bottle  

 
Source: Tapp Water, Tetra Pak 

 
 
 
 
 
From an economic perspective, once 
these carbon costs become tangible 
and prices implemented into cost of 
goods, a loop model that provides 
significant carbon savings has the 
strongest chance of becoming the 
preferred dynamic.  
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Outlook  

The dynamics mentioned in this noteǱthe implementation of carbon pricesǱthe burden of recycling 
shift ing from consumers back to producersǱmay not play out over the next three years. 
.ñìāÊýĉÊìĆÚ´ææĠǚ \GǸā ìÊ´þ ĆÊþë Ê´þìÚìÕā ûñĚÊþ ë´Ġ ÀÊ Úì- line with current street estimates (which 
have been de-risked after falling throughout the year). 
 
Nonetheless, these structural shifts in behaviors, away from carbon intensity and plastic use, may 
ÁØ´ìÕÊ ĆØÊ ûÊþÁÊûĆÚñì ´þñĉìÆ \GǸā āĆñÁå Úì ĆØÊ ÚìĆÊþÚëǚ āØÚÔĆÚìÕ ÚìęÊāĆñþā ęÚÊĚ ñÔ ĆØÊ Áñëû´ìĠǸā æñìÕ-
term growth prospects.  
 
Moving to a close loop, system, with prices / costs tangibly represented for plastic waste and carbon, 
would provide clear incentives to revert to the returnable / refillable glass model. With the stock 
currently implying -4% terminal growth10, upside from this potential sustainability-driven shift is not 
priced-in. 
 
The current stock price and street estimates for free cash flow going forward, 
at an assumed ~14% cost of capital, imply terminal growth of -4% 

 

 
Source: Refinitiv, Truvalue 
 
 
Scenarios based on various terminal growth / cost of capital assumptions:  

 
Source: Refinitiv, Truvalue 
 
Should glass volumes in the medium / long-term stabilize or rebound (driven by 
sustainability dynamics), the perceived opportunity costs or assumed te rminal 
growth could easily shift, providing upside scenarios  

 
Source: Refinitiv, Truvalue 

Moving to a close loop, system, with prices 
/ costs tangibly represented for plastic 
waste and carbon, would provide clear 
incentives to revert to the returnable / 
refillable glass model.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
With the stock currently implying -4% 
terminal growth , upside from this 
potential sustainability -driven shift is not 
priced-in. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

 

 

 

 
10 Assuming a ~14% cost of capital 


