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Investment manager Theo Golden gives an update on the Strategic Bond Strategy covering Q2 
2025. 

 
Your capital is at risk. Past performance is not a guide to future returns.  
Theo Golden: Welcome to the Q2 2025 update for the Baillie Gifford Strategic Bond Strategy. My 
name is Theo Golden, and I’m a co-manager of the strategy, alongside Lesley Dunn and Robert 
Baltzer. 
 
Uncertainty was the word flying about in Q2, driven by the huge shift we saw across the geopolitical 
landscape, with limited room for error in valuations. This was, in part, due to Trump’s Tariff agenda, 
which threw the global world order upside-down.  
 
On one day during April, the S&P 500, Oil and the US dollar all saw large declines, on the same day 
that the interest rate on the US 30-year rose substantially. In the last 40 years, that has never 
happened to the degree it did. Investors were dealing with some truly abnormal correlations. For 
credit spreads, we saw Crossover protection – a proxy for our broad universe – widen almost 
150bps. 
 
The market has seen a V-shaped recovery over the rest of the quarter following the announcement 
of a “90-day pause”, and as the US administration struck deals with counterparts. 
 
In Q2, the strategy generated a positive total return of just over two per cent and slightly trailed its 
benchmark. This reflected small position sizes in two bonds that struggled under the tariff-induced 
market volatility and saw a deterioration in fundamentals. These positions have started to rally 
back, and we remain excited about their ability to positively contribute to performance going 
forward.  
 
We also saw the investment hypotheses for several of our larger-sized positions play out, including 
a handful of event-driven holdings that I’ll talk to in a moment, but also some material 
outperformance from some of the newer names like Cheplapharm that I mentioned last time. 
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Just as a reminder, when we take a market view, the key factors we consider are the 
macroeconomic backdrop (growth and inflation), valuations and company fundamentals. We 
believe that corporates broadly remain resilient, albeit with some deterioration in the lowest-rated 
part of our investment universe, but that is slightly contributing to our weariness of adding too 
much risk at this point.  
 
Whilst the geopolitical backdrop is very volatile, we generally think that growth remains supportive 
for issuers, albeit with an expectation that the UK might be slightly weaker than the US and Europe. 
Inflation, particularly if prompted by tariffs, remains a lingering concern; however, we still believe 
price increases should generally continue to fall, which is supportive for the fixed income asset 
class. 
 
Our main concern remains valuations. High Yield credit spreads – the measure of extra 
compensation you receive for lending to companies rather than governments – remain tight relative 
to history and leave little scope for downside risks. Therefore, we remain selective in our risk 
positions. However, more broadly, the asset class remains very compelling for asset allocators, with 
these high all-in yields offering a compelling opportunity versus other, riskier asset classes. Hence, 
we expect supply and demand dynamics to continue to favour corporate credit going forward.  
 
Pulling that altogether, the strategy continues to outyield the index, with our significant overweight 
to BBB-rated bonds and our enthusiasm for that total return opportunity for investors. However, we 
remained disciplined, and therefore, in terms of risk, we are neutrally positioned to the benchmark 
index level, reflecting those expensive spread valuations in High Yield, and the potential for some 
further volatility from here. In practice, that means we are underweight High Yield Bonds to a slight 
extend and have no exposure to the lowest quality CCC-rated bonds. 
 
Part of our strategy’s core characteristics is our ability to scour the market for mispricing in under-
appreciated opportunities. These often have event-driven catalysts that can unlock value for 
bondholders. By their nature, their timing is unknowable, and they don’t happen every quarter, but 
when they do, we like to highlight them. 
 
We had three examples this quarter in large positions: 

1. CK Hutchinson, which, following the completion of the merger of Three UK, which the 
company owned, and Vodafone UK, sought to buy back bonds below par, tempting 
investors with a significant premium to market value – a very positive outcome for investors 
like us. We think there’s still more to go for here, and like we did with Annington, we 
tendered a fraction of our position to take advantage of the catalyst. There remains value 
on the table for bondholders, and we believe there should be a better offer from the 
company for the balance. 

 
2. OCI Glass also delivered strong performance. Again, following a large disposal and a large 

influx of cash, the company tendered for bonds (in other words, it offered to buy bonds 
back) well above market prices. 
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3. Lastly, UK parcel delivery company Evri saw a strong rally. A business that we saw as 
under-appreciated and over-discounted by the credit market when it first came and did a 
bond raise. This quarter, we saw industry heavyweight DHL, an investment grade company, 
take a significant minority stake in the business, validating our investment hypothesis.   

 
To finish, I’d like to leave you with three key takeaways for this quarter: 

• Firstly, the strategy is roughly flat to its benchmark index, net-of-fees and year-to-date. 
With several large holdings performing well as our investment hypotheses played out. 

• Secondly, we remain neutrally positioned in terms of credit risk versus our benchmark index 
due to tight credit spread valuations we see, particularly in High Yield. 

• Thirdly, we remain constructive on the asset class, seeing strong demand for the high all-in 
yields on offer, matched with resilient company fundamentals in high-quality issuers. 

 
Thank you for your time, and if you have any further follow up questions, please do get in touch 
with your Baillie Gifford contact.   
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Strategic Bond  

Annual past performance to 30 June each year (%) 

 2021 2022 2023 2024 2025 

Strategic Bond Composite (gross) 7.5 -14.7 -1.2 12.0 8.3 

Strategic Bond Composite (net) 6.9 -15.1 -1.7 11.4 7.7 

Strategic Bond Benchmark*  4.9 -13.2 -2.2 10.5 6.8 
 

Annualised returns to 30 June 2025 (%) 

 1 year 5 years 10 years 

Strategic Bond Composite (gross) 8.3 1.9 3.9 

Strategic Bond Composite (net) 7.7 1.3 3.4 

Strategic Bond Benchmark* 6.8 1.0 3.1 

*The composite's benchmark is composed of the following: 70% ICE BofA Sterling Non-Gilt Index, 30% ICE BofA 
European Currency High Yield Constrained Index (Hedged to GBP). The benchmark is re-balanced quarterly.  
 
Source: Revolution, ICE. sterling. Returns have been calculated by reducing the gross return by the highest annual 
management fee for the composite. 1 year figures are not annualised.   

 
Past performance is not a guide to future returns. 
 
Legal notice: ICE DATA INDICES, LLC (“ICE DATA”), is used with permission. ICE® is a registered trademark of ICE DATA or 
its affiliates and BOFA® is a registered trademark of Bank of America Corporation licensed by Bank of America Corporation 
and its affiliates (“BOFA”) and may not be used without BOFA’S prior written approval. ICE DATA, its affiliates and their 
respective third party suppliers disclaim any and all warranties and representations, express and/or implied, including any 
warranties of merchantability or fitness for a particular purpose or use, including the indices, index data and any data 
included in, related to, or derived therefrom. Neither ICE DATA, its affiliates not their respective third party suppliers shall be 
subject to any damages or liability with respect to the adequacy, accuracy, timeliness or completeness of the indices or the 
index data or any component thereof, and the indices and index data and all components thereof are provided as an “as is” 
basis and your use is at your own risk. ICE DATA, its affiliates and their respective third party suppliers do not sponsor, 
endorse or recommend Baillie Gifford & Co, or any of its products and services. 
 

Risk factors  
This communication was produced and approved in July 2025 and has not been updated 
subsequently. It represents views held at the time and may not reflect current thinking. 
 
The views expressed should not be considered as advice or a recommendation to buy, sell or hold a 
particular investment. They reflect opinion and should not be taken as statements of fact nor 
should any reliance be placed on them when making investment decisions. 
 
This communication contains information on investments which does not constitute independent 
research. Accordingly, it is not subject to the protections afforded to independent research, but is 
classified as advertising under Art 68 of the Financial Services Act (‘FinSA’) and Baillie Gifford and 
its staff may have dealt in the investments concerned. 
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All information is sourced from Baillie Gifford & Co and is current unless otherwise stated.  
 
The images used in this communication are for illustrative purposes only. 
 
Important information 
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. 
 
Financial intermediaries 
This communication is suitable for use of financial intermediaries. Financial intermediaries are 
solely responsible for any further distribution and Baillie Gifford takes no responsibility for the 
reliance on this document by any other person who did not receive this document directly from 
Baillie Gifford. 
 
Europe 
Baillie Gifford Investment Management (Europe) Ltd (BGE) is authorised by the Central Bank of 
Ireland as an AIFM under the AIFM Regulations and as a UCITS management company under the 
UCITS Regulation. BGE also has regulatory permissions to perform Individual Portfolio 
Management activities. BGE provides investment management and advisory services to European 
(excluding UK) segregated clients. BGE has been appointed as UCITS management company to the 
following UCITS umbrella company; Baillie Gifford Worldwide Funds plc. BGE is a wholly owned 
subsidiary of Baillie Gifford Overseas Limited, which is wholly owned by Baillie Gifford & Co. Baillie 
Gifford Overseas Limited and Baillie Gifford & Co are authorised and regulated in the UK by the 
Financial Conduct Authority. 
 
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 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. 
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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. 
 
Israel 
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Baillie Gifford Overseas Limited 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. 
 
Singapore 
Baillie Gifford Asia (Singapore) Private Limited is wholly owned by Baillie Gifford Overseas Limited 
and is regulated by the Monetary Authority of Singapore as a holder of a capital markets services 
licence to conduct fund management activities for institutional investors and accredited investors in 
Singapore. Baillie Gifford Overseas Limited, as a foreign related corporation of Baillie Gifford Asia 
(Singapore) Private Limited, has entered into a cross-border business arrangement with Baillie 
Gifford Asia (Singapore) Private Limited, and shall be relying upon the exemption under regulation 
4 of the Securities and Futures (Exemption for Cross-Border Arrangements) (Foreign Related 
Corporations) Regulations 2021 which enables both Baillie Gifford Overseas Limited and Baillie 
Gifford Asia (Singapore) Private Limited to market the full range of segregated mandate services to 
institutional investors and accredited investors in Singapore. 
 
 


