Baillie Gifford

International Alpha
Q1 investment update

April 2025
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Your capital is at risk. Past performance is not a guide to future returns.

Andy Brown (AB): Hello. Welcome to the International Alpha quarterly video. My name is Andy
Brown. I'm an investment specialist for the International Alpha Strategy and I'm joined today by
Chris Davies, a member of the Portfolio Construction Group for International Alpha. Chris, hi.

Chris Davies (CD): Andy, hi.

AB: Chris, for a very long time now, international equities have underperformed U.S. equities. In
fact, the idea of U.S. exceptionalism has become very much a consensus view. Now,
acknowledging a quarter is a very short period of time, something seems to be changing. Sentiment
is changing and international equities have actually outperformed the US. What's going on?

CD: So, | think you're right, Andy, what we've seen is a very long period and an unusually long
period of US outperformance. | think the most striking statistic I've come across is that if you were
to look at five-year rolling periods of performance, the US has actually outperformed international
equities for 13 consecutive years. That is quite extraordinary, | think. And there are various reasons
for that. What we have seen quite clearly is that you've had the meteoric rise of the US tech
companies. That has led to an extraordinary period of concentration in the US market. So, | think at
one point last year, the top 10 companies in the S&P 500 accounted for about 40 per cent of the
index, which is quite substantial. And most of that was driven by the Magnificent Seven, the big
tech companies in the US.

What we see in international markets, however, is a much lower level of concentration than that as
a starting point and generally lower valuations because obviously the US has re-rated relative to
international markets. Now, what we've seen in the quarter is some of those trends reverse. So
actually, what you've seen, as you've already pointed out, is international doing better than the US.
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That's partly because many of the US technology companies have given up some of their gains. So
whereas we might have talked about the Magnificent Seven, | think people are now talking about
the Super Six.

We've also seen, | think, some slightly more disappointing economic data come out of the US. And
inflation seems to have been a bit more stubborn. Now, contrast that with what we see in Europe,
for example, which is a very large proportion of our universe, where sentiment has actually been
trading up, business sentiment in particular. And we've also seen actually Chinese stocks have
done pretty well. Part of that has been because of fiscal stimulus from the Chinese government, but
also there's, | think, a generally more favourable regulatory backdrop, particularly for non-SOE
companies in China.

AB: You mentioned Europe, Chris, which happened to be the top performing region within
international equities during the quarter. And it's an area where we have significant amounts
invested for our clients. What's going on there?

CD: So, a few things are happening in Europe. | think, first of all, we've seen interest rates come
down a bit faster than they have in the US. We've seen quite a bit more lending going on. And more
recently, | think it's fair to say that there's been a lot more excitement about European rejuvenation.
I'm sure clients will have seen the headlines about fiscal stimulus in Germany, the big 500 billion
euro bazooka fund. There's a bigger picture across the European Union where | think there is a
realisation that more spending needs to happen across a variety of areas, particularly infrastructure
and defence. So | think that provides a context that has been quite helpful for Europe as a region
more generally.

AB: This all sounds very encouraging, but it's actually been quite a tough environment, hasn't it, for
growth investors in Europe? Why is that?

CD: Yeah, | think that what we've seen really in Europe is that some of the older parts of the market,
what | would call old Europe, have done pretty well. So, as | mentioned, we've seen infrastructure
and defence sentiment really rising there, and you see that in the companies as well. So, defence
stocks, for example, have been very strong. European banks have done quite well. And these are
sectors that we generally don't have very much money invested in. Now, the flip side of a tricky
environment for growth investors looking at Europe is that you do get some interesting
opportunities to buy attractive growth companies at attractive prices. So, during the quarter, for
example, we bought Nova Nordisk. which is one of the most exceptional growth companies in
Europe. Now, we initially looked at it last year and decided the valuation was far too rich. We
waited. And clients, of course, will have heard us talk about trying to be more rigorous about
valuation. | think this is a very good example of that. And the shares have fallen 50 per cent or so
since we initially looked at it. We bought a holding in that. But | think that's a really good example of
trying to take advantage of volatile market conditions, conditions that are really quite difficult for
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growth investors. Because we're thinking about those long periods where we're trying to find those
growth companies that will prosper over five years and beyond.

AB: Tell me more about Novo Nordisk. It's one of Europe's great companies, isn't it?

CD: So, its history really is in insulin, so treating diabetes using insulin. More recently, they've
developed new generations of drugs, particularly the GLP-1 drugs, which I'm sure clients will have
heard a lot about. They have two big brands here, which are both derived from the same underlying
compound, which is called semaglutide. They have Ozempic, which is semaglutide for diabetes.
And then they have Wegovy, which is semaglutide for obesity. And that latter part of the case is
really where we think the big growth opportunity is over the next 10 years. Obesity is a massive
problem around the world, particularly in the US. So, we think they've got a great opportunity to
grow into that. They make very, very high returns on capital. They've got a very attractive
governance setup as well, a long-term owner in the form of the Novo Foundation. So, we think
actually the next 5 to 10 years could be very, very good for Nova Nordisk. And as | mentioned, the
valuation had become significantly more attractive. So, we took a holding.

AB: Well, sounds like an excellent long-term opportunity.

Chris, it would seem remiss not to talk a bit about current market conditions. We are seeing a lot of
turbulence out there. How have the recent developments impacted your thinking on the portfolio?

CD: Yeah. Well, turbulence seems to have become the new normal, | think, over the last five years.
We've had a global pandemic. We still have a war in Europe. And certainly in 2022 and 2023, we
saw interest rates spike from having been absolutely nothing and inflation being quite high and
quite sticky.

So, what we've seen actually is our companies navigate that pretty well. And that's because they
have lots of resilient qualities. So, strong balance sheets, strong cash generation, superior
profitability. We have a high degree of trust in their ability to navigate more choppy waters ahead.
And there probably will be more choppy waters ahead. So, that's one part of it.

The second thing I'd say is that | think a diversified portfolio is going to do quite well in this
environment. And clients will be familiar with our flavours of growth. We have our quality
compounders, rapid growth companies, our through cycle winners, and our capital allocators. And
in difficult environments, particularly if we end up going into something more recessionary, the
quality compounders will come into their own. So, I'm thinking names like Unilever and Novonesis,
for example, which tend to have much more defensive characteristics. So, | think we feel pretty
good about the resilience of the companies and their ability to navigate difficult times and also the
diversified nature of the portfolio.
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AB: Thank you, Chris. Yeah, | certainly have a lot more confidence in the quality of our companies
than what might come next in terms of the policy announcements. Well, thank you very much for
your time today.

CD: Thanks, Andy.

AB: And thank you, everyone, for listening.

International Alpha
Annual past performance to 31 March each year (net%)

2021 2022 2023 2024 2025
International Alpha Composite 61.4 -16.3 -5.6 9.0 5.0
MSCI ACWI ex US Index 50.0 -1.0 -4.6 13.8 6.6

Annualised returns to 31 March 2025 (net%)

1year S5years 10 years

International Alpha Composite 5.0 7.9 5.6
MSCI ACWI ex US Index 6.6 11.5 5.5

Source: Revolution, MSCI. US dollars. 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: MSCI makes no express or implied warranties or representations and shall have no liability whatsoever with
respect to any MSCI data contained herein. The MSCI data may not be further redistributed or used as a basis for other
indexes or any securities or financial products. This report is not approved, endorsed, reviewed or produced by MSCI. None
of the MSCI data 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.

Risk factors
This communication was produced and approved in April 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.

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.
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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

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
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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.
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