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Investment manager Saad Malik and investment specialist Fraser Thomson give an update on the 
US Alpha Strategy covering Q4 2024. 

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

 

Fraser Thomson (FT): Welcome to this update from our US Alpha strategy. I'm Fraser Thomson, one 
of the strategy's investment specialists, and I'm joined today by Saad Malik, who's one of the 
strategy's portfolio managers. By way of a very brief reminder, US Alpha is a diversified growth 
strategy. We seek to benefit from the outperformance that can come from investing in rapidly 
growing disruptive companies, steadily compounding businesses, and also those companies that 
can grow through the ups and downs of their market cycles. So it's a diversified but active and 
committed long-term US equity strategy. So Saad, welcome. The final quarter of the year was a 
strong one for the strategy and for returns overall. And that capped a good year overall for returns 
from the US Alpha strategy. But interestingly, one that didn't quite keep pace with even stronger 
returns from the wider S&P 500 index. So how do you put that kind of environment into context? 

Saad Malik (SM): That's correct. 20 per cent returns in any given year is quite strong in the context 
of equity returns more generally, but we lagged the index. What's encouraging for us, nevertheless, 
is the source of our returns are different from the S&P 500. In our case, the portfolio's returns have 
been driven almost exclusively by fundamentals improving. That is, businesses generating more 
revenue, growing their profits. In contrast, the bulk of returns for the S&P 500 have come from 
revaluing of stocks. And so we feel generally quite positive about that setup. If you think about the 
attribution more specifically for the quarter, the stocks that really moved the needle for us include 
Shopify, the e-commerce platform, and DoorDash, the food delivery network. In both cases, these 
are businesses that have come out of a period of some challenge but have emerged much more 
strongly and are outperforming across the metrics that matter.  

Of course, it's not all rosy. There are some businesses that haven't performed the way we like. 
Notably, there are businesses that are in the industrial sector. So Advanced Drainage Systems is an 
example. This sells plastic pipes to public and private infrastructure projects. In this case, we're 
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seeing a business that is facing some cyclical pressures, which we think are short-term in nature. 
The same is true for Stella Jones. We think patience is rewarded here. We are long-term, we built 
conviction in these holdings. Patience was rewarded in the case of Shopify and DoorDash, and we 
think the same will hold true here as well. 

FT: Great. Thanks, Saad. I guess staying with that valuation theme, clearly valuations have ticked 
up in the aggregate for the market in which you invest. And there must surely also be pockets of 
heat in valuation within the portfolio itself. So how are you dealing with that kind of environment? 

SM: Absolutely. This is something we've spent a lot of time thinking about. And we've all seen the 
performance of the S&P 500, for instance. And you'll note that the valuation for the S&P 500 is 
roughly 20 per cent higher than it is on a decade average. I'm thinking about the price to earnings 
multiple in particular. We are bottom-up stock pickers and so as ever we are going to focus on 
valuation on a case-by-case basis. As a team we've gone through a valuation exercise where we 
reviewed roughly a dozen names over the course of a couple weeks and debated each of those 
vigorously. This was a decision useful exercise for us, and there are some notable decisions that 
have come out of this, and they include Watsco, which we've decided to sell. Watsco is a distributor 
of air conditioning units and heating units. It has an extraordinary track record as a capital allocator. 
Nonetheless, we've done the math and we think the case required to make our return hurdle over 
our holding period is quite unlikely, and hence the decision to sell. Similarly, we reviewed Fastenal, 
which is a business that distributes fasteners of various sorts. These are nuts, bolts, also adhesives. 
Once again, a great business. To meet our hurdle this business needs to combine an unlikely 
increase, acceleration in revenue rather, with growing profitability, which is unlikely for a mature 
business. And so in both cases, what this valuation exercise has taught us is that these are great 
businesses, but they may not be great investments at the moment. 

FT: So I was interested to note from that valuation exercise that one name that's not on that list is 
Applovin. It's a recent purchase for the portfolio. But its share price has more than doubled since 
you first took a holding in it. So why does that one continue to justify its place in the portfolio? 

SM: Yeah, I'm really enthusiastic about Applovin. It's a business in the advertising space. It 
connects roughly 1.4 billion daily active gaming users with various advertising content. When we 
first bought this business, it wasn't really considered a growth business by the market. It came out 
of a challenging period, which was challenging for a lot of the advertising sector. More recently, it's 
grown 40 per cent. It's an absolute powerhouse on roughly $4.5bn of revenue. And the market has 
taken notice. Their shares have repriced, as you've described. However, our enthusiasm remains for 
this business. What we've noticed, and through our conversations with the founder, even last 
month, actually, the business is expanding its addressable opportunity into e-commerce, which we 
think is a multiple of the gaming market. And therefore, the business continues to be really exciting 
for us. It's proven its value proposition, and now it's expanding where it can make that value 
proposition relevant. Hence, we continue to be excited about the upside. 
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FT: Well, there's one other new purchase I'm really interested to talk to you about, and that's e.l.f 
Beauty. It's a colour cosmetics company. The particular reason for interest is that you not so long 
ago sold Estée Lauder out of the portfolio. So what distinguishes these two companies that appear 
at first glance to operate in a very similar space? 

SM: You're right, they do. And as bottom-up stock pickers, we're constantly reappraising our 
investment cases, and we're moving money to companies where we think there is the highest level 
of conviction. e.l.f is an example of that. e.l.f is a kind of new breed of business that we think is 
really well positioned to capitalize on the beauty market. It is exceptional across not just retailing 
and advertising. It has best in class advertising approach on TikTok. Which makes it relevant to 
users of demographics that legacy companies like Estee Lauder may not so easily address. And on 
a base of 1.2 billion in revenues, roughly, it's growing into a market that is probably in the tens of 
billions, if not more. We think that's a really attractive opportunity set. 

FT: Great. Well, we couldn't let this update pass without mentioning the most important event in the 
US over the past quarter. And that's the emphatic victory for Donald Trump in the presidential 
election. Now, we've spoken in the past, and Mike's written a paper on why election outcomes often 
matter less to the long-term stock picker than commentators would have you believe. But just given 
how emphatic that victory has been, and the market reaction since, is there anything in there that's 
changing your thinking?  

SM: Absolutely. It'll be really interesting to see how this new political regime will influence business. 
It's notable that Trump is a huge supporter of American business and the deregulation agenda he's 
putting in place is bold and will be interesting to observe. We've seen some big share price 
reactions as well, as you noted, since the election. And that's why we've done the valuation 
exercise that we did, looking at cases on a stock by stock basis to look for opportunities. That said, 
even if you look at the attribution in the last quarter, what we've noticed is, what's driving 
performance is not necessarily this political regime, but accelerating fundamentals. And what's 
driving accelerating fundamentals is a force that we think persists through the long term, and that 
we think is the source of the growth that we're observing in our portfolio. And that is innovation and 
entrepreneurship. That is individuals creating lots of change within their industries, solving large 
problems, and then benefiting from that change by capturing some of that value. I see this as a 
durable, long-term force for fundamental returns in this portfolio. 

FT: Great. Well, thanks. I think that's an excellent point to pause the conversation. I hope through 
this discussion we've given you a sense for how the returns are being delivered in our US Alpha 
portfolio. And that's through the growth of revenue and earnings. And that stands in stark contrast 
to the wider stock market. So our premium has come down substantially over the past year. And we 
start 2025 with a portfolio that's well diversified across a wide range of growth drivers and styles. 
And we enter the year excited about the opportunities to come. So until our next conversation, 
thank you very much for watching. 

https://www.bailliegifford.com/insights/ic-article/2024-q3-do-us-elections-matter-for-stock-returns-10050384/
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US Alpha 

Annual past performance to 31 December each year (net%) 

 2020 2021 2022 2023 2024 

US Alpha Composite -  - - 22.1 19.2 

S&P 500 Index - - - 26.3 25.0 

 
Annualised returns to 31 December 2024 (net%) 

 1 year 5 years Since inception* 

US Alpha Composite 19.2 -  20.6 

S&P 500 Index 25.0 -  25.7 

*Inception date: 31 December 2022. 
Source: Revolution, S&P. 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: The S&P 500 Index is a product of S&P Dow Jones Indices LLC, a division of S&P Global, or its affiliates 
(“SPDJI”). Standard & Poor’s® and S&P® are registered trademarks of Standard & Poor’s Financial Services LLC, a division 
of S&P Global (“S&P”); Dow Jones® is a registered trademark of Dow Jones Trademark Holdings LLC (“Dow Jones”). Neither 
S&P Dow Jones Indices LLC, Dow Jones Trademark Holdings LLC, their affiliates nor their third party licensors make any 
representation or warranty, express or implied, as to the ability of any index to accurately represent the asset class or 
market sector that it purports to represent and neither S&P Dow Jones Indices LLC, Dow Jones Trademark Holdings LLC, 
their affiliates nor their third party licensors shall have any liability for any errors, omissions, or interruptions of any index or 
the data included therein. 

  
 
Risk factors  
This communication was produced and approved in January 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. 
 
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. 
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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. 
 
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. 
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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 
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 
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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. 
 
 


