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Investment manager Nektarios Chatzilefteris Michalas gives an update on the Investment Grade 
Bond Strategy covering Q2 2025. 

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

 
Nektarios Chatzilefteris: Welcome to the Q2 2025 update for the Baillie Gifford Investment Grade 
Bond Strategy. My name is Nektarios Chatzilefteris, and I’m a co-manager of the strategy.  
 
In April, in the wake of ‘Liberation Day,’ markets were highly volatile, and the potential for a major 
shift in the global trade regime resulted in a broad-based selloff. Markets went on to steady and 
recover over the rest of the quarter, following the announcement of a “90-day pause”, and the 
subsequent progress on trade deals. Investment-grade bonds behaved in a similar pattern, but 
exhibited significantly lower volatility than equity markets, as you would expect.  
 
Despite this challenging backdrop, I am happy to report that during the period, the strategy 
outperformed its index, excluding the impact of swing pricing, continuing the positive trend from 
Q1. This was achieved by focusing on our strengths rather than reacting to every headline. 
 
Bond selection was the key driver of relative outperformance. Strong contributors included event-
driven idiosyncratic positions, which played out as expected. For example, CK Hutchison offered to 
buy back the strategy’s bonds at a premium following the sale of an asset, an event we call a 
tender. Weir Group also tendered bonds we held at a premium, while looking to increase its US 
dollar financing.   
 
In terms of portfolio positioning, the challenge is to balance caution and optimism in the context of 
current market conditions. When we form our market view, we think carefully about key elements of 
the macroeconomic backdrop, such as growth and inflation, in conjunction with valuations and 
company fundamentals.  So, what is the key factor driving current positioning?  
 
What really gives us reason to be cautious is relatively high valuations in investment-grade markets 
and, within this context, the high potential for future volatility. Risks include higher-than-expected 
inflation, rising geopolitical instability, and the potential eruption of trade wars.   
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As a result, we continue to position the portfolio relatively defensively, with plenty of dry powder to 
take advantage of opportunities should they arise. In addition, we have reduced exposure to bonds 
with greater subordination risk, which yield more but are more volatile in a selloff.  
 
Despite taking action to reduce portfolio risk, the strategy is still risk-facing overall. You would ask 
me, why? While policy uncertainty remains front of mind, there is still cause for optimism, as growth 
is supportive in Western economies, and company fundamentals in the investment-grade market 
are robust.  
 
Within this context, we have positioned the portfolio to outyield the index. This is primarily achieved 
in two ways:  
 

• First, by expressing a significant overweight to BBB-rated investment grade bonds, and  
• Second, by maintaining an overweight in bonds at the front end of the yield curve. In other 

words, corporate bonds that are due to mature relatively soon, whose prices should be less 
volatile in a selloff. We like these bonds because, despite their lower risk profile, they 
continue to offer attractive yields.   

 
Overall, investment-grade yields remain very attractive, with our high-quality portfolio providing a 5 
per cent yield, which is significantly higher than the average of the last 15 years. We are also 
excited about the return potential on offer from individual bonds, where we continue to identify new 
sources of added value for clients.   
 
Volatility during the quarter presented opportunities to top up positions in favoured names at 
attractive valuations. For example, Public Property Invest, a social infrastructure Real Estate 
company in the Nordics, which we believe has long-term potential.  
 
We also found opportunities when companies came to the market to raise new capital. Investments 
sought to take advantage of both short-term price dislocations; for example, in Barclays 
subordinated debt that was offered at an attractive discount and which we sold shortly after once 
the market corrected, but also to invest for the longer term, for example, in James Hardie, a leading 
building materials supplier in the US that sought to refinance a recent acquisition, with a concrete 
plan to reduce debt, making bonds attractive.  
 
So, in summary, there are three key takeaways this quarter. The strategy continued its positive 
trajectory of outperformance from Q1. The portfolio is cautiously positioned but continues to 
outyield the index. Finally, the portfolio is full of potential. I have talked about Public Property Invest 
and James Hardie. These are just individual positions in the portfolio that hold the potential to add 
value through bond selection. 
 
Thank you for your time, and if you do have any follow-up questions, please get in touch with your 
Baillie Gifford contact.   
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Investment Grade Bond  
Annual past performance to 30 June each year (%) 

 2021 2022 2023 2024 2025 
Investment Grad Bond Composite (gross) 7.5 -14.7 -1.2 12.0 8.3 
Investment Grade Bond Composite (net) 3.2 -13.4 -6.9 10.7 6.8 
Investment Grade Bond Benchmark*  1.8 -12.9 -7.1 9.7 5.4 

 

Annualised returns to 30 June 2025 (%) 

 1 year 5 years 10 years 
Investment Grade Bond Composite (gross) 8.3 -0.3 2.6 
Investment Grade Bond Composite (net) 6.5 -0.6 2.2 

ICE BofA Sterling Non-Gilt Index 6.8 1.0 3.1  

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. 
 
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 
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. 
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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. 
 
 
 
 


