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Investment manager Sophie Earnshaw and investment specialist Qian Zhang give an update on the
China and China A Shares strategies covering Q3 2023.

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

Qian Zhang (QZ): Hello, everyone. Welcome to Baillie Gifford’s quarterly video update on China
strategies. As a reminder, we have two China strategies. The All-China strategy aims to invest in the
best growth companies in China, a portfolio typically with 40 to 80 stocks, no matter where they're
listed. And our China A Shares strategy is a more concentrated portfolio, typically with 25 to 40
stocks of the highest growth companies in China, and listed domestically in A-share.

My name is Qian Zhang. I'm an investment specialist. Today I'm joined by Sophie Earnshaw, one of
our portfolio managers for both strategies. Hi, Sophie.

Sophie Earnshaw (SE): Hi, Qian.

QZ: So, Sophie, let's start with the recent macro news about the Chinese economy. How do you
think that could impact the short-term and also the long-term performance of the portfolios?

SE: Yes, so we've seen a stream of very negative news about China's macro economy over the
quarter. Slowing growth, high youth unemployment and troubles in the property sector. This has
weighed on shares more broadly and impacted our performance. And as you know, our investment
time horizon is much longer than one quarter. But | think what we would say is that we think this
extreme pessimism about the Chinese economy is probably misplaced.

We're seeing a severe downturn in the Chinese property market, and this is impacting private sector
investment and sentiment more broadly. It's leading some commentators to make comparisons with
the US subprime mortgage crisis and with Japan's property boom and bust.

We think both comparisons are actually very stretched. If you look at China relative to those other
markets, one thing that stands out is, Chinese income growth has grown faster over the past 20
years than the property price appreciation. So that's the first point. Second, Chinese households
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are not overleveraged. And third, this statistic is really quite staggering, actually, around one-third
of Chinese households are buying property with cash.

QZ: Yes, well, | could relate to that with my own friends and families, but it is apparently very
different from homeowners in the west. So, if the problem is not with Chinese households, where
are the problems and how are the policymakers responding to it?

SE: So the problem is really with a number of private sector property developers. These property
developers have built up a lot of debt over the past ten years. And the question now is, will this debt
result in broader financial instability?

We don't think it will for a number of reasons. | mean, first, all of this debt is onshore. China
operates a somewhat closed capital account. Second, most of it, has been issued by state-owned
banks. These state-owned banks are effectively arms of the government. So the debt operates in a
sort of closed loop. And this is important because it means that the government can stagger the
pace of recognition of bad debts. And this is important because it gives the economy time to
recover and time to grow out of some of its problems, and that's what we think is probably most
likely going forward.

In addition to that, the debt itself, or the amount of debt, will probably limit the government's ability
to offer a very large stimulus package. But easing at the margin is very likely, and that's what we've
seen. So, do we think a full-blown financial crisis or broader financial instability is likely? No, we
definitely don't.

The only other point I'd make here is that, over the short term, returns can very much be driven by
macro or by politics. But in the long term, we believe that it's actually the operational performance
of companies that really drive long-term returns.

And here, particularly when it comes to the portfolio, we're seeing some encouraging signs,
particularly from some of our largest holdings.

QZ: Why don't we expand a bit more on that point on operational progress. Given the recent
context, do you see for some of the portfolio holdings, that the fundamentals and the share prices
further apart?

SE: In some cases, yes. Although we don't own any direct exposure to property developers, we
have seen that the weakness in the property sector had a knock-on impact on consumer sentiment.

But we think that's changing. And one of the pieces of evidence for that is actually the results from
some of our largest eCommerce companies in the quarter. So, for example, Alibaba. They returned
to double-digit revenue growth. They posted their best quarterly numbers for the last two years.
PDD, for example, delivered around 65 per cent revenue growth. And in addition to that, actually
the regulatory tone or the regulatory backdrop is becoming much more supportive for these big
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platform companies. And so we think that they’re offering, actually, growth and value now. So that's
on the one hand.

On the other, we have seen some companies being weak in share price terms in response to
weakness in their fundamentals. Glodon is a good example here. It's a detractor for both portfolios.
Weakness in the property sector impacted Glodon’s ability to sell some of its construction related
software. So it was weak over the quarter. But we think that the longer-term opportunity for
Glodon, which is really about digitalising the construction space in China, is very much intact.

QZ: Yes. So it’s that again, the gap, or the contrast between the long-term fundamental case, and
the short term share price movement.

So why don't we come to some of the key discussions you had with the team in portfolio
construction during the quarter. Have you made any changes?

SE: One of the areas that we discussed during the quarter was batteries and the solar industry, or
more broadly, renewable energy exposure. And as you know, China has a lot of world-leading
companies there. But it's also built up quite a lot of capacity in both industries in quite a short time.
So we spent a lot of time going back over each of our individual holdings here, re-evaluating their
competitiveness and their longer-term profitability.

For both portfolios, CATL is our largest holding in the renewable energy space, and we remain very
comfortable with that. So CATL, for example, its R&D budget is actually double the rest of the
industry combined due to its phenomenal scale. It's much more profitable at lower price points than
a lot of its other competitors, and now it's only trading on around 15 times price earnings.

We did, however, for the A-share portfolio, do some name rotation. We sold Wuxi Lead, and we
bought Sungrow. We think this gives us better or greater exposure to the fast-growing energy
storage market and also increases our diversification within the renewable energy space.

QZ: So you mentioned about regulatory tone changes and apparently that has been a key worry for
a lot of the Chinese investors in the past. Have the recent changes impacted any of the portfolio
construction?

SE: Yes. So as | said, we think the regulatory backdrop for the platform and technology companies
has actually improved a lot. The rectification campaign appears to be receding. And now the
backdrop, we think, is much more positive. So as a result, we've added to Alibaba, Tencent, PDD
and KE Holdings. We funded those additions from reductions to some of our larger holdings in the
financials and healthcare space where we think the regulatory backdrop is worsening slightly at the
margin.

QZ: | see. Thanks for those updates in the portfolio activities. So, for clients who have stayed
investing in Chinese strategies for the past two years, performance has been quite challenging.
Keen to learn, what's your thinking on the future prospects going from here?
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SE: Yes, so we understand that clients’ patience is being very much tested, and | think in this
context it's important to go over the reasons behind the challenging performance and then cover
what's changed and what hasn't changed.

In terms of the backdrop, we've had really three key factors that have been significant headwinds to
performance over the last couple of years. So Covid, the regulatory clampdown and geopolitics.
Covid is now over and we think it's only a matter of time before Chinese households start spending
those pent up savings that they accumulated during the Covid period.

The regulatory backdrop, as | said, we think has improved a lot. The rectification campaign has
receded and actually has been replaced by an accumulation of, actually, quite pro-growth policies.
And then finally, geopolitics. | think we can expect geopolitics to continue to remain a headwind,
particularly given we're moving into an election year in the US next year. But | think now that
dialogue has been resumed and official visits have been resumed between China and the US,
actually a worst-case scenario is very unlikely.

QZ: | see. It's quite important to recognise these changes in the headwinds that we had in the past 2
to 3 years. But on the other hand, what hasn't changed?

SE: What hasn't changed? Well, we're still finding a real abundance of bottom-up opportunities,
very exciting, high-growth companies led by founders and very professional management teams in
a whole host of different industries. So, you know, renewables, semiconductors, automation,
robotics, domestic brands.

QZ: That’s a good point to end on. And | believe with the current undemanding valuation, and also
the operational growth you mentioned, we do see the future prospects a little brighter.

Thank you very much for joining us. We hope this was helpful for you, and see you next quarter.
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China (including China and China A Shares strategies)

Annual past performance to 30 September each year (net%)

2019 2020 2021 2022 2023
China A Shares Composite* N/A 68.8 17.4 -31.7 -13.5
MSCI China A Onshore Index N/A 31.7 18.4 -27.3 -5.2
China Equities Composite** -0.5 52.0 2.5 -38.4 -4.0
MSCI China All Shares*** -3.0 32.4 1.4 -31.6 0.6

Annualised returns to 30 September 2023 (net%)

1year 3 years 10 years Since inception*
China A Shares Composite* -13.5 -11.5 N/A 5.9
MSCI China A Onshore Index -5.2 -6.6 N/A 1.5
China Equities Composite** -4.0 -15.4 5.0 N/A
MSCI China All Shares*** 0.6 -11.3 3.1 N/A

*Inception date: 28 February 2019
**Inception date: 28 February 2006

***(MSCI All China prior to 27/11/19, MSCI Golden Dragon Prior to 02/05/19).
Source: Baillie Gifford & Co and MSCI. USD. Returns have been calculated by reducing the gross return by the highest annual management
fee for the composite.

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

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 was produced and approved in October 2023 and has not been updated
subsequently. It represents views held at the time and may not reflect current thinking.

All investment strategies have the potential for profit and loss, your or your clients’ capital may be
at risk. Past performance is not a guide to future returns.

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.
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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) Limited provides investment management and
advisory services to European (excluding UK) clients. It was incorporated in Ireland in May 2018.
Baillie Gifford Investment Management (Europe) Limited 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. Baillie Gifford Investment Management (Europe) Limited is also authorised in
accordance with Regulation 7 of the AIFM Regulations, to provide management of portfolios of
investments, including Individual Portfolio Management (‘IPM’) and Non-Core Services. Baillie
Gifford Investment Management (Europe) Limited has been appointed as UCITS management
company to the following UCITS umbrella company; Baillie Gifford Worldwide Funds plc. Through
passporting it has established Baillie Gifford Investment Management (Europe) Limited (Frankfurt
Branch) to market its investment management and advisory services and distribute Baillie Gifford
Worldwide Funds plc in Germany. Similarly, it has established Baillie Gifford Investment
Management (Europe) Limited (Amsterdam Branch) to market its investment management and
advisory services and distribute Baillie Gifford Worldwide Funds plc in The Netherlands. Baillie
Gifford Investment Management (Europe) Limited also has a representative office in Zurich,
Switzerland pursuant to Art. 58 of the Federal Act on Financial Institutions (“FinlA”). The
representative office is authorised by the Swiss Financial Market Supervisory Authority (FINMA).
The representative office does not constitute a branch and therefore does not have authority to
commit Baillie Gifford Investment Management (Europe) Limited. Baillie Gifford Investment
Management (Europe) Limited 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.
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Hong Kong

Baillie Gifford Asia (Hong Kong) Limited A& 5 ;N(Z %) B R 22 7 is wholly owned by Baillie Gifford
Overseas Limited and holds a Type 1 and a Type 2 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 #&% 55 M (
E#&)H R/ F 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.

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
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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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