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From luxury goods to semiconductors, why taking a long-term approach to European growth stocks
is more relevant than ever.

Leo Kelion (LK): What's the best investment of all time? A deal dating back to 1984 must make the
shortlist. That year, a young entrepreneur spied value others had overlooked when he acquired a
struggling textiles and nappy maker for just one franc. Bernard Arnault’s prize wasn’t diapers, but
Christian Dior. The fashion house had faded under its old owner, but Arnault saw the potential to
restore its prestige. Over time, he acquired other storied names, including Louis Vuitton’s Leather
Goods Empire and Hennessy’s family of fine spirits. And today, LVMH is a European growth gem,
worth more than Walt Disney and Nike combined.

Welcome to Short Briefings on Long Term Thinking. I'm Leo Kelion, and I'm joined in this episode by
Stephen Paice. He’s our head of European Equities, an investment manager on the Baillie Gifford
European Growth Trust and European Fund, and a member of our International All Cap portfolio
construction group. We're going to explore how Europe offers other Arnault-like opportunities for
investors with the luxury of a long-term perspective. But first, a reminder, as with all investments,
your capital is at risk and your income is not guaranteed.

Stephen, welcome to the podcast.

Stephen Paice (SP): Thank you for having me again.

LK: You were last on the programme three years ago talking about Swedish innovation. This time
we’re going to cast the net wider. But before we do, could you just reintroduce yourself to our
listeners, perhaps by telling them how you came to Baillie Gifford and to focus on European
equities?

SP: Sure, compared to Bernard Arnault’s background in history everything else is going to sound
very dull and boring but like many people | left school and | didn’t really know what to do. | ended up
studying medicine for a few years and having seen one too many operations | decided it wasn’t for
me. | didn’t particularly like blood. | didn’t like being in hospital. But what | did like was maths. |
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enjoyed playing poker, games of skill and chance. So it was unsurprising that | then moved into
financial mathematics, which | ended up with a degree.

And at that point | think | read a book called Apocalypse Roulette and this was not to do with
gambling but this was to do with the, | think it was described as the lethal world of derivatives. And
that was for me kind of a gateway drug into the fascination of financial markets. And then | realised
| wanted to get into investment management. And at that point, Baillie Gifford had the best
reputation for being very long-term, being thoughtful growth investors.

| joined, | spent four or five years rotating around different teams, | actually started off working on
the US Equities Team, so | was looking at US companies. | moved over to the UK Team. | spent a bit
of time in Japan. So | learned a lot about different cultures. And it's purely a chance or fate that |
ended up in the European Team in 2010. The head of the team at that point was looking for
someone of my kind of experience level, and | put my hand up and joined and it’s been a great
experience ever since.

LK: So if we turn to today’s topic, there’s a narrative out there that after years of underperformance
and weak economic data, that maybe Europe’s best days are behind it and that growth investors
should instead be focusing on the US and elsewhere. What’s wrong with that take?

SP: The US equity market is great. It’s the deepest capital market. It's home to some of the most
innovative tech companies. But that kind of US exceptionalism means that it becomes a very
popular choice. And if things become too popular, you end up paying a very high price for that. So
the US market, if you include everything in the US market, trades at a 50 per cent premium to the
overall European market. So that valuation gap has been widening, and it’s now at kind of a record
level.

So there may be something of a valuation opportunity here. It’s kind of an arbitrage, taking
advantage of a region which is out of favour. Obviously, there are loads of really high-quality
companies in Europe.

You mentioned LVMH but there are plenty more. So this is a stage where investors are starting to
become a bit more interested in European markets and European companies because they do offer
growth but at a much more reasonable price.

LK: You said out of favour. What do you think might get Europe back into favour with the markets?

SP: So certainly over the last five years, probably even longer, European GDP, which is a measure
of how the economy grows, has lagged most other regions, particularly the US. Over the last five
years, Europe, like many others, has had problems stemming from Covid, supply-chain shocks.
Obviously we had that very unfortunate war that broke out in Ukraine and the proximity to that war
meant that many European countries suffered from an energy crisis, a cost of living crisis that
wasn’t as severe in other countries.
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So we’ve had a lot of these problems to deal with. A lot of top-down investors who are looking at
the macro environment and the political environment worry about what’s happening in Europe.
We've waited for the election in France, which has come and gone. We’ve now had an election in
Germany. So there’s been a lot of uncertainty, which just puts some investors off. But | think we’re
now at the point where a lot of these issues have now been, not solved, but the political
environment seems a bit more stable.

Whether President Trump can work his deal-making magic remains to be seen, but there is a decent
chance that we will get a ceasefire in Ukraine. With the German elections, we seem to have a more
pro-growth government being installed, So | think you have to think about the starting point. We’re
starting from a very low base of expectations. And when you have very low expectations, the
potential to surprise and the potential to make money from the upside is greater.

LK: You mentioned President Trump and the other thing that he’s doing and focusing on is tariffs.
25 per cent import fees on European steel and aluminium have been ordered. He’s also suggested
similar measures against farming produce, cars, pharmaceuticals and other goods. How much
impact is that going to have on the stocks that you’re looking at?

SP: Well, in terms of the stocks that we look at, the impact is negligible at this point. But the reality
is that we don’'t know what’s going to happen. We don’t know what the levels of tariffs are going to

be. Is it going to be a reciprocal tariff, which is actually a relatively small amount, which is not going
to make a massive impact on economic growth or the earnings growth from the companies that we
invest in? If we get something like 25 per cent across the board, that then | think is going to lead to
some other bigger questions and some other problems.

So | think there’s still a lot of uncertainty here. A lot of the uncertainty has already been priced in for
a lot of these companies. There are sectors within Europe that are going to be more impacted than
others, you've mentioned some of them. Autos in particular. But | think one of the ways that you
can then take a step back and think about how to mitigate the uncertainty here, whether the tariffs
come in or whether it comes in at a relatively high level, is to focus on companies that have pricing
power.

And those companies with innovative products, where there are no substitutes, are in a much better
place to actually raise prices and not have demand affected by that. So | think that’s one way you
can think about overcoming some of that uncertainty.

And the other one is to think about companies that will actually benefit from this dislocation and
reordering of global trade. Companies that are involved with helping supply chains either reshore,
move to the US or anything else. So there are areas that are going to benefit from whatever
happens.

LK: I know some commentators, though, do talk about the fact that European companies can be put
at a disadvantage because policymakers tend to focus more on regulation and restriction rather
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than fostering innovation and entrepreneurship. Is that true? And again, if it is, how does it then
affect your investment thinking?

SP: Unfortunately, | think it is true. if red tape had a spiritual home, it would be in Brussels. | mean,
it's ridiculous. And that is a view that comes from the companies that we speak to as well. It’s just
easier and quicker to do certain things in the US, for instance. The reality is that Europe is a
fragmented market. There are lots of different countries, lots of different regulations, lots of
different languages, cultures, and it is harder for some businesses to grow.

On the other side, it actually makes it harder for other companies outside of Europe to come in. It
acts as a barrier to entry. And that’s actually quite a good thing for local European companies. So |
think the long-winded answer to that really comes to the point where, yes, Europe is overregulated.
And on that, | think we’re starting to see some change as well.

We have a lot of political will to become more innovative, to become faster. | also think that the
recent events with Trump negotiating with Putin as well has really given politicians a bit of a kick up
the backside, to think about how we better integrate and to cut through some of this red tape which
is stopping some of these companies grow and innovate. Now, that’s not all companies. The nuance
with Europe that some people forget is that a lot of our revenues are generated overseas.

If you look at the European market, about 55 per cent of revenues are actually generated outside of
Europe. So there are companies in Europe which are actually generating the majority of their
revenues and profits outside of Europe. So there are lots of nuances you have to kind of think about
when you think about regulations. But there are some kind of issues with innovation that Europe
really needs to work on to become the powerhouse it should be.

LK: And it feels like at this point we should probably stress that when you’re talking about European
stocks, we’re excluding UK stocks from that. And you’re not trying to give our clients broad
exposure to Europe so much as to pick a small concentrated number of companies that have the
potential for outperformance. So can you just give us a high-level view of your investment
philosophy?

SP: Sure. We are looking for companies, a relatively small number of companies, our portfolios
typically have about 40 and that’s out of a potential number of about a thousand companies in
Europe. So we’re only looking for a relatively small number of these outlier type growth companies.
And what we’re looking for are companies that can grow much faster than the market expects and
what the average market growth rate is.

We’re looking for companies that have very strong competitive positions, that have pricing power
that enables them to mitigate any kind of macroeconomic shocks. We’'re looking for companies that
are run and managed by people that we trust. When we invest in a company, we’re investing with
the view that we want to become part-owners. We want to invest in that company for five years, for
10 years. We have some companies in the portfolio we’ve held for almost 40 years.
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And the majority of the companies that we invest in have an insider, whether it’s a founder, whether
it's a family, or somebody with meaningful inside ownership who has a lot of skin in the game. And
that provides us a really strong sense of alignment that they’re going to act in the right ways.

We’'re looking for the potential to generate at least a 2x return over a five-year period. So that’s 15
per cent per annum, at least, over the next five years.

That's what we're looking for. That’s the hurdle. And when you kind of have that mindset and that
criteria, your focus shifts away from some of the kind of household names that you would see in the
newspapers and actually in a lot of these more innovative, world-leading and kind of hidden
champions that we have.

SP: So Stephen, we've talked about Europe in the round and your investment approach. But I'd like
to focus now on some specific stocks in four areas that you’ve found fertile ground. Namely the
biological revolution, dominant digital platforms, semiconductors and luxury. If we start with
biopharma, Novo Nordisk is one of your largest holdings, and it’s had great success recently thanks
to strong demand for its weight-loss drug, Wegovy. What makes you think that the company’s best
days are still ahead of it?

LK: Novo Nordisk is one of Europe’s largest pharma companies, but when it comes to diabetes and
obesity, it really is a global powerhouse. | mean, there are only two companies that do this in the
world that address these markets, Novo Nordisk in Europe and Eli Lilly in the US. And when we
think of the size of these markets, there will be close to a billion patients suffering from some form
of diabetes, there will be soon about a billion people that are clinically obese, and this is a massive
issue.

And Novo has shown time and time again that it’'s capable of coming up with best-in-class drugs.
Now, it has had a bit of a speed bump over the last year and this is the year that we’ve been building
up the position so it's actually become a bit cheaper in our view, but the underlying kind of view that
this is one of the most innovative drug companies in the world still holds.

And the other part of the investment case stems from the fact that it has massive manufacturing
advantages and scale advantages. I've been to the manufacturing site in Denmark, in Kalundborg. |
think it was something like 250 football pitches kind of big. | mean, this is enormous.

And this is where about half of the world’s insulin is manufactured. And when you have that kind of
scale, it gives you certain advantages in terms of costs and manufacturing and distribution that very
few other companies have.

LK: And you talked about new drugs. One of those is looking at trying to reduce muscle loss, which
is one of the side effects of Wegovy at the moment, isn’t it? Can you tell us a little bit about that?

SP: They still have some side effects. They’re not lethal, but some of the side effects will be
gastrointestinal. One of the other side effects actually, or maybe mechanisms for how these drugs
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work, is that the weight loss actually comes from losing quite a lot of muscle mass. rather than
actually losing the fat.

And that’s what some of these new drugs are trying to address by enabling patients to lose up to 25
per cent of their body weight. but predominantly from fat, which is what is the ideal outcome. So
the next generation of drugs will be using something called an amylin analogue. And these are the
compounds and molecules that will stop such pronounced muscle loss. So the future is still exciting
when you think about it in terms of the new drugs coming out and the problems that they’re going
to be able to solve.

LK: And what other companies have you invested in in this sector?

SP: Another company which is not a kind of a traditional pharma company is a company called
Lonza. So this is a Swiss CDMO. It’s a contract drug manufacturing organisation. It will develop and
manufacture drugs for other pharma companies, for other biotech companies. Effectively an
outsourcer. Lonza has the scale and expertise to manufacture these drugs cheaper and faster to a
higher quality than anyone else. And one of the things which is underpinning the market growth and
Lonza’s growth from here is this biological revolution. We’re seeing a massive number of biologic
drugs coming to the market.

So these biologic drugs are very different to what we used to have, which are small molecule drugs.
I mean, it sounds very technical, but effectively these biologics are more complex proteins, and
these more complex drugs are typically cancer treatments, vaccines.

LK: So these are drugs that are made from living organisms?

SP: Living organisms, but they’re also very difficult and costly to manufacture, which is again why
something like Lonza is in quite a good position to help overcome these issues.

So there’s lots of reasons why we think that’s going to persist. It's very well run. It’s investing a lot in
capacity, particularly in the US at the moment.

We have less well-known companies like Camurus. This is a very small Swedish company which has
developed a technology to extend the life of a drug. so the current use case is to take a drug which
is already approved and make it longer lasting. And by doing that, it means that the drugs only need
to be taken either every week or even every month. And when you have drugs that are only having
to be taken every month, the adherence is much better. Patients will continue to take it.

So the drug that they’ve used this technology for, which is called Fluid Crystal, is for opioid
addiction. They have a reformulated drug which is much better and much easier for those patients
to take than the existing drugs which are either methadone which is a daily liquid shot or some of
the pills that they have to take.

This is just one use case but they’re going to be able to use that fluid crystal technology this
delivery system on lots of other approved drugs to make them longer-lasting as well.
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LK: One of the other investment themes that your team focuses on, as | said, is dominant digital
platforms. And that word dominant is interesting because | guess many listeners will associate it
with US companies like Microsoft and Google. So how does dominant come into play in Europe?

SP: So yeah, that’s always been the perception that Europe doesn’t really do tech or software.
Europe doesn’t or didn’t have any social media platforms, we don’t have a Facebook really, the
Microsoft example, Google, Amazon. But Europe still does have dominant global platforms that are
similar in many ways, that benefit from network effects - that become more powerful and better as
they become bigger.

And some of these examples would be Spotify. Spotify is the world’s largest audio streaming
platform. It has 670-odd million monthly active users.

We’'ve got companies like Adyen, which is a digital payments processor. We’ve got companies like
Schibsted. Again, not many people have heard of this, but this is a collection of online classifieds
businesses. in Scandinavia. So Europe still does have a number of world-leading global digital
platforms and we get to invest into those, in many cases at lower prices than we would if they were
listed in the US.

LK: And you gave Spotify as one of the examples. It’s led by Daniel Ek, who’s one of the more
fascinating of the tech chief executives. | know he describes himself as an introvert, but he’s been
incredibly successful at relationship-building, both with other companies in the media sector, as
well as, of course, running a company of about 7,500 employees. Have you had much face-to-face
time with him? And if so, what’s your impression of him?

SP: | have met him. And yes, he is an introvert, but | mean, he just doesn’t meet many investors. So
we’re in quite a privileged position to get access Spotify is an example of a company where Baillie
Gifford invested before the company became public. So | think Baillie Gifford invested back in
2015. The value of Spotify back then was about $8bn. Today it's worth about $120bn. So it’s been a
phenomenal success story. Even though within massive appreciation, we’ve seen huge falls in the
share price. So it’'s been a bit of a roller coaster, which again reiterates this point about being
patient and being long-term. You need to be able to ride out some of these storms.

But yes, the thing that | took away from meeting him was that when you meet some of these
founders, their focus is almost entirely on the customer. It’s about, are we doing enough to delight
our customers? Are we doing enough to invest in the product? And the financials and the share
prices almost doesn’t even come into consideration. And there’s good things and bad things about
that. They’re mostly goodl mean, Spotify, when it went through this big drawdown and its share
price went down quite a lot, it was to do with the uncertainty and the question marks over whether
this is going to make money. And Daniel Ek at that point put his hands up and said, you know what?
We were hiring too many engineers.

We were just throwing so much money at trying to make the best product in the world that we
forgot that we need to be efficient in everything that we do. Now, they have started to monetise
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very slowly. They always want to make sure that they are providing value. It’s not all about just pure
pricing. They want to produce something that’s extremely valuable. And there are lots of customers
out there and listeners who will have an extremely high willingness to pay. Their super-premium tier
is going to come out soon. But | think that that was the takeaway. This was someone who was
absolutely focused on the product and the customer.

LK: And you mentioned Adyen as another example. Is culture and leadership important there? Did
that influence your decision to invest? Because | think you’ve held that since 2019, haven’t you?

SP: So Adyen’s a FinTech, it's a company involved with facilitating payments. If we go to a shop and
we use our debit card and we tap on the machine, That is Adyen’s technology which is taking that
data and basically enabling the transaction for money to come out of our account to go to the
merchant via their bank as well. And one of the problems for merchants is the authorisation rate.
How many of these payment transactions will be blocked? And that costs them money. So Adyen’s
whole point of being is to help minimise the problems with that payment flow.

But the culture here was the thing that was really unique about this company when we were looking
at the sector. And back in 2019, 2018 even, there was another company involved in payments
called Wirecard. And as some people will know, Wirecard was one of Europe’s greatest frauds. It
was a massive scandal. And we were actually looking at the company at the time. We were getting
lots of questions about why we didn’t own it, because it had performed exceptionally well.

But when we looked at the culture, when we looked at how they treated their customers, when we
kind of interacted with the management team, we just got that feeling that we just didn’t really trust
them. And that’s when we came across Adyen. And it was in a slightly different market, but it was in
payment processing as well.

And the due diligence that we did, speaking to its customers, speaking to its employees, gave a
totally different impression of the company. That it was one where even its competitors raved about
how good it was, and some of those people working for its competitors said that if they were given
the choice, they would leave their employer and go to work for Adyen. So that was the start of
maybe the insight that came that there was something different here. And then as we got to know
the company, we've invested in it.

Last week | was actually over in Amsterdam and we, again, in a privileged position to meet and
spend the whole afternoon with these guys. We met the founder, the co-CEO, the new CTO who
just started, we met someone who was involved in one of their platform businesses. It's only when
you know a company or you own a company, you own it for a number of years, you start to really
understand its culture. There’s definitely something very unique and special about the way Adyen
operates.

LK: That's fascinating. | always find it really interesting how often culture comes up as a theme
talking to our investment managers and how it ties into our long-termism. If | can, I'd like to move on
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to semiconductors. Again, this is a sector that some in or audience might associate with the US and
Asia. But Europe offers some really unique chip-related investment opportunities, doesn’t it?

SP: Oh, absolutely. A lot of the headlines have been on Al recently, NVIDIA with its GPU chips, and
that is spectacular. It's such an amazing development and product. But none of these chip makers,
NVIDIA and so on, or its end-customers, who might be the hyperscalers, the companies like
Amazon, Apple, Facebook, and everything else, none of these companies would have that
technology if it were not for the semiconductor supply chain. The companies that make the
equipment which is then used to manufacture these semiconductors.

So Europe has a couple of companies, one being ASML and one being, it’s almost, sibling company
called ASMI or ASM International. ASML is basically a monopoly in lithography tools. So these are
the tools which are used to print circuit boards on silicon effectively and again these machines are
incredibly difficult. They cost between 200 and 300 million US dollars. Each is about the size of a
school bus. The accuracy in which its lasers are printing these circuit boards would be like someone
standing on the moon with a laser pen shining it down on earth to hit the top of your finger. And it
has a monopoly in this. These leading-edge semiconductor products wouldn’t be able to exist
without ASML’s lithography tool. And we think that it has a 10-year-plus technological lead against
any other company in the world.

ASM International is similar. It has an atomic layer deposition tool. In essence it’s depositing a layer
of material on top of these semiconductors at an atomic layer. It’s like a painter painting a wall but
it's one atom at a time. And it has to be very precise.

So again, it’s in a very strong position. It has 50 per cent market share, and actually in some of the
leading-edge technologies, it has 70 per cent market share. And these technologies are going to be
increasingly important as the layering in these semiconductors becomes more complex and 3D-like.
So, both of these companies are incredibly important for anything related to Al, and these
companies are dominant, they’re almost monopolies, and we’re very lucky to have them in Europe.

LK: And so that brings us to the fourth theme of luxury. | mentioned LVMH at the start, but you’re
also invested in another huge luxury company in Europe, Richemont, who have Cartier and
Montblanc under their roof. What is it about these luxury conglomerates, if you will, that makes
them so appealing and gives you confidence that they can double in value over five years?

SP: We were talking about US exceptionalism at the start, luxury goods is an area that Europe does
better than anyone else. No other region or country comes close. For investors out there looking for
what does Europe do that no one else, this is probably one of the best examples.

There are a number of themes which will support growth for many years, many decades to come.
You could say we’re living in a century of narcissism. | mean, lots of social media, people think
about status symbols and all sorts of stuff. But these companies are selling goods which are called
Veblen goods. They defy economic reasoning and logic in that Veblen goods are those that, even if
you put the prices up, it doesn’t affect demand. In fact, the higher the prices, the more demand,
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because these higher prices promote the exclusivity that they’re looking for. It reduces the
availability in some ways as well.

So we have that really strong pricing power that even if tariffs came in, even if raw material
inflation, everything else, these companies can put the prices up five, ten percent, no problem at
all. and their high-net-worth individual customers are not going to bat an eyelid. So there are some
unique economic reasons for why these companies and these products exist. The European
companies have provenance, they have the heritage, | mean Louis Vuitton was founded in the
1850s, | think it was, Cartier, all of these brands have the history that people like. It’s almost
impossible to replicate.

And | think the other big-picture economic theory here is that like a lot of those technology
companies, they benefit from increasing returns to scale. So as a company like LVMH becomes
bigger it becomes more powerful, and it becomes harder for anyone else to compete against it. And
that comes through the fact that it has multiple brands, but by having multiple brands, itisin a
much better place to negotiate, let’s say, rent with shopping malls.

It's in a better place to buy the prime real estate, whether it’s in the Champs Elysee or the Fifth
Avenue or so on. It has better marketing tools which it can leverage across all of its brands. It has
better data. | mean there’s lots of reasons why these conglomerates are becoming ever more
powerful.

LK: And you said earlier about having a preference for family-run businesses. That’s at play here in
the luxury sector isn’t it?

SP: Absolutely. Most luxury goods companies probably a family involved or maybe a founder as
well. We've got Johann Rupert at Richemont we have Bernard Arnault at LVMH, And when you

have that kind of oversight, and obviously they own a lot of the shares as well, that makes them
think about the long term, that makes them think about what are we doing to protect the brand.

A few years ago when there was an issue with inventory in the watchmaking world, particularly from
China, Richemont was probably the first to go out and actually take in all of that inventory from its
distributors and either melt it down or give them their money back effectively because they wanted
to control the supply, they wanted to control brand, they wanted to make sure that none of the
distributors were discounting their products, which is the worst thing you could do for brand
management.

So they’re very conscientious stewards of those brands and that’s what we like. They’re always
looking at the long term.

LK: So Stephen, we've covered a huge amount of ground, but if there was one takeaway that were
to stick with our audience from this conversation, what would you want it to be?
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SP: That’s a good one. | think it’s not to believe everything you read in newspapers. Europe has a lot
of problems. There’s always going to be some stuff written about the economy, politics and
everything else, but that doesn’t really matter. Europe has loads of amazing companies which seem
to be trading at very low valuations today. And | think to take advantage of that, you need to be
long-term, you need to be patient, you need to be able to put up with some volatility. But if you're
able to do that, times like these are sometimes the best times to be able to invest and to make
money over the next few years.

LK: And before | let you go, the one thing | always like to ask guests is what they’re reading or have
recently finished reading to find out about their outside influences. So what’s new in your library?

SP: Honestly, the book I'm reading just now is called The Maniac, and it’'s about John von Neumann.
He was a Hungarian-American mathematician. I’'m not enjoying it. My expectations were too high.
This is supposed to be an amazing book. I'm just not quite getting it so far. The other answer | will
give is maybe on two books, which I've really enjoyed reading. The first was an autobiography or
memoir written by a neurosurgeon, an American neurosurgeon, called When Breath Becomes Air.
I's very inspirational. A bit of a tear-jerker as well. | won’t spoil the story, but | would definitely
recommend reading that. And something which is more linked to what we do is a book called
Seeing What Others Don’t by a cognitive behaviouralist or scientist called Gary Klein. And this is a
book about how we generate more insights and how we minimise errors in anything which we do.
But when it comes to investing, generating insights is absolutely key.

LK: So did you learn anything from reading that book that changed the way you invest?

SP: He broke down what an insight actually is. An insight is a piece of information or data, which
changes the way you feel or think about something. And then he breaks it down to thinking about,
where do these insights come from? And they come from, a lot of the time, pattern recognition. And
in investing, that happens a lot. We see the same successful traits at other companies, which gives
us a bit of an insight, and we go and look at those companies. But the other one was
inconsistencies - spotting something that just sticks out, it just doesn't quite make sense.

LK: Excellent. I'm going to definitely add that to my reading list. Stephen, thank you so much. This
has been a fascinating conversation. | hope we have you back on the podcast soon.

SP: | hope to come back soon.

LK: And | hope you enjoyed this Europe-themed episode too. You can find more about the
companies Stephen discussed by checking out the show notes. You'll also find details there about
the three books he just mentioned. If you haven’t already done so, please do subscribe via Spotify
or any other podcast app to be among the first to know when our next episode is live. And you can
explore our archive, including write-ups of this episode and others, and transcripts at
bailliegifford.com/podcasts. But for now, listeners, | look forward to briefing you again next time.

Calton Square, 1 Greenside Row, Edinburgh EH1 3AN
Telephone +44 (0)131 275 2000 / bailliegifford.com Copyright © Baillie Gifford & Co 2025.


https://www.bailliegifford.com/podcasts

Short Briefings on Long Term Thinking January 2025

Show notes

Are European stocks coming back into favour? After years of underperformance, many of the
continent’s companies appear undervalued when compared to their historical prices and US
counterparts. Investment manager Stephen Paice suggests that a group of growth-focused
stocks could be among the biggest winners if sentiment shifts, and he identifies a handful of
places they are thriving.

Background

Stephen Paice is a partner in Baillie Gifford, our Head of European Equities, an investment
manager on the Baillie Gifford Growth Trust and European Fund, and a member of our
International All Cap Portfolio Construction Group.

In this episode of Short Briefings..., he explores why European stocks have been trading at levels
that make them appear historically cheap, what might cause opinion to turn, and how that
relates to his pursuit of long-term exceptional growth.

Topics discussed include why some companies are more resilient than others to trade tariffs and
other price pressures, changing attitudes to regulation, and the importance of culture.
Stephen also spotlights four categories of growth companies he believes offer huge promise:

e the biological revolution: firms pioneering new treatments thanks to technological
advances and deeper scientific understanding, with a focus on Novo Nordisk, Lonza and
Camurus

e dominant digital platforms: businesses carving out leading positions in niche markets,
with special mention of Spotify and Adyen

e semiconductors: companies fulfilling critical roles in the computer chip supply chain,
including ASML and ASM International

e luxury goods: companies deriving powerful advantages by bringing historic and
prestigious brands under the same roof, including LVMH and Richemont

Resources

Future stocks: our best ideas in Europe
Europe’s hidden tech titans

Benjamin Labatut: The Maniac

Gary Klein: Seeing What Others Don’t
Paul Kalanithi: When Breath Becomes Air
Richard Thomson: Apocalypse Roulette

Calton Square, 1 Greenside Row, Edinburgh EH1 3AN
Telephone +44 (0)131 275 2000 / bailliegifford.com Copyright © Baillie Gifford & Co 2025.


https://www.bailliegifford.com/insights/ic-video/2024-q3-future-stocks-our-best-ideas-in-europe-10049780/
https://www.bailliegifford.com/insights/ic-video/2024-q3-europes-growth-gems-10049500/
https://pushkinpress.com/book/the-maniac-2/
https://www.hachette.co.uk/titles/gary-klein/seeing-what-others-dont/9781857886788/
https://www.penguin.co.uk/books/431763/when-breath-becomes-air-by-kalanithi-paul/9781784701994
https://books.google.co.uk/books/about/Apocalypse_Roulette.html?id=FBwMNAAACAAJ&redir_esc=y

Short Briefings on Long Term Thinking

Companies mentioned include

Adyen
ASM International

ASML

Camurus

Lonza

LVMH

Novo Nordisk
Richemont

Schibsted Marketplaces

Spotify

Timecodes

00:00 Introduction

01:45 From games of chance to European equities
03:30 The valuation opportunity

04:35 Addressing uncertainty and political instability
06:35 President Trump’s trade tariffs

08:30 Regulation and innovation

10:45 Our long-term growth investment philosophy
13:00 The case for Novo Nordisk

14:35 Tackling Wegovy’s muscle mass loss

15:25 Lonza’s growing market for biologics

16:50 Camurus’s FluidCrystal technology

18:05 Dominant digital platforms with network effects

19:40
21:55
24:40
27:25
30:00
31:10
31:55
32:55

Spotify chief executive Daniel Ek’s focus on customers
The importance of Adyen’s culture and leadership
ASML and ASM International’s semiconductor tools
Luxury conglomerates LVMH and Richemont

The advantage of ‘family involved’ companies

Being patient and putting up with volatility

Book picks

Spotting inconsistencies
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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 March 2025 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.

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. Balillie 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.
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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.

China

Baillie Gifford Investment Management (Shanghai) Limited A& RSB (Li#B)AR AT (‘BGIMS) is
wholly owned by Baillie Gifford Overseas Limited and may provide investment research to the
Baillie Gifford Group pursuant to applicable laws. BGIMS is incorporated in Shanghai in the
People’s Republic of China (‘PRC’) as a wholly foreign-owned limited liability company with a unified
social credit code of 91310000MALFL6KQ30. BGIMS is a registered Private Fund Manager with the
Asset Management Association of China ‘AMAC’) and manages private security investment fund in
the PRC, with a registration code of P1071226.

Baillie Gifford Overseas Investment Fund Management (Shanghai) Limited
HMEGNBRAESEE(LEB)ARLAT(BGQS) is a wholly owned subsidiary of BGIMS incorporated in
Shanghai as a limited liability company with its unified social credit code of 91310000MA1FL7JFXQ.
BGQS is a registered Private Fund Manager with AMAC with a registration code of P1071708.
BGQS has been approved by Shanghai Municipal Financial Regulatory Bureau for the Qualified
Domestic Limited Partners (QDLP) Pilot Program, under which it may raise funds from PRC
investors for making overseas investments.

Hong Kong

Baillie Gifford Asia (Hong Kong) Limited faE 52 N (F #)HFBR 2 7] 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
EIMN(EE)AB 22T 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.
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