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Investment manager Katherine Davidson gives an update on the Sustainable 
Growth Strategy covering Q2 2025.  

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

 

Katherine Davidson: Hello, I'm Katherine Davidson and I co-manage the 
Sustainable Growth Strategy here at Baillie Gifford. Today I want to talk to you 
about three topics. Firstly, how the portfolio has fared in a volatile quarter. Second, 
our continued efforts to enhance resilience. And lastly, why we remain convinced 
that sustainability is a source of long-term outperformance. 

So when we meet company management teams, they're sometimes surprised by 
the topics we want to discuss. We're longer term and bigger picture than most 
investors they meet with. But it is worth keeping an eye on the questions asked in 
company earnings calls so that we can understand what the market's currently 
obsessing about and make sure our views are still different. Now, it'll come as no 
surprise that words like tariff, geopolitics and trade deficit have featured 
prominently this year. Tariff-related discussions really surged during April as 
management teams scrambled to re-re-ensure investors following President 
Trump's Liberation Day announcements. 

So global equities fell more than 10 per cent in the subsequent week. Now, as long-
term investors, it's tempting to dismiss all this as noise, especially given that trade 
tensions have calmed down since April and the market has recovered. However, 
the universal 10 per cent tariff does remain in place and combined with existing 
levies on steel, aluminum in China, the average effective tariff rate now sits around 
15 per cent, which is actually the highest since 1937. And after benefiting from 

Sustainable Growth Q2 
investment update  

July 2025  
    

   



  
Baillie Gifford – Sustainable Growth Q2 Update  July 2025 

 
 
Calton Square, 1 Greenside Row, Edinburgh EH1 3AN 
Telephone +44 (0)131 275 2000 / bailliegifford.com 

 
  

Copyright © Baillie Gifford & Co 2025. 
 

decades of globalisation, companies now face the scenario of permanently higher 
costs and complexity. Perhaps even more pernicious has been the lack of visibility 
and the impact that this has had on business confidence. This has come through in 
all our meetings with companies this quarter and informed our decision to reduce 
the portfolio's weight in CapEx-sensitive industrial holdings. 

While we've been discussing trade war scenarios since the November election, the 
magnitude still surprised us. The good news is that sustainable growth entered this 
latest crisis in the best possible state after two years spent improving our resilience 
and diversification. This shows up in concrete metrics. Our debt-to-equity levels 
are around a quarter of the broader market and our growth margins are about a 
third higher. The upshot of this greater resilience is that the strategy outperformed 
the index by more than 1 pre cent this quarter. 

We've analysed company-specific impacts of tariffs through supply and demand 
risk lenses. And it's worth noting that AI has allowed us to do this much faster by 
passing company filings and call transcripts. You can have a look at the quarterly 
letter for a discussion of how we're using AI in our research process. 

So one company that has been harder hit is Yeti, which manufactures drinkware 
primarily in China for the US market. Now, initially, each 10 per cent increase in the 
tariff meant an additional $10mn of costs for Yeti. But management is moving 
quickly to diversify sourcing and expects to have minimal China exposure by year 
end. So we're comfortable with our holding. For the most part, though, we consider 
the portfolio to be pretty well insulated. 

Nearly half our holdings we consider to be low risk on both the supply and demand 
sides. MSA, which makes safety equipment for firefighters, exemplifies this. Their 
production is local for local and demand is extremely resilient given the essential 
nature of the products. Plus, it's worth remembering that more than half of the 
portfolio companies sell services rather than physical goods, so tariffs have a 
limited impact. 

Turning to performance, TSMC was one of our best performing holdings in the 
quarter, displaying impressive resilience despite its reliance on international trade. 
In fact, even President Trump couldn't challenge its dominance in advanced 
semiconductors, exempting the industry from tariffs rather than risk falling behind 
in the AI race. While TSMC is benefiting from AI spending, it's well diversified 
across mobile phones, automotive and other end markets. And its April results 
showed more than 40 per cent revenue growth and 60 per cent earnings growth 
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year over year. It's actively addressing geopolitical risks too by building three new 
fabs and an R&D center in Arizona. 

We've also added new holdings that we think will actually benefit from this 
uncertain environment. Canaxis is a Canadian company that helps large 
manufacturers to create efficient, flexible supply chains through its Maestro 
software. So supply chain planning used to take weeks, using Excel spreadsheets 
primarily, but Maestro can model scenarios in as little as 30 minutes. And after 
years of supply chain disruptions from pandemics to trade wars, the incentive to 
modernise these systems has never been greater. 

So tariffs have featured in plenty of our on-desk discussions, as you can probably 
tell, but our research remains very focused on the long term. Trending topics on 
Baillie Gifford's research library include weight loss drugs, energy storage 
solutions, and cybersecurity, all areas where innovation addresses society's most 
pressing challenges. It can be easy to get distracted by the 24-hour news cycle, 
but our experience shows that long-term investing rewards patience and discipline. 
And this is even more true when it comes to sustainable investing, where 
performance of many strategies has been disappointing recently.  

We want to reiterate that for us, sustainable investing isn't a passing fad or a 
regulatory tick box. Rather, it's a disciplined framework for identifying well-
governed, adaptable businesses that are positioned to benefit from powerful 
secular shifts. We expect it to be a source of long-term outperformance, as these 
companies that are addressing real-world problems deliver market-leading growth 
and longer competitive advantage periods. So, with your support, we'll continue 
looking beyond the headlines, staying patient through the noise, and building a 
portfolio that's resilient, forward-looking, and aligned with a more sustainable 
future. 

 

Sustainable Growth 

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

 2021 2022 2023     2024 2025 

Sustainable Growth Composite 
(gross) - - -     9.1 13.1 

Sustainable Growth Composite (net) - - -     8.5 12.4 

MSCI ACWI Index - - - 19.9 16.7 
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Annualised returns to 30 June 2025 (net%) 

 
1 year 5 years 

Since  
reorganisation* 

Sustainable Growth Composite (gross) 13.1 - 15.7 

Sustainable Growth Composite (net) 12.4 - 15.1 

MSCI ACWI Index 16.7 - 20.7 
 
*31 December 2022. 
Source: Revolution, MSCI. US dollars. Returns have been calculated by reducing 
the gross return by the highest annual management fee for the composite. 1 year 
figures are not annualised. 
 
Past performance is not a guide to future returns. 
 

Legal notice: MSCI makes no express or implied warranties or representations and 
shall have no liability whatsoever with respect to any MSCI data contained herein. 
The MSCI data may not be further redistributed or used as a basis for other 
indexes or any securities or financial products. This report is not approved, 
endorsed, reviewed or produced by MSCI. None of the MSCI data is intended to 
constitute investment advice or a recommendation to make (or refrain from 
making) any kind of investment decision and may not be relied on as such. 
 
Risk factors  
This communication was produced and approved in 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 
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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. 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 
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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. 
 
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. 
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This material contains general information only. It does not take into account any 
person’s objectives, financial situation or needs. 
 
South Africa 
Baillie Gifford Overseas Limited is registered as a Foreign Financial Services 
Provider with the Financial Sector Conduct Authority in South Africa.  
 
North America  
Baillie Gifford International LLC is wholly owned by Baillie Gifford Overseas 
Limited; it was formed in Delaware in 2005 and is registered with the SEC. It is the 
legal entity through which Baillie Gifford Overseas Limited provides client service 
and marketing functions in North America. Baillie Gifford Overseas Limited 
is registered with the SEC in the United States of America. 
 
The Manager is not resident in Canada, its head office and principal place of 
business is in Edinburgh, Scotland. Baillie Gifford Overseas Limited is regulated in 
Canada as a portfolio manager and exempt market dealer with the Ontario 
Securities Commission ('OSC'). Its portfolio manager licence is currently 
passported into Alberta, Quebec, Saskatchewan, Manitoba and Newfoundland & 
Labrador whereas the exempt market dealer licence is passported across all 
Canadian provinces and territories. Baillie Gifford International LLC is regulated by 
the OSC as an exempt market and its licence is passported across all Canadian 
provinces and territories. Baillie Gifford Investment Management (Europe) Limited 
(‘BGE’) relies on the International Investment Fund Manager Exemption in the 
provinces of Ontario and Quebec. 
 
Israel 
Baillie Gifford Overseas Limited is not licensed under Israel’s Regulation of 
Investment Advising, Investment Marketing and Portfolio Management Law, 5755-
1995 (the Advice Law) and does not carry insurance pursuant to the Advice Law. 
This material is only intended for those categories of Israeli residents who are 
qualified clients listed on the First Addendum to the Advice Law. 
 
Singapore 
Baillie Gifford Asia (Singapore) Private Limited is wholly owned by Baillie Gifford 
Overseas Limited and is regulated by the Monetary Authority of Singapore as a 
holder of a capital markets services licence to conduct fund management activities 
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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. 
 


