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This paper is intended solely for the use of professional investors and should not
be relied upon by any other person. It is not intended for use by retail clients.

Risk factors and important information
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 August 2022 and has not been updated
subsequently. It represents views held at the time of writing and may not reflect current thinking.
Potential for profit and loss
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.
Stock examples
Any stock examples and images used in this report are not intended to represent recommendations
to buy or sell, neither is it implied that they will prove profitable in the future. It is not known
whether they will feature in any future portfolio produced by us. Any individual examples will
represent only a small part of the overall portfolio and are inserted purely to help illustrate our
investment style.
This report contains information on investments which does not constitute independent research.
Accordingly, it is not subject to the protections afforded to independent research 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 report are for illustrative purposes only.
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Introduction

Introduction
This report explains the central role that stewardship plays in the way the
International Growth Team invests. We present our stewardship activities
in three ways:

1

2

3

‘Our process’
describes our overall
approach and how it
is integrated into our
investment process

‘Proxy voting’
describes our voting
activities during the
year under review

`Climate’ describes
our recent climate
assessment work
and the current
carbon footprint
of our holdings

We provide examples throughout to demonstrate how our approach to stewardship
works in practice.
Our approach to stewardship is fundamentally an iterative process. Sustainability
issues tend to be highly complex and non-linear. As every aspect of a company’s
value chain comes under scrutiny, we are in a time of maximum possibility but
also maximum uncertainty. Progress in addressing unsustainable behaviour will
likely be lumpy and unpredictable. Some sustainability issues will be resolvable
within our investment time horizon, but some will not.
We deal with this complexity in the same way that we deal with the messy reality
of investing: we deliberately frame all of our processes and ideas as inherently
provisional, and we never stop iterating. This report presents a snapshot of our
team’s current processes and outcomes – but we see this as an ongoing effort to
evolve and improve in order to best deliver value for our clients in the long term.
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Our Stewardship Principles

Our Stewardship Principles
Baillie Gifford’s overarching ethos is that we are ‘Actual’ investors. We have a responsibility to
behave as supportive and constructively engaged long-term investors. We invest in companies
at different stages of their evolution, across vastly different industries and geographies, and
we celebrate their uniqueness. Consequently, we are wary of prescriptive policies and rules,
believing that these often run counter to thoughtful and beneficial corporate stewardship.
Our approach favours a small number of simple principles which help shape our interactions
with companies.
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Our Stewardship Principles

Prioritisation of long-term value creation
We encourage our holdings to be ambitious and focus their investments on long-term
value creation. We understand that it is easy to be influenced by short-sighted demands
for profit maximisation but believe these often lead to poor long-term outcomes.
We regard it as our responsibility to steer holdings away from destructive financial
engineering and towards activities that create genuine value over the long run. We are
proud that our value will often lie in supporting management when others don’t.

A constructive and purposeful board
We believe that boards play a key role in supporting corporate success and representing
the interests of all capital providers. There is no fixed formula, but we expect that boards
will have the resources, information, cognitive and experiential diversity they need to
fulfil these responsibilities. We believe that good governance works best when diverse
skillsets and perspectives are paired with an inclusive culture and strong independent
representatives who are able to assist, advise and constructively challenge the thinking
of management.

Long-term focused remuneration with stretching
targets
We look for remuneration policies that are simple, transparent and reward superior
strategic and operational endeavour. We believe incentive schemes can be important in
driving behaviour, and we encourage policies which create genuine long-term alignment
with external capital providers. We are accepting of significant pay-outs to executives if
these are commensurate with outstanding long-run value creation, but plans should not
reward mediocre outcomes. We think that performance hurdles should be skewed towards
long-term results and that remuneration plans should be subject to shareholder approval.

Fair treatment of stakeholders
We believe it is in the long-term interests of all enterprises to maintain strong relationships
with stakeholders – employees, customers, suppliers, regulators and the communities
they exist within. We do not believe in one-size-fits-all policies and recognise that
operating policies, governance and ownership structures may need to vary according
to circumstance. Nonetheless, we believe the principles of fairness, transparency and
respect should be prioritised at all times.

Sustainable business practices
We believe an entity’s long-term success relies on maintaining its social licence to operate
and look for holdings that work in the spirit, not just by the letter, of the laws and regulations
that govern them. We expect all holdings to consider how their actions impact society,
both directly and indirectly, and encourage the development of thoughtful environmental
practices and net zero aligned climate strategies as a matter of priority. Climate change,
environmental impact, social inclusion, tax and fair treatment of employees should be
addressed at board level, with appropriately stretching policies and targets focused on
the relevant material dimensions. Boards and senior management should understand,
regularly review and disclose information relevant to such targets publicly, alongside
plans for ongoing improvement.
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Our process

Our process – research
and engagement
Research – social licence to operate
The responsibility that comes from being stewards of our clients’ capital
permeates every aspect of International Growth’s investment process.
We add value for clients by being patient owners of exceptional growth
companies. To do our job well we must adhere to a long-term time
horizon, and the sustainability of a business’s activities is a direct
function of that time horizon. Put another way, the frequently cited
conflict between stakeholder capitalism and shareholder capitalism is,
in our view, primarily a misalignment between short-term and
long-term interests.
With this in mind, our research framework includes a question on the
company’s social licence to operate. Viewing a company in terms of this is
helpful because it directs our analysis towards the real-world consequences
of a company’s activities, leading us to consider what is happening on the
ground and why it matters. It also encourages us to focus on the particular
context of a company. This context will comprise its size and the nature of
its business model, the political and legal systems it operates in, and the
local culture and values that inform and interact with the company’s own
culture and values. In some cases, companies will operate in multiple
contexts, introducing further complexity.
We have often found that our ability to deliver value for clients is tied to
our willingness to explore the probability and scale of outlier outcomes,
with a deliberate emphasis on the question of what happens if things go right.
Our social licence question follows this by challenging us to think beyond
today, or a year, or even five years. We believe a company will struggle
in the long term if its growth entails significant negative externalities.
Successful stewardship requires us to challenge ourselves constantly
to think deeper about what the future might hold for the businesses in
which we invest, and how they are shaping that future through their
continued success.

Engagement – long-termism
and relationships
We engage with companies to improve our
understanding of the world and to build relationships
with some of the brightest minds of our time. Because
we are dealing with distant futures, albeit ones that
can dramatically accelerate to become the present,
uncertainty is a constant. We embrace this uncertainty
by considering all of our analysis as inherently
provisional and subject to change. In this context,
the division between research and engagement can
be unhelpful. Our research is vastly improved by
our engagement, and our engagement is rendered
meaningful and deliberate by our research.
Atlas Copco: Atlas Copco is a company that we
have admired for many years for its differentiated
culture and commitment to client service. In 2021,
Baillie Gifford commissioned Mike Berners-Lee,
a leading academic and consultant on climate
change, to analyse Atlas Copco from a climate
perspective. The report described how Atlas Copco
raised climate issues early in its reporting but
had since fallen behind in terms of concrete
commitments to decarbonise. We arranged
for Mike to join us in discussing his findings
with Atlas Copco and found the conversation
constructive. Subsequently, Atlas Copco released
ambitious targets to reduce absolute emissions
across its value chain in alignment with a 1.5
degree future.
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Our process

Our investment style of running concentrated and
active portfolios puts us in the favourable position of
being able to choose who we entrust with our clients’
capital, so it would be unusual if our meetings were
filled with demands for our companies to radically
alter what they do. The outlier companies we seek
are by definition exceptional. This means that our
bias is to listen and understand what is appropriate
for the particular situation of each company, rather
than trying to impose a standardised view based on
best practice.
Ferrari: Longstanding and exceptional companies
can have differentiated cultures that amount to a
heritage. While there are many benefits to this,
Ferrari presents an interesting example where a
failure to move with the times might present a
very real risk to long-term success.
In the past we have discussed with management
the future of internal combustion engine vehicles,
and what a decarbonising auto-sector might mean
for them. Our recent engagement with new CEO
Benedetto Vigna presented a marked shift in
sentiment towards embracing a changing
competitive environment, and a recognition
that the customer of 2030 will want something
different from the customer of 2022.

However, sometimes an outside perspective,
particularly one with a long-term mindset, can
provide a helpful challenge. We counter the market
clamour for quarterly results and easily understood
deliverables. Our experience investing globally, or
indeed remaining invested in a company through
successive management teams, renders us qualified
to offer insights as to what has worked before,
what is working elsewhere, and what might work
in the future. We are not operators ourselves, nor
are we consultants, but we are diligent students of
growth. We think constantly about what makes
companies successful in the long term, and our
insights are at times valuable.
Another area of productive engagement is in
connecting our companies with people who will
also offer different perspectives. Sometimes this is
about connecting a more experienced entrepreneur
with a newer disruptor, and sometimes it is about
connecting a company with a non-financial
individual who has expertise relevant to a
company’s long-term success.
Fundamentally, our engagement activities are about
building relationships. These relationships are
absolutely crucial to our stewardship responsibilities
and our capacity to deliver value for clients.
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Engagement examples

Engagement examples
A selection of International Growth company engagements
that took place during the 12 months to March 20221.

Oatly

Spotify

We have been engaging with the company to offer
our perspectives following a challenging few
months since IPO. The group is battling to ramp up
capacity to satisfy demand. It also faced a shortseller attack. We reiterated our long-term time
horizon and encouraged management to also
focus on the long term.

We engaged with Spotify’s head of sustainability
to better understand his climate transition
ambitions. We also shared examples of climate
initiatives we had come across at
other holdings.

Belgium

Umicore
The company has transitioned to a new CEO for the first time in over
a decade. We used the opportunity to reiterate our support for heavy
investment. It will allow the group to capitalise on the electrification
megatrend. In the meantime, we welcome Umicore’s new ESG
framework, which is more stringent than its peers, and we have
engaged extensively on its roadmap to Net Zero (2035).

Spain

Inditex

HelloFresh

We had an open discussion with the company
about forced labour in the textile supply chain.
Traceability continues to be a challenge, but we
believe Inditex is at the forefront of improving
standards and transparency.

We engaged with the company on its remuneration
policy encouraging it to focus on targets that were
both stretching and suited to its global operations
rather than being swayed by local market practice.

1. Not all companies are held in all client portfolios.
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Baillie Gifford’s five Stewardship Principles

Prioritisation
of long-term
value creation

A constructive
and purposeful board

Long-term focused
remuneration with
stretching targets

Fair treatment
of stakeholders

Sustainable
business practices

Atlas Copco

Kinnevik

We discussed environmental matters with the
company’s head of sustainability and introduced
him to an environmental expert we have worked with
to explore relevant issues.

We engaged in several discussions over the year on
remuneration. Most recently with the new Chair,
focusing on appropriate upside capture for key
executives. And we continue to be involved in
corporate governance through membership of the
Nomination Committee.

Sweden

Germany

Italy
China

NIO

Ferrari
We continued our conversation with Ferrari
on the implications of decarbonisation in the
auto-sector. New CEO Benedetto Vigna
offered an interesting perspective on the
prospect of Ferrari developing differentiated
performance factors in an electric
vehicle world.

We engaged with management to encourage the continued
formalisation of their various sustainability efforts. The group
is planning to launch its first ESG report next year. We agreed
an important factor is the carbon footprint of the company’s
supply chain. We are pleased that these initiatives are led by
senior management and offered our support on these
projects, where appropriate.
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Proxy voting

Proxy voting
Voting at company general meetings is one of the most
important ownership rights and responsibilities we have
as a shareholder. Consequently, all our voting decisions
are made on a case-by-case basis. Our investment style
allows us to invest in only those companies we actively
support and admire. It is therefore the case that the
significant majority of our final voting decisions are
in support of management.

Proxy voting statistics
12 months to 31 March 2022

However, we will engage with companies where more
information is required or if a resolution appears to
be in conflict with our Stewardship Principles. If after
dialogue we conclude that it is in the long-term interest
of both the company and our portfolio investors to
withhold or oppose a resolution, we will do so. We will
always inform a company of our concern and rationale
where we have reason to vote against management.
By taking this careful, research-led approach to voting,
and by meeting and engaging throughout the year with
the management and board members of the companies,
we are able to apply our voting rights most effectively
on your behalf.
The adjacent chart, which provides a summary of proxy
voting in the 12 months to March 2022, illustrates our
voting decisions across the resolution categories.

For: 98.5%
Against: 0.6%
Abstain: 0.9%
Based on a representative portfolio.
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Examples
Remuneration

Stellantis
For: 98.8%
Against: 0.0%
Abstain: 1.2%

Share issuance/repurchase
For: 93.3%
Against: 4.4%
Abstain: 2.2%

Stellantis is an automotive manufacturer that operates globally. At its
most recent annual general meeting we decided to abstain on the
remuneration report due to concerns around the inclusion of one-off
grants, insufficiently challenging targets, and lack of detail on pay
structure.

Exor
Exor is a holding company involved in a variety of industries including
luxury and automotive. At its most recent annual general meeting,
Exor requested shareholder approval for a general authority to issue
shares that we considered inappropriate due to its potential size.
In communicating our rationale for voting to the company, we made
clear our general expectations regarding the size of such authorities
and that, although we do consider larger requests on a case-by-case
basis, on this occasion we did not feel the authority was in our
clients’ interests.

Directors
For: 99.2%
Against: 0.0%
Abstain: 0.8%

Based on a representative portfolio. Totals may not sum due to rounding.
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Climate

Climate
Climate change presents both risks and opportunities for our clients’ investment
returns. The International Growth Strategy integrates climate considerations into
its investment process via ‘the social licence to operate’ question of its research
framework. For the climate-material holdings within the portfolio we are undertaking
climate assessments with a view towards prioritising further research and engagement.
Our investment process does not automatically exclude any industry or company.
We always consider climate, and broader ESG elements, through the lens
of investment risk and return.
Our intention is to focus our research and engagement on this topic in three
directions going forward:

1
Identifying companies
whose products and
services provide climate
solutions
2
Focusing our attention on
the most material carbon
emitters in our clients’
portfolios
3
Encouraging all portfolio
companies to report and
disclose their scope 1, 2
and 3 emissions
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Climate

Carbon footprint
The chart below shows that the carbon footprint of the strategy is lower than its benchmark index.

Relative carbon footprint and carbon intensity
170.7

81.2

46.2

5.7
Relative carbon footprint
(tCO2e/USD million invested)
Portfolio

Carbon intensity
(tCO2e/USD million revenue)

MSCI AC World ex US

Source: Baillie Gifford & Co. MSCI ECG Research. Data for a representative International Growth portfolio. As at 31 March 2022.
These numbers have not been adjusted for an inflation in enterprise value.
Based on the PCAF methodology.

Notes:
—

Relative carbon footprint is the total carbon
emissions of the portfolio per million USD
invested. It tells us what the carbon footprint
would be if you invested one million USD in
this portfolio versus one million USD in the
benchmark.

—

Carbon intensity is the total carbon emissions per
million USD of revenue generated; this allows
comparison with the benchmark as a measure
of the efficiency of the portfolio regarding
emissions per unit of financial output.
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Climate

Top five percentage contributors to the portfolio’s weighted average
carbon intensity
Top five percentage contributors to carbon in the portfolio

Others* 21.1

TSMC 37.4

JD.com 3.6

Stellantis 10.4

Exor 12.2
Alibaba 15.3

This data is provided on a ‘best endeavours’ basis using the available market information, which includes estimated data and
unverified company disclosure, so it is therefore open to challenge. Please note that the following stocks are not covered in the
supplier’s database so do not form part of the carbon analysis: CureVac N.V., Delivery Hero SE, Jumia Technologies AG Sponsored
ADR, MakeMyTrip Ltd., Nu Holdings Ltd. Class A, Ping An Insurance (Group) Company of China, Ltd. Class A, Sartorius AG, Spotify
Technology SA.
*Approximated data.
Percentages may not sum due to rounding.

Notes:
—

The weighted average carbon intensity metric
considers portfolio exposure to carbon-intensive
companies. Although absolute impact is not
taken into account, this metric is applicable and
comparable across asset classes, including Fixed
Income, as it does not require corresponding
market cap information.

—

All data refers to scope 1 and 2 emissions only.
Scope 1 emissions are those deriving directly
from company activities (e.g. stack emissions and
fuel used at company facilities or in company
vehicles); scope 2 emissions arise indirectly as a
result of electricity use (e.g. heating and cooling).
These emissions are reasonably under the control
of the company and can be expected to be
calculated by all companies. However, they do
not capture the carbon footprint of the supply
chain, or the use of products after production and
any disposal emissions. We are continuing
to engage with companies and research providers
on the availability, comparability and robustness of
scope 3 emissions.
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Climate

Interpreting the data
Carbon emission data has limitations. It is based on imperfect calculations and represents a snapshot in time.
It does not explain what companies are doing to reduce their emissions. Nor does it reflect indirect emissions
that occur in the wider value chain.
The only way to do this topic justice is to consider each company on its own merits and avoid shorthand data
points that don’t capture the whole picture. If we look at the portfolio companies with the largest scope 1 and
scope 2 emissions the nuances in this analysis become more apparent.

TSMC is the leading semiconductor foundry in the
world. TSMC operates on a resource-constrained island
with a power grid heavily dependent on fossil fuels,
so it is not surprising that it sits among our largest
contributors to emissions. However, TSMC is
aware of the untenability of its carbon footprint,
evidenced by ongoing projects to decarbonise its
power sources and to improve energy efficiencies at
its manufacturing sites.

Stellantis is an automotive manufacturer formed
from the merger of Fiat Chrysler and PSA Group in
2021. Its recently published CSR report included a
bold new decarbonisation strategy for the entire group,
including a commitment for 100 per cent of new sales
to be battery-electric vehicles by 2030.

We inherited a small position in JD.com, a Chinese
ecommerce company, due to our holding in Tencent.
We subsequently sold it. Since then, disclosure
Alibaba is among the paragons of Chinese innovation concerning its carbon ambitions has improved.
in ecommerce. It is a large, complex, decentralised
It now discloses in line with the recommendations
business with a range of positive and negative aspects of the Task Force on Climate Related Financial
to its overall sustainability profile. While previously
Disclosures, which includes scopes 1, 2 and 3
noteworthy as an area for improvement, Alibaba’s
emission types, and has set a 50 per cent absolute
carbon disclosures have improved dramatically in a
reduction target for 2030.
short space of time, now including scope 3+, its term
for systemic emissions that are not part of their direct
value chain but that it believes it can positively influence.
Exor is an owner-operator investment company with
large stakes in industrial businesses. Given Exor’s own
negligible emissions as a company employing 19
people, what really matters is the activities of underlying
companies and its influence as a shareholder. Three of
Exor’s largest holdings, Ferrari, Stellantis and CNHI,
manufacture internal combustion engine vehicles;
however, each company has recently exhibited an
ambition to decarbonise. We think it is likely that
having a stable, long-term major shareholder is
supportive of such ambition.
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