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Market environment  

European equities have been fairly muted since the 
first quarter boom, perhaps reflecting that some 
remain yet to be fully convinced of the long-term 
structural shifts on the Continent. This would make 
sense when one sees the scale of the value style’s 
outperformance of growth in Europe, both over the 
long-term and indeed in the third quarter. Banks 
and broader financials continue to be at the top of 
the market leaderboard, making it a tough 
environment for the long-term growth investor. With 
a reward-seeking lens, valuations across the 
growth spectrum reflect some degree of 
capitulation, presenting plenty of opportunity, in our 
view. 

Performance  

The Fund underperformed over the quarter. 

The portfolio continues to hold neither banks nor 
defence companies and this has been a significant 
driver of underperformance both over the quarter 
and over the longer-term.  

Bank shares have benefited from higher economic 
growth expectations translating into the steepening 
of the yield curve. Higher interest rate expectations 
negatively affected sentiment towards Hypoport, a 
German mortgage origination software company, 
leading it to be among the portfolio’s detractors. 
Despite fears over what higher rates in the future 
might do to appetite for mortgages in Germany, 
Hypoport continues to perform well operationally 
and is a beneficiary from the increasing tendency to 
shop around for the best rate.  

There was also a negative contribution from Novo 
Nordisk, the diabetes treatments and obesity drugs 
company. It issued a profit warning over the quarter 
due to market share losses in the US and the effect 
that the continued sale of compounded versions of 
its drugs has had on volumes. While this is 
disappointing, we remain bullish on Novo’s growth 
potential. It is one of two leading companies 
(alongside Eli Lilly) in a massive, evolving market, 
and has unrivalled understanding of metabolic 
conditions. We believe its manufacturing capacity is 
underrated by the market, with the ability to 
produce obesity drugs at scale likely to prove a 
bottleneck for its competitors, thereby maintaining 
a duopolistic market structure to the benefit of 
Novo Nordisk. 

One of the standout positive performers was 
Prosus, the investment company with a large stake 
in Tencent, the Chinese technology conglomerate. 
Tencent is performing strongly as it integrates AI 
across its product portfolio, from gaming to cloud 

services and through its social media platform. 
Meanwhile, Prosus has been making notable 
progress in its other investment areas, including in 
e-commerce where its companies have rapidly 
improved operating profitability and cash flow 
generation.  

There was also positive performance from ASML, 
the monopolistic manufacturer of lithographic 
machines used in semiconductor fabrication. 
ASML’s second quarter results release was initially 
taken poorly by the market due to references to an 
uncertain outlook for 2026. However, shares have 
recovered strongly as sentiment towards 
semiconductor capital equipment improved and 
after the announcement that ASML is taking a large 
stake in Mistral, a French AI company. This 
investment and partnership could help unlock 
better tool performance, yield optimisation and 
greater process automation for ASML in the future. 

Notable transactions  

Two new holdings were taken over the quarter. We 
took a position in Kruk, a Polish debt management 
company with a track record of achieving high 
returns on the debt it acquires. We also bought 
Grupa Kety, another Polish company, which is a 
manufacturer of aluminium and package products. 

Market Outlook 

While the narrative about Europe has improved, we 
are yet to see the type of broad cyclical recovery 
which might tempt investors back over to the 
‘growth’ side of the argument in Europe. Our belief 
is that patience will be rewarded. 

Naturally, we expect questions of ‘what will it take 
for growth to outperform in Europe?’ and the 
answer is simple: all of the structural trends 
emerging in Europe are supportive of growth’s 
outperformance. Infrastructure spending and 
establishing more common rules for a myriad of 
business practices across the EU can boost 
domestic demand and productivity. This can 
improve the outlook for incumbent European 
businesses and create opportunities for the next 
generation of European businesses. While the 
short-term picture for European growth investing 
looks much like it has for the past three years, the 
long-term is as bright as it’s ever been.   
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There were no complete sales during the period. 
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https://www.bailliegifford.com/en/uk/institutional-investor/esg/
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