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Introduction

Introduction
Our bottom-up approach to selecting stocks means that our research efforts are focused on
trying to understand the fundamental drivers behind individual businesses, and the ability
of management teams to sustain and nurture cultural strengths and competitive advantages
in their respective industries. We will typically hold investments for between seven and 10
years – long enough to allow competitive advantages, cultural strengths and superior growth
traits to emerge as the dominant influence on share prices. It would be impossible to attempt
such a long-term approach to selecting your investments without building trust in company
management teams. Developing strong conviction on corporate governance and sustainability
(G&S) in its broadest sense therefore lies at the very heart of what we are trying to do.
However, we also believe that, acting on your behalf, our responsibilities go further. We
want to help the companies we invest in to fulfil their potential by encouraging them to take
advantage of growth opportunities and to eschew the short-term pressures of the stock market.
We endeavour to take the responsibilities of ownership seriously, and we will therefore be
active stewards of our clients’ capital. With the support of our specialist Governance and
Sustainability Team, our investors will look to engage regularly with management, offering
support and occasionally constructive challenge in pursuit of our mutual long-term interests as
they relate to a wide range of issues - be they environmental in nature, or whether they relate
to social or governance matters. Stewardship is therefore intrinsic to our efforts. We strongly
believe that it is synonymous with responsibility, long-termism and sustainability.
The pages that follow set out the key principles behind our stewardship framework, with
examples of our engagement and voting activity in action, and pertinent data on portfolio
characteristics. We believe that stewardship is a critical factor in the pursuit of successful longterm investment outcomes and hence we are committed to getting better at it. We hope you
find our views useful and look forward to conversations with you on these important matters.
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Our Stewardship Principles

Our Stewardship Principles
At Baillie Gifford, we have a responsibility to behave as supportive and constructively engaged long-term
investors. We invest in companies at different stages in 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.

Prioritisation of long-term value creation
We encourage company management and their boards to be ambitious and focus their investments on
long-term value creation. We understand that it is easy for businesses to be influenced by short-sighted
demands for profit maximisation, but believe these often lead to sub-optimal long-term outcomes. We
regard it as our responsibility to steer businesses away from destructive financial engineering towards
activities that create genuine economic value over the long run. We are happy that our value will often
be 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
minority shareholders. There is no fixed formula, but it is our expectation that boards have the resources,
cognitive diversity and information they need to fulfil these responsibilities. We believe that a board
works best when there is strong independent representation able to assist, advise and constructively test
the thinking of management.

Long-term focused remuneration with stretching targets
We look for remuneration policies which are simple and transparent, and which reward superior strategic
and operational endeavour. We believe incentive schemes can be important in driving behaviour, and we
encourage policies which create alignment with genuine long-term shareholders. 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 companies to maintain strong relationships with all
stakeholders, treating employees, customers, suppliers, governments and regulators in a fair and
transparent manner. We do not believe in one-size-fits-all governance and we recognise that different
shareholder structures are appropriate for different businesses. However, regardless of structure,
companies must always respect the rights of all equity owners.

Sustainable business practices
We look for companies to act as responsible corporate citizens, working within the spirit and not
just the letter of the laws and regulations that govern them. We believe that corporate success will
only be sustained if the long-run impact of a business on society and the environment is taken into
account. Management and boards should therefore understand and regularly review this aspect of their
activities, disclosing such information publicly alongside plans for ongoing improvement. We take our
responsibilities seriously. We will encourage a focus on the building of lasting competitive advantage,
and we will enthusiastically support those with a thoughtful approach, using voting to support our five
core principles. At a time when the word ‘activism’ is synonymous with those targeting short-term gains,
we want to reclaim the term for the long-term growth investor.
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Our Process

Our Process
In order to explain how G&S issues are integrated into the International All Cap strategy,
we spoke to Joe Faraday, who has been a member of the International All Cap Portfolio
Construction Group (PCG) since 2007 and has worked at Baillie Gifford since 2002.

What do you mean by stewardship?
Stewardship has always been at the heart of what we
do. We strive to invest in well-managed companies
run by people who are doing the right thing for
their shareholders. We are entrusted by our clients
to manage their assets wisely, so we have a very
important responsibility to pay close attention to the
business practices and attitudes of the companies
in which we invest on their behalf. This mindset
is important element in our ongoing dialogue with
company management teams.

How do you see this as distinct
from ESG?
ESG focuses more specifically on the environmental,
social, and governance aspects of each company’s
activities. There are many ways of determining its
scope, numerous definitions are involved, and the
area is evolving quite rapidly. Nonetheless, there is
considerable overlap with our long-standing belief in
the importance of good stewardship: we expect the
management of the companies in which we invest to
consider these issues as part of their strategy, and we
expect them to engage in discussion on these matters
when we meet them.

Is this an ESG strategy?
This is not a strategy in which an ESG screen forms
an explicit part of our investment process, and
we do not attempt to separate out ESG issues and
prioritise them over financial ones. Stewardship
forms an integral part of our efforts in maximising
long-term returns for clients, so rather than applying
loosely-defined filters our priority is to find, research
and select high-quality growth businesses that are
being run in the interest of shareholders and other
stakeholders by aligned management teams who are
focused on the long term. We do believe that strong

ESG credentials often underpin a company’s prospects
of long-term corporate success, but it is important to
look at the big picture, to think about each company
individually rather than with reference to a single
set of requirements, and to consider the extent to
which management are bringing about improvements
for the future. The International All Cap strategy
firmly believes in the importance of environmental
responsibility, the fair treatment of shareholders, and
good governance.
For those of our clients who have specific ethical
requirements, we offer tailored portfolios which can
accommodate ethical exclusion screens.

So how do you integrate ESG
considerations into the strategy?
A pre-buy note covering ESG matters is written by the
strategy’s dedicated Governance and Sustainability
(G&S) analyst. This forms an important input to the
PCG debate around each stock being considered for
inclusion in the portfolio.
It is also important to note that we have an investment
timeframe that is well aligned with ESG principles.
The average holding period for stocks in our portfolios
is around 10 years. Since we’re not just renting shares
for the short term, it is very important for us and for
our clients that the businesses in which we invest are
good corporate citizens. Holding stocks for the long
term means we have time to properly understand the
issues that companies face. Furthermore, we have
ample resources to bottom out these issues, with over
120 investment professionals focussed on bottom-up
company research, alongside a large team of G&S
specialists who focus on ESG topics. All of this means
that ESG considerations can be fully integrated into our
research process.
When taking new holdings, and reviewing existing
positions, the portfolio managers benefit from insights
and views from across the investment floor, from third
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parties, from time spent with management teams and
site visits. For each stock the ESG challenges are
weighed up relative to the unique context for each
business and the implications for the long-term
investment case. Thus the ESG aspects of our analysis
are fully integrated into the process and do not form an
entirely separate ‘overlay’.
Kering: The luxury goods and apparel group
demonstrates some of the contradictions that
can occur when thinking about ESG issues.
The investment case is based on the rise of the
global consumer. Yet the supply chain is complex
to manage and the environmental impact of
the production process from raw materials to
finished apparel requires careful management
and oversight. Kering has established a dedicated
sustainability team to work with each brand and
has increased its disclosures significantly in recent
years. But we recognise that engagement and
monitoring are required to maintain confidence
that Kering is meeting our ESG expectations.
All members of the PCG have an awareness of material
ESG factors including remuneration, board diversity,
labour practices, health and safety expectations, climate
change and other social and environmental challenges.
The discussion and debate within the team and with the
investment teams is an important part of the analysis
process, as is the specialist input provided by the
strategy’s dedicated G&S analyst.
Recruit: The recent purchase of this online
platform company best known for its Indeed
and Glassdoor employment-related services
provides a good illustration of the way in which
ESG topics are debated at the pre-buy stage.
The initial ESG research report highlighted
the societal opportunity for the company to
improve economic chances and the quality of
life of its customers. The PCG debated how the
company securely manages its tens of millions of
customers’ private data. After further research and
discussion, we reached the conclusion that the
company is managing this ESG risk effectively.

Gavin Grant is a Governance and Sustainability
specialist who spends 50 per cent of his time working
directly with the International All Cap team. He
participates in company meetings, PCG discussions,
and pre-buy conversations. Having a G&S specialist
embedded within the team provides a different
perspective on this topic and gives the team a direct
link into the wider governance team.

Have you sold any companies
based on ESG concerns?
Yes. On occasion, we have sold a holding based on
ESG concerns. It has also happened that we have
declined to invest in a company for these reasons.
However, given the relatively concentrated number
of companies in which we invest for our clients, the
importance that we place on stewardship, and the high
bar that we set for inclusion, it is rare for us to have to
sell a stock purely on ESG grounds. Our perspective
as long-term owners of companies means that we want
to help them to overcome their challenges rather than
to sell and walk away when challenges arise.
The occasional sales that we have made on ESG
grounds include the recent sale of Kingspan following
concerns about the fire safety certification relating to
one of the insulation boards that it produces. We had
extensive engagement at the most senior levels of
the company, and Kingspan subsequently announced
measures to strengthen its approach to product safety
through management and governance reforms.
However, significant concerns remained as to the
company’s prioritisation of its customers’ interests.
The fair treatment of its stakeholders is a material
ESG consideration, so we decided to sell the holding.
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Our Process

What ESG qualities do you look
for in a company?
We don’t believe in a one-size-fits-all approach
because quantitative metrics of ESG considerations
are often unreliable and unsatisfactory. We are open
minded as to the most appropriate way to govern
and manage a company and are pragmatic about the
significant differences in what is expected and the
options available to companies. For example, we
don’t have a fixed view on how a company’s board
of directors should look. Effective boards can and do
take many forms, and some of those which are least
effective conform to the full range of widely accepted
corporate governance norms. For this reason, we are
sceptical of overly prescriptive policies and checklists
when analysing, engaging and voting on corporate
governance issues. Just as our investment research is
bottom-up, we prefer to take a case-by-case view on
governance, focusing on what works in practice. There
is, perhaps, more common agreement on sustainability
qualities. We will gravitate towards companies that
treat their stakeholders fairly and have a strategy to
address the growing challenge of climate change.

Do you outsource ESG activities
to a separate team?
No, the PCG takes full responsibility for all ESG
activities and outcomes. Where there is a contentious
issue the portfolio manager will collaborate with a
Governance and Sustainability specialist in company
meetings, in primary research, and in relation to
challenging votes. Of course, we also benefit from
a wide range of external inputs, from colleagues in
different teams to trusted external information sources,
but this is part of our fundamental research process.

Are there any pre-buy checks
on ESG issues?
Yes, the portfolio managers and our G&S analyst
will carefully research all companies prior to initial
purchase and will consider any relevant ESG issues
as part of this process. One of our advantages is
that we have the time and resource to tailor our
work based on the company in question. We do not
use a prescriptive pre-buy checklist because each
company is different, and we believe that open-ended
questions are a more appropriate way to identify the

key issues in each investment case. However, our
dedicated G&S analyst completes a more detailed
independent analysis of each potential holding’s
governance structure and practices as well as the
societal and environmental impacts and benefits.
This analysis forms part of the discussion papers
for our decision-making stock meetings and is an
important input to the discussion and debate for
each stock.

Do you use screens to filter out
companies on ESG grounds?
We have a firmwide policy the prohibits investment
in controversial weapons such as landmines, cluster
munitions, nuclear weapons, chemical weapons,
white phosphorus and depleted uranium, and
some clients ask us to comply with their own ESG
rules by avoiding certain industries. However,
beyond this we prefer to let our portfolio managers
form their own view on what represents a good
investment on ESG grounds.
The strategy has developed a separate Responsible
International All Cap portfolio for clients who
wish to apply additional ethical exclusions, such as
tobacco, alcohol, gambling and certain high impact
fossil fuels.

How do engagement and voting
factor into your process?
Voting and engagement are part of the same
stewardship process of working with companies
to help them succeed. Our starting point is to
understand what the management team are trying
to achieve, and to support them in making good
decisions. Where there is an ESG issue to address
we work patiently with companies through ongoing
dialogue, whether that be remuneration, board
structures, or employee welfare. These meetings
are a collaboration between portfolio managers and
our Governance and Sustainability specialists. In
many cases these engagements are motivated by
upcoming AGMs, and we regularly help companies
to shape their policies before the resolution goes
to a vote. Where clients permit, we vote all our
own proxies and form our own opinion on each
resolution. Likewise, we actively engage with
companies to learn about the challenges that they
are facing and to help them improve.
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Do you raise ESG issues in
your meetings with company
management?
Yes. In fact, ESG issues are also increasingly an
agenda item raised by management themselves.
Frequently encountered areas are corporate
governance and sustainable business practices. We are
also finding that climate change preparedness is an
increasingly common topic of discussion.

How do you monitor existing
holdings in relation to ESG
compliance?
The process of monitoring ESG factors is largely
embedded in portfolio construction rather than being
entirely separate. We incorporate new information
published by companies, for example in annual
reports, sustainability reports and regulatory filings,
and we follow third party research and information
sources for ESG-related information. This information
is filtered back into team stock discussions and
investor analysis throughout the year. We also use
our meetings with company management and board
members to further our understanding of their
approach to ESG issues, and to engage on these. This
work goes on week-by-week during the year and is
part of the portfolio building and monitoring process.
On a more formal quarterly timetable, our Governance
and Sustainability analyst runs a check on all holdings
against a screen for any identified breaches of ethical
norms. This additional check ensures that we are
aware of issues which may not have arisen during
other more traditional analysis.

Can clients apply their own
ESG overlay?
Yes. There are several International All Cap clients
who already do this across a range of industries
and activities.
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Engagement Examples

Engagement Examples
A selection of company engagements that took place
during the 12 months to March 2021.

Burberry
Following extensive
engagement on a new
remuneration plan, we
made explicit our intention
to hold individual directors
accountable if alignment
with shareholders is lost.

NIBE
We communicated our
support for Nibe’s bestin–class sustainability
reporting and long term
strategy delivery.

HomeServe
Via board dialogue, we
sought full understanding of
the 2021 succession plan for
the longstanding Chairman.

Sweden

UK

Germany

Kering
Multi-year engagement
to formally tie long-term
sustainability goals into
executive renumeration
framework.

LVMH
While supportive of its
prioritisation of long
term value creation,
we sought improved
remuneration disclosure.

Ubisoft
Entertainment
We have set expectations
on strengthened board
oversight and accountability
of workplace culture.

Note: Not all companies are held in all client portfolios.

France

Inditex
Supply chain oversight
is considered best in
class by peers – our
engagement sought to
support and encourage
continued prioritisation
of industry leading
sustainability practices.

Spain
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Key: Stewardship Principles

Prioritisation
of long-term
value creation

A constructive
and purposeful board

Long-term focused
remuneration with
stretching targets

Fair treatment
of stakeholders

Adidas
On supply chain oversight,
we encouraged the
expansion of independent
audits and inspections.

Jardine
Mathieson

Zalando
We encouraged ongoing efforts
to improve diversity at all levels
of the company and a focus on
sustainability can have a positive
impact on its competitive edge.

We sought improved
gender diversity on
Group and subsidiary
company boards.

Japan

China

Suzuki Motor
While fully supportive of the
board’s delivery of long term
strategy, we questioned the
need for the CEO to be on
the audit committee. We are
reassured by our engagement.

Xero
SoftBank Group
While recognising the
unique culture of SoftBank,
we look for greater diversity
and independence on the
Group board.

Following the departure of
its founder, we emphasised
the need to strengthen
the board with deep and
current industry expertise.

New Zealand

Sustainable
business practices
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Proxy Voting

Proxy Voting
Voting at company general meetings is one of the most
important ownership rights we have as a shareholder.
We also recognise that, as a significant shareholder in a
number of companies in your portfolio, we must exercise
our voting rights responsibly. Consequently, all our voting
decisions are made on a case-by-case basis. We have a
dedicated Governance and Sustainability research analyst
who provides advice and guidance on each company to the
investment team. Our voting decision will be taken on the
basis of our combined analysis and views.
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. 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, researchled 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.

Proxy voting statistics2
12 months to March 2021

For: 92.9%
Against: 1.0%
No Vote: 4.3%
Abstain: 1.8%

The adjacent chart, which provides a summary of proxy
voting in the 12 months to March 2021, illustrates our
voting decisions across the resolution categories.

2. For Developed EAFE mandates the split is: For 92%, Against 1%, No vote 5%, Abstain
2%. For EAFE Plus mandates the split is For 92%, Against 1%, No vote 5%, Abstain 2%.
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Management Proposal Breakdown – ACWI ex US strategy
Remuneration3

Example – Kering SA
For: 88.8%
Against: 2.4%
No Vote: 5.6%

We opposed three remuneration-related resolutions due to concerns
about the lack of alignment with long-term company performance. We
met with the board to gain clarity around the Long-Term Incentive Plan
structure and associated disclosures. We continued to encourage a
move towards more stretching targets and the inclusion of some that
were linked to Kering’s sustainability objectives.

Abstain: 3.2%

Share Issuance/Repurchase4
For: 93.7%
Against: 1.4%
No Vote: 1.4%
Abstain: 3.5%

Directors5

Example – Shimano
For: 92.3%
Against: 0.2%

We voted against the re-election of the board president as an escalation of
our engagement on low representation of independent board members (12
per cent) and no gender or nationality diversity among the 16-member board.

No Vote: 5.9%

Example – TSMC

Abstain: 1.6%

We voted in favour of the election of Mr Yancey Hai as an independent
director at TSMC. His addition supports a well-functioning board with
a balance of skillset. We highlight this vote to illustrate that our voting
rights are exercised for foreign issuers listed on the US stock exchanges.

3. For Developed EAFE mandates the split is: For 86.9%, Against 2.8%, No vote 6.5%, Abstain
3.7%. For EAFE Plus mandates the split is For 87.9%, Against 2.6%, No vote 6.0%, Abstain 3.5%.
4. For Developed EAFE mandates the split is: For 92.6%, Against 1.6%, No vote 1.6%, Abstain
4.1%. For EAFE Plus mandates the split is For 93.4%, Against 1.5%, No vote 1.5%, Abstain 3.7%.
5. For Developed EAFE mandates the split is: For 91.8%, Against 0%, No vote 7.0%, Abstain
1.1%. For EAFE Plus mandates the split is For 91.4%, Against 0.2%, No vote 6.6%, Abstain 1.8%.
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The opportunity in Europe

The Opportunity in Europe
Investing for Growth

Reaching a Wider Audience

In our view, the best way to create sustainable and
growing returns for shareholders is by investing in
growth-oriented businesses which are innovative
and adaptive companies – regardless of geographical
location or sector. We look for individual companies,
seeking out those that are run by exceptional people
whom we trust. Europe is home to many outstanding
businesses: from ‘hidden champions’ – industrial
companies which dominate attractive niches thanks to
a dedication to product and service quality – to luxury
brand businesses which benefit from heritage and
provenance, to younger, disruptive, internet-enabled
businesses.

The internet has made it much easier for companies
to punch beyond their weight. The old view that
economies of scale were the most important
consideration has had to evolve. Zalando is a good
example of a capital-light business; a German
company, it provides an increasingly important
platform through which apparel is sold online.
Elsewhere, Spotify of Sweden uses the power of the
internet to stream a rich variety of music for its users.

The Trouble with Europe
We can understand why investors are sometimes
cautious about investing in Europe. Economic growth
has been uninspiring, and its politicians even more so.
Europe lacks a technology giant, such as Amazon or
Google, and its lacklustre stock market is dominated
by large, bureaucratic multinational companies in
sectors such as financials, consumer staples and even
healthcare. But we don’t mind, because we aren’t
buying the market: we’re investing in a small number
of innovative, proactive companies that happen to be
domiciled in Europe.
Looking at the market over the past 30 years, it is
niche industrial businesses that have delivered the
best returns. These include companies such as ASML,
whose lithography systems allow light to be projected
through patterns to make blueprints for manufacturing
semiconductor chips, or Atlas Copco, whose machinery
is used in a wide range of industrial applications.

Further, it is by no means the case that European
companies serve only a European market. Atlas
Copco of Sweden, or Kone of Finland, to take two
examples, represent businesses with small domestic
markets, meaning they have had to grow and develop
international skills and a more adaptable culture.
This now means these companies can say, ‘We’ve
been in China for decades,’ an increasingly valuable
advantage as markets in China, India and Latin
America become more important.

Adapting to Change
We tend to like family-backed businesses, such
as NIBE, a leading manufacturer of heat pumps.
NIBE has been run by the same owner for 30 years.
This Swedish company’s business model depends
on buying other family firms, and that depends on
those owners being prepared to sell. Understandably,
owners want to know that the businesses they
have built up will be well looked after; family-run
Swedish businesses with a long history of successful
acquisitions tend to be more welcome purchasers.
Europe also has a rich provenance in leading brands
such as Gucci, owned by Kering, and Cartier, owned
by Richemont. A brand’s reputation can take decades
to establish, but it can be destroyed overnight. We
have been impressed by the way in which Kering and
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Richemont have nurtured their brands. We think this
comes back to their long-term vision. When watch
sales fell quite dramatically a couple of years ago,
Richemont, which owns watch brands such as JaegerLeCoultre and A. Lange & Söhne, took the decision to
buy back inventory from distributors, jewellery shops
and watch stores and to melt some of it down. It takes
a lot of courage to do that and take a short-term hit to
the margins, but the company was prepared to do it to
safeguard the brand’s future.
Adidas is a more mass-market brand, but has its
own valuable heritage, dating back to 1953 when the
founder, Adi Dassler, designed the boots that helped the
German team to beat Hungary in the following year’s
football World Cup. Adidas is doing well from the trend
to wear sports or leisurewear all day. We believe that
the strongest European brands will have staying power,
because they are owned by families who seek to pass
on a healthier business to the next generation.
Europe has many of its own gems, be it brands with a
heritage spanning decades or niche industrials, which
are run by founders or families whose objective is to
hand the business on in better shape.
We do not invest by sector or country; we simply seek
out the companies that we believe will deliver the best
long-term returns for investors. Our focus is on the
future, which is why it is important for us to be able to
trust the people running the businesses we invest in, to
understand the culture of the company and ensure that
the right management is in place. Only then can we
choose the companies that we feel will be winners.

NIBE: A Case Study in Family Stewardship
NIBE is a Swedish engineering company, whose products are used to
transmit heat. Its climate solutions division manufactures heat pumps
and other products for heating, cooling and ventilation of residential and
commercial properties, such as water heaters and accumulation tanks. Its
elements division produces components for transmitting heat in industrial
and consumer products, such as kettles and dryers. The company also has
a division which produces wood-burning stoves, mainly for residential
properties. Most of NIBE’s revenues continue to be generated in Europe,
although its North American business has grown faster than the core
European business thanks to organic and acquisitive growth.
NIBE’s climate solutions activities make it one of the leading heat
pump manufacturers in Europe, where it has scale in manufacturing and
distribution. So far, the company has successfully competed against lowcost competition from Asia, and we believe it is well placed to defend
its market position based on a good brand name built over a long period
of time. In its North American markets, it remains smaller, but we are
hopeful that management can repeat there what it has achieved in Europe.
The company’s core business model is well positioned for society’s
transition to a lower carbon/carbon neutral regime. Each of its three
business areas – Climate Solutions, Element and Stoves – offers a
demonstrable contribution to UN Sustainable Development Goals.
NIBE’s corporate governance practices have some unconventional
features, but we believe that stewardship and a recognition of the
contribution made by its stakeholders are deeply embedded in its culture.
We find the characteristics of NIBE’s ownership, management, and
culture especially attractive. It is a business in which the founding
investors, including the CEO Gerteric Lindquist and the Melker
Schoerling family, continue to have a meaningful ownership stake. We
are also attracted to the extent of alignment exhibited by management,
who have a healthy degree of inside ownership. The company’s board has
enabled the execution of a consistent corporate strategy for over 30 years,
and has supported the creation of an impressively entrepreneurial culture.
In our view, this business is in a great position to continue to grow
organically as well as through acquisitions. Organic growth will partly
involve taking share from others, but the company should also benefit
from the tailwinds which drive demand for its environmentally friendly
products, especially heat pumps. The business is also set to continue
to acquire peers in order to consolidate the more fragmented markets
in which it operates. We expect its strong management and culture to
underpin NIBE’s progress.
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Shine a Light on Luxury

The Importance of
Collaboration and
the Rise of Luxury
Our work as an investment team always draws on one another’s experiences and areas of
expertise. This is particularly true of our G&S efforts. When researching companies, the aim
is to collaborate with our G&S colleagues, and though the buck stops with the PCG when it
comes to the decision making, the inputs are incredibly valuable – we ultimately get the best of
both worlds, with the views from the investor and the G&S expert.
This is enshrined more formally in our process, with pre-buy work done on all potential new
holdings that feature in our stock discussions. Of course, there is also less formal, more ad hoc
discussion on stocks, but a note is penned and sits alongside the summary four question note,
and other research, for the PCG to consider and debate at the half-day monthly stock discussion
meeting. The pre-buy G&S report covers our five main stewardship principles, namely:

1

2

3

Prioritisation of long-term
value creation

A constructive and
purposeful board

Long-term focused
remuneration with
stretching targets

4

5

Fair treatment of
stakeholders

Sustainable business
practices
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A good example of this in action is the review of luxury goods
stocks, three of which we bought for the portfolio in 2020,
namely Rémy Cointreau, LVMH and Kering. Already held
for some time in the portfolio were Burberry and Richemont.
Certain features of these companies stand out to us:

Prioritisation of Long-term Value Creation
Luxury goods companies have underlying brands that in many
instances span decades and in some cases centuries. They are
durable, robust and well-managed. These features can result in
significant wealth creation for the brand owners and underlying
shareholders. The rise of these companies and their subsequent
successes are a testament to that, and this is evidenced by the
growth these businesses have delivered in recent decades.
Over time though, there will be cycles and these companies
have to navigate tougher periods. Luxury often plays a socialsignalling role where there is a growing middle class with
aspirations of higher social status, alongside an elite upper
class that has compounded wealth to buy the most exclusive
goods. This has been particularly evident in the US, Japan in the
1980s and early 1990s, and China since the 2000s. It isn’t all
plain sailing, but luxury appears to be largely recession-proof,
experiencing continual global growth over the past 30 years,
despite downturns, natural disasters and political crises. Yet, on
a country level, this picture is far more nuanced. While the US
has shown steady growth, China’s rapid demand expansion has
come far more recently, and Japan’s luxury sales took a long time
to recover from the 1990s bubble bursting and the post-financial
crash. There also appear to be times when the attainment of
greater social equality reduces the psychological need to ‘show
off’, as well as periods of social opprobrium and backlash against
luxury when there is extreme inequality. The latter manifested
in ‘luxury shame’ after the 2008 financial crash, and there is
some indication that luxury consumers have sought to conceal
their wealth since Covid-19 struck. Despite this, people are still
purchasing high-end goods, as they likely always will, due to the
human desire to belong, to signal status and to feel valued. As
Bernard Arnault of LVMH puts it: “There will always be people
who want the same stuff as others but better”.

A Constructive and Purposeful Board
Kering is perhaps the most interesting of these companies in
terms of its board, and is one we admire. It has a single-tier
structure that is 60 per cent independent and diverse in terms
of female representation (60 per cent of the board), international
experience (France, Italy, Australia), and non-financial skills

(particularly environmental/sustainability and IT/digital). As
is the case with LVMH, there is a key stakeholder behind the
business. At Kering, the chair/CEO François-Henri Pinault owns
40.9 per cent of the issued share capital and, due to tenure-based
dual class shares, 57.8 per cent of the voting rights. What we
particularly like here, and with all the luxury goods companies,
is the broad board expertise which acts as a balance to an
owner-manager/visionary behind the business. The same very
much applies to LVMH and to the families involved in Rémy
Cointreau and Richemont. Burberry is the exception to this. It has
had professional management (no family), and a little too much
change in more recent years, but we still believe the business is
being run for the long term.

Long-term Focused Remuneration with
Stretching Targets
We believe that remuneration or inside ownership at the luxury
goods companies ensures they are focused on the long term.
The mix of fixed, variable, inside ownership targets including
financial and non-financial (e.g. at Kering 30 per cent on a
mix of non-financial metrics, 10 per cent each for sustainable
development, corporate social responsibility, and organisation and
talent management) all play an important part here. Overriding
all of this though is the alignment of the controlling shareholders/
families. In the case of LVMH, Bernard Arnault and his deputy
CDO, Antonio Belloni, are long established in management
positions, lifers in their industry, and committed to growing
and nurturing their businesses over the long term.

Fair Treatment of Stakeholders and
Sustainable Business Practices
Both Rémy Cointreau and Kering score favourably against some
third party measures, but we would nonetheless prefer to judge
these companies’ ESG practices ourselves rather than be reliant
on other bodies scoring these businesses. Sustainability is at
their heart – they have a brand, a reputation, and their prestige to
preserve. That is true, whether with employees, the supply chain,
or the environment. Without safeguarding all stakeholders, the
business would be at risk.
We are currently debating a range of topics including the
respective attractions of hard and soft luxury; the shift to online
and its implications for supply chains, brands, and pricing
power; the de-democratisation of luxury; and the importance
of the Chinese market. Above all, we focus on the durability
and longevity of growth coupled with good management and
stewardship.
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Carbon Footprint Analysis

Carbon Footprint
Analysis
The investment industry has an important role to play in decarbonisation through engagement
with companies, voting on resolutions, and the allocation of capital across different business
models. We take this responsibility seriously because it is the right thing to do, and because longterm investment returns will improve if we back efficient and forward-thinking companies.
The chart below shows that the carbon footprint of the strategy is lower than its benchmark index.

Relative Carbon Footprint and Carbon Intensity6
230.6

187.3

27.2
12.0
Relative carbon footprint (tCO2e/USD million invested)
Portfolio

Carbon intensity (tCO2e/USD million revenue)

Benchmark

Source: Baillie Gifford & Co and yoursri.com. Data for a representative International All Cap portfolio.
Benchmark: MSCI ACWI Ex US.
As at March 20217.

6. For Developed EAFE mandates the Relative carbon footprint is 9.8 vs 162.5 in the MSCI EAFE index, and the
Carbon intensity is 20.0 vs 191.1 in the MSCI EAFE index. For EAFE Plus mandates the Relative carbon footprint
is 11.8 vs 162.5 in the MSCI EAFE index, and the Carbon intensity is 24.4 vs 191.1 in the MSCI EAFE index.
7. This carbon footprint has been calculated using South Pole’s carbon footprinting tool embedded within the SRI
platform. Some of the underlying company data is approximated for those companies that do not annually report
their greenhouse gas emissions and may therefore be inaccurate.
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Explanatory notes:
—

This carbon footprint has been calculated using South Pole’s carbon footprinting tool
embedded within the SRI platform. Some of the underlying company data is approximated for
those companies that do not report their greenhouse gas emissions annually, and may therefore
be inaccurate.

—

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.

—

This 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 use at company facilities or used 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.

Scope 3 – Upstream:
those embedded in
the production of the
goods and services a
business buys

Scope 1 – Own
direct combustion
or emission

Scope 2 – Emissions
embedded in
purchased electricity

Scope 3 – Downstream:
those produced by the
use or disposal of a
product a business sells
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Carbon Footprint Analysis

Interpreting the data:
As presented in the media, and even in the charts
shown here, carbon footprint data is a crude
simplification of a complex reality. The desire to
reduce complexity into a simple number that can
be compared to other simple numbers is a common
problem across ESG topics, and we should be
thoughtful when interpreting this information. 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. Indeed, the headline
figures mask a complex web of analyses, assumptions
and approximations, with little standardisation and
scope for manipulation.
As an example, a car manufacturer relies on metal
extraction, plastic production and component
manufacture which are all excluded from its carbon
footprint. A car will then have a footprint throughout

its lifetime and will eventually need to be scrapped.
Although the supply chain and usage have high carbon
costs, none of these is captured within the carbon
footprint of the business. Taking this a step further,
a manufacturer that makes more parts in-house
will have a larger apparent carbon footprint than a
manufacturer which buys the parts in. The cars they
produce could be identical, but the manufacturers will
look very far apart in apparent carbon intensity. Being
aware of the nuances within this analysis helps us to
develop a full understanding of the information and to
interpret the data provided.
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.

Largest Percentage Contributors to Carbon in the Portfolio
(Function of holding size and emissions)

Tsingtao Brewery
17.8

Others 46.0
TSMC 14.2

Jeronimo Martins 10.9

Johnson Matthey 4.2

Murata 6.9

Source: Baillie Gifford & Co and yoursri.com.
Data for a representative All Cap portfolio.
Benchmark: MSCI ACWI ex US.
As at March 20218.

8. For Developed EAFE mandates the largest emitters are: Jeronimo Martins,
Johnson Matthey, Denso, Murata, Suzuik Motor Corp. For EAFE Plus mandates the
largest emitters are: Jeronimo Martins, TSMC Tzingtao Brewery, Denso, Murata.
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Tsingtao Brewery: The Chinese brewer features on this list given its
non-consumable raw materials including glass, aluminium, paper labels
and packaging. The energy source for production plants makes up the
largest part of a brewer’s carbon footprint, and transport is a further
component.
TSMC: The global semiconductor leader and technology enabler
features given the chemicals and substrates used in its production
processes. It is also a business that is expanding significantly and
building new plants – US$100bn of capital expenditure over the coming
three years, which is a further component to emissions.
Jeronimo Martins: The core business is in food distribution. Its main
carbon footprint is derived from vehicle transportation and refrigeration.
By adopting logistics efficiencies and new technologies, the company
has reduced its carbon emissions by 30 per cent and its carbon intensity
by 46 per cent (2016-2020), but has further to go to meet targets for
continued improvement.
Murata: This Japanese electronic component manufacturer is a
leader in multi-layered ceramic capacitors used in mobile phones and
devices with electronic circuitry. As with TSMC, it uses chemicals and
substrates in its production processes and operates large scale plants.
Johnson Matthey: This is a leading chemicals and catalysts business.
It is a leader in catalysts used to reduce emissions in the petrol and
diesel automotive industry, and it also has an early stage battery cathode
technology business. Whilst lowering emissions is one of the company’s
aims, its products and emissions in the production of them feature more
highly than those of more normal manufacturing/industrial businesses.
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Responsible Variant

Responsible
International
All Cap
For those of our International All Cap clients who ask
us to pay particular attention to ethical issues when
managing their portfolios, we offer an investment
strategy which follows some additional steps:
Initial screening – we do not purchase the shares of
companies that derive more than 10 per cent of their
revenues from alcohol, tobacco, gambling, armaments,
adult entertainment or fossil fuels (in addition to areas
specified by our clients’ own restrictions).
Qualitative analysis – our Governance and
Sustainability Team produces a report highlighting
any additional considerations or concerns. This is
primarily based on our own analysis, but it also
takes into account the views of external agencies
and more explicitly considers the perspectives of
the United Nations Global Compact. The analysis
covers areas such as environmental safeguards,
social impact (labour relations, customer impact,
broader societal impact), and governance (track
record, board membership and policies). In the event
that our qualitative analysis highlights a significant
concern, there is a further decision-making discussion
by a subset of the PCG and a representative of our
Governance and Sustainability Team.
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Firmwide Materials

Firmwide Materials
Baillie Gifford produces a range of documents that describe our approach to Governance and Sustainability (G&S)
matters, and several reports that illustrate and evidence our stewardship activities. These documents, which are set out
below, are intended to show Baillie Gifford’s approach to this broad topic and to inform and initiate discussion. We would
be delighted to engage with you on any of the subjects discussed within them.

Our Stewardship Principles
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.
This report sets out the five stewardship principles that help shape our interactions with companies.

Governance and Sustainability – Principles and Guidelines
This policy document demonstrates the process that Baillie Gifford employs in Governance and
Sustainability activities, and provides examples of how we tackle and escalate topics with different
companies. It incorporates the issues we commonly vote on at company AGMs and EGMs,
including director elections, executive remuneration, and shareholder resolutions, to name a few.

Our Investment Stewardship Activities
This report evidences our compliance with the 2020 UK Stewardship Code and the additional four
stewardship codes to which we are also a signatory: Japan, European Fund Asset Management
Association, International Corporate Governance Network, and the US Investor Stewardship
Group. It shows that good stewardship starts long before we invest in a company. We take time to
learn as much as we can about potential holdings, including thinking about their impact on society
and their approach to environmental, social and governance issues.

Baillie Gifford & Co TCFD Climate Report
Baillie Gifford & Co
TCFD Climate Report
Our perspective on the risks and opportunities
associated with climate change

March 2021

Investment managers

We are committed to expanding our climate-related reporting and disclosures in line with
the recommendations of the TCFD. Our firm-wide TCFD report focuses on the four areas,
namely: governance (describing how we oversee our management of climate related risks and
opportunities), strategy (how a consideration of climate affects our strategy), risk management
(what our risk management procedures are with regard to climate), metrics and targets (how we
measure this).

Our Governance and Sustainability
This document explains how we manage our own business, i.e. the approach to governance and
sustainability issues within Baillie Gifford. Being an independent private partnership, which is a
relatively unusual ownership structure for an investment management firm of our size, means we
can take a different approach to our own Governance and Sustainability responsibilities.

Important Information

South Korea

Baillie Gifford & Co and Baillie Gifford & Co Limited are
authorised and regulated by the Financial Conduct Authority

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.

(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.
Baillie Gifford Investment Management (Europe) Limited
provides investment management and advisory services to
European (excluding UK) clients. It was incorporated in Ireland
in May 2018 and is authorised by the Central Bank of Ireland.
Through its MiFID passport, it has established Baillie Gifford
Investment Management (Europe) Limited (Frankfurt Branch)
to market its investment management and advisory services and
distribute Baillie Gifford Worldwide Funds plc in Germany.
Baillie Gifford Investment Management (Europe) Limited also
has a representative office in Zurich, Switzerland pursuant to Art.
58 of the Federal Act on Financial Institutions (“FinIA”).
It does not constitute a branch and therefore does not have
authority to commit Baillie Gifford Investment Management
(Europe) Limited. It is the intention to ask for the authorisation
by the Swiss Financial Market Supervisory Authority (FINMA)
to maintain this representative office of a foreign asset manager
of collective assets in Switzerland pursuant to the applicable
transitional provisions of FinIA. Baillie Gifford Investment
Management (Europe) Limited is a wholly owned subsidiary
of Baillie Gifford Overseas Limited, which is wholly owned by
Baillie Gifford & Co.
Hong Kong
Baillie Gifford Asia (Hong Kong) Limited
百利亞洲(香港)有限公司 is wholly owned by Baillie Gifford
Overseas Limited and holds a Type 1 licence from the Securities
& Futures Commission of Hong Kong to market and distribute
Baillie Gifford’s range of UCITS funds to professional investors
in Hong Kong. Baillie Gifford Asia (Hong Kong) Limited
百利亞洲(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.

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
This material is provided on the basis that you are a wholesale
client as defined within s761G of the Corporations Act 2001
(Cth). Baillie Gifford Overseas Limited (ARBN 118 567 178) is
registered as a foreign company under the Corporations Act 2001
(Cth). It is exempt from the requirement to hold an Australian
Financial Services License under the Corporations Act 2001
(Cth) in respect of these financial services provided to Australian
wholesale clients. Baillie Gifford Overseas Limited is authorised
and regulated by the Financial Conduct Authority under UK laws
which differ from those applicable in Australia.
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.

Oman
Baillie Gifford Overseas Limited (‘BGO’) neither has a
registered business presence nor a representative office in Oman
and does not undertake banking business or provide financial
services in Oman. Consequently, BGO is not regulated by
either the Central Bank of Oman or Oman’s Capital Market
Authority. No authorization, licence or approval has been
received from the Capital Market Authority of Oman or any
other regulatory authority in Oman, to provide such advice or
service within Oman. BGO does not solicit business in Oman
and does not market, offer, sell or distribute any financial or
investment products or services in Oman and no subscription
to any securities, products or financial services may or will be
consummated within Oman. The recipient of this document
represents that it is a financial institution or a sophisticated
investor (as described in Article 139 of the Executive Regulations
of the Capital Market Law) and that its officers/employees have
such experience in business and financial matters that they are
capable of evaluating the merits and risks of investments.
Qatar
This strategy is only being offered to a limited number of
investors who are willing and able to conduct an independent
investigation of the risks involved. This does not constitute an
offer to the public and is for the use only of the named addressee
and should not be given or shown to any other person (other
than employees, agents, or consultants in connection with the
addressee’s consideration thereof). Baillie Gifford Overseas
Limited has not been and will not be registered with Qatar Central
Bank or under any laws of the State of Qatar.
No transactions will be concluded in your jurisdiction and any
inquiries regarding the strategy should be made to Baillie Gifford.
Israel
Baillie Gifford Overseas 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 document 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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