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Market environment  

Chancellor Rachel Reeves will deliver the UK’s 

budget at the end of November and it appears a 

difficult one for her to manage. To maintain borrowing 

within agreed limits, tax rises or spending cuts will be 

needed – neither will be popular. It is a challenge that 

is not unique to the UK, with bond markets reacting in 

Europe and the US to similar issues. Longer-dated 

yields have risen on concerns that governments will 

need to raise more funds, while higher interest costs 

put further pressure on repayments. 

Bond markets often signal portent in the wider 

financial system but equity markets have seemed to 

shrug off any concerns. Inflation has been more 

stubborn than hoped, keeping interest rates higher 

than might otherwise be the case. But so far 

economic growth has remained reasonably resilient. 

While the UK equity market rose this quarter along 

with most major indices, the broadly positive 

economic backdrop is far from uniform and certain 

sectors have faced more pressure. Companies 

exposed to UK housing or discretionary consumer 

spending have lagged, for example. We’ve also seen 

various cyclical industrial companies reporting weaker 

results with higher costs and lower customer activity. 

In some cases, we believe their valuations have 

presented attractive opportunities to add new 

positions to the Fund – more detail follows below. 

Performance  

The Fund underperformed its index this quarter. 

Large-cap companies typically outperformed mid and 

small-cap, perhaps reflecting the mixed market 

backdrop noted above. More defensive stocks 

performed well, with several of the largest index 

constituents which are not held in the Fund 

dominating relative performance – HSBC, Rolls 

Royce, British American Tobacco and BP all 

detracted. 

Two of the largest detractors held in the Fund were 

Hikma Pharmaceuticals and Rightmove. Hikma is a 

leader in branded and generic drugs and high-margin 

injectables (painkillers, anaesthetics and related 

products). Its results have been solid this year, but 

shares have been a little volatile and took another leg 

down this quarter. Hikma’s management has 

reiterated its guidance towards steady growth this 

year and the company is investing for long-term 

growth. However, the market appears nervous about 

short-term pressures on margins in its important 

injectables division due to cost inflation, competition 

in certain products and currency headwinds. We think 

this is overly harsh and the shares are lowly rated. 

Property platform Rightmove has performed well this 

year, but its shares fell in the quarter. Its first-half 

results were healthy but the company noted that 

growth in the second half of the year would be lower 

year-on-year due to a record period last year. It may 

be that investors are factoring in a softer property 

market and there is speculation that changes to 

property taxes might feature in the UK’s forthcoming 

budget. We remain confident in Rightmove’s 

dominant position and ability to leverage its strong 

platform for future growth.    

The standout positive contributor to performance was 

Just Group. The retirement income provider received 

a takeover offer from Canada’s Brookfield. The 

£2.4bn deal valued Just Group at around 70% above 

its prevailing market value (and approximately 30% 

above its highest share price in the past 12 months). 

It is pleasing to see our confidence in its growth 

prospects being recognised. 

Asian focused financials – Standard Chartered bank 

and insurer Prudential – also had a good quarter, 

each posting solid results and continuing the positive 

momentum they have shown in the past year.  

Other holdings that performed well in the quarter 

include several companies that have faced 

headwinds but have shown they are well-placed to 

adapt to those challenges. Renishaw, which makes 

precision-measuring equipment, released results 

showing it was faring better than many people feared. 

Some end-markets such as autos remain depressed 

but there was more strength in the semi-conductor 

segment than expected. Spirax, another engineering 

business which focuses on steam and niche pumping 

solutions, also exceeded analyst expectations with 

revenues and profits growing in most divisions. 

Genus, the animal genetics company, also had a 

good quarter, continuing its positive momentum this 

year. It has faced significant cyclical pressures in 

recent years but an acceleration of its joint venture in 

China sets it up well to capitalise on the decades-long 

demand for genetics as the Chinese pork industry 

begins to undergo technification and industrialisation. 

Meanwhile FDA approval for its ground-breaking 

gene editing project has the potential to transform the 

financial results of its porcine genetics franchise. 

We should acknowledge this latest quarter of 

underperformance marks a somewhat turbulent year. 

Over the past six months the Fund is only marginally 

behind the index but due to a volatile first quarter of 

2025, when investors were bracing themselves for the 

unknown impact of Donald Trump’s forthcoming 

tariffs, 12-month relative performance is meaningfully 

below the index. 
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Similarly, if we look longer term, 3-year performance 

is modestly below the index but 5-year performance 

is poor. In late 2021 there was a marked shift in 

sentiment towards more defensive, value-oriented 

stocks.  Growth companies such as those in the fund 

were punished. Our faith in the prospects of the fund 

is underpinned by the long-term relationship between 

earnings growth and share prices.  Companies in the 

fund are forecast to grow faster than those in the 

index, which over time should be reflected in superior 

returns.  There are reasons to be optimistic when we 

consider the prospects for many of the world’s best 

businesses which today offer tremendous value. 

Notable transactions  

The jump in share price of Just Group following the 

announcement of its takeover bid gave us an 

opportunity to trim the holding and invest in some 

existing holdings where we see strong potential. We 

also reduced a few other holdings which have 

performed well, including defence company Babcock 

and diversified engineer Halma. 

We added to a range of different holdings, including 

several where recent share price weakness has 

presented opportunities. Bunzl, the food packaging 

and catering business, issued a profit warning earlier 

this year due to issues in its US business. It shares fell 

sharply but we have taken confidence from its 

turnaround strategy. Bellway has been weak along 

with other housebuilders, but we believe its landbank 

gives it more scope to grow as the market recovers. 

We have also added to some small positions as our 

confidence in their prospects has increased. Online 

card retailer Moonpig was one, as we believe it can 

continue winning new customers and use its scale 

and strong brand to increase order value through 

product innovation and smart use of data. Another 

was Kainos, the IT consultancy, which has slowed for 

what we believe are cyclical reasons – a large part of 

its business is helping to digitise government 

departments, a long-term project which has faced 

some delays since the change in government.  

A new purchase for the Fund was Baltic Classifieds, 

an online classifieds business operating mainly in 

Lithuania and Estonia. It is a company we know well, 

being held in other funds managed by the team, and 

a recent visit to Lithuania to meet the management 

team reaffirmed our confidence in its prospects. It has 

a strong competitive advantage as the dominant 

incumbent with potential to deliver attractive revenue 

growth for many years. 

 

 

 

Market Outlook 

Interest rates are expected to keep falling, albeit the 

pace depends on the path of inflation which remains 

above target in the UK and US (a barometer of global 

economic conditions). The world continues to adjust 

to the new tariff environment and while uncertainty 

remains, it is quite feasible equity markets continue to 

bet on there being no major impact on growth. That 

said, certain companies are already feeling the effect 

of a slowdown, costs of materials and labour have 

risen, and tough trading conditions may continue.  

We will focus on our process, monitoring progress of 

the companies in our fund and re-testing our forward-

looking hypotheses. And researching new ideas 

where we believe there may be compelling 

opportunities, some of which are being thrown up by 

the current environment. We have a high degree of 

confidence in the long-term growth prospects of the 

companies in the fund due to their enduring 

competitive positions and ability to adapt to the ever-

changing market backdrop. 
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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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