LONG TERM GLOBAL GROWTH - REFLECTIONS

First Quarter 2021

When we are caught up in the drama of the present, it can be hard to see the accelerated progress that accompanies it. With
technology firmly in the driving seat, Scott Nisbet explains why he sees a decade of growth ahead.

The Roaring Twenties
Sunday, 29 November 2020, 1412 GMT, Bahrain

The halo effect

On turn 3 of the first lap of the Bahrain Grand Prix, French driver
Romain Grosjean careers across the track and hits the side
barrier head-on at 143mph. The barrier slices his Haas car into
two pieces, Grosjean in the half that bores underneath the
barrier, and a huge explosion lights up the circuit, creating an
instant inferno. As the flames rage thirty feet into the air, | cover
my seven-year-old daughter’s eyes thinking “Grosjean has just
died in front of us”.

24 seconds later, a slim figure in a racing helmet emerges from
the inferno, wriggling out of the monocoque engulfed in orange
flames, and leaps over what is left of the barrier, to be dowsed
by the fire attendant and grabbed from danger by the safety car
doctor.

© Getty Images Europe.

The initial public reaction to this heart-stopping event and the
accompanying images was something like “OMG what dramal!
What a horrific crash. What a miracle he’s alive. F1 is such a
dangerous sport”.

But a more considered view should conclude quite the
opposite. Given the deceleration was 53G, the heat of the
inferno several hundred degrees, the car was sliced in two, and
that Grosjean ... walked away with some burns to his hands and
a sore back, a more fitting conclusion is surely: “Wow - what
unbelievable progress in technology! F1 is so safe nowadays it’s
incredible”. Indeed, even three years ago Grosjean would have
been decapitated by the barrier, before the advent of the ‘halo’
protection, a super strong carbon fibre arm the drivers now
have wrapped round the cockpit. The ultimate irony? In 2017
Romain Grosjean was one of the F1 drivers arguing against its
introduction. He has since changed his mind.

At this moment Grosjean is still in the fireball, in the half of the car that went through the barrier.

This update is 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.
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Grosjean miraculously escapes from the inferno.

2020: A different read

In many ways, the alarming drama of the Grosjean accident,
and yet the reassuring, even inspiring, take-away from it, are
emblematic of how we could consider cursed 2020.

Grafting from home in the dark Scottish winter, the Covid
restrictions are tightening again. They preclude us from meeting
with family and friends on the most special days of the year,
give no prospect of an evening out, sporting event to attend, or
holiday to look forward to, and one’s natural thought is “what an
absolute shocker of a year”. Yet the considered view, in our
opinion, can be quite the opposite: 2020 should probably be
seen — will one day be seen —as a truly historic yardstick for
human progress, and the start of an exhilarating decade of
expanded possibilities that we will again call “The Roaring
Twenties”, which were also preceded by a global pandemic.
How so?

First, we need the right context to judge this. As usual with
Baillie Gifford, it is calibrated from what you would call a rather
long-term perspective.

17:28:34

Human progress

The Black Death of 1347-51 killed between 30 per cent and 50
per cent of the entire population of Europe, the greatest
catastrophe in human history. No cure was found. Ok, you say,
but that was back in the Middle Ages.

From 1918-1920 — almost in living memory — Spanish Influenza
killed 5 per cent of the world’s population (c. 75 million people,
considerably more than the fatalities of World War 1). No cure
was found - in fact doctors relied on aspirin, castor oil and even
‘blood letting’, so by 1920, just a century ago, worldwide life
expectancy was a scarcely believable 21 years old.

Since its arrival a year ago to dominate our daily lives, Covid-19
has killed ... 0.02 per cent of the world’s population. Cure?
Found in four days (explanation later in the paper). Within a year
of Covid-19’s appearance, we are rolling out vaccines. It does
not feel like it right now, but what the Covid pandemic really
shows is the amazing rate of accelerating human progress. It is
showing how the world has become a safer place to live in than
at any point in human history. We don’t recognise any of this
because we didn’t experience the past ourselves, and because
humankind’s perception of risk has rocketed, while our
tolerance of it has plummeted. Very much as it has in investing,
to the detriment of returns.



This is not to downplay a traumatic year across the globe,
which has caused major disruption and worse to billions of
lives, and ushered parts of our economies to accelerated
extinction. And the 0.02 per cent mortality figure doesn’t really
help if you were close to someone unlucky enough to be in that
tragic figure, or one of the higher number of people who have
been alarmingly ill, or one of the higher number still who have
suffered job losses. Moreover, there are still some months of
daily disruption and frustration to come —in the UK, we are back
in full lockdown.

But in terms of confirming the scale and speed of technological
progress, and of the accompanying Deep Transition in
economies, and the transforming investment landscape for
decades to come, there hasn’t been a more pivotal year since
the start of the Industrial Revolution in 1760. And this means
massive opportunities for the imaginative investor with a ten-
year view. This means 2020, cursed while it may be, is really the
start of our own Roaring Twenties.

Our Roaring Twenties

If our main theme is the impact of technological progress
across our lives, we should start with transport and energy
capture. The original Roaring Twenties evoked the advent of the
automobile, dashing drivers of internal combustion engines
roaring past, cashmere scarves a-flutter, all Gatsbyesque. Our
Twenties will have a silent purr, rather than a roar, but the last
year is surely the moment when acceptance of the
electrification of transport became mainstream. Our own thesis
from a few years ago — that by 2030, 40 per cent of worldwide
new car sales could be electric with Tesla the market leader
—has gone from apparently fanciful to probably understated.
The UK government wants all new car sales to be electric in
2031 (recently brought forward 10 years from 2040), and the
acceleration in direction of travel is mirrored across continents.

2021

Double, double, the foil to trouble

So, our contention that Tesla will manage three more doublings
of car production (having already achieved six) to four million
vehicles per year sounds big, but cars may well present a
decreasing part of the overall Tesla story from here. Think 20
million vehicle batteries per year (three quarters sold to other
car companies), plus autonomous driving software sold across
the world’s car fleet, plus a trillion watts of stationary batteries
absorbing and storing energy from millions of solar panels
handsome enough to adorn a Renaissance villa of the Medicis.
Please keep questioning our sanity on imagining Tesla’s upside,
otherwise we’ll get worried.

Another area’s technological breakthrough in 2020 helps us
chart a revolutionary decade to come. In the 1920s, Alexander
Fleming discovered penicillin, arguably the most important
medical breakthrough of all time. In recent years we’ve been
excited about the intersection of technology-meets-Healthcare,
but it has provided its frustrations. The picks-and-shovels of
lllumina’s sequencing machines have been doing some
digging, but the big population studies haven’t really happened
yet, and our bets on companies with a promising new treatment
(lonis, Bluebird, both sold in the last 18 months) have had
measured success without becoming the platforms for runaway
success we’d hoped.

Villa Medici, Rome. Imagine with solar panels that it looked ... exactly the same.
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Four days

But in 2020 that changed. We already knew that lllumina’s
machines had sequenced the genomic code of the coronavirus
in two days. They then shared that code with laboratories
around the world. What came to light very recently is that
Moderna - the messenger RNA company we bought for LTGG
in the third quarter of 2020 (Baillie Gifford had already owned
Moderna since 2018 so we knew the company well) — plugged
the code into its software and produced the vaccine in ... two
days. The vaccine formula hasn’t changed since Moderna’s
initial answer, hence the claim earlier of ‘four days’ to find a cure
for the coronavirus.

What takes months is gathering together a bunch of human
beings, doing three phases of trials, and then getting approval,
but even then it’s less than one year rather than ten, with the
real science taking a few days. For Moderna, we think the Covid
vaccine is an early (and extremely important) proof statement
and its flywheel will start to turn fast: it has six more vaccines in
its programme (examples include vaccines for Zika virus and
Influenza H7N9) and its chance of consistent success at
platform level has gone way up. And while lllumina’s growth
rate hasn’t yet come through as we would have hoped, our bet
is it will do soon, perhaps accompanied by an incredible
breakthrough in cancer detection, of which more another day.

There is an invisible driver behind all this progress — and at three
nanometres, it literally is invisible. From lllumina to NVIDIA,
Netflix to Nio, Amazon to Alibaba, these companies bound
forward each year thanks to the remarkable continuing
progress of Moore’s Law (namely: the number of transistors on
circuits doubles every two years), which in turn is thanks to the
remarkable continuing progress of possibly the most
overlooked company in the world: Netherlands-based ASML,
and its new generation extreme ultraviolet (EUV) lithography
machines. The cliché ‘it’s not rocket science’ implies that
generating sufficient propulsion to reach escape velocity is the
ultimate in complex problem-solving human endeavour. What
ASML does to keep up the momentum of Moore’s Law goes
way beyond rocket science.

Luckily, we only need to understand the basics of ASML’s
technology and then project forward with a bit of imagination to
see where this can take us, but simply put, it is the foundation
for many impossibilities to become probabilities in years to
come. A bit like lllumina, ASML hasn’t been growing that fast
recently and we’ve discussed at length why this might be. But
all roads in artificial intelligence point to massively increased
computing power requirements which only ASML can be at the
root of solving. So, we think a decade of strong growth is ahead
and we’re doubling down on our bet.

Extreme Alpha

Both doubling down on a couple of existing bets and making
some new ones brings us on to a striking and quite unusual
feature of our portfolio transactions this year: the recycling of
extreme alpha.

We pride ourselves on running winners, and in Amazon, Tencent
and others this is exactly what we’ve been doing for years. Our
academic links with Arizona State University’s Professor
Bessembinder and his very long-term studies of the
composition of market returns have encouraged us to go as far
as we can in this vein. But Tesla’s price rose by so much that we
had to cut it back on several occasions to stay within the ‘10
per cent max in one stock’ rule. The result is that in 2020 alone
we recycled 10 per cent of the portfolio out of Tesla into new
stocks, and yet Tesla remains a 9 per cent holding! In the case
of Amazon, we still see good upside (more than $3tn market
cap in five years’ time), but two-times upside is at the lower end
of what excites us, so we also made a reduction to our longest-
term winner.

The extreme alpha proceeds from these home runs have been
going into new holdings. The second half of 2020 saw, by our
standards, a flurry of activity, with new positions in KE Holdings
(@ Chinese online property platform), Beigene (a Chinese
pharma company focused on cancer drugs), the
aforementioned Moderna, Carvana (online car sales), and
Beyond Meat (leading producer of plant-based meat
substitutes).

There are two more salient points to elicit from these
transactions. First, the flow of new stock ideas is particularly
rich at the moment. Research productivity has never been
higher in the LTGG Team, with our own Gen Y and Z’ers also
making compelling cases for new holdings. Competition for
capital is intense — the accelerated and seismic changes in
economies and societies are throwing up huge potential
winners.

Second, a number of these ideas are coming from China. Our
research office there is proving extremely valuable already. If
the 1920s confirmed America’s new leadership of the economic
world, then the first year of the 2020s has already confirmed
China’s. The ideal combination of superb technology and an
compliant population saw China bounce back from Covid
ahead of anywhere else. The shift of innovation from West coast
America to East coast China continues apace. That said, Ant
Group’s IPO is a reminder of internal risks political and
regulatory to negotiate, and US-China tensions will not
disappear by any means, though they should at least improve in
tone from the blunt belligerence of the exiting US presidency.
But overall the opportunities in China far outweigh the risks; the
loudest roaring of our Twenties will come from a dragon, and on
aten-year view, it seems likely that Chinese companies will
make up more of the LTGG portfolio than anywhere else.



The last point on human progress in 2020 is perhaps the most
important, at least in terms of overall society, as it is driven by
moral conscience rather than technology. Last year we wrote an
‘RIP Milton Friedman’ piece on his outdated profit-is-the-only-
corporate-responsibility maxim, a watchword that was so
dominant in terms of corporate ethos in the ensuing decades.
2020 was surely the final nail in Friedman’s coffin, when we saw
companies like Hermes and Kering side-lining fancy handbags
to make PPE kit for healthcare workers. The biggest challenge
for a number of our companies is to get this rounded sense of
responsibility right, or face regulation and stakeholder
disenchantment if not. This is too huge a topic to go into now,
other than to promise you that it is very much in our minds, with
an awareness of better assessing environmental issues as part
of that coming to the fore.

Indeed, our investment process should always be evolving,
both to reflect and anticipate changing dynamics. So, in 2020
we embarked on a serious project to up our game on
assessment of climate impact within our companies. We’ve
enlisted the help of world experts with bigger brains than us
(Mike Berners-Lee, Carlota Perez), but such is the complexity of
the topic that we’re not ready to share the work in progress yet
—that will be later in 2021. But the rationale for sale of Inditex in
2020 encapsulated the “is this business model sustainable?”
concerns, and our reduction of Facebook reflects the societal
and regulatory ones.

Conclusion

The LTGG portfolio has performed well for many years now, but
in the economic car crash of 2020 it stepped out of the orange
fireball unscathed, and even picked up speed. The drag of
disrupted lives from Covid will continue for some months yet,
and unlike Romain Grosjean, a number of industries may never
emerge from the wreckage. This will cause a lot of economic
hardship for many people which no one, whatever their portfolio
positions, would relish.

But for growth investors, with a ten-year time horizon, and a
concentrated portfolio of only the most exciting stories, 2020
was a momentous year of accelerated technological progress
and societal change. It heralded massive opportunities ahead.

The greatest novel of the 1920s concludes with an often quoted
and supremely evocative image of human struggle:

“So we beat on, boats against the current, borne back
ceaselessly into the past”.

But that is where our era parts company with Jay Gatsby’s. We
are not in a boat being pulled back into the past. We are in a car
—the carbon fibre monocoque of a Formula 1 car — propelled
forwards into the future by a powerful force also below the
surface, called Technology. And the destination we are hurtling
towards is a decade called The Roaring Twenties.

2021
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IMPORTANT INFORMATION AND RISK FACTORS

Annual Past Performance to 31 December Each Year

2016

2017 2018 2019 2020

LTGG Composite Net (%) -4.0

54.0 -1.6 34.1 102.0

Source: Baillie Gifford & Co. US Dollars.

Changes in the investment strategies, contributions or withdrawals may materially alter the performance and results of the portfolio.

Risk Factors

The views expressed in this article are those of the authors and
should not be considered as advice or a recommendation to
buy, sell or hold a particular investment. They reflect personal
opinion and should not be taken as statements of fact nor
should any reliance be placed on them when making
investment decisions.

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.

Any stock examples and images used in this article 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 article 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 Balillie 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 article
are for illustrative purposes only.

Important Information

Baillie Gifford & Co and Baillie Gifford & Co Limited are
authorised and regulated by the Financial Conduct Authority
(FCA). Baillie Gifford & Co Limited is an Authorised Corporate
Director of OEICs.

Baillie Gifford Overseas Limited provides investment
management and advisory services to non-UK Professional/
Institutional clients only. Baillie Gifford Overseas Limited is
wholly owned by Baillie Gifford & Co. Baillie Gifford & Co and
Baillie Gifford Overseas Limited are authorised and regulated
by the FCA in the UK.

Persons resident or domiciled outside the UK should consult
with their professional advisers as to whether they require any
governmental or other consents in order to enable them to
invest, and with their tax advisers for advice relevant to their
own particular circumstances.

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 FinlA. 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 #iZ&22 i (F#k) 47 R/A T
is wholly owned by Baillie Gifford Overseas Limited and holds a
Type 1 and a Type 2 licence from the Securities & Futures
Commission of Hong Kong to market and distribute Baillie
Gifford’s range of collective investment schemes to
professional investors in Hong Kong. Baillie Gifford Asia (Hong
Kong) Limited 1&diu (F#) AR W can be contacted at
Room 3009-3010, One International Finance Centre, 1 Harbour
View Street, Central, Hong Kong. Telephone *852 3756 5700.

South Korea

Baillie Gifford Overseas Limited is licensed with the Financial
Services Commission in South Korea as a cross border
Discretionary Investment Manager and Non-discretionary
Investment Adviser.

Japan

Mitsubishi UFJ Baillie Gifford Asset Management Limited
(‘MUBGAM’) is a joint venture company between Mitsubishi
UFJ Trust & Banking Corporation and Baillie Gifford Overseas
Limited. MUBGAM is authorised and regulated by the Financial
Conduct Authority.



Australia

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.

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.

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

Baillie Gifford Overseas Limited (“BGQO”) 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.

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.
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