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We sold Alphabet from LTGG clients’ portfolios in June 2021 after
a 13-year holding period. Before we delve into our reasons for
parting ways with the company, we first invite you to cast your
mind back to January 2008 when we initially took a holding.

Back then, Google had emerged as the world’s dominant
search engine, sailing past Yahoo and Microsoft. Already
standing at a market capitalisation of $175bn, our investment
thesis hinged on the company'’s ability to spearhead what we
felt might be one of the great transitions of the next decade.
Writing at the time, we suggested that Google could play “a
pivotal role in the migration of advertising dollars from
traditional sources to the Internet.” Two years later, global
advertising spend on search engines surpassed that on radio.
By 2014, it had surpassed newspapers, and even TV ad spend
was about to crumble from its historic peak. That year Google’s
market capitalisation reached over $800bn.

© Shutterstock/tongcom photographer

—

Fast-forward to today. Valued at $1.6trn at time of writing, the
company is a veritable global giant. And it’s still growing.
Google has reached 80-90 per cent global market share in
search and its advertising-fuelled sales growth rumbles on at
circa 15 per cent year-on-year. Its sister businesses, now
housed under the Alphabet holding company, include
YouTube, which has over 2 billion users and well over 10 per
cent (and rising) of total ad revenues. Beyond ads, Google
Cloud is growing revenues over 50 per cent year-on-yeatr,
making it the third largest provider globally; Android is
operating over 2.5 billion devices; and self-driving car business
Waymo already has cars on the road with no one sitting in the
driving seat. The list of other businesses goes on, in verticals
such as healthcare (e.g. Verily), consumer hardware (e.g.
phones, laptops, smart home devices), gaming (e.g. Stadia)
and artificial intelligence applications.
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It’s plausible that Alphabet might go on to double in value from
here. Such a scenario might involve ad revenues continuing to
compound at 10-15 per cent per annum over the next five years
(resulting in an additional $150bn of revenues), while Google
Cloud’s growth rate might reasonably fade to 30 per cent year-
on-year (another $50bn in revenues), and a further $50bn in
sales could be reaped from consumer services such as
entertainment subscriptions and associated hardware. A 35x
earnings multiple for one of the most cash-rich companies in
the world would put Alphabet on a circa $3.2trn market
capitalisation by 2026. This is just one way to arrive at a
doubling and it doesn’t even include the potential for Waymo,
Verily and anything else Alphabet comes up with.

However, even for us ‘blue sky’ thinkers, the outlier case for
Alphabet to more than quintuple in value from here over the
next decade feels much harder to construct. Getting anywhere
near to an $8trn valuation would require greatly amplifying the
inputs to our doubling scenario above, plus a bold hypothesis
that Waymo would become the leading operating system for
transportation. Whilst not impossible, we don’t feel there is
sufficient probability of such an outlier scenario bearing out.

We might have been able to gain more confidence were it not
for the lack of a close relationship with senior management.
Typically, we gain excellent access to the leaders of our LTGG
holdings over time to really kick the tyres, but by 2011 we noted
that “the company remains frustratingly opaque.”

More concerningly, this aloofness appeared to be entrenched in
the corporate culture. Alphabet’s increasingly evident cultural
blind spots (such as its standoffishness with regulators) led us to
posit, in 2018, that “the biggest threat to Alphabet is Alphabet.”
Today, we think culture is the main obstacle to its expansion in
new growth categories. Whilst its employees thrive on solving the
world’s hardest problems, commercial success in areas such as
cloud, hardware and autonomous driving requires more than just
intellectual prowess - it requires working collaboratively with
suppliers, distributors, and other stakeholders.

Our conviction in Alphabet’s outlier potential thus started to
wane in recent years. This, coupled with intense competition for
capital in the portfolio, led us to eventually sell the holding.

Have we sold too soon? After all, missed opportunity is our top
concern. We’ll certainly continue to monitor the company’s
businesses and nascent high-end technology bets such as
quantum computing. But we have since invested in holdings
that we believe have a higher probability of extreme payoffs from
here — such as Coupang, Peloton and The Trade Desk. As for the
latter, we are excited about The Trade Desk’s prospects in taking
advertising share in the open internet, beyond Google’s walled
garden. We're as energised as ever to discover the next
generation giants of the decade to come.
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Important information and risk factors

Past performance is not a guide to future results. Changes in
the investment strategies, contributions or withdrawals may
materially alter the performance and results of the portfolio. All
investment strategies have the potential for profit and loss.

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.
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.
Similarly, it has established Baillie Gifford Investment
Management (Europe) Limited (Amsterdam Branch) to market
its investment management and advisory services and
distribute Baillie Gifford Worldwide Funds plc in The
Netherlands. 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
(“FinlA”). 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 #2585 (F#k) A TR F]
is wholly owned by Baillie Gifford Overseas Limited and holds
aType 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 #42&aE 90 (F k) AR can be contacted at Suites
2713-2715, Two International Finance Centre, 8 Finance 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.
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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.
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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

The materials contained herein are not intended to constitute
an offer or provision of investment management, investment
and advisory services or other financial services under the
laws of Qatar. The services have not been and will not be
authorised by the Qatar Financial Markets Authority, the Qatar
Financial Centre Regulatory Authority or the Qatar Central
Bank in accordance with their regulations or any other
regulations in Qatar.
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