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The following is based on this paper by Dave Bujnowski from
the US Growth Team.

It had to end sometime, and it’s brutal. Thirteen years of
outperformance of growth stocks has ended abruptly. Events
ranging from war, pandemic-induced supply chain constraints,
labour shortages and rampant inflation have left us wondering
what’s next. Do great growth ideas even still exist? Where will
we find the next engines of growth?

As students of economics, we know the essential variables are
demand and supply. Growth happens when supply of a
product/service meets demand.

But what drives growth in the first place? We see three engines:

— Expansionary, whereby demand grows, and supply rises
to meet it

— Disruptive growth, where supply innovates to meet
existing demand better

— Replacement growth, where new demand supersedes
the old following changes in the system

Have the engines that have driven growth over the past decade
stalled? Have they changed? What will take us into the next
decade?

Expansionary growth is driven by increased demand and
innovation. Over the past decade, this growth has been driven
by favourable economic conditions, globalisation and
innovation associated with new markets and new business
models. These new models are democratising and awakening
demand by offering affordable or free products. Think software
as a service, social media or searching for knowledge. Has this
engine stalled?

We believe this engine can still drive growth, but it seems
unlikely that the macroeconomic and global forces that
powered expansionary growth in the past decade will have as
much impact in the next.

We need to look to new democratisers and to the platforms
capable of adapting to provide new tools for new users to do
new things. Some of these new democratisers can be found in
the metaverse, healthcare and agile software development.
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Long Term Global Growth

The metaverse offers a virtual world where social media,
online gaming, and ecommerce coalesce while promising a
new canvas for users to create content. If expanding the reach
of mobile 15 years ago helped create massive new markets,
then what might the emergence of a new digital world such

as the metaverse open?

Data also represents a new tool that lets users do new things.
Over the past decade, we have lived in a data-driven world,
but now our relationship with data is changing. Much of the
value had been confined to making existing businesses

more efficient. Now its impact can be found in life sciences,
healthcare and synthetic biology, where problems are solved
increasingly by data, not science. These are examples of how
expansionary growth is unleashing human creativity
irrespective of globalisation and economic conditions.

In disruptive growth, it’s not essential for demand to grow, but
that supply innovates to meet it in new, better ways. We have
seen this in ecommerce, cloud infrastructure and electrical
vehicle adoption. Ecommerce has changed how we shop —a
single click vs a trip to the shops. The shift has been dramatic,
with ecommerce more than doubling as a percentage of retail in
the past 10 years. We have seen cloud adoption begin to dwarf
investment in traditional datacentres and electric vehicle sales
increasing 50-fold in the past decade. This illustrates how
technology-based shifts fuel disruptive growth.

Over the past decade, disruptive growth has contributed
mightily to growth investors’ portfolios and it is still going
strong. Not inflation, the Fed, nor recession can put the
disruption genie back in the bottle. Nothing can prevent

more commerce going online; more IT migrating to the

cloud, healthcare becoming personalised and transport more
electrified. The broader point is that this growth engine is not
dependent on the growth of the system itself. Dynamic
disruption is the trigger.

The final engine is replacement growth, where demand is not
growing but changing. A result of dynamism within a system,

a paradigm shift among participants and demand appearing
that we might not have previously imagined. An example here is
the changing attitudes about climate change and sustainability
—there is a demand for clean energy that simply didn’t exist

20 years ago.

In times of economic adversity, contraction doesn’t prevent
growth opportunities from arising. However, as a system
contracts, expansionary growth engines may stall, but the pain
points within the system shift, and with those shifts come new
opportunities. Value accrues to those who control the scarce
resource or can supply alternatives. Not that the companies
who thrived amid abundance have suddenly seen their
growth prospects disappear, but that scarcity brings new
opportunities. Over the next few decades, as was true of

the past, it's the companies that can invent the future that

will succeed.
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Important information and risk factors

The views expressed should not be considered as advice or

a recommendation to buy, sell or hold a particular investment.
They reflect opinion and should not be taken as statements of
fact nor should any reliance be placed on them when making
investment decisions.

This communication was produced and approved in November
2022 and has not been updated subsequently. It represents
views held at the time of writing and may not reflect current
thinking.

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.

This communication 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 Baillie 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 communication are for illustrative
purposes only.

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.

Financial intermediaries

This communication is suitable for use of financial intermediaries.
Financial intermediaries are solely responsible for any further
distribution and Baillie Gifford takes no responsibility for the
reliance on this document by any other person who did not
receive this document directly from Baillie Gifford.

Europe

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.
Baillie Gifford Investment Management (Europe) Limited is
authorised by the Central Bank of Ireland as an AIFM under the
AIFM Regulations and as a UCITS management company under
the UCITS Regulation. Baillie Gifford Investment Management
(Europe) Limited is also authorised in accordance with
Regulation 7 of the AIFM Regulations, to provide management

of portfolios of investments, including Individual Portfolio
Management (‘IPM’) and Non-Core Services. Baillie Gifford
Investment Management (Europe) Limited has been appointed

as UCITS management company to the following UCITS
umbrella company; Baillie Gifford Worldwide Funds plc.
Through passporting 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’). The
representative office is authorised by the Swiss Financial Market
Supervisory Authority (FINMA). The representative office does
not constitute a branch and therefore does not have authority
to commit Baillie Gifford Investment Management (Europe)
Limited. Baillie Gifford Investment Management (Europe)
Limited is a wholly owned subsidiary of Baillie Gifford Overseas
Limited, which is wholly owned by Baillie Gifford & Co. Baillie
Gifford Overseas Limited and Baillie Gifford & Co are authorised
and regulated in the UK by the Financial Conduct Authority.

Hong Kong

Baillie Gifford Asia (Hong Kong) Limited

AT GFHR) AR T is wholly owned by Baillie Gifford
Overseas Limited and holds a Type 1 and a Type 2 license from
the Securities & Futures Commission of Hong Kong to market
and distribute Balillie Gifford’s range of collective investment
schemes to professional investors in Hong Kong. Balillie Gifford
Asia (Hong Kong) Limited #fi &85 i (&%) A BRA ] 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

Baillie Gifford Overseas Limited (ARBN 118 567 178) is registered
as a foreign company under the Corporations Act 2001 (Cth) and
holds Foreign Australian Financial Services Licence No 528911.
This material is provided to you on the basis that you are a
‘wholesale client’ within the meaning of section 761G of the
Corporations Act 2001 (Cth) (‘Corporations Act’). Please advise
Baillie Gifford Overseas Limited immediately if you are not a
wholesale client. In no circumstances may this material be made
available to a ‘retail client’ within the meaning of section 761G of
the Corporations Act.

This material contains general information only. It does not
take into account any person’s objectives, financial situation
or needs.
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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 material 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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