
	— Companies that happen to be listed on stock markets are a central, 
integrated part of the system that creates productivity growth and 
raises living standards. They play a major part in growing the wealth 
that pays pensions and make other forms of saving viable through 
deploying vast amounts of growth capital.

	— Overseeing this process is essential to the investment task, and its 
neglect comes at a cost to all. The gamification of stock markets 
may be relentless, but to characterise all listed equity investing as 
“unproductive” is wrong. It is at the very centre of what it means to 
be an investor.

	— The separation of ownership and control is well recognised, and 
systems have long been in place to mitigate it. But those systems 
are now beginning to break down as the engagement, motivation 
and policing of companies by a dwindling number of institutional 
investors goes unappreciated and unrewarded. There is already a 
lack of stewardship resource in the system and managers who have 
such resources are being undercut on price by those who don’t. 
This will not end well. Not everyone can just free-ride  
on a system they expect others to police.

	— The past few years have been difficult for active managers. We’ve 
seen huge valuation swings and very narrow markets. But there 
is strong evidence that those who adopt a high conviction/low 
turnover approach and meaningfully engage with the companies 
they invest in generally outperform in the long run.

	— In Baillie Gifford’s case, each time we have dipped behind 
benchmarks over five years it has been a prelude to an extended 
run of outperformance. Can we guarantee this will happen again? 
No. But we remain resolutely optimistic.

Summary Points

Let’s talk about  
Actual investing some more.
Capital deployment in the real world.

As with any investment, your capital is at risk.

http://www.bailliegifford.com
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Listed equity markets are supposed to be a conduit for 
long-term savings, facilitating risk-sharing and maturity 
transformation to capture the power of capitalism. 

They allow long-term investment projects to be 
transformed into tradeable liquid investments, with 
established governance to mitigate principal-agent 
conflicts.

In practice, the markets themselves have become 
the main event. Huge amounts of time and energy 
are spent analysing their patterns, participants and 
behaviours, all at the expense of focusing on tangible 
capital deployment. Things have got so bad that some 
no longer see allocating capital to listed equities 
as economically productive. This is a worrying and 
destructive state of affairs.

The amount of investment on research and 
development that listed companies make in their 
own businesses every year is vast. Competition 
drives innovation, and the result is socially beneficial 
productivity gains.

Real world capital 
deployment

Of course not every company behaves in this  
way. That’s why we need an effective system of 
company-specific oversight that aligns the interests  
of corporate management and long-term investors.  
This requires resources that are all too quickly 
diminishing as a result of intense fee pressure in  
the investment industry. 

Oversight doesn’t just mean policing. It also means 
creating and nurturing an environment that allows 
management to make the right long-term decisions. In 
this, it’s no different from the engagement clients are 
used to in private growth equities.
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Studies have identified what constitutes 
‘quality shareholders’ and why they’re valuable. 
The research shows that companies with a 
higher proportion of engaged owners can 
better execute long-term strategies. The value 
of these investors materialises in better  
long-term returns for all who hold shares  
in those companies. 

The trend towards passive investing, and 
intense fee pressure on active managers, 
are reducing the preponderance of quality 
shareholders. The ‘ownerless corporation’  
is coming into sight. 

When too many investors free-ride on the 
deep engagement effort of others, it becomes 
economically unviable for the few quality 
shareholders to continue, and systematic 
returns will be reduced. Index-tracking funds 
will continue to follow the index, but they’ll be 
tracking an ever more dysfunctional system 
that creates less wealth. 

Importantly, there is ample evidence that simply 
exercising voting rights is not enough to give 
you the influence of a quality shareholder.

Quality 
shareholders

The proper role of active managers is fourfold: 

	— identifying underappreciated real-world 
investment opportunities

	— finding well-managed companies positioned 
to capitalise on these

	— acting as quality shareholders providing 
constructive oversight

	— staying alert to when the market catches up in 
order to move to the next idea

This has little, if anything, to do with the 
analysis of share price patterns and the 
manifestly wrong assumptions about efficient 
markets on which passive strategies rely. 
Efficient markets don’t exist. To society’s cost, 
such mistaken thinking will only get worse as 
the number of quality shareholders reduces. 

Actual investing is not just an exercise in 
calculation. It requires curiosity, imagination 
and asking “what if?” rather than merely  
“what is?”. Building teams with cognitive  
and social diversity helps. So do funding 
academic research partnerships, engaging 
with world-leading entrepreneurs and  
founder-leaders, and focusing on  
long-term industry developments rather  
than quarterly results.

Good active 
management
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Despite recent headwinds, there is plenty  
of evidence for the efficacy of long-term 
growth investing, starting with the principle  
that share prices eventually follow  
earnings-per-share (EPS) growth. On  
average, companies with the fastest EPS 
growth outperform over periods of five years 
and longer, regardless of starting valuation. 
Markets struggle to look that far ahead. This  
is an opportunity for outperformance.

Active management is not homogenous. 
Independent research shows that strategies 
that combine high active share (differentiation 
from the index) with low turnover significantly 
outperform other approaches over the  
long term. 

While some Baillie Gifford strategies 
have underperformed over five years, this 
should be seen in a historical context. The 
firm’s investment success story over the 
decades has contained several periods of 
underperformance. 

We know that peak-to-trough valuation shifts 
can obscure companies’ fundamental progress. 
Continual re-examination of investment cases 
is needed, but so too is patience – something 
that becomes more valuable as it becomes 
more difficult.

Baillie Gifford portfolios now trade at a price/
earnings-to-growth ratio of 1.3. That’s cheaper, 
according to that calculation of stocks’ value, 
than the market’s 1.6. It’s also cheap relative to 
those portfolios’ own history. This is especially 
unexpected given that our focus on disruptive 
and idiosyncratic growth equips us to withstand 
a Trump-inspired re-ordering of world trade. We 
don’t invest in many companies heavily reliant 
on free trade in goods. 

Listed companies remain central to 
productivity growth and wealth creation. 
Ensuring alignment of interests and 
overcoming risk aversion within companies  
are two vital and underappreciated parts of  
the role of good active managers. In the long 
run, this is the path both to outperformance 
and the rising living standards that a  
well-functioning capital system should deliver.

Baillie Gifford, May 2025

Yes, it  
works... …but not 

everywhere and 
always
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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 May 2025 and has not been 
updated subsequently. It represents views 
held at the time of writing and may not reflect 
current thinking. 

Potential for Profit and Loss
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.
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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.

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) Ltd (BGE) 
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. BGE also has 
regulatory permissions to perform 
Individual Portfolio Management 
activities. BGE provides investment 
management and advisory services 
to European (excluding UK) 
segregated clients. BGE has been 
appointed as UCITS management 
company to the following UCITS 
umbrella company; Baillie Gifford 
Worldwide Funds plc. BGE 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.

China

Baillie Gifford Investment 
Management (Shanghai) Limited 
柏基投资管理(上海)有限公司(‘BGIMS’) 
is wholly owned by Baillie Gifford 
Overseas Limited and previously 
provided investment research to 
the Baillie Gifford Group pursuant 
to applicable laws. BGIMS is 
incorporated in Shanghai in 
the People’s Republic of China 
(‘PRC’) as a wholly foreign-owned 
limited liability company with 
a unified social credit code of 
91310000MA1FL6KQ30.

Baillie Gifford Overseas  
Investment Fund Management 
(Shanghai) Limited  
柏基海外投资基金管理(上海)有限公司
(‘BGQS’) is wholly owned by Baillie 
Gifford Overseas Limited. BGQS 
is incorporated in Shanghai as 
a limited liability company with 
its unified social credit code of 
91310000MA1FL7JFXQ. BGQS is 
a registered Private Fund Manager 
with AMAC with a registration code 
of P1071708. BGQS has been 
approved by Shanghai Municipal 
Financial Regulatory Bureau for 
the Qualified Domestic Limited 
Partners (QDLP) Pilot Program, 
under which it may raise funds from 
PRC investors for making overseas 
investment

Hong Kong

Baillie Gifford Asia (Hong Kong) 
Limited 柏基亞洲(香港)有限公司 is 
wholly owned by Baillie Gifford 
Overseas Limited and holds a 
Type 1 license 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 
柏基亞洲(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.

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.
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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.

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 Limited 
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.

Singapore

Baillie Gifford Asia (Singapore) 
Private Limited is wholly owned by 
Baillie Gifford Overseas Limited 
and is regulated by the Monetary 
Authority of Singapore as a holder 
of a capital markets services licence 
to conduct fund management 
activities for institutional investors 
and accredited investors in 
Singapore. Baillie Gifford Overseas 
Limited, as a foreign related 
corporation of Baillie Gifford 
Asia(Singapore) Private Limited, 
has entered into a cross-border 
business arrangement with Baillie 
Gifford Asia (Singapore) Private 
Limited, and shall be relying upon 
the exemption under regulation 
4 of the Securities and Futures 
(Exemption for Cross-Border 
Arrangements) (Foreign Related 
Corporations) Regulations 2021 
which enables both Baillie Gifford 
Overseas Limited and Baillie Gifford 
Asia (Singapore) Private Limited to 
market the full range of segregated 
mandate services to institutional 
investors and accredited investors 
in Singapore.

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