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Legal Notices

This document 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.
Important Information and Risk Factors
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 Financial Conduct Authority.
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 and 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 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.
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
("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 FinIA.
Baillie Gifford Investment Management (Europe) Limited
is a wholly owned subsidiary of Baillie Gifford Overseas
Limited, which is wholly owned by Baillie Gifford & Co.
Persons resident or domiciled outwith 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.
This document contains information on investments which
does not constitute independent research. Accordingly, it is not
subject to the protections afforded to independent research and
Baillie Gifford and its staff may have dealt in the investments
concerned.
All information is based on a representative portfolio, new
client portfolios may not mirror the representative portfolio
exactly. As at 30 September 2021, in US dollars and sourced
from Baillie Gifford & Co unless otherwise stated.

Canada
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.

South Africa
Baillie Gifford Overseas Limited is registered as a Foreign
Financial Services Provider with the Financial Sector Conduct
Authority in South Africa.

Calton Square, 1 Greenside Row, Edinburgh EH1 3AN
Telephone +44 (0)131 275 2000 bailliegifford.com
Copyright © Baillie Gifford & Co 2009.
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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.

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.

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.

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.

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 document 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.

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.

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

Past Performance
Past performance is not a guide to future returns. Changes in
investment strategies, contributions or withdrawals may
materially alter the performance and results of the portfolio.

Potential for Profit and Loss
All investment strategies have the potential for profit and loss.

Stock Examples
Any stock examples, or images, used in this paper 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. A full list of portfolio
holdings is available on request.

Financial Intermediaries
This document 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.

Executive Summary
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Product Overview
Japanese Growth is a concentrated, regional equity strategy that aims to produce above average long-term performance through
investment in Japanese equities with a market cap of greater than Y150bn. We believe the Japanese equity market offers active
managers a broad selection of high quality companies capable of delivering attractive and sustainable earnings growth for
shareholders.

Risk Analysis
Key Statistics
Number of Holdings

53

Typical Number of Holdings

35-55

Active Share

77%*

Annual Turnover

16%

*Relative to TOPIX. Source: Baillie Gifford & Co, Tokyo Stock Exchange.

Japanese equities delivered a positive return during
the quarter and outperformed most major markets
as investors warmed to a change in leadership and
an acceleration in vaccination rates
The portfolio lagged the market in a challenging
environment for growth stocks. A number of high
growth internet businesses featured prominently
among the largest detractors whereas cyclical
names continued to recover
We have taken advantage of share price volatility to
increase the growth potential and quality of the
portfolio

Baillie Gifford Key Facts
Assets under management and advice
Number of clients
Number of employees
Number of investment professionals

US$466.8bn
870
1576
319

Commentary

Japan’s annual cherry blossom creates a surreal spectacle.
The fleeting nature of the sakura season in early spring
symbolises the transience of life, of renewal and
optimism; it also marks the start of a new school and
university year in modern Japan; and has been celebrated
for centuries with the cherished traditional custom of
Hanami (‘flower-viewing’). The annual record keeping of
this ritual offers scientists an unusually long data set –
and provides another illuminating clue to the impacts of
climate change. Like others, it paints a grim picture for
our planet: although the average peak bloom stayed
relatively stable for a thousand years, it has begun to
change, flowering a day earlier every decade since 1953;
this year those in Kyoto peaked at their earliest in more
than 1,200 years.
Japan of course, bears some responsibility. Fossil
fuels account for over 80 per cent of the country’s energy
needs, resulting in over a billion tonnes of annual
greenhouse gas (GHG) emissions – circa three per cent of
the global rate – making it the sixth largest contributor to
anthropogenic emissions. This regrettable position is a
product of the country’s high-speed economic growth; its
natural resource poverty and lower renewable capacity
(from mountainous terrain and steep shorelines), which
results in a mere 12 per cent self-sufficiency rate – and a
heavy reliance on expensive imported fossil fuels; and
the Fukushima Daiichi nuclear disaster (before which,
nuclear power provided for 30 per cent of the country’s
electricity; making it the world’s third-largest nuclearpower generator).
The obvious economic incentive of self-sufficiency
combined with the inescapably dire eventualities of
global warming are, however, triggering change. Japan
has committed to achieving net-zero emissions within
30 years. This ambitious ask is being supported by the
government’s ‘Green Growth Strategy’ which aims to
spur private investment and innovation, by creating a
positive and virtuous circle between economic growth
and environmental protection: providing green projects,
tax incentives and regulatory reform in 14 priority areas
that promote the application and expansion of new
renewables technologies. As a result, Japan expects
50 per cent of the nation’s power supply to come from
renewables by 2050 (from 18 per cent in 2020); 10 per
cent of the supply-gap to be filled by restarting some of
the nation’s nuclear reactors; transitionary technologies
like ‘carbon capture, utilisation and storage’ (CCUS) will
be used with thermal power stations (thereby avoiding
the wasteful abandonment of relatively young coal fleets)
and will provide for 30 per cent; and the rest will come
from green hydrogen and ammonia.
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These latter feedstocks will also contribute towards the
decarbonisation of high-temperature industrial processes
(like steel and cement production).
Japanese sogo shosha, or trading companies –
recognised for traditionally having extensive exposure to
energy and mining assets – are making significant
headway in helping Japan reach these targets. Many have
already abandoned their thermal coal exposure. Itochu
(not held in the portfolio) and Mitsubishi Corp
announced related divestments earlier this year, and
appear to be diverting attention towards new green
energy sources; Itochu plans to begin commercial
production of ‘blue’ ammonia (manufactured from
natural gas with carbon capture) in Canada by 2026, in
what will be one of the world’s largest manufacturing
facilities: capable of producing up to one million tonnes

Commentary

per year, a third of Japan’s quota for 2030. The company
has also joined forces with Air Liquide, a French
industrial gas supplier, to produce an equally grand
amount (30 tons a day – enough to power 42,000 fuel cell
vehicles) of liquid hydrogen at a new Japanese plant.
Elsewhere Mitsubishi Corp is helping to deploy lowcarbon solutions across the construction industry through
the development of eco-friendly concrete which reduces
cement usage and can even absorb carbon-dioxide
emissions. It has also partnered with Amazon, to provide
it with solar powered electricity – through a corporate
power purchase agreement – to provide 10 years’ worth
of renewable energy for its domestic data centres. In
wind, Toyota Tsusho boasts the position of Japan’s
number one wind power generator. With a global
renewable capacity capability of three gigawatts (GW)
already it is extending its lead in Japan with two new
140 megawatts (MW) offshore wind projects off the
coast of Akita Prefecture, in partnership with Japan Wind
Development and Ørsted.
The principle of ‘mottainai’ (concerning wastage) and
other environmental considerations extend across Japan’s
corporate scene. Japanese companies are, for example,
the largest supporting consortium of the Task Force on
Climate-related Financial Disclosures (or ‘TFCD’), a
framework for disclosure on climate-related risks and
opportunities. These recommendations help to provide a
system that rewards companies that align their practices
with the Paris agreement – effectively internalising
climate-related externalities. The latest Japanese
consortium member survey suggested that the percentage
of companies that feel the benefits of TCFD approval and
disclosure has increased recently, and that many are
becoming aware of the need to evidence the consistency
between materiality judgement and business
strategy/management activities beyond basic formalistic
disclosures.
Some companies are already evidencing their
environmental credentials with aligned key performance
indicators, while others that have gone one step further,
by incorporating Environmental, Social and Governance
(ESG) performance target metrics into executive pay.
Consultancy Willis Towers Watson found that 15 per
cent of Japan’s top 100 companies by market
capitalisation, such as Sony and skincare/cosmetics
company Shiseido have included such a scheme. This
relatively low rate of adoption so far has been partially
blamed on poor governance structures (which have
attracted most attention within the triad of environmental,
social and governance (ESG) issues until recently), and
the lack of independent remuneration committees capable
of fairly incorporating more complex ESG metrics into
long-term remuneration packages.
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If the ‘carrot’ fails to have the desired effect, there is
always the ‘stick’ of activism. Last year Mizuho
Financial Group, Japan’s third-biggest bank received a
climate-related shareholder proposal demanding
adherence with the Paris accord, a first for both the bank
and corporate Japan. More have followed this year, with
Japan’s biggest bank, Mitsubishi UFJ Financial Group
Inc, and trading company Sumitomo Corp. both coming
under pressure from similar climate proposals. None of
these businesses are held within the portfolio, however it
seems likely that the change afoot from these industry
bellwethers will influence the broader market. Twice as
many environmental-related issues have been raised by
companies this year compared to last, according to
Sumitomo Mitsui Trust Bank.
As selective stock pickers and long-term growth
investors, we naturally gain greater exposure to more
progressive, forward-looking companies, those more
likely to embrace the inevitable impact of climate change
within the growth prospects. Japan has provided rich
pickings in this regard; for example, more solar, fuel cell
and renewable technology patents have come from Japan
than from any other country over the last decade. This is
readily observable within Japan’s auto industry.
Toyota, Japan’s largest company, has long been a
pioneer of next generation technology, and could still
prove to be the dominant player in all three
environmentally efficient power trains. Toyota is already
the unrivalled and unassailable leader in hybrid
technology having launched the Prius back in 1997 and
now selling its fourth-generation model; it is clearly
ahead of the curve in fuel-cell technology; and its solidstate battery technology turbo-charges the potential for it
to be leader in the electric field. The company is also
addressing its own energy usage and has taken inspiration
from an old technology called ‘karakuri kaizen’
(traditionally used to mechanically move dolls with
weights and gears) to reduce power usage within its
plants. To minimise scope three emissions, Toyota has
also asked suppliers to address their own emissions –
an initiative that will ultimately affect nearly 30,000
primary, secondary and tertiary manufacturers. One such
company is Denso, one of the world’s largest auto parts
suppliers: with a 30 per cent global share in PCUs (power
control unit); a 40 per cent global share in HVAC
(heating, ventilation and air control); and 35 per cent
share of inverters, used to fine tune electric currents.

Commentary

Denso are targeting a four-times rise in electric vehicle
(EV)-related sales of one trillion YEN by 2026, an
ambitious aim that intends to capitalise on China’s
ballooning demand for EV autos. Denso aim to achieve
all of this while halving its own CO2 emissions. Nidec,
the world’s largest manufacturer of miniature motors, is
seizing upon a similar opportunity. Nidec founder
Nagamori-san sees the key operational functions of a car
as being moving, steering and stopping: it already
dominates the world market in motors for the latter two
functions, so it is logical (to Nagamori-san) that it will
eventually dominate the drive/movement function too.
Sumitomo Metal Mining is another contributor to the EV
supply chain. This integrated nickel and copper miner
produces lithium nickel oxide, a key input used in
lithium-ion batteries, assisted by an unique in-house
lithium recovery technology.
Rohm Semiconductor and Murata offer final examples
within this arena. Rohm manufactures next-generation
silicon carbide (SiC) chips that possess superior physical
properties to silicon – enabling energy-saving efficiency
gains – and expected to become the mainstream material
for use in automotive electronics from around 2025. In
addition to its expertise in solid state batteries, where it
currently has leadership for use in miniature devices such
as smartwatches, Murata offers energy-saving electronic
components, contributing to efficiency gains and reduced
GHG emissions in large swathes of the economy. The
direct impact of these companies is likely to grow
further, in-line with the continued digitisation in their
end markets. The superior technical edge afforded to
Japanese companies from years of continuous
improvements explains their sustained dominance in
areas such as hybrid electric vehicles, fuel-cell and
related hydrogen technology, solar PV tech, smart grids,
high-speed trains and robotics. As a result, these
companies allow Japan to remain one of the most energyefficient economies in the world.
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While Japan’s corporate governance and stewardship
codes were initially focused primarily on corporate
governance reform, we note the speed with which the
governance community in Japan has seized the ESG
agenda as a natural fit with improving the overall quality
of corporates. In the past year, we have seen more
companies disclosing in line with the recommendations
of the TCFD and committing to targets for reducing GHG
emissions. Given the nature of climate change as a
problem of distributed agency, Japanese companies’
general predisposition to take collective responsibility is
a real asset. We believe there is scope for Japan to
achieve best practices in the ‘E’ component of ESG
through disclosure, authentic target-setting, and longterm minded actions that address global challenges rather
than leaving them for future generations. Although we
recognise that some of the TCFD-related guidance and
methodology on areas such as scenario analysis and risk
metrics is still developing, we expect to see further
evolution and refinement of the TCFD framework in
future years as it becomes increasingly integrated into
company reporting requirements and regulations.
As this situation evolves, so too will our approach.
Environmental considerations are becoming an
increasingly important element of our research, and
various climate audits are currently being explored –
in the hope of enhancing our awareness of how our
companies are responding to this threat, and to better
highlight those that warrant further research and
engagement. At the same time, at the individual stock
level we will endeavour to explore what commitments
the portfolio holdings have made and what steps they are
taking to contribute to Japan’s journey towards net zero,
factoring it into the overall growth thesis.

The views expressed reflect the personal opinion of the
author and should not be considered as advice or a
recommendation to buy, sell or hold a particular
investment.

Performance - US Dollar
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Performance Objective
2%+ p.a. over 5 years vs benchmark.
The performance objective stated is in no way guaranteed. The performance target is aspirational and is
not used for the purpose of determining or constraining the composition of the portfolio. Performance
may vary between segregated accounts and pooled funds in different jurisdictions as each structure will
bear a different set of costs. A single performance target may not be appropriate for all vehicles in all
jurisdictions and for this reason our portfolio specific materials will often refer to ‘material’ outperformance
of a benchmark.
Periodic Performance
Composite Net (%)

Benchmark (%)

Difference (%)

1.1

4.8

-3.6

3 Months*
YTD*

1.1

6.1

-5.0

1 Year*

15.4

20.6

-5.2

3 Years

8.5

6.9

1.7

5 Years

12.1

9.3

2.8

10 Years

10.8

8.6

2.2

Since Inception

10.1

7.8

2.3

Annualised periods ended 30 September 2021. *Not annualised.
Inception date: 31 December 2009.
Figures may not sum due to rounding.
Benchmark is TOPIX.
Source: StatPro, Tokyo Stock Exchange.
US dollars

Discrete Performance
30/09/1630/09/17

30/09/1730/09/18

30/09/1830/09/19

30/09/1930/09/20

30/09/2030/09/21

Composite Net (%)

19.8

15.6

-6.5

18.6

15.4

Benchmark (%)

16.3

9.8

-5.8

7.4

20.6

Benchmark is TOPIX.
Source: StatPro, Tokyo Stock Exchange.
US dollars

Performance – Euro
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Performance Objective
2%+ p.a. over 5 years vs benchmark.
The performance objective stated is in no way guaranteed. The performance target is aspirational and is
not used for the purpose of determining or constraining the composition of the portfolio. Performance
may vary between segregated accounts and pooled funds in different jurisdictions as each structure will
bear a different set of costs. A single performance target may not be appropriate for all vehicles in all
jurisdictions and for this reason our portfolio specific materials will often refer to ‘material’ outperformance
of a benchmark.

Periodic Performance
Composite Net (%)

Benchmark (%)

Difference (%)

3.5

7.2

-3.7

3 Months*
YTD*

6.8

12.0

-5.3

1 Year*

16.7

22.0

-5.3

3 Years

8.6

6.9

1.7

5 Years

11.4

8.6

2.8

10 Years

12.5

10.2

2.2

Since Inception

12.2

9.8

2.4

Annualised periods ended 30 September 2021. *Not annualised.
Inception date: 31 December 2009.
Figures may not sum due to rounding.
Benchmark is TOPIX.
Source: StatPro, Tokyo Stock Exchange
euro

Discrete Performance
30/09/1630/09/17

30/09/1730/09/18

30/09/1830/09/19

30/09/1930/09/20

30/09/2030/09/21

Composite Net (%)

13.9

17.6

-0.4

10.3

16.7

Benchmark (%)

10.5

11.8

0.4

-0.2

22.0

Benchmark is TOPIX.
Source: StatPro, Tokyo Stock Exchange.
euro

Performance - Sterling
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Performance Objective
2%+ p.a. over 5 years vs benchmark.
The performance objective stated is in no way guaranteed. The performance target is aspirational and is
not used for the purpose of determining or constraining the composition of the portfolio. Performance
may vary between segregated accounts and pooled funds in different jurisdictions as each structure will
bear a different set of costs. A single performance target may not be appropriate for all vehicles in all
jurisdictions and for this reason our portfolio specific materials will often refer to ‘material’ outperformance
of a benchmark.

Periodic Performance
Composite Net (%)

Benchmark (%)

Difference (%)

3 Months*

3.6

7.3

-3.7

YTD*

2.5

7.6

-5.0

1 Year*

10.6

15.6

-5.0

3 Years

7.3

5.7

1.7

5 Years

11.3

8.5

2.8

10 Years

12.4

10.2

2.2

Since Inception

11.8

9.5

2.4

Annualised periods ended 30 September 2021. *Not annualised.
Inception date: 31 December 2009.
Figures may not sum due to rounding.
Benchmark is TOPIX.
Source: StatPro, Tokyo Stock Exchange.
sterling

Discrete Performance
30/09/1630/09/17

30/09/1730/09/18

30/09/1830/09/19

30/09/1930/09/20

30/09/2030/09/21

Composite Net (%)

16.0

18.9

-1.1

13.1

10.6

Benchmark (%)

12.6

13.0

-0.3

2.4

15.6

Benchmark is TOPIX.
Source: StatPro, Tokyo Stock Exchange.
sterling

Performance – Canadian Dollar
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Performance Objective
2%+ p.a. over 5 years vs benchmark.
The performance objective stated is in no way guaranteed. The performance target is aspirational and is
not used for the purpose of determining or constraining the composition of the portfolio. Performance
may vary between segregated accounts and pooled funds in different jurisdictions as each structure will
bear a different set of costs. A single performance target may not be appropriate for all vehicles in all
jurisdictions and for this reason our portfolio specific materials will often refer to ‘material’ outperformance
of a benchmark.

Periodic Performance
Composite Net (%)

Benchmark (%)

Difference (%)

3 Months*

3.5

7.2

-3.7

YTD*

0.6

5.5

-5.0

1 Year*

9.4

14.4

-5.0

3 Years

7.8

6.1

1.7

5 Years

11.3

8.5

2.8

10 Years

13.0

10.8

2.2

Since Inception

11.9

9.5

2.4

Annualised periods ended 30 September 2021. *Not annualised.
Inception date: 31 December 2009.
Figures may not sum due to rounding.
Benchmark is TOPIX.
Source: StatPro, Tokyo Stock Exchange.
Canadian dollars

Discrete Performance
30/09/1630/09/17

30/09/1730/09/18

30/09/1830/09/19

30/09/1930/09/20

30/09/2030/09/21

Composite Net (%)

14.0

19.4

-4.3

19.7

9.4

Benchmark (%)

10.7

13.5

-3.5

8.4

14.4

Benchmark is TOPIX.
Source: StatPro, Tokyo Stock Exchange.
Canadian dollars

Performance – Australian Dollar
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Performance Objective
2%+ p.a. over 5 years vs benchmark.
The performance objective stated is in no way guaranteed. The performance target is aspirational and is
not used for the purpose of determining or constraining the composition of the portfolio. Performance
may vary between segregated accounts and pooled funds in different jurisdictions as each structure will
bear a different set of costs. A single performance target may not be appropriate for all vehicles in all
jurisdictions and for this reason our portfolio specific materials will often refer to ‘material’ outperformance
of a benchmark.

Periodic Performance
Composite Net (%)

Benchmark (%)

Difference (%)

5.1

8.9

-3.8

3 Months*
YTD*

8.0

13.4

-5.3

1 Year*

14.5

19.7

-5.2

3 Years

8.6

6.9

1.7

5 Years

13.4

10.6

2.9

10 Years

14.2

11.9

2.3

Since Inception

12.2

9.8

2.4

Annualised periods ended 30 September 2021. *Not annualised.
Inception date: 31 December 2009.
Figures may not sum due to rounding.
Benchmark is TOPIX.
Source: StatPro, Tokyo Stock Exchange
Australian dollars

Discrete Performance
30/09/1630/09/17

30/09/1730/09/18

30/09/1830/09/19

30/09/1930/09/20

30/09/2030/09/21

Composite Net (%)

16.9

25.3

0.3

11.6

14.5

Benchmark (%)

13.4

19.1

1.1

1.1

19.7

Benchmark is TOPIX.
Source: StatPro, Tokyo Stock Exchange.
Australian dollars

Performance – Attribution
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Stock Level Attribution
Top and Bottom Ten Contributors to Relative Performance
Quarter to 30 September 2021
Stock Name

One Year to 30 September 2021
Contribution (%)

Stock Name

Contribution (%)

Recruit Holdings

0.4

Recruit

0.6

Misumi

0.4

Misumi

0.5

Keyence

0.3

Murata

0.4

Murata

0.3

Toyota Tsusho

0.4

MS&AD Insurance

0.2

Daiichi Sankyo

0.3

Sony

0.2

Sony

0.3

Makita Corporation

0.2

Denso

0.3

Japan Exchange Group

0.1

Takeda Pharmaceutical

0.3

Eisai

0.1

Sysmex

0.2

Mitsubishi

0.1

Z Holdings

SoftBank

-0.5

Rakuten

-0.8

Rakuten

-0.5

BASE

-0.7

Peptidream

-0.4

Japan Exchange Group

-0.6

CyberAgent

-0.4

Peptidream

-0.5

Kose

-0.4

SBI Holdings

-0.5

freee

-0.4

Toyota Motor

-0.5

BASE

-0.3

Bengo4.Com

-0.5

Toyota Tsusho

-0.3

SoftBank

-0.5

Bengo4.Com

-0.2

Hitachi

-0.4

GMO Internet

-0.2

Mitsubishi UFJ

-0.4

Source: StatPro, Tokyo Stock Exchange. Japan Growth composite relative to TOPIX.
Some stocks may have only been held for part of the period.
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Top Ten Holdings
Stock Name

Description of Business

% of Portfolio

Keyence

Manufacturer of sensors

4.8

Sony

Consumer electronics, films and finance

4.6

Recruit Holdings

Property, lifestyle and HR media

4.2

SoftBank Group

Telecom operator and technology investor

3.9

Murata Manufacturing

Manufactures and sells ceramic applied electronic components

3.5

CyberAgent

Japanese internet advertising and content

2.9

Sysmex

Medical testing equipment

2.9

Kubota

Agricultural machinery

2.8

SBI Holdings

Online financial services

2.7

SMC

Producer of factory automation equipment

2.7

Total

35.0

5

4
1
3

Sector Weights

(%)

1

Manufacturing

51.2

2

Services

13.9

3

Transport And Communications

11.5

4

Commerce

9.4

5

Finance & Insurance

8.9

6

Real Estate

2.3

7

Mining

0.8

8

Cash

2.0

2

Figures may not sum due to rounding.

Governance Summary
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Voting Activity
Votes Cast in Favour

Votes Cast Against

Votes Abstained/Withheld

Companies

2 Companies

2 Companies

None

Resolutions

20 Resolutions

2 Resolutions

None

Solving climate change will require both international agreements
among nations, and the innovation and entrepreneurship of
businesses
As responsible stewards of long-term capital, it is increasingly
important we understand the risks and opportunities of climate
change on our clients' behalf
We try to ensure that our engagement with companies on climaterelated issues is based on material risks and opportunities, but is also
supportive through significant periods of change

Company Engagement
Engagement Type

Company

AGM or EGM Proposals

Ain Holdings Inc., Mercari, freee K.K.

Notes on company engagements highlighted in blue can be found in this report. Notes on other company
engagements are available on request.

Governance Summary

Navigating the challenge of climate change
The job of editing a document with many different
authors can be a thankless task. As anyone who has ever
found themselves lost in a sea of tracked changes and
comments will know, reaching agreement on the final
version usually requires both compromise and tenacity.
So we should spare a thought for the 721 authors from
90 countries asked by the Intergovernmental Panel on
Climate Change (IPCC) to finalise its Sixth Assessment
Report. For them, 9 August was a very big day indeed.
The full 3,949 pages of Working Group I’s (WGI)
contribution was published for the world to see,
representing the most significant update to global
understanding of the physical science of climate change.
It has taken a full eight years to complete.
We are no strangers to long-term, diligent research
and analysis ourselves. We certainly try to avoid reaching
hasty conclusions based on limited inputs or unreliable
data. So, the fact that this report – itself based on
thousands of separate scientific studies – should use such
clear and unambiguous language in its descriptions of the
changes we are now causing to our planet should give
everyone reason for concern. The IPCC is certainly not
prone to kneejerk reactions. These are careful and
considered conclusions and they tell us that humaninduced climate change is unequivocal and getting worse.

© Esther HorvathAWIZUMA Wire/Shutterstock.
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Barely a month earlier, the small village of Lytton in
southern British Columbia, home to roughly 250 people,
measured the highest temperature ever recorded in
Canada. Temperature records are normally broken by
fractions of a degree but this time it was smashed by
4.6°C, reaching nearly 50°C. The next day, 90 per cent
of the village’s homes and businesses were destroyed by
fire. Stories like this are being repeated around the world
on an increasingly frequent basis, providing a very
human reality to the thousands of pages of IPCC research
and analysis.
Climate change is, of course, a global problem but the
‘lived experience’ of it happens locally. It is both a
glaringly urgent emergency and something that requires
action over decades. Its causes and effects are unevenly
distributed through time and geography, with those most
responsible often the least exposed to its physical and
economic impacts. It requires international agreements
among nations to address, yet it also needs innovation
and entrepreneurship from businesses to solve. And even
understanding the science of it, as we have seen, needs
the diligent work of thousands of researchers. It is
complex and at times confounding, to say the least.

Governance Summary

Our responsibility as stewards of long-term capital is,
we think, twofold. First, we need to understand how
climate change can affect returns for our clients. For now,
the focus of much of the regulatory intervention we are
seeing in this area is on risk, including the recent
announcements by the UK’s Department for Work and
Pensions (DWP) and Financial Conduct Authority.
The Taskforce for Climate-related Financial Disclosures
(TCFD) – which forms the bedrock of this sort of
regulation – has been hugely influential here and has
changed the game on corporate climate risk disclosure.
The TCFD’s emphasis was, and continues to be,
primarily on driving better disclosure of potential
financial costs of climate change and the transition.
Financial costs don’t, of course, tend to include the
human cost of lives uprooted or even sadly lost. Even so,
the bill for rebuilding the little village of Lytton, B.C.,
currently stands at CAD$78m and rising. Costs like this
multiplied across the globe quickly become systemic.
This is something that even the world’s best financial
data modellers currently find difficult to comprehend,
let alone calculate.
Conventional economic modelling can struggle to
incorporate the type of unprecedented impacts that
climate change might bring – like large-scale crop failure,
global sea level rise and the collapse of ecosystems.
Conversely, losses to fossil fuel-based business models in
a decarbonising world are much easier to calculate. And
so, as we begin incorporating climate scenario analysis
into our own portfolio analysis, we are mindful that some
model outputs have a tendency to show the financial
downsides of the transition apparently exceeding the
financial downsides of severe climate change. This
instinctively feels wrong, and it probably is.
But even more importantly for the type of long-term,
future-focused investment strategies we run at Baillie
Gifford, there is a danger that the opportunities presented
by the shift to net-zero emissions may also be
underestimated. Our responsibility to our clients is to find
these opportunities. Ultimately, we think risk as a theory
of change has its limitations and will not drive the scale of
capital the world needs into climate solutions fast enough.
The financial industry must do far more than simply
insulate itself from risk: it must seek to achieve better
outcomes for the climate, and by extension all of us.
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Which brings us to our other core responsibility,
which is to be supportive and constructive long-term
owners of companies as they navigate the transition
towards net zero. All companies will need to get there
eventually; for some it presents a near-term liability or
opportunity, or both, while for others it is less material to
their core business, though still a feature of the regulatory
space and customer environment they operate in. We try
to ensure that our engagement with companies on
climate-related issues is based on material risks and
opportunities but is also supportive through significant
periods of change.
For companies to drive this transition effectively, the
role of governments in helping to set the goalposts and
rules of the game is vital. The Paris Agreement of 2015
was a huge step forward in this respect, but as we look to
COP26 in Glasgow in November we are hopeful that we
will see more detail emerge on the regulatory and fiscal
frameworks that are required. Put simply, the sheer speed
of change now required to have much hope of staying
within the 1.5°–2°C limits agreed in Paris means
significant policy intervention is now needed in many
areas like heating, power, transport, and agriculture.
Our view is that this intervention should be aimed at
ensuring rapid adoption of solutions that can make a
transformational difference now, on top of whatever
economy-wide changes need to be made in the longer
term. Clean technologies need to reach cost parity with
fossil fuels as quickly as possible, meaning that targeted
sector-specific policies and innovation are vital. Norway
provides a good example, where pure electric vehicles
now make up over two-thirds of new car sales, thanks to
incentives that made them attractive to buyers and
ensured the required infrastructure was built out too.
Countries where adoption is left purely to market forces
may eventually get to the same place, but it will take a lot
longer – too long for the kinds of emissions reductions
we need to see to be on track for the Paris Agreement.
Putting more detail on the speed of those emissions
reductions will be keeping the 721 IPCC authors busy
over the coming year as they prepare two further
Working Group reports on the mitigation and impacts of
climate change. They are then due to publish a synthesis
report around this time next year. Meanwhile, it will
become increasingly important for investors and
companies alike to ensure they both understand the risks
– and importantly the opportunities – of climate change
to give us the best chance of avoiding too many more
Lyttons in the future.

Voting
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Votes Cast in Favour
Companies

Voting Rationale

Mercari Inc, freee K.K.

We voted in favour of routine proposals at the aforementioned
meeting(s).

Votes Cast Against
Company

Meeting Details

Resolution(s)

Voting Rationale

Ain Holdings

AGM
29/07/21

1

We opposed the dividend as the proposed pay out
fell below our expectations.

freee K.K.

AGM
29/09/21

7

We opposed the restricted share plan proposal as
it included independent outside directors. We do
not believe granting restricted stock with a three
year holding period is appropriate for independent
outside directors as it may compromise their
independence.

Votes Abstained
We did not abstain on any resolutions during the period.

Votes Withheld
We did not withhold on any resolutions during the period.

Transaction Notes
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New Purchases
Stock Name

Transaction Rationale

Z Holdings Corp

Z Holdings is the company formed from the merger of Yahoo Japan (one of Japan's leading
online media and ecommerce businesses) and Line (the dominant online messaging platform in
Japan). It also has a stake in Paypay, the leading emoney platform in Japan. We believe that
there are significant benefits to be realised from combining these businesses and that they have
the potential to be much larger in the future as the shift to online activity continues and as
growth synergies are realised. The company is facing some years of heavy spending as it
invests in future growth and we believe the market is failing to take account of what could result
in the long term. As a result, we believe we are being given the opportunity to invest at a very
attractive price.

Complete Sales
Stock Name

Transaction Rationale

Topcon Corp

Topcon makes positioning hardware and software used in the construction, civil engineering
and agricultural industries. There is potentially a very large opportunity as adoption rates are still
relatively low. However, the competitive environment has deteriorated of late reducing chances
of future success for Topcon. Further, while the current management team have shown
resilience and skill in turning the company around from its financial difficulties in the early part of
last decade, success from here requires a different skill-set. Therefore, we decided to sell the
shares.

ZOZO Inc

ZOZO (formerly Start Today) is Japan's leading online fashion website. Z Holdings (a subsidiary
of Softbank Corp) has established a controlling stake in the company and ZOZO's founder,
Yusaku Maezawa, is no longer involved in the management and has very materially reduced his
stake in the company. Initially being integrated into Z holdings has been helpful to ZOZO but as
we look forward we feel that the case is materially weakened. We no longer have alignment with
an entrepreneur, there are signs that Z holdings would prefer more fashion sales to go through
other entities in Z Holdings, and the brand identity of ZOZO is becoming increasingly stretched.
Therefore, following earlier reductions, we decided to sell the final part of the holding.

Legal Notices

TOPIX
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The TOPIX Index Value and the TOPIX Marks are subject to the proprietary rights owned by Tokyo Stock Exchange, Inc.
and Tokyo Stock Exchange, Inc. owns all rights and know-how relating to the TOPIX such as calculation, publication and
use of the TOPIX Index Value and relating to the TOPIX Marks. No Product is in any way sponsored, endorsed or promoted
by Tokyo Stock Exchange, Inc.

