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MANAGER INSIGHTS — TOBY ROSS

Global Income Growth Team

Investment manager Toby Ross gives an update on the portfolio positioning as we deal with the current global
pandemic.

The value of your investment and any income from it is not guaranteed and may go down as well as up
and as a result your capital may be at risk.

This communication was produced and approved in April 2020 and has not been updated subsequently. It
represents views held at the time of recording and may not reflect current thinking.

Toby Ross: Coronavirus has already had a tragic human cost and caused a lot of disruption to many
peoples’ lives.

It has also brought unprecedented uncertainty for companies, and so for income-seeking investors.
Current expectations are that the dividends paid by UK companies will fall by more than half this year,
with a 40-50 per cent drop also expected in Europe. That would be a bigger drop than was seen during the
great Financial Crisis.

For many savers, this potential dramatic fall in income is another thing to worry about at an already
worrying time.

An investment approach built for resilience

Our investment approach on the Global Income Growth team has always been focused on finding high
guality, robust companies, that are capable of paying resilient dividends over time. We aim to own
through-cycle winners, not companies that rely on a favourable economic backdrop in order to grow.
That’s why the biggest holdings in our portfolio are companies like Roche, Procter & Gamble, and
Deutsche Boerse, not banks or oil companies.

Indeed, a key question we’ve asked ourselves when picking stocks for the portfolio over the past few
years is ‘How resilient might this dividend be in times of stress?” We asked that question when the sun
was shining so that our investors could be reassured when things looked more difficult - as they do now.
We won’t have got all the answers right, but doing this work has helped us bias the portfolio strongly
towards the more resilient names.

We have been massively helped in our stock-picking by having a global universe of 4,500 dividend paying
stocks to choose from, from all around the world. That makes it much easier for us to avoid many of the
more problematic areas than if we were restricted to, say, just the narrower UK market.

But it also gives us a big diversification benefit. Companies like Anta Sports, the Chinese sportswear
business, are returning to work again, even while Europe remains in lock-down. So the investment
approach — global, long-term, genuinely diversified equities, with a focus on resilient growth — that’s
really proving its worth at the moment.
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Our outlook for 2020

Now, in this extreme environment we are expecting some companies, even strong ones, will reduce their
dividends this year. And actually, in some cases we think that is absolutely the right decision for boards to
take. So, despite our focus on resilience, we are expecting that the income from the portfolio will be
somewhat lower in 2020 than in 2019 — though we expect the impact will be far lower than the 40-50 per
cent drops for the UK or European markets.

What are we doing as managers?

What, then, are we doing as managers in this turbulent time? Well, our aim is always to be responsible
stewards of our client’s capital. So our first priority has been to get in touch with many of the management
teams of the companies in which we invest, to offer them our support in a challenging 2020. We know that
they are trying to do the right thing for their employees, for their customers, for their communities as well
as for their shareholders, and we fully support them in this. And we’ve also been really glad to see
holdings like Sonic Healthcare and Roche going to great lengths to try and help address the testing crisis
that society is currently facing.

When it comes to making changes to the portfolio, we also think it’s more important than ever that all our
decisions are guided by what’s best for the long-term income stream. That means we need to resist the
urge to invest in apparently cheap, high-yielding stocks. The income may turn out to be illusory and the
long-term prospects of those businesses often look pretty poor. So we aren’t tempted by the oil majors, or
retailers, or to go bargain-hunting in the banking sector.

Instead, we think we need to focus, at the individual company level, on where the biggest long-term
income growth opportunities are. Who are the most adaptable management teams? Who’s going to
emerge from this period of disruption stronger?

Strengthening the portfolio’s income for the long term

With that as our guide, we have started to make a couple of changes to the portfolio. We’ve added to some
of our favourite names, at more attractive valuations. We’ve also taken the opportunity to take new
holdings in a couple of businesses that we’ve admired for some time, where we think that the market is
now unduly focused on the short-term outlook. The great American asset manager T Rowe Price would be
one example or Hargreaves Lansdown, which is the leading UK savings platform.

And on the other side of the ledger, we’ve moved on from a couple of names where our conviction in the
long-term case had been ebbing, and which we think won’t emerge from this crisis stronger. For example,
we have sold a small holding in Bankinter. We think Bankinter is one of the best banks in Spain, but we
aren’t sure that being the best player in a really tough industry is going to lead to strong growth over time.

That said, given our long-term time horizon, and the fact that the portfolio as a whole is, we think, well
positioned, you shouldn’t expect us to make major changes and we think turnover will remain low.

Time to invest for long-term income, not short-term yield

2020 will go down as a momentous year for dividend investors. But if there is a big lesson for income
investors to take from this year, we think it’s actually about the importance of focusing on long-term

income from a global opportunity set. We think investors need to stop chasing high yields, and instead
embrace a much richer, broader opportunity set than they have typically done in the past. We strongly
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believe that it’s that focus on the long term that will help deliver not just a more resilient income stream
today, but also real growth over time.

In doing all this, we count ourselves really lucky to work in a firm that values stability and helps us take a
resolutely long-term approach. And also very fortunate in our clients, who share our time horizon.

So I’d like to end by thanking our clients for their support, and thanking you for your time. We hope you
and all your families stay well.

Annual Past Performance to 31 March Each Year (%)
2016 2017 2018 2019 2020

Global Income Growth Composite (Net) o6 22.7 3.3 9.5 3.3
Source: Baillie Gifford & Co. Sterling.

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

Past performance is not a guide to future results.

The views expressed should not be taken as fact and no reliance should be placed upon these when
making investment decisions. They should not be considered as advice or a recommendation to buy, sell
or hold a particular investment. If you are unsure whether an investment is right for you, please contact
an authorised intermediary for advice.

This communication contains information on investments which does not constitute independent
investment 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. Investment markets and
conditions can change rapidly.

Baillie Gifford & Co Limited is authorised and regulated by the Financial Conduct Authority (FCA).

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 is a wholly owned subsidiary of Baillie Gifford Overseas
Limited, which is wholly owned by Baillie Gifford & Co.

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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