EDISON
Baillie Gifford China Growth

Year of a bull in motion

Baillie Gifford China Growth (BGCG) is a recent entrant to Ballie Gifford’s
(BG) house philosophy of investing alongside current trendsetters and
future large-scale potential winners. It emerged in September 2020 as BG
took over management of the trust, changing the strategy from broader
Asia Pacific equities to a mandate of pure Chinese equities (see our

on BGCG). Despite negative newsflow on China over the
past few months clouding last year’s euphoria around investing in Chinese
equities, the investment case stands firm. Amid heightened risks, for the
time being China appears to welcome foreign investors, as it remains in
expansion mode within the global financial markets.

BGCG's relative performance to end April 2021*
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Why BGCG now?

BG believes that picking outperforming emerging markets (EM) stocks is heavily
dependant on the country and geographic market of their businesses, and China
remains its top country of choice. The market’s reaction to regulatory scrutiny from
the Chinese financial authorities over the past few months might have been
overdone. According to BG, the China growth story remains robust despite
regulatory spats being a regular feature of the Chinese market. With just two other
pure China equity closed-ended peers currently on the UK market, BGCG is a
potentially timely offering. The chart above shows its solid relative performance over
the last six months (to end-April 2021) following the fund’s restructuring.

The analyst’s view

EMs have been a ‘mixed bag’ in terms of performance in the past few years, with big
divergences between countries. BGCG'’s pure China strategy effectively competes
with other single EM country and broader Asia mandates. While acknowledging
relatively high risk due to short-term market volatility, BG positioned itself to realise
the high return potential in the equity market of the second largest world economy
over the cycle. Over the past 10 years, the number of listed companies in China has
trebled and the managers note their pronounced quality. BG engages with the in-

house ESG team and companies regularly. Collaborating with the ESG team forms a

crucial part of the core investment process.
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NAV* 465.1p
Premium to NAV 5.8%
*Including income. As at 29 April 2021.
Yield 1.5%
Ordinary shares in issue 59.3m
Code BGCG
Primary exchange LSE
AIC sector Country-specialist Asia

Benchmark MSCI China All Shares

52-week high/low 640.0p 305.6p

NAV* high/low 554.3p 337.0p

*Including income.

Gearing

Gearing at 31 March 2021 nil

Fund objective

The investment objective is to produce long-term
capital growth by investing predominantly in shares
of Chinese companies. Performance is measured
against the MSCI China All Shares Index.
Previously the trust aimed for capital and income
growth from a diversified portfolio of investments in
the Asia Pacific region. Baillie Gifford took over
management of the trust from Witan Investment
Services on 16 September 2020.

Bull points

BG's team’s sound expertise of direct investing
in China, dating back to 1994.

Excellent track record of strategy performance
over 12 years.

The portfolio contains a mix of public and private
businesses, which potentially increases the
strategy’s total return.

Bear points

Only suitable for long-term investors with high
volatility tolerance.

Private equity exposure (<20% portfolio)
increases risks.

Single country strategy, so exposed to China-
specific risks (eg trade wars, geopolitics, long
post-COVID-19 recovery, internal regulation).

Analysts
Victoria Chernykh +44 (0)20 3077 5700
Sarah Godfrey +44 (0)20 3077 5700

Baillie Gifford China Growth Trust is
a research client of Edison
Investment Research Limited


https://www.edisongroup.com/publication/china-we-are-only-at-the-beginning-2/28006/
mailto:investmenttrusts@edisongroup.com
https://www.edisongroup.com/company/witan-pacific-investment-trust/1824/

EDISON

The manager’s view and China’s equity market

BG believes that the recent actions taken by Chinese financial regulators over the past few months
imply that anti-monopoly regulations apply to all enterprises, big and small. BGCG'’s fund manager,
Sophie Earnshaw explains that formal and distinct regulations, stopping anti-competitive behaviour,
give comfort to international investors. Following rapid exponential growth in e-commerce
enterprises such as Alibaba and Tencent in a very benign, relatively unregulated environment, BG
welcomes actions by regulators to create a universal corporate regulatory framework.

With recent actions including a $2.8bn fine on Alibaba (top 10 holding at 9.1% of the portfolio at 31
March 2021, see Exhibit 2), regulators acted to stop the company opening shops on other smaller
platforms and ‘squeezing’ competitors out. The regulators focused on one of the major anti-
competitive practices — merchant exclusivity where a company/seller would have been required to
only sell its goods and services on Alibaba’s merchant platform (they would have had to choose
between doing business with Alibaba or its rivals). BG considers the $2.8bn fine as a positive
outcome, and an amount that Alibaba can easily afford. It accounts for around 4% of Alibaba’s
domestic revenues. The platform remains intact and operational after this fine, with a long-term
growth opportunity in e-commerce and its cloud segment.

The financial press interpreted these events as a steep change in the government’s actions. BG
does not view it in this way. The government is trying to regulate big businesses in China in the
same way that the US and now Europe are trying to regulate big tech. The Chinese government is
very reliant on private companies for innovation. As it depends to a large extent on these
businesses, the government is unlikely to break them up completely, according to BG.

The publication of draft anti-monopoly regulations by the Chinese financial regulator at the end of
2020 and suspension of the expected high-profile $34bn Ant Group’s IPO in November last year
sent Chinese equities markets into a downward trend over the past few months. Lingering
international investor concerns over potential tightening rules on the nation’s technology sector and
an ongoing dispute with the US have resulted in the MSCI China Index returning 2%, compared to
the MSCI World rising by 21%, over the past six months, on a TR basis in GBP.

Exhibit 1 shows the Chinese equity market selling off materially from its highs in February 2021.

Exhibit 1: Equity markets’ performance
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Regulatory scrutiny of Chinese corporations coupled with uncertainty over US/China relations, have
kept the performance of Chinese equities subdued year to date. While China was the first country
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to emerge from the pandemic about nine months ago, global newsflow continues to be dominated
by COVID-19, contributing to investors’ cautious stance about the Chinese market.

Alibaba has ample room not only to further expand its Chinese e-commerce division, which is still
growing at double-digit rates, but also its cloud business, which is currently ¢ 8% of total revenues.
According to Earnshaw, Alibaba’s market-leading cloud segment, which has a 45% market share in
China, could be 5-10 times larger in five to 10 years and currently presents a very large growth
opportunity. Scale matters for cloud infrastructure businesses, as it can create cost and pricing
advantages for the market leader. BGCG’s team has frequent conversations with Alibaba — while
the company’s management is keen to comply with regulations, it is excited about growth
opportunities. According to BG, Alibaba still intends to float Ant, but has not yet specified what Ant’s
business will be, following recent regulatory changes.

Exhibit 2: Top 10 holdings

Company Sector Portfolio weight % at 31 March 2021
Tencent Communication services 9.9
Alibaba Consumer discretionary 9.1
Ping An Insurance Financials 45
ByteDance Communication services 43
Meituan Dianping Consumer discretionary 4.0
Kweichow Moutai Consumer staples 34
China Merchants Bank Financials 2.7
8 Bilibili Communication services 2.6
Zai Lab Healthcare 2.3
Li Ning Consumer discretionary 2.1
Top 10 (% of portfolio) 449

Source: Baillie Gifford

The country is opening its financial markets to attract more investments as it seeks to expand its
economic base. According to Fang Xinghai, vice chairman of the China Securities Regulatory
Commission, China plans to increase inclusion of A-shares’ in quoted companies that are traded in
mainland China, in major global indices, and continues to expand the scope of inclusion to attract
more foreign investment. April's Boao Forum, which is known as ‘the world economic forum of Asia’,
was attended by a number of global representatives, such as the heads of the International
Monetary Fund and United Nations and western business leaders, including Apple’s Tim Cook,
Tesla’s Elon Musk, Blackstone Group’s Stephen Schwarzman and Bridgewater Associates’ Ray
Dalio. Fang said on the forum that foreign institutional investors such as mutual funds, pension
funds and insurance funds are ‘very welcome’ in China. He added that as of the end of March 2021,
foreign capital held 5% of China’s stock markets.

The A-share market is ¢ 80% retail dominated. According to BG, the government intends to stabilise
the market make it more standardised and internationalise the RMB over the longer term. As an
illustration of its progress, China has put a lot of effort into opening the bond market. A recent
example in April was the successful $3bn convertible bond placing by one of BGCG'’s top 10
holdings, Meituan Dianping (4%), which was run by two Western banks. The investment manager
sees a similar development and international maturation pattern in the equity market.

Meituan Dianping, an online marketplace for the local service industry in China, operates in more
than 200 categories in 2,800 cities. It has a strong market share in on-demand restaurant delivery,
in-store dining, hotel booking and film ticketing. Over the long term, the managers view these
segments, all in the early stages of development, leading to strong growth expectations for many
years to come. This is despite short-term volatility in the company’s share price. Recent newsflow
around the company has been mixed and resulted in the share price falling by over 30% from its
February peak to end-April. In April, the company raised ¢ $7bn equity and ¢ $3bn debt. Meituan
intends to use the proceeds from the stock and bond sales for technology innovation, including
research and development of autonomous delivery vehicles, drone delivery, other cutting-edge
technology and general corporate purposes. Shortly after the capital raise the State Administration
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for Market Regulation announced an anti-trust investigation into Meituan’s activity. The company
said that it would actively cooperate with the investigation and make efforts to comply with the
regulations, and that it is currently operating as usual. BG considers the State Administration’s
actions as a step in creating a more formal and universal corporate regulation system in China.

The managers bought their first holding in private company ByteDance, a social media and short
form video company (top 10, 4.3%) in December 2020. BG has been invested in the company since
May 2019. The managers believe that ByteDance is currently at a fairly early stage of monetisation
of user activity and has a very large growth opportunity in advertising in addition to more nascent
areas.

Little surprised by short-term volatility, the BG team is optimistic about the prospects for long-term
investments in China. It expects China to be one of the key markets in the coming decade. The
team sees the fundamental backdrop as favourable for Chinese equities due to robust earnings
growth and global portfolios gradually increasing their exposure to China. The IMF’s January 2021
expectation is for the Chinese economy to grow 8.1% in 2021 and 5.6% in 2022. Together with
growing consumption from the Chinese middle class, this increase should provide support for
corporate earnings and equity markets.

Performance

Following the reorganisation in September 2020, BGCG returned 9.2% over the six months to end-
April, outperforming the MSCI China All Shares Index, on the NAV total return basis. The trust
underperformed the MSCI World Index over six months and shorter periods, as shown in Exhibit 3,
as its exposure to a number of large Chinese companies, which fell more than the global index,
affected performance. BGCG outperformed the BG China open-ended fund over the three short
periods since its takeover by BG.

Exhibit 3: Share price and NAV total return performance* relative to indices and BG China equity strategy (%)

One month Three months  Six months Oneyear Three years  Five years 10 years
BGCG price 6.5 -10.2 9.0 574 59.8 130.0 185.0
BGCG NAV 4.0 5.6 9.2 387 28.9 82.6 122.8
Price relative to MSCI China All Shares 45 (5.7) 7.7 24.9 24.8 29.5 27.2
NAV relative to MSCI China All Shares 20 0.9) 8.0 10.1 0.7 28 (0.5)
Price relative to MSCI AC Asia Pacific Free 54 (11.0) (3.7 211 25.2 21.0 21.9
NAV relative to MSCI AC Asia Pacific Free 29 (6.5) (3.5 6.7 1.0 (3.9 4.7)
Price relative to MSCI World 2.1 (18.4) (9.8) 18.3 6.4 9.7 (13.1)
NAV relative to MSCI World (0.3) (14.3) (9.6) 43 (14.1) (12.9) (32.1)
Price relative to Baillie Gifford China B ACC 2.7 (2.2) 2.8 5.7 (4.2) (26.0) (18.5)
NAV relative to Baillie Gifford China B ACC 0.3 2.8 3.0 (6.9) (22.7) (41.2) (36.3)

Source: Refinitiv, Edison Investment Research. Note: Data to end-April 2021. Geometric calculation. *Shows the trust’s performance
under Witan’s management until the mandate change on 16 September 2020.

While BGCG was launched recently, the superior performance of BG’s Chinese strategy is
illustrated in Exhibit 4 by the performance of the BG China OEIC, launched in November 2008. It
continues to outperform the closed-ended Asia Pacific sector average over 3,5 and 10 years.

Exhibit 4: Selected peer group as at 30 April 2021*

% unless stated Market NAVTR NAVTR NAVTR NAVTR Discount Ongoing Perf. Net Dividend
cap £m 1 year 3 year S5year 10year (cum-fair) charge fee  gearing yield

Asia Pacific closed-ended peers

Sector average (nine funds) 513.9 53.3 47.0 133.5 182.4 (2.2) 1.0 103 1.4

Baillie Gifford China Growth 291.9 38.5 27.9 81.3 122.3 7.3 1.0 Yes 100 1.5

China closed-ended peers

Fidelity China Special Situations 2,2371 74.9 69.3 192.2 3726 (0.9) 1.0 No 129 1.0

JPMorgan China Growth & Income 563.9 63.9 106.3 275.8 338.2 43 1.0 No 109 3.3

Baillie Gifford China B Acc 7823 50.0 70.6 220.9 275.2 0.8 No 0.0

Source: Morningstar, Edison Investment Research. Note: *Performance to 30 April 2021 based on cum-fair NAV. TR = total return. TER
= total expense ratio. Net gearing is total assets less cash and equivalents as a percentage of net assets.
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Positive contributors to BGCG’s performance during the period included healthcare holdings such
as Zai Labs, an innovative biotech company, WuXi AppTec, a leading contract research
organisation, and Kingmed, a diagnostics company. Other positive contributors include CATL,
China's leading electric vehicle battery maker, and Estun, a prospective future leader in robotics
and factory automation. Notable detractors over the period include Brilliance China, BMW's partner
in the Chinese auto market, and Berry Genomics, a gene sequencing company.

Dividend

The new investment policy aims to produce long-term capital growth only. Given this, investors
should not expect to receive the same level of (or any) income after FY22 as they did before the
trust was restructured. To mitigate the transition of the strategy to growth from ‘growth and income’,
the board agreed the 7.15p per share dividend in respect of FY21 (to 31 January 2021), in line with
the FY20 level, and intends to pay the same dividend in FY22. The dividends will be paid in

October and June, respectively, from the company’s £11.6m (at 31 January 2021) revenue
reserves.

Premium stabilised

BGCG currently trades on a 5.8% cum-fair premium to NAV. We believe that this is a healthy
premium level and in line with that of many other BG investment trusts. The premium, shown in
Exhibit 5, was very volatile in the first few months following the company’s restructuring. Due to
high investor demand, the initial 10% of the additional share capital authority, approved by the
board and shareholders in June 2020, was allocated quickly after the BG’s appointment, and the
premium spiked. The next 20% of capital authorisation was approved in November 2020 and
exhausted by end-March 2021, when the company authorised another 20%. Since then, the
company has issued c 300K shares and continues to issue them.

Exhibit 5: One-year discount/premium to cum-fair NAV
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This report has been commissioned by Baillie Gifford China Growth Trust and prepared and issued by Edison, in consideration of a fee payable by Baillie Gifford China Growth Trust. Edison Investment Research standard
fees are £16,000 pa for the production and broad dissemination of a detailed note (Outlook) following by regular (typically quarterly) update notes. Fees are paid upfront in cash without recourse. Edison may seek
additional fees for the provision of roadshows and related IR services for the client but does not get remunerated for any investment banking services. We never take payment in stock, options or warrants for any of our
services.

Accuracy of content: All information used in the publication of this report has been compiled from publicly available sources that are believed to be reliable, however we do not guarantee the accuracy or completeness of
this report and have not sought for this information to be independently verified. Opinions contained in this report represent those of the research department of Edison at the time of publication. Forward-looking information
or statements in this report contain information that is based on assumptions, forecasts of future results, estimates of amounts not yet determinable, and therefore involve known and unknown risks, uncertainties and other
factors which may cause the actual results, performance or achievements of their subject matter to be materially different from current expectations.

Exclusion of Liability: To the fullest extent allowed by law, Edison shall not be liable for any direct, indirect or conseque ntial losses, loss of profits, damages, costs or expenses incurred or suffered by you arising out or in
connection with the access to, use of or reliance on any information contained on this note.

No personalised advice: The information that we provide should not be construed in any manner whatsoever as, personalised advice. Also, the information provided by us should not be construed by any subscriber or
prospective subscriber as Edison’s solicitation to effect, or attempt to effect, any transaction in a security. The securitie s described in the report may not be eligible for sale in all jurisdictions or to certain categories of
investors.

Investment in securities mentioned: Edison has a restrictive policy relating to personal dealing and conflicts of interest. Edison Group does not conduct any investment business and, accordingly, does not itself hold any
positions in the securities mentioned in this report. However, the respective directors, officers, employees and contractors of Edison may have a position in any or related securities mentioned in this report, subject to
Edison's policies on personal dealing and conflicts of interest.

Copyright: Copyright 2021 Edison Investment Research Limited (Edison).

Edison Investment Research Pty Ltd (Edison AU) is the Australian subsidiary of Edison. Edison AU is a Corporate Authorised Representative (1252501) of Crown Wealth Group Pty Ltd who holds an Australian Financial
Services Licence (Number: 494274). This research is issued in Australia by Edison AU and any access to it, is intended only for "wholesale clients" within the meaning of the Corporations Act 2001 of Australia. Any advice
given by Edison AU is general advice only and does not take into account your personal circumstances, needs or objectives. You should, before acting on this advice, consider the appropriateness of the advice, having
regard to your objectives, financial situation and needs. If our advice relates to the acquisition, or possible acquisition, of a particular financial product you should read any relevant Product Disclosure Statement or like
instrument.

The research in this document is intended for New Zealand resident professional financial advisers or brokers (for use in their roles as financial advisers or brokers) and habitual investors who are “wholesale clients” for the
purpose of the Financial Advisers Act 2008 (FAA) (as described in sections 5(c) (1)(a), (b) and (c) of the FAA). This is not a solicitation or inducement to buy, sell, subscribe, or underwrite any securities mentioned or in the
topic of this document. For the purpose of the FAA, the content of this report is of a general nature, is intended as a source of general information only and is not intended to constitute a recommendation or opinion in
relation to acquiring or disposing (including refraining from acquiring or disposing) of securities. The distribution of this document is not a “personalised service” and, to the extent that it contains any financial advice, is
intended only as a “class service” provided by Edison within the meaning of the FAA (i.e. without taking into account the particular financial situation or goals of any person). As such, it should not be relied upon in making
an investment decision.

This document is prepared and provided by Edison for information purposes only and should not be construed as an offer or solicitation for investment in any securities mentioned or in the topic of this document. A
marketing communication under FCA Rules, this document has not been prepared in accordance with the legal requirements designed to promote the independence of investment research and is not subject to any
prohibition on dealing ahead of the dissemination of investment research.

This Communication is being distributed in the United Kingdom and is directed only at (i) persons having professional experience in matters relating to investments, i.e. investment professionals within the meaning of Article
19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005, as amended (the "FPQO") (ii) high net-worth companies, unincorporated associations or other bodies within the meaning of Article 49
of the FPO and (jii) persons to whom it is otherwise lawful to distribute it. The investment or investment activity to which this document relates is available only to such persons. Itis not intended that this document be
distributed or passed on, directly or indirectly, to any other class of persons and in any event and under no circumstances should persons of any other description rely on or act upon the contents of this document.

This Communication is being supplied to you solely for your information and may not be reproduced by, further distributed to or published in whole or in part by, any other person.

Edison relies upon the "publishers' exclusion" from the definition of investment adviser under Section 202(a)(11) of the Investment Advisers Act of 1940 and corresponding state securities laws. This report is a bona fide
publication of general and regular circulation offering impersonal investment-related advice, not tailored to a specific investment portfolio or the needs of current and/or prospective subscribers. As such, Edison does not
offer or provide personal advice and the research provided is for informational purposes only. No mention of a particular security in this report constitutes a recommendation to buy, sell or hold that or any security, or that
any particular security, portfolio of securities, transaction or investment strategy is suitable for any specific person.
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