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Product Overview

Japanese Income growth is a regional equity strategy which aims to invest in attractive growth investments whilst generating an
above market yield. 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. At the same time, improving attitudes towards
corporate governance and strong corporate balance sheets should support dividend growth.

Risk Analysis

Key Statistics

Number of Holdings 57
Typical Number of Holdings 45-65
Active Share 85%*
Annual Turnover 6%

*Relative to TOPIX. Source: Baillie Gifford & Co, Japan Exchange Group.

Although Japanese companies offer access to
unique and enduring growth opportunities, these
are often concealed by broader market cyclicality

Subsiding economic and yen tailwinds creates a
compelling case for growth equities

Earnings expectations well in excess of the market,
augur well for long-term portfolio returns

Baillie Gifford Key Facts

Assets under management and advice US$293.0bn
Number of clients 633
Number of employees 1708

Number of investment professionals 376




Commentary

Cyclicality is a fact of life

Although Japanese companies offer access to unique
and enduring growth opportunities, these are often
concealed by the cyclicality of the broader market.
These swings are particularly pronounced in Japan,
owing to the export-orientated nature of its largest
constituents and flighty foreign capital that accounts
for an outsized two-thirds of daily traded volume. We
believe that timing these (often unpredictable)
vicissitudes is folly, instead we attempt to look
through-the-cycle, calibrating our expectations to
capture sustainable long-term earnings growth
potential.

Adopting this approach led us to reduce the
portfolio’s exposure to cyclical stocks in recent years,
on the assumption that many may be over-earning.
Although premature (with the benefit of hindsight),
this decision is looking increasingly prescient, as the
pendulum begins to swing the other way.

What next for Japan?

In the last three years Japan’s globally geared market
has experienced a robust cyclical upswing. A
recovery/expansionary phase in global economic
growth and the precipitous decline in the yen are two
standout drivers. The accelerated move this quarter,
towards more accommodative measures in both the
US and China, however, suggests that such economic
tailwinds are easing. The yen’s downward spiral also
appears to have paused, owing to the Bank of Japan’s
increasingly distinct monetary approach.

This change in trajectory jolted markets in August,
as changes in market trends often do. The fallout,
however, was particularly pronounced, with the main
market losing a fifth of its value in only three days. One
culprit was the carry trade, as investors scrambled to
sell stocks to cover margin calls on shortyen
positions.

These macro factors have held huge sway over
market returns in recent years. The economic
upswing post-Covid lifted volumes and the yen’s fall
boosted the price appeal of Japanese products.
Autos, resources and related cyclical sectors were big
beneficiaries. Shipping, for example, has been the
best performing TOPIX sector since Covid, rising
circa 600% as supply chain bottlenecks drove up
freight rates. However, the smoothing of supply
chains and subsiding global growth could stymie the
sustainability of such growth. Autos were another
cyclical winner, as illustrated by Japan’s $300bn titan
Toyota, which realised a 25% boost to full year
operating income from currency movements alone!
Large cap value-orientated stocks such as these,
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have suffered the biggest fallout this quarter as their
cyclical supports appear to have been pulled away.

Assessing such cyclicality can pose several
analytical problems to forecasting future growth. At
the height of cycles, both revenue growth rates and
profit margins tend to be higher, but it is difficult to be
sure by how much. Ideally, one could estimate this by
calculating the average over an extended period
spanning several cycles. However, this too is
complicated by changing dynamics during the period
(such as company, industry and economic
fundamentals) which may render these periods
incomparable. Time adds another complication.
When expansionary periods (swells) occur for
extended periods, people begin to believe that a
structural change has occurred which has conquered
the cycle. This is further muddied by the occurrence
of spuriously correlated events (known as the ‘Super
Bowl Indicator’, where causation is confused with
correlation), such as Japan’s renewed focus on
corporate reform or the end of its 30-year battle with
deflation. Conflating such factors may have led some
to surmise that the current cohort of winners (autos,
resources and shipping) are reflective of the
opportunities that the new paradigm presents. An
acute problem with such arguments, is that they tend
to be the most dangerous when they look most
reasonable. When the cycles shift, as they inevitably
do, demand drops, and the costs of over-capacity
become apparent. So how do we separate the two
and overcome these inevitable oscillations?

Overcoming the ups and downs

“Time in the market beats timing the market” Ken
Fisher

As long-term growth investors, we aim to overcome
cyclicality by backing quality companies that exhibit
robust growth underpinnings. This is evidenced in the
following examples, from companies geared towards
opportunities in areas such as digitalisation and
automation.

Consumer electronics and gaming offer examples
of sectors susceptible to the shifts in consumer
behaviour and economic cycles. However, there are
companies operating within that aim to offset this
issue, by harnessing digitalisation to expand their
offering. Nintendo offers one such example. Nintendo
is approaching the end of its current hardware cycle
with the notably successful Switch console. This
elevates current uncertainty surrounding the
company as the advent of a new hardware cycle
typically generates hype and hearsay prelaunch, in
addition to elevated costs post launch as lead titles
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are amortised and marketing budgets blow up froma
low base. The risks are even more acute on this
occasion, as the Wii U’s failure serves as a vivid
reminder of the potential pitfalls from an unsuccessful
product. However, we do not share the market’s
cynicism; Perhaps Nintendo has been so successful
because of a willingness to experiment and a healthy
disdain for orthodoxy (was the Wii U’s failure a
necessary step towards the Switch’s success?). We
believe these difficult-to-model intangible cultural
assets will likely yield further (though likely non-linear)
future success. Digitalisation offers another angle to
Nintendo’s upside, as less rigid tech constraints allow
the company to extend the life of its franchises by
porting and broadening their access. ‘Nintendo
Online’, for example, is already helping the company
reintroduce classic titles to both nostalgic fans and
new players, revitalising older games by enhancing
their visibility. Beyond gaming, there are potential
parallels to be drawn from Disney, as collaborations in
transmedia, such as films and theme parks further
extend the reach of Nintendo’s IP and create the
prospect of a positive feedback loop back to its core
gaming business. We believe these initiatives offset
the impact of short-term fluctuations in earnings, by
amplifying value creation in the long run.

Automation presents another example of along-
term structural opportunity that is stymied by short-
term cyclicality, with machine tools and tractors
offering two ripe examples. DMG Moriis a leading
global manufacturer of machine tools with a strong
reputation for its prowess in precision engineering -a
hallmark of its Japanese-German heritage. Despite
this technical accolade, DMG cannot escape the
indelible ups and downs of capital spending. Our
through-the-cycle support, however, stems from a
hypothesis that DMG will boost profitability whilst
riding various heavyweight trends like automation,
process integration, and energy efficiency. We expect
this to be realised from DMG'’s shift towards the sale
of more sophisticated and higher-value machines
(including their five-axis machines that cut on three
linear and two rotational axes) and software solutions.
Not only will this help customers consolidate lines, by
extracting both labour and energy costs, but it will
also boost DMG'’s bottom line and widen their
technological moat - as more complex machines will
mean more advanced programming and in-depth
training for operators. Another company that must
traverse the capex cycle is Kubota, with the sale of its
tractors. This leader in small horse-powered tractors
has other inevitable cycles to contend with within its
end-markets, ranging from rice prices fluctuationsin
Japan, America’s economic cycle to poor weather in
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Thailand! Like DMG Mori, we believe Kubota will dilute
the effect of these issues in the long-term thanks to
the structural undercurrent of rising agricultural and
construction spend, especially within Asia. Supported
by a profitable agricultural business in North America,
Kubota is quickly expanding into the world’s largest
tractor market, India (which accounts for circa 50% of
global tractor demand). The acquisition and
consolidation of local Indian player ‘Escorts’ gives
Kubota an entry-level product more in tune with the
needs of the local market and exposure to the long-
lasting growth opportunity of agricultural
mechanisation (which currently sits at ~40% vs ~60%
in China and ~95% in North America).

Outlasting the cycle

Our focus on capturing Japan’s unique and enduring
growth opportunities continues to present compelling
long-term appeal. This approach can, however, fall
out of favour if the wider market enjoys an unusually
long cyclical uplift. Instead of following the band
waggon by chasing the cycle, we stick fervently to our
long-term investment philosophy by retaining our
focus on quality growth companies underpinned by
strong long-term structural trends.

This is beginning to be rewarded, as the cyclical
wave subsides some major market constituents are
now looking exposed. In contrast, the portfolio, which
consists of companies that are continuing to deliver
structural-supported earning streams, is starting to
pull ahead of the index. With earnings expectations
that are well in excess of the wider market, we believe
this is just the beginning.
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Performance Objective

1.5%+ gross of fees p.a over 5 years vs index.
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The performance objective is aspirational and is not guaranteed. We don’t use it to compile the portfolio and returns will vary. A single
performance objective may not be appropriate across all vehicles and jurisdictions. We may not meet our investment objectives if, for example,
our growth investment style is out of favour, or we misjudge the long-term earnings growth of our holdings.

Periodic Performance
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Annualised periods ended 30 September 2024. 3 Month & 1 Year figures are not annualised.

Inception date: 31 July 2016

Figures may not sum due to rounding.
Benchmark is TOPIX.

Source: Revolution, Japan Exchange Group.
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Discrete Performance
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Stock Level Attribution

Top and Bottom Ten Contributors to Relative Performance
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Quarter to 30 September 2024

One Year to 30 September 2024

Stock Name Contribution (%) Stock Name Contribution (%)
Toyota Motor 0.8 MS&AD Insurance 1.6
Seria 0.6 Seria 0.7
MonotaRO 0.6 Toyota Motor 0.7
Calbee 0.5 Tokio Marine Holdings 0.7
Tokyo Electron 0.4 MonotaRO 0.6
Pola Orbis 0.4 Kakaku.com 0.4
PARK24 0.4 Rakuten 0.4
GMO Internet 0.3 NTT 0.4
Rakuten 0.3 Benefit One 0.4
Kakaku.com 0.3 DMG Mori 0.4
DMG Mori -0.9 Hitachi -1.1
SBI Holdings -0.6 Pola Orbis -0.8
SoftBank Corp -0.6 Shiseido -0.8
Hitachi -0.2 Recruit Holdings -0.7
Mitsubishi Heavy Industries -0.2 Mitsubishi Heavy Industries -0.5
Tokio Marine Holdings -0.2 Kubota -0.5
Shiseido -0.2 Milbon -0.4
Eisai -0.2 Infomart -0.4
Sony -0.2 Industrial & Infrastructure Fund -0.4
Kyoto Financial Group -0.2 Bridgestone -0.4

Source: Revolution, Japan Exchange Group. Japan Income Growth composite relative to TOPIX.
The holdings identified do not represent all of the securities purchased, sold or held during the measurement period. Past performance does not
guarantee future returns. A full list showing all holdings’ contributions to the portfolio’s performance and a description on how the attribution is
calculated is available on request. Some stocks may not have been held for the whole period. All attribution figures are calculated gross of fees,
relative to the index from stock level up, based on closing prices. As attribution is shown relative to the benchmark, not all stocks shown are held

in the portfolio.
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Top Ten Holdings
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Stock Name Description of Business % of Portfolio
GMO Internet Internet conglomerate 4.2
SoftBank Group Telecom operator and technology investor 3.9
MS&AD Insurance Japanese insurer 3.8
Tokio Marine Holdings Inc Offers property and life insurance 3.7
Sumitomo Mitsui Trust Japanese trust bank and investment manager 3.7
SBI Holdings Online financial services 3.5
Calbee Branded snack foods 2.8
DMG Mori Machine tool manufacturer 2.6
PARK24 Parking, car hire and sharing 25
FANUC Robotics manufacturer 2.5
Total 33.4
Sector Weights

%

1 Manufacturing 46.9
2 Finance & Insurance 16.3
3 Transport And Communications 11.8
4  Services 9.6
5 Commerce 9.1
6 Real Estate 5.3
7 Cash 1.0

Figures may not sum due to rounding.
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Voting Activity

Votes Cast in Favour Votes Cast Against Votes Abstained/Withheld

Companies None Companies None Companies None
Resolutions None Resolutions None Resolutions None
Company Engagement

Engagement Type Company

Environmental

Kakaku.com, Inc., Kubota Corporation,
MS&AD Insurance Group Holdings, Inc.,
Sumitomo Metal Mining Co., Ltd., Tokio
Marine Holdings, Inc.

Governance

Calbee, Inc., DENSO Corporation, GMO
internet group, Inc., Kakaku.com, Inc.,
Kubota Corporation, M3, Inc., MIXI, Inc.,
MS&AD Insurance Group Holdings, Inc.,
Mitsui & Co., Ltd., Nakanishi Inc.,
Olympus Corporation, Shiseido
Company, Limited, SoftBank Corp., Sugi
Holdings Co.,Ltd., Sumitomo Metal
Mining Co., Ltd., Tokio Marine Holdings,
Inc.

Strategy

GMO internet group, Inc., Nakanishi Inc.,
Olympus Corporation
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Company Engagement Report

Kubota Corporation Objective: As a major supplier of large equipment for construction and agriculture, Kubota
can influence the decarbonisation of two materially carbon-intensive industries. This could
ultimately be a competitive advantage for the company driving future growth opportunities.
We engaged to learn about the company's ambitions for its decarbonisation pathway,
including both challenges and opportunities.

Discussion: Kubota described the company's roadmap for investments to convert fossil
fuel-based industrial heat processes into electric alternatives and substantially reduce the
company's operational carbon footprint. Doing so will enable the company to meet its
near-term target for decarbonisation, which aligns with the ambitions of the Paris
Agreement. However, the company's scope 2 emissions reductions largely depend on the
pace of decarbonisation of the Japanese power grid. The company has a very substantial
supply chain carbon footprint - both upstream and downstream. The upstream is mainly
due to the significant emissions from the supply of Japanese steel to Kubota's
manufacturing operations in Japan. Again, the pace of decarbonisation is largely outside of
Kubota's control, and the company didn't provide much confidence regarding industry
initiatives or ambitions to align with the Paris Agreement.

The downstream emissions are from the sale and usage of Kubota's portfolio of
predominantly fossil fuel-powered equipment (mostly tractors, excavators and diggers).
The company is gradually expanding its product offering to include non-fossil alternatives,
such as hybrid, battery-powered, and even hydrogen-fuelled. However, these costly
alternative products' adoption is currently incredibly low. With the battery-powered
alternatives, the problem is the lack of rural charging infrastructure and the fact that
existing technology can only operate for a maximum of three to four hours before
recharging - not great for productivity on either a construction site or a farm!

Outcome: Kubota faces several challenges with decarbonisation - the company's direct
and indirect emissions footprint. The company has determined a credible pathway to
reduce the emissions from its operations, but Kubota is also heavily dependent on both
the Japanese government and the Japanese steel industry to reduce its indirect emissions
materially. Furthermore, as the business pivots towards developing markets to grow its
agricultural sales, selling low-emissions alternatives to diesel engines will become
increasingly challenging. Consequently, Kubota's decarbonisation will likely remain an
engagement priority as we continue to build our knowledge and understanding of the
company's progress.
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Company Engagement Report
MS&AD Insurance Group Objective: We initiated a meeting with the general insurer, MS&AD, following research
Holdings, Inc. which flagged the potential physical risks of climate change to the company's long term

returns. We met with members of the investor relations and sustainability team to
understand MS&AD's approach to integrating climate scenario analysis into its
underwriting and asset management practices. The discussion aimed to provide an
introductory assessment of MS&ADs approach and integration of climate scenario analysis
as a tool to mitigate climate risk.

Discussion: The meeting started by discussing MS&AD's process for developing climate-
related scenarios, which included frameworks such as the UNEP Financial Initiative and
tools from the World Resources Institute. The assessment had initially focused on flood
risk and typhoon impacts, but as it increased its data coverage, it was looking to integrate
other impacts.

The meeting covered some of the challenges faced during the scenario analysis, including
the uncertainties of climate change impacts and the extensive data requirements. There
are ongoing efforts to improve the quality of data to enable more precise scenarios, which
would provide more value to underwriting and asset management teams.

We also covered the governance mechanisms that enabled the outputs of this analysis to
be shared between different divisions and discussed at the board level, however, the
challenges of data relevance and quality were recurrent themes.

The meeting concluded with reflections on the ongoing relevance of scenario analysis and
plans for understanding and mitigating climate change's impacts on the insurance
business.

Outcome: The meeting provided insight into MS&AD's approach to integrating climate
scenario analysis into its operations. It highlighted the firm's initiatives and challenges in
adapting to and mitigating the risks posed by climate change. We communicated our
supportive approach to future engagements on this and look forward to further meetings
to discuss progress on data quality and coverage.

Olympus Corporation Objective: We were invited to present to Olympus' management and board of directors.
The purpose was to share our expectations for Olympus, focusing on long-term growth
prospects and addressing potential risks. This session included a presentation followed by
a Q&A, aiming to provide Olympus with insights from an investor's perspective.

Discussion: The discussion covered 3 key areas. First, we shared our long-term growth
expectations for the company, providing a description of how we anticipate that by
focusing on operational efficiencies and market expansion, Olympus can elevate its
operating margins significantly. Given the starting valuation, achieving these expectations
should result in attractive returns for our clients and outperformance in both Japanese and
global markets.

Second, we shared some short-term goals that we believe could help Olympus achieve
these long-term goals. These included focusing on resolving any final quality assurance
concerns raised by the FDA and focusing on market share expansion.

Third, we stressed the importance of balancing profitability targets with the need to
reinvest in research and development and business development to safeguard the long-
term health of the business.

Lastly, we reflected on our experience holding Olympus shares on behalf of clients over
the long term. We shared that we are supportive of efforts to enhance production
efficiency, improve quality, and simplify the business to avoid unforced errors and execute
on the large opportunity set.

Outcome: The meeting was valuable for articulating our long-term expectations for
Olympus. It underscored the importance of being a long-term, supportive shareholder and
provided a constructive step towards enabling Olympus's global competitiveness. The
meeting established key milestones for assessing progress in subsequent discussions with
senior management.
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Votes Cast in Favour
We did not vote in favour of any resolutions during the period.

Votes Cast Against
We did not vote against any resolutions during the period.

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

There were no new purchases during the period.

There were no complete sales during the period.
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Holdings Information Please note the fund portfolio information contained within this report is confidential, proprietary information and should be
maintained as such and not disseminated. The content is intended for information purposes only and should not be
disclosed to other third parties or used for the purposes of market timing or seeking to gain an unfair advantage

TOPIX The TOPIX Index Value and the TOPIX Marks are subject to the proprietary rights owned by JPX Market Innovation &
Research, Inc. or affiliates of JPX Market Innovation & Research, Inc. (hereinafter collectively referred to as "JPX") and JPX
owns all rights and know-how relating to TOPIX such as calculation, publication and use of the TOPIX Index Value and
relating to the TOPIX Marks. JPX shall not be liable for the miscalculation, incorrect publication, delayed or interrupted
publication of the TOPIX Index Value.



