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INNOVATION AND THE MAGIC OF COMPOUNDING 

 

The oldest investment trust listed on the London Stock Exchange can trace its beginnings back 

to the surging demand for rubber at the advent of the car industry. Following the Panic of 1907 

when the New York Stock Exchange fell nearly 50% from its peak, credit markets dried up and realising 

the opportunity to lend to rubber plantations in Asia, Colonel Augustus Baillie and Carlyle Gifford 

established The Straits Mortgage and Trust Company Limited that would ultimately become the 

behemoth: Scottish Mortgage Investment Trust (SMT), a constituent of the FTSE100. 

 

Baillie Gifford & Co, the investment management company that stewards SMT, oversee total assets 

in the fund of £16.67bn as at the end of February 2022. Outgoing manager, James Anderson, defined 

his career with early investments in Amazon and Tesla, which propelled the fund to cumulative 

growth of 696.8% in the last 10-years, compared to 220.4% for its benchmark, the FTSE All-World 

Index. Anderson’s investment philosophy has always been based on the belief that technological 

improvements will drive innovation and that even picking a small number of these successful 

future companies and holding on to them long enough to let the magic of compounding work, will 

lead to exceptional returns for clients. Tom Slater, co-manager since 2015, will take over the reins 

at the end of April and believes that it matters less failing to sell the holdings you should sell, than 

selling the holdings you should not sell. When they go long on investments, they remain long offering 

support as patient investors often nurturing private holdings until they go public.  

 

After a stellar performance in 2020 which saw net asset value (NAV) grow by 106.5%, 2021 was more 

subdued by its own standards, up only 13.2%. This year the share price has come under severe 

pressure from rising inflation and the rising interest rate used in discounting long duration income 

flows on many of the growth stocks in its portfolio. Moderna, the manufacturer of Covid-19 vaccines 

and the largest holding in the portfolio at 8% is down nearly a third year to date, while Tencent, the 

Chinese e-commerce giant, at 4% of the portfolio is down nearly a fifth this year. Others in the top 

five holdings: ASML (-13%), Illumina (-9.6%), Tesla (-13%) and NVIDIA (-10.4%) have all been 

downgraded due to expectations of a steepening yield curve. 

 

Is now the time to panic and if not now, then when? Geopolitical risk is at an all-time high, the US 

federal reserve has just hiked interest rates for the first time since 2018 and global inflation is running 

rampant while oil and gas prices have spike on supply fears. However, listening to manager, Tom 

Slater and deputy manager, Lawrence Burns discuss the current environment and the outlook for the 

portfolio in a recent investor presentation, you don’t get the sense that now is the time to panic, or 

indeed ever. Their strategy is long-term, and they have positioned the fund to participate in 

structural changes and technological advances in society. They have incredible deal flow built on 

decades of strong relationships and a reputation for stability and patience. Entrepreneurs are keeping 

companies private for longer and having early access to investment in these opportunities often leads 

to extraordinary returns.  

 

As for its current top holding, asked if Moderna is a “one-trick-pony” with reference to the major 

windfall from the Covid19 vaccine, but recently downgraded as investors see the end of the pandemic 



 
 
and the Covid-19 vaccine franchise, Lawrence answered “Moderna is a one trick pony, but that one 

trick is a broad and important one and that trick is mRNA.” The biotechnology behind the Covid-19 

vaccine is a powerful one with programmes to cure zika, HIV, cancer and a range of other 

ailments making the recent windfall unlikely to be a once-off. 

 

Regarding the tightening of regulation in the Chinese technology sector and its impact on 

Tencent, the team thinks that the Chinese government is ahead of the curve in terms of 

regulation and that democratic western nations will eventually implement similar regulatory 

changes. They believe that companies that “go with the grain of society” and who are aware of their 

broader impact on society will find it easier to prosper. In this regard, Chinese tech companies are 

further along the route of enlightenment. 

 

Lastly, Tom Slater does not agree that higher inflation and rising interest rates should lead to lower 

valuations on growth stocks. He cautions investors to also consider the impact of pricing power on 

some of these high growth companies as they become market leaders in their field. Therefore, 

with higher expected future inflation, one should also adjust the future cash flows that will yield a 

better current valuation. Looking past the current volatility, the fund has invested in some ground-

breaking technology and the managers are excited by the intersection of computing power and 

biology calling the opportunity set “large and varied” They have 49 investments in private companies, 

and it is not difficult to imagine the next Amazon and Tesla coming from that pool. 
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