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Recommended Investment:
Scottish Mortgage Investment Trust
Launched in 1909, Scottish Mortgage is considered to be Baillie Gifford’s flagship investment trust. These 
days the trust is global rather than Scottish and has nothing whatsoever to do with mortgages. It is an 
actively managed, low cost investment trust, investing in a high conviction, global portfolio of companies 
with the aim of maximising its total return to its shareholders over the long term. Scottish Mortgage has 
been the outstanding success story of the investment trust sector in recent years and is now the largest 
listed closed-ended fund on the LSE (SMT.L) with a market capitalisation of £12bn.

The Investment Managers look for strong, well run businesses which offer the best potential growth 
opportunities. They think in terms of owning companies rather than renting shares and are first and 
foremost stock pickers, selecting investments based on an individual company’s fundamental characteristics. 
A long-term approach is taken, as the Managers believe that it is only over periods of five years or longer 
that competitive advantages and managerial excellence within companies are truly reflected in shareholder 
returns. Companies are analysed using a range of metrics that aim to assess:

i-the strength of management
ii-a company’s competitive and financial position
iii-the customers’ perspective
iv-prospects for sales and margins
v-the potential valuation

The resulting portfolio bears little resemblance to the benchmark index which is only used for performance 
measurement, rather than portfolio construction. The portfolio consists of ~100 holdings, although the high 
conviction approach is reflected in the top 10 holdings representing 44% of total assets. Top 10 holdings 
include such names as Moderna, Tesla, Tencent, Nvidia, Alibaba & Amazon. The fund is also able to invest up 
to 30% of assets in unlisted companies and these currently represent ~25% of total assets, although they 
account for nearly half of the holdings by number.

The fund has performed very well over the long term, with a NAV total return over the last five years of 
+187%, significantly outperforming the 68% return of the FTSE All World benchmark. The performance 
over 10 years is even more impressive, rising 697% against 232% for the benchmark.

Scottish Mortgage has traded on a premium to NAV for much of the last five years but are currently 
trading at a 5% discount. We believe that this discount will be narrowed by the Board’s historical practice 
of buying back shares. During 2021, for example, the fund issued shares worth £525m at a premium and 
repurchased £465m of shares at a discount. The fund also benefits from one of the lowest fees in the 
investment trust sector, with a Total Expenses Ratio of just 0.34%. Combined with the trust’s strong track 
record, we rate the fund a strong buy.


