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Long-Term Endurance 
We believe that the long time horizon with which we approach 
investing is the source of much of our distinctiveness and edge. 

There are a great many investors and commentators focused  
on the short-term. Consequently, our ability to derive an edge 
from such matters is limited. An inordinate number of very smart 
people are already committed to that task. Part of the challenge 
with trying to add value over short time horizons is that you  
are competing against so many people in the same crowded 
pursuit. However, if you are able to withstand the behavioural and 
institutional pressures that come with operating over far longer 
time horizons then you can dramatically reduce the number of 
people you are competing with. This in turn makes the possibility 
of edge and genuine difference to the market far greater.

We make our investment decisions by considering a company’s 
prospects over a decade and certainly no less than five years.  
We believe this is radically different to the average market 
participant. In doing so it aligns us with the fundamental progress 
of companies rather than the fashions of markets. After all, it 
takes many years for large market opportunities to be seized,  
for formidable competitive advantage to be recognised and for 
the vision of founders to come to fruition. 

Long and Winding Roads
What makes long-term investing difficult is that progress is rarely 
a straight-line. Genuine long-term investing requires not just 
patience but the ability to endure periods of intense discomfort. 
We have experienced such discomfort often with our holdings. 
Tesla was first purchased by Scottish Mortgage in January 2013. 
It experienced a fall of 40% that first year alone. During the course 
of our ownership, it has now fallen by 30% or more on seven 
occasions. Yet more extreme was NIO, the Chinese electric car 
maker. It endured a near 90% drawdown in the year following its 
IPO before experiencing its tremendous rise. Our other significant 

contributors to long-term performance such as Amazon, Illumina 
and Tencent have all been subjected to discomforting drawdowns 
during their time in the portfolio. The returns generated by these 
companies could easily have been forgone if the endurance of 
steep share price declines had not been weathered. Giving up on 
Tesla, on any one of those seven occasions, would have been 
catastrophic to the returns of Scottish Mortgage shareholders.

The work of Professor Hendrik Bessembinder, examining the last 
seven decades of US equity returns, shows us our own examples 
are not unusual but representative. He notes “even those 
investments that are the most successful at long horizons involve 
painful losses over shorter horizons” with drawdowns of 40% or 
more shown to be common and often lasting around a year.

We therefore know that significant drawdowns are a normal part 
of long-term investing. Nevertheless, that does not dispel the 
uncertainty that inevitably accompanies each occasion. We must 
always consider the possibility that the world has changed and 
that our investment case is no longer valid. We have never made 
a single investment we were certain would be successful. This is 
why endurance in investing is so difficult. It is endurance not with 
the certainty that we are right but with the acceptance that we 
could in the fullness of time turn out to be wrong. 

We must therefore engage in honest reflection during periods 
such as this. The primary mechanism through which we do so is 
by returning to our scenario analysis and updating as appropriate. 
For each holding we sketch out a range of possible scenarios as 
to how a company might look in five to ten years. Usually, those 
scenarios will range from zero to a very high figure. It is the 
likelihood adjusted returns from those different scenarios that 
determines whether we add, hold or redeploy our shareholders’ 
capital elsewhere. As you would expect we have revisited our 
holdings’ future scenarios as they have come under pressure.

Tesla Performance and Selected Drawdowns
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Source: Eikon content from Refinitiv. Performance calculated daily from 31 March 2012 to 31 March 2022, sterling. 

Past performance is not a guide to future performance.


