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Carvana, the US online car dealership, has a lofty 
but straightforward mission to change the way in 
which people buy cars. Under threat is the 
uninspiring and lengthy stand-off that customers 
regularly endure on car dealers’ sun-baked 
forecourts. A study in The Journal of Industrial 
Economics found that up to 80 per cent of 
customers dislike the car buying process, in stark 
contrast to the smiles beaming from the inflatable 
tube people flailing wildly at the roadside. Carvana 
aims to radically improve the process. Purchase any 
car, of any vintage, with any features, at a better and 
fixed price, all in the space of 10 mins. Then have it 
delivered the next day, or if you want to mark the 
occasion, picked up at one of Carvana’s popular 
coin-operated car vending machines.

We initiated a holding in Carvana for Long Term 
Global Growth clients in August 2020; it is still a 
relative infant in LTGG terms, but our conviction in 
the stock has continued to grow in this short space 
of time.

Like many LTGG holdings, Carvana is run by a 
passionate and visionary founder. For Ernie Garcia 
III, buying and selling used cars is in his blood. His 
father founded DriveTime, a used car business with 
over 100 dealerships around the US. Ernie’s time in 
the family business, led him to the conclusion that 
buying a car shouldn’t have to be a tedious, four-
hour-plus experience that leaves most Americans 
feeling upsold or ripped off… and so the ’The 
Amazon of Cars’ was born.

Carvana poses the question: ‘What if instead of the 
43,000 used car dealerships in the US, there was 
just one big one, and it was all online?’. The 
company aims to address the $1trn automotive 
market, currently 20 per cent of the US retail 
economy. The used-car industry will continue to 
move online and consolidate the highly fragmented 
legacy car dealership network.

Garcia puts it best himself: 

There are all of these different companies and 
mechanisms that stand between two consumers that 
are trading cars, whether it’s the dealers, the finance 
companies or the transport companies. So the more 
of that system that we can collapse, the more we can 
cut cost out of the system, the more valuable our 
platform becomes, through a simplified, more 
transparent offering and the more value we can 
share with them.

Long Term Global Growth

© Jim West / Alamy Stock Photo

Reflections
August 2021



2

Long Term Global Growth

So how can Carvana achieve this? In contrast to traditional 
dealerships, success isn’t about flashy TV ads or an ambitious 
sales team working on commission; it’s about logistics. The 
Carvana Logistics Network includes inspection and 
refurbishment centres, the delivery fleet, and eye-catching 
vending machines. As this network expands, selection will 
improve, delivery times will reduce, and car prices will fall. 
Admittedly, this is costly to scale, but continued execution will 
make it harder for others to compete. In 2019, Carvana was 
operating only seven inspection and refurbishment centres, 
with a total capacity of 350,000 cars per year. The ambition is 
21 centres by the end of 2021, with a total capacity of 1.25 
million vehicles. Competition is inevitable. Fewer than one per 
cent of car sales are online, so competitors such as CarMax 
and Vroom will help accelerate the transition to buying cars 
online. Carvana is well-placed; its Net Promoter Score sits at  
an exceptionally high 84.

Despite some logistical constraints due to COVID in 2020, 
Carvana sold nearly 250,000 cars, generating over $5bn in 
revenue, doubling in value since first purchase, so how do we 
envisage a five-times return from this point? There are roughly 
40 million used cars sold each year in the US, and Carvana 
aims to sell two million of those by 2030. At the current average 
of $20,000 per unit, that implies revenues of $40bn, and with a 
slight increase in net margins, it is possible to assume a market 
cap of well over $250bn.

As we have seen elsewhere in the LTGG portfolio digital 
disruption continues apace across the US economy, with car 
dealerships now in the crosshairs. Garcia’s customer-centric 
brand aims to take a growing slice of a vast market opportunity.
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Important information and risk factors

Past performance is not a guide to future results. Changes in 
the investment strategies, contributions or withdrawals may 
materially alter the performance and results of the portfolio.  
All investment strategies have the potential for profit and loss.

Risk factors
The views expressed in this article are those of the authors and 
should not be considered as advice or a recommendation to 
buy, sell or hold a particular investment. They reflect personal 
opinion and should not be taken as statements of fact nor 
should any reliance be placed on them when making 
investment decisions. 

Any stock examples and images used in this article are not 
intended to represent recommendations to buy or sell, neither 
is it implied that they will prove profitable in the future. It is not 
known whether they will feature in any future portfolio produced 
by us. Any individual examples will represent only a small part 
of the overall portfolio and are inserted purely to help illustrate 
our investment style. 

This article contains information on investments which does not 
constitute independent research. Accordingly, it is not subject 
to the protections afforded to independent research, but is 
classified as advertising under Art 68 of the Financial Services 
Act (‘FinSA’) and Baillie Gifford and its staff may have dealt in 
the investments concerned.

All information is sourced from Baillie Gifford & Co and is 
current unless otherwise stated. The images used in this  
article are for illustrative purposes only.

Important information
Baillie Gifford & Co and Baillie Gifford & Co Limited are 
authorised and regulated by the Financial Conduct Authority 
(FCA). Baillie Gifford & Co Limited is an Authorised Corporate 
Director of OEICs.

Baillie Gifford Overseas Limited provides investment 
management and advisory services to non-UK Professional/
Institutional clients only. Baillie Gifford Overseas Limited is 
wholly owned by Baillie Gifford & Co. Baillie Gifford & Co and 
Baillie Gifford Overseas Limited are authorised and regulated  
by the FCA in the UK.

Persons resident or domiciled outside the UK should consult 
with their professional advisers as to whether they require any 
governmental or other consents in order to enable them to 
invest, and with their tax advisers for advice relevant to their 
own particular circumstances.

Baillie Gifford Investment Management (Europe) Limited 
provides investment management and advisory services to 
European (excluding UK) clients. It was incorporated in Ireland 
in May 2018 and is authorised by the Central Bank of Ireland. 
Baillie Gifford Investment Management (Europe) Limited 
provides investment management and advisory services to 
European (excluding UK) clients. It was incorporated in Ireland 
in May 2018 and is authorised by the Central Bank of Ireland. 
Through its MiFID passport, it has established Baillie Gifford 
Investment Management (Europe) Limited (Frankfurt Branch) to 
market its investment management and advisory services and 
distribute Baillie Gifford Worldwide Funds plc in Germany. 

Similarly, it has established Baillie Gifford Investment 
Management (Europe) Limited (Amsterdam Branch) to market 
its investment management and advisory services and 
distribute Baillie Gifford Worldwide Funds plc in The 
Netherlands. Baillie Gifford Investment Management (Europe) 
Limited also has a representative office in Zurich, Switzerland 
pursuant to Art. 58 of the Federal Act on Financial Institutions 
(‘FinIA’). It does not constitute a branch and therefore does not 
have authority to commit Baillie Gifford Investment 
Management (Europe) Limited. It is the intention to ask for the 
authorisation by the Swiss Financial Market Supervisory 
Authority (FINMA) to maintain this representative office of a 
foreign asset manager of collective assets in Switzerland 
pursuant to the applicable transitional provisions of FinIA. 
Baillie Gifford Investment Management (Europe) Limited is a 
wholly owned subsidiary of Baillie Gifford Overseas Limited, 
which is wholly owned by Baillie Gifford & Co.

Hong Kong
Baillie Gifford Asia (Hong Kong) Limited 柏基亞洲(香港)有限公司 
is wholly owned by Baillie Gifford Overseas Limited and holds  
a Type 1 and a Type 2 licence from the Securities & Futures 
Commission of Hong Kong to market and distribute Baillie 
Gifford’s range of collective investment schemes to professional 
investors in Hong Kong. Baillie Gifford Asia (Hong Kong) 
Limited 柏基亞洲(香港)有限公司 can be contacted at Suites 
2713-2715, Two International Finance Centre, 8 Finance Street, 
Central, Hong Kong. Telephone +852 3756 5700.

South Korea
Baillie Gifford Overseas Limited is licensed with the Financial 
Services Commission in South Korea as a cross border 
Discretionary Investment Manager and Non-discretionary 
Investment Adviser.

Japan
Mitsubishi UFJ Baillie Gifford Asset Management Limited 
(‘MUBGAM’) is a joint venture company between Mitsubishi 
UFJ Trust & Banking Corporation and Baillie Gifford Overseas 
Limited. MUBGAM is authorised and regulated by the Financial 
Conduct Authority.

Australia
Baillie Gifford Overseas Limited (ARBN 118 567 178) is 
registered as a foreign company under the Corporations Act 
2001 (Cth) and holds Foreign Australian Financial Services 
Licence No 528911. This document is provided to you on the 
basis that you are a ‘wholesale client’ within the meaning of 
section 761G of the Corporations Act 2001 (Cth) (‘Corporations 
Act’).  Please advise Baillie Gifford Overseas Limited immediately 
if you are not a wholesale client.  In no circumstances may this 
document be made available to a ‘retail client’ within the 
meaning of section 761G of the Corporations Act.

This document contains general information only.  It does not 
take into account any person’s objectives, financial situation  
or needs.
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South Africa
Baillie Gifford Overseas Limited is registered as a Foreign 
Financial Services Provider with the Financial Sector Conduct 
Authority in South Africa.

North America
Baillie Gifford International LLC is wholly owned by Baillie Gifford 
Overseas Limited; it was formed in Delaware in 2005 and is 
registered with the SEC. It is the legal entity through which 
Baillie Gifford Overseas Limited provides client service and 
marketing functions in North America. Baillie Gifford Overseas 
Limited is registered with the SEC in the United States of America.

The Manager is not resident in Canada, its head office and 
principal place of business is in Edinburgh, Scotland. Baillie 
Gifford Overseas Limited is regulated in Canada as a portfolio 
manager and exempt market dealer with the Ontario 
Securities Commission (‘OSC’). Its portfolio manager licence 
is currently passported into Alberta, Quebec, Saskatchewan, 
Manitoba and Newfoundland & Labrador whereas the exempt 
market dealer licence is passported across all Canadian 
provinces and territories. Baillie Gifford International LLC is 
regulated by the OSC as an exempt market and its licence is 
passported across all Canadian provinces and territories. 
Baillie Gifford Investment Management (Europe) Limited 
(`BGE’) relies on the International Investment Fund Manager 
Exemption in the provinces of Ontario and Quebec.

Israel
Baillie Gifford Overseas is not licensed under Israel’s Regulation 
of Investment Advising, Investment Marketing and Portfolio 
Management Law, 5755–1995 (the Advice Law) and does not 
carry insurance pursuant to the Advice Law. This document is 
only intended for those categories of Israeli residents who are 
qualified clients listed on the First Addendum to the Advice Law.

Oman
Baillie Gifford Overseas Limited (‘BGO’) neither has a registered 
business presence nor a representative office in Oman and 
does not undertake banking business or provide financial 
services in Oman. Consequently, BGO is not regulated by either 
the Central Bank of Oman or Oman’s Capital Market Authority. 
No authorization, licence or approval has been received from 
the Capital Market Authority of Oman or any other regulatory 
authority in Oman, to provide such advice or service within 
Oman. BGO does not solicit business in Oman and does not 
market, offer, sell or distribute any financial or investment 
products or services in Oman and no subscription to any 
securities, products or financial services may or will be 
consummated within Oman. The recipient of this document 
represents that it is a financial institution or a sophisticated 
investor (as described in Article 139 of the Executive Regulations 
of the Capital Market Law) and that its officers/employees have 
such experience in business and financial matters that they are 
capable of evaluating the merits and risks of investments.

Qatar
The materials contained herein are not intended to constitute 
an offer or provision of investment management, investment 
and advisory services or other financial services under the 
laws of Qatar. The services have not been and will not be 
authorised by the Qatar Financial Markets Authority, the Qatar 
Financial Centre Regulatory Authority or the Qatar Central 
Bank in accordance with their regulations or any other 
regulations in Qatar.
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