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Rio de Janeiro, New Year’s Eve, 1994. Not a grain of golden sand
was visible across Copacabana’s 2.2 miles long stretch of beach,
as more than 3.5 million people swayed and sang while Rod
Stewart belted out his classics in what is believed to be the
largest attended concert in music history. Last year, remarkably,
the artist Lil Nas X performed to over 10 times that number during
the course of a two-day, four-show set. However, the venue
chosen sits in stark contrast to that of the sun-drenched Brazilian
beach: the concert took place on the digital entertainment
platform, and new LTGG holding, Roblox.

Although this comparison may not be completely fair, it is at
least indicative of the growth in popularity of immersive digital
experiences and a hint at the role companies such as Roblox
are playing in providing a digital ‘third place’ away from home
and work. The sociologist Ray Oldenburg described a ‘third
place’ in his 1989 work, The Great Good Place, as somewhere
where ‘you relax in public, encounter familiar faces and make
new acquaintances’. Roblox’s mission is much simpler. It was
founded in 2004 to ‘bring the world together through play’,
and it does this by providing the platform and infrastructure for
developers to build games and experiences and for its users to
play and interact. It’s increasingly delivering on that mission
with more than 200 million monthly active users, and over 40
million games and experiences available.

Roblox sits in contrast to the flurry of companies pivoting to
profit from the ever-increasing buzz of the ‘metaverse’. Founder
and CEO Dave Baszucki’s vision of the ‘human co-experience’
has been the same for 18 years. By resolutely focusing on
optimising the user experience, he’s built a vast and thriving
community recently accelerated by a combination of improving
technology and a critical mass of users and developers on the
platform.

It's an interesting proposition with an equally interesting way of
generating income. Whether paying to play a game, attending

a concert or adorning their virtual character with clothes,
accessories or even pets, users transact in the platform’s digital
currency, Robux. When users transfer into Robux the company
takes a cut. With circa $2bn of Robux purchased in 2021 and
the average daily user in its US home market spending $150 per
year, it’s a potentially lucrative model.

Even more intriguing, perhaps, is that a rise in average spending
is just one of the many avenues to future growth that include
more users, avatar spending, advertising and ecommerce.
Remarkably, an estimated four out of every five kids aged
between eight and 13 in North America use the platform.
Replicating this globally (excluding China) would mean more
than doubling users and Roblox is broadening local language
support and machine translation to do just that.

Of even larger scale is the opportunity to ‘age up’ its base.
Its enhanced development tools and open cloud network
means creators can now transfer content from other platforms,

David Baszucki, CEO of Roblox.

which leads to both better quality games and experiences.
This is already making an impact with its older users, with the
17-24 age group growing the fastest.

A chance to capture the imagination of a captive, engaged
community who spend on average 2.5 hours a day on the
platform is of great appeal to brands and musicians.

The successful creation of both a virtual Gucci Gardens and
a Van’s World (reaching 60 million combined users) has spurred
everyone from the NFL, Nike and Netflix to flock to the
platform. A digital handbag could now evolve into a paired
physical purchase to match your virtual character. For music
labels such as Sony, it might have taken a decade of gigs to
reach Lil Nas X’s 37 million users. The potential here is clear
but for now still nascent.

The multi-faceted growth case also shares LTGG companies’
familiar flywheels: developer growth, user growth, improved
experiences, and user spending should prove self-reinforcing
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and propels our ‘blue sky’ case as follows: In 10 years users
grow to 300 million (same as Snap today) and spend $80 pa.
each, generating circa $25bn of revenue. The capital-light
model results in $10bn of free cash flow. From today’s circa
$30bn market cap, a conservative multiple would see it easily
clear more than 5x growth in the coming decade.

This optimistic scenario may suggest we’re ignoring the virtual
elephant in the room. Namely, is it good for children to be
spending 2.5 hours a day on Roblox? Our discussions with
academic experts in gaming among children have helped us
consider the potential pitfalls and issues on which we continue
to engage with the management team. Media panics were
similarly alarmist during the rise of radio and TV and, as of yet,
evidence of harm is unconvincing. Many parents, such as
Shopify’s CEO Tobias Lutke, have highlighted the potential
benefits of gaming in fostering creativity and enhancing
problem-solving skills.

What is important is Roblox’s prioritisation of child safety,
content moderation and parental controls. For a user-generated
content platform like Roblox, this is complex and evolving but
vital to get right. Underpinning our investment case and the
decision to purchase in January 2022 is our belief that it will.

In today’s volatile markets, we’re sailing stormy waters but
Roblox has given us genuine reason to believe that its growing
digital community can generate returns for your portfolio over
the next decade and beyond.
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Important information and risk factors

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 (‘FIinSA’) 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.

All investment strategies have the potential for profit and loss,
your or your clients’ capital may be at risk.

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.

Financial Intermediaries

This communication is suitable for use of financial intermediaries.
Financial intermediaries are solely responsible for any further
distribution and Baillie Gifford takes no responsibility for the
reliance on this document by any other person who did not
receive this document directly from Baillie Gifford.

Europe

Baillie Gifford Investment Management (Europe) Limited 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. Baillie Gifford Investment Management (Europe) Limited
is authorised by the Central Bank of Ireland as an AIFM under

the AIFM Regulations and as a UCITS management company
under the UCITS Regulation. Baillie Gifford Investment
Management (Europe) Limited is also authorised in accordance
with Regulation 7 of the AIFM Regulations, to provide
management of portfolios of investments, including Individual
Portfolio Management (‘IPM’) and Non-Core Services. Baillie
Gifford Investment Management (Europe) Limited has been
appointed as UCITS management company to the following
UCITS umbrella company; Baillie Gifford Worldwide Funds plc.
Through passporting 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
(“FinlA”). It does not constitute a branch and therefore does not
have authority to commit Baillie Gifford Investment
Management (Europe) Limited. The firm is currently awaiting
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 FinlA.
Baillie Gifford Investment Management (Europe) Limited is a
wholly owned subsidiary of Baillie Gifford Overseas Limited,
which is wholly owned by Baillie Gifford & Co. Baillie Gifford
Overseas Limited and Baillie Gifford & Co are authorised and
regulated in the UK by the Financial Conduct Authority.

Hong Kong

Baillie Gifford Asia (Hong Kong) Limited t& 250 (&) GRAT
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 tAE M (EF ) BFR/AT] 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.
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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.

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.
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Calton Square, 1 Greenside Row, Edinburgh EH1 3AN
Telephone *44 (0)131 275 2000 / bailliegifford.com
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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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