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In June 2022, one of Long Term Global Growth’s decision-
makers, Robert Wilson, shared his views on the future of
entertainment during Baillie Gifford’s ‘Disruption Week’.
What follows is a summary of what was discussed.

A fight for your free time is underway.

Over the past several years, there has been a decline in the
younger generations’ interest in offline social institutions such
as local sports clubs, religious organisations and unions.
Meanwhile, rapid technological progress has enabled people to
do more online — to consume content, to express themselves
and to socialise.

This creates an extensive set of investment opportunities in the
increasingly digital world of entertainment. We can think about
these in three broad categories:
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Content creators:

the companies involved in the making of games, books,
films, music and other media. Netflix is a good example
as it creates its own content, though it’s much more than
just a studio. The LTGG team tends to avoid investing in
pure content creators, as their fate can all too often turn
on a singular product being a hit or a flop.

Distribution players:

the companies providing access to professional and/or
user-generated content via proprietary internet
platforms or other means. Examples in the LTGG
portfolio include audio platform Spotify and short video
platform Bilibili.

‘Picks and shovels’ providers:

the businesses making the underlying technologies that
enable the above. Examples in the LTGG portfolio
include NVIDIA, the leader in graphic processing units
and chips for artificial intelligence, and ASML, the maker
of the lithography machines that make the chips.

This update is solely for the use of professional investors and should not be relied upon by any other person.

It is not intended for use by retail clients.
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One advantage of the LTGG team being generalists rather than
deep industry specialists is that they can consider cross-
industry phenomena. For example, some of the companies we
invest in span all three of the categories above —such as
Amazon, whose studios produce content, whose online
platform distributes that content and whose cloud technology
(Amazon Web Services) enables such content to be streamed
to our living rooms.

Competition for your free time is intense. Last year, for example,
short-form video platform TikTok effectively had twice the level
of aggregate engagement than Netflix. The distinction between
their profit margins is even starker, as TikTok is a user-generated
platform while Netflix invests heavily in producing its own content.
This illustrates how competition extends far beyond Netflix’s
long-form video streaming peers.

If we stretch our time horizon to imagine what our leisure time
will look like in 2050, the current hype suggests we’ll spend
most of our days in the ‘metaverse’ — a computer-generated
location to play and socialise. We think the word ‘metaverse’
conflates a lot of different ideas. We are wary of claims these
will all come true at once and that the value will accrue to one
company. However, we do anticipate meaningful increases in
virtual reality (VR) and augmented reality (AR), and in the
monetisation of games as they become increasingly social
worlds. It may seem outlandish today, but could the virtual
economy overtake the real economy in future?

While Meta is an example of an LTGG holding that currently
leads the field in terms of VR entertainment, Roblox could be
poised to benefit too. It already encourages third-party
developers to create new items and experiences on its gaming
platform, and lets others play and purchase them with its virtual
currency. Interestingly, Roblox is already expanding into other
categories beyond games and attracting an older audience too.

When considering the rapidly evolving opportunities in
entertainment, it is easy to get lost in speculative excitement
about technological advances in semiconductors, the metaverse
and so on. However, what is more interesting for us is not

the change in technology itself, but the level of creativity it

is fostering.

“That creativity will make some companies capable of having
a much more profound relationship with their end customers.
That tends to result in good economics,” says Robert. “And if
you’re willing to be a long-term, patient investor in select
companies, gains should follow over time.”

®

To watch Robert’s session,
please click here.


https://www.bailliegifford.com/disruptive-innovation/ic-video/2022-q2-entertainment-industry-disruption-the-fight-for-your-free-time-10011638/
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Important information and risk factors

The views expressed should not be considered as advice or

a recommendation to buy, sell or hold a particular investment.
They reflect opinion and should not be taken as statements of
fact nor should any reliance be placed on them when making
investment decisions.

This communication was produced and approved in July 2022
and has not been updated subsequently. It represents views
held at the time of writing and may not reflect current thinking.

All investment strategies have the potential for profit and loss,
your or your clients’ capital may be at risk. Past performance is
not a guide to future returns.

This communication 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 communication are for illustrative
purposes only.

Baillie Gifford & Co and Baillie Gifford & Co Limited are
authorised and regulated by the Financial Conduct Authority
(FCA). Balillie 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
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’). The representative office is authorised by the Swiss
Financial Market Supervisory Authority (FINMA). The
representative office does not constitute a branch and therefore
does not have authority to commit Baillie Gifford Investment
Management (Europe) Limited. 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 #J&ar i (k) A R 7]
is wholly owned by Baillie Gifford Overseas Limited and holds
a Type 1 and a Type 2 license 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 fifLaE 9 (F %) A R22 7] 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 material 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 material be made available to a ‘retail
client’ within the meaning of section 761G of the Corporations
Act.

This material 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. Balillie 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 material is only
intended for those categories of Israeli residents who are
qualified clients listed on the First Addendum to the Advice Law.
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