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RISK FACTORS

The views expressed in this article are those of Ewan Markson-
Brown 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.

This communication was produced and approved in November 2019
and has not been updated subsequently. It represents views held at
the time of writing and may not reflect current thinking.

Potential for Profit and Loss

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.

Stock Examples

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 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.
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Driving through Jakarta, you notice a few more glass fT
skyscrapers are now dotting the urban sprawl. ¥

Indonesia, home to Southeast Asia’s biggest population,
has the region’s most billion-dollar tech startups also.
These include ecommerce company Bukalapak.com,
motorbike transport and delivery firm Gojek, and online
shopping business Tokopedia.

China’s Alibaba and Tencent have gone into Indonesia

with full pockets: Alibaba made a $1.1 billion investment
in Tokopedia in 2017. But Google, Japan’s Softbank, and
dazzling amounts of private equity are right alongside. Each
has seen Indonesia as the gateway: win a foothold there,

and you can catch the better part of Southeast Asia, too.
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Companies like Tokopedia and the
...ecommerce haS newest online shopping firm, Shopee,
2 are disrupting the economy, driving
made Onllne g OOdS up an enormous wedge into the family-
owned monopolies that have long kept
tO 25 p er Cent Cheap er competitors at bay and prices high
th an t’/. a dltl ona l re t a ll thanks to cosy political connections.

Digitisation takes these rents away
- and spreads them around a broader
populace. Everyone gets richer,
barriers to entry get knocked down,
and further economic growth follows.
It will be particularly good for women,
who today generate 35 per cent of
online sales, says McKinsey. And this
will be good also for people living
outside the main island of Java, for
whom ecommerce has made online
goods up to 25 per cent cheaper than
traditional retail.

Warungs, the Indonesian word for
mom-and-pop corner shops, are

now increasingly ecommerce pickup
locations, too. They bridge online and
offline, bricks and clicks. Bukalapak
partnered with Google this autumn

to map 95,000 warungs. Delivery

by warung is a clever solution to a
particularly Indonesian problem: many
in rural areas live on nameless roads,
without house numbers. (On the other
hand, many streets in large cities

bear the same name.) It is a different
model than that behind China’s tech
development. With fewer logistical
challenges for delivery it mainly
ravaged these family-run shops.

Women use their smart phones at a cafe in Jakarta, Indonesia.
© BAY ISMOYO/AFP/Getty Images.



Indonesia
today looks
strikingly
like China
in 2010.

Indonesia isn’t yet at the stage of
wealth where big global brands are
broadly affordable. So ecommerce
should create a boom in local
manufacturing, ordered by mobile,
delivered by warung. This is true
across the region, too: 150 million
people in Southeast Asia are buying
online today. The region’s ecommerce
sector, which was worth $5.5 billion
in 2015, is now worth $38 billion, and
should balloon to $150 billion by 2025.

In terms of per capita GDP, internet
penetration, retail spending, and
urbanisation, Indonesia today

looks strikingly like China in 2010.
Indonesia’s online market should grow
eightfold in the five years from 2017
to 2022, says McKinsey: from $8

Inside Tokopedia offices, Jakarta, Indonesia.

© Bloomberg/Getty Images.

billion to between $55 and $65 billion
of spending. As much as 16 per cent
of total retail will be online in 2022:
up from only 2 per cent in 2017. This,
points out McKinsey, is all extremely
similar to China’s experience between
2010 and 2015.

And although around 70 per cent of
Indonesia’s web traffic is mobile,
much of the country is still yet to get
online. Its smartphone penetration

is currently among Southeast Asia’s
lowest, with just 46 per cent of mobile
phone users owning smartphones in
2017. But this is on course to reach 78
per cent by 2020. However you look at
it, Indonesia’s online growth potential 3
in the next few years is huge.
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The value of goods sold
online in Indonesia has
almost doubled each year ...
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LETS GO SHOPEE

The value of goods sold online in
Indonesia has almost doubled each
year, from $1.7 billion in 2015, to
$12.2 billion last year. It is good news
for third-party marketplace platforms
like Shopee, which launched in

2015 and saw the total value of its
merchandise then reach $1.1 billion
two years later.

Shopee and its like are creating
demand for products and services
from areas which traditionally could
not access them, or where the cost

of getting them was high. So small
businesses can flourish by connecting
with new willing consumers.

On a recent trip to Jakarta, we visited
one seller on the Shopee platform,
which started listing products in its
three offline stores on Shopee’s website
around the start of 2017. By a year later,
the business had grown by a factor of
ten, with the online trade now a multiple
of the size of all the offline stores.

Gojek, Tokopedia, and Traveloka — an
Indonesia company which operates
the region’s biggest travel app — all
are currently mulling dual public

offerings, to attract both Indonesian
and western investors. After WeWork’s
shelved public offering this autumn,
tech companies like them will be
under increased pressure to show
their roadmap to profitability.

Net profit margins in electronics
manufacturing tend to be razor thin.
Clothes and fashion are likely to
become profitable faster. Goods are
more differentiated, customers are
more loyal, and purchasing-side
economies of scale have less impact.

To make profits as an ecommerce
company, reliable online payments
services are needed. Not all
Indonesia’s banks have embraced
fintech: the chief executive of one
state-controlled bank recently called
it “a threat” in an interview. But some
have: Bank Central Asia has been
working with Gojek and Tokopedia

to serve as payments bank for their
e-wallets. The region’s large unbanked
populations (51 per cent in Indonesia,
69 per cent in Vietnam) represent a
huge opportunity for Indonesia’s 167
fintech startups.



Good Morning Vietham

Vietnam, meanwhile, is also worth watching. Large As more people in Vietnam become able to play

technology parks are buzzing in Hanoi, Ho Chi
Minh City, and Da Nang. They not only provide
offices for software companies like FPT and
Viettel, but technical universities, hotels, health
clinics, and supermarkets for their employees, too.

Vietnam’s population is young, with a median age
of 30.9, and digitally savvy: regionally it trails only
Indonesia in the number of social media accounts
per person. Internet penetration there is set to reach
95 per cent of people in 2023, from 57 per cent in
2016. Smartphones will potentially be in the hands
of 91 per cent of mobile users in 2023, up from

37 per cent in 2016.

About a third of Vietnam’s population are online
gamers, representing 32.8 million users: online
gaming is much more popular there than most
other countries. Most play at cybercafes, which
have the potential to grow into forums that can
hold nationwide e-sports tournaments.

games on smartphones, without needing to visit
web cafes, it looks like a market that will grow
hugely in the next few years. (Cybercafes have
heavy government restrictions: they are required
to close at 10 pm, can’t be near schools, and there
may only be several hundred in the country with
graphic cards.) Mobile games are expected to
make $62 million in revenue in 2019: this is up
36 per cent from 2018.

This kind of growth is especially promising

for companies like SEA, a Singaporean games
publisher which operates Southeast Asia’s biggest
gaming platform, with 161 million quarterly users.
(SEA also runs Shopee, the marketplace platform.)
It’s a big contrast with China, where a tightening
regulatory environment stopped the approval
process for new games in March 2018.

Young men play online games at a shop in Hanoi.

© HOANG DINH NAM/AFP/Getty Images.



SELFIE
POLITICS

In Southeast Asia’s biggest potential
market, Indonesia, it doesn’t hurt that
there’s now more political stability.

After an acrimonious presidential
election in April 2019, re-elected
President Joko Widodo (also called
Jokowi) invited his bitter rival, former
army general Prabowo Subianto, to
join government. The two are now
posing for selfies together. Widodo
also convinced Gojek’s 35 year-old
chief executive Nadiem Makarim

to join his cabinet in October. After
a run of turmoil, Indonesia appears
on course for a consensus politics of
reform, with tech voices at the table.

As China’s economy slowed more than
expected in October, Indonesia and its
neighbours and their internet boom are
offering the kind of opportunity China
offered ten years ago.

Is it transformational? Yes. Are we just
at the start of the trend? Absolutely.

The digital archipelago, and Southeast
Asia more widely, are about to get
more exciting.

Indonesian President Joko Widodo (R) shakes hands with Defence Minister Prabowo Subianto (L)
during the inauguration ceremony at the State palace in Jakarta on October 2019.

© DEK BERRY/AFP/Getty Images.

Indonesia appears on course for
a consensus politics of reform,
with tech voices at the table.
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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.

Hong Kong

Baillie Gifford Asia (Hong Kong) Limited

EAIEE N (FHE) A R F] is wholly owned by

Baillie Gifford Overseas Limited and holds a Type 1
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 EFREU (F¥#5) A RAF] can be contacted

at 30/F, One International Finance Centre, 1 Harbour View
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

This material is provided on the basis that you are

a wholesale client as defined within s761G of the
Corporations Act 2001 (Cth). Baillie Gifford Overseas
Limited (ARBN 118 567 178) is registered as a foreign
company under the Corporations Act 2001 (Cth). It

is exempt from the requirement to hold an Australian
Financial Services License under the Corporations Act
2001 (Cth) in respect of these financial services provided
to Australian wholesale clients. Baillie Gifford Overseas
Limited is authorised and regulated by the Financial
Conduct Authority under UK laws which differ from
those applicable in Australia.

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. It is the legal entity through which
Baillie Gifford Overseas Limited provides client service
and marketing functions in America as well as some
marketing functions in Canada. Baillie Gifford Overseas
Limited is registered as an Investment Adviser with the
Securities & Exchange Commission in the United States
of America.

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 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. Baillie Gifford
Investment Management (Europe) Limited is a wholly
owned subsidiary of Baillie Gifford Overseas Limited,
which is wholly owned by Baillie Gifford & Co.
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