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Hello and thanks for joining us. I’m Malcolm Borthwick, editor of Intellectual Capital
at Ballie Gifford
If something is scarce, it’s usually valuable. That benefits whoever is in control.
But if it becomes abundant, things change. Think what happens, for example, to
oil and gas producers when you get your power from renewable energy, or cinema
owners as your stream the latest films into your homes.
Learning is another example. Universities and schools have taught classes in a
standardised fashion for centuries. A teacher in a room delivers a set course over
a set time to a small group of students. But now technologies, in the form of the
internet, AI and apps give you other ways to learn.
To discuss some of the companies transforming education, I’m joined in our
Edinburgh studio by Thaiha Nguyen.
She’s an Investment Manager involved in the Keystone Positive Change
Investment Trust and the Positive Change Fund.
But before we start the conversation, some important information. Please
remember that, as with all investments, your capital is at risk and your income is
not guaranteed
Thaiha, thanks very much for joining us in the studio. It’s exciting to be here in the
Edinburgh studio and this is our 25th podcast. So, thanks for joining us on Short
Briefings on Long Term Thinking.

TN

Thanks, Malcolm. It’s definitely my pleasure to be here and I can’t believe that it is
the 25th podcast already, so it’s definitely a great honour.

MB

Thanks very much, Thaiha. If we could just start by setting out what the problem
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is here and the solution that is being provided.
TN

Education is a very broad area, so let me focus on higher education only for the
conversation today. I think for learners in higher education, the motivation to study
beyond just pursuing new knowledge is actually to earn a better job and high
income in the future, that’s the economic motivation.
That is why education has a signalling purpose. It signals the employability of
learners and that is also why credentials are so important. For a long time
universities were the monopoly of credentials and education is a scare resource
and, like you said earlier, if something is scarce, it is expensive, and that is true in
education.
There is just a limited growth in the supply of higher education because university
teaching is not scalable. For decades the classroom only can hold a certain
number of students and the teacher’s capacity to teach is only confined to the size
of that classroom, but at the same time you have increasing demand for education.
That has caused and escalation in cost and, in fact, if we look at the US college
tuition fee, then it almost quadrupled since the 1980s compared to just the
doubling in healthcare costs. So, what I see as a challenge to our education
system at the moment is that you have a very high cost for education and a system
that is not scalable, that is not accessible for everyone.

MB

A system that is unscalable unless there is change, by the sounds of things.

TN

Yes. I think when there are challenges it is going to spur innovation. I think what
is happening in education at the moment, is that education may become less of a
scarce resource over time and there are two reasons for that. I think the first one
is that universities may no longer be the only credential providers anymore. Why
is that? Because if you think about it the world is changing really fast with rapid
technology development and universities are struggling to keep up with the
contents that make their students employable.
What happened is employers are now directly joining the market to fill in that skill
gap themselves. Companies like Google, like IBM, like Microsoft, etc, have
launched and taught their own degrees that are now considered equivalent to
university degrees. And increasingly, universities are adopting those courses
developed by employers into their own curriculums.
The second thing I think is changing is the distribution of education, and here I’m
talking about the internet and online education. If you think again, the cost of giving
an online lecture to an extra student is virtually zero and so, like everywhere else,
across the economy, the internet has a powerful deflationary impact, which I think
will make education a lot cheaper and a lot more accessible in the future.

MB

Historically or traditionally education has been a bit of a graveyard for investors.
What has changed?

TN

It is interesting because, for investors, we want to find good companies and good
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investment opportunities at the same time, but it seems to be quite hard in
education and, like you say, edtech is often considered a graveyard for investors.
I think the reason for that is because it is really difficult to balance the missions
that the education companies want to achieve, in the form of lowering cost and
improving accessibility with the desire to be profitable.
MB

Thaiha, let’s come back to the idea of balancing profitability and mission a little bit
later, but first I wanted to focus on some of the companies that you’re invested in,
which you’re excited about.

TN

Sure. We have three education companies in the portfolio, which are Coursera,
Duolingo and FDM. I think the audience are all very familiar with Coursera. So,
let’s start with Coursera then.
Coursera has the largest library of MOOC, or massive open online courses, that
I’m sure many of you have tried at least one before. Coursera fits really well with
some of the changes that I talked about earlier. It has three business lines. The
first one is called Coursera for Consumers, in which it provides short online
courses for consumers like you and me, which I think will benefit from the desire
for life-long learning to remain relevant in the ever-changing job market.
The second business is called Degrees, in which Coursera works with universities
to help universities to provide online degrees for the students. That will benefit
from the shift to online education which has become a must-have rather than just
a nice-to-have for most of the universities.
The third business is the Enterprise business in which Coursera provides online
courses for the employers and governments to help them upskill their workforce.
What is so exciting about Coursera in my mind is the fact that its open platforms
involve the major stakeholders in the education system, who are the educators,
the learners and the institutions that employ them, and they work really well with
all those parties.
It’s sort of like a feedback loop because the more learners you have the better you
can attract educators and employers and that works in a virtuous cycle. For
Positive Change, Coursera is a Positive Change company because it has the
potential to bring better accessibility to education, lower the cost and, at the same
time, provide qualifications that are relevant for people who want to remain
relevant in the job market.

MB

What’s the scale of the opportunity for Coursera?

TN

The scale is massive. If you think about education, it is one of the biggest sectors.
It’s $2tn market opportunity and the online degree market is estimated to be about
$40bn at the moment and rising to $80bn by 2025. That is just some enormous
number but I think what is really exciting for me is that the market opportunity can
be very dynamic.
So, if you buy into the argument that we’re going to live for longer, we’re going to
work for longer. We’re not going to retire when we reach 65 years old. Maybe we
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work until we’re 80 years old. And we’re going to keep learning, not just because
we want to have new knowledge but also because we want to remain again
relevant in the fast-changing job market. Then, there is the opportunity for
education to keep growing, I think, is just quite exciting.
MB

Tell me about Duolingo, which is a fascinating company, founded by Luis von Ahn,
who is a really interesting character.

TN

Yes, I remember having a conversation with Luis in the Duolingo IPO [Initial Public
Offering] process and I was super impressed by him with all of his achievements.
For some of you who may not know Luis, he was the inventor of CAPTCHA and
reCAPTCHA, but I think more impressive for me is that he’s a person who wanted
to devote his entire life to education.
His background as an immigrant from Guatemala taught him the importance of
education and equal access to education. So, interestingly, a story that he
received an offer from Microsoft to come and work from them directly from Bill
Gates, but he refused because he wanted to be a teacher in computer science,
like a professor in computer science at Carnegie Mellon. And later on he founded
Duolingo in the belief that he wants to provide the best education and make it
universally available to everyone in the world.

MB

Not many people turn down Bill Gates. I think that gives an insight into how he’s
quite mission-driven, as opposed to just profit-driven.

TN

Yes. We come back to that point about balancing profitability and mission and I
think Luis is a founder who always wanted to strike that balance right. It took
Duolingo a while to figure out the best monetisation method. Because of the
mission, he vowed not to ever charge for education content.
So, they came up with a subscription business in a similar way as Spotify in which,
of course, you can learn language on Duolingo completely free but if you want to
remove some of the advertising, and maybe learn a bit faster, then you subscribe
for the premium service. I think that is a great business model that hopefully strikes
that balance right between mission and profitability.

MB

You’ve tried the app. How did you find it?

TN

I’m a keen user. I’m learning Chinese at the moment and I have to be honest that
Chinese is not the best language course on Duolingo. The flagship course is
learning French and Spanish from English. Some of my team members tried it and
I always received notification from Duolingo saying, ‘oh, let’s congrats that person
because they’ve achieved X and Y and Z’.
So, it’s quite amazing how Duolingo keeps finding ways to make the app more
sociable and keep pushing each other to learn more and learn better because at
the end of the day, for language, you just have to keep practicing every day and
keep coming back to practicing it.

MB

There’s almost an element of gamification there, isn’t there?
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Yes. Duolingo is best known for its gamification approach because learning
language is hard. It requires a lot of motivation. How to make you feel motivated
to learn it every day. Duolingo thinks that by making it fun, making it like a game,
kind of like a treasure hunt, you have to go step-by-step in order to get to
something.
So, that gamification and making it fun, making each of the lessons really short
but effective, I think is the key differentiation point of Duolingo, among a very
crowded language app market out there.

MB

I think you must be a lot more disciplined than me. They have green owl, don’t
they? Almost like a push notification that pops up and reminds you, now is the time
to do your course.

TN

Yes. And sometimes if you forget then the owl has kind of got angry and says, ‘oh,
that doesn’t work. I’m going to stop sending the message to you’. I think Duolingo
has a huge library of messages completely designed by AI to send those
notifications to learners.

MB

The other company you mentioned was FDM. What problem are they trying to
solve?

TN

FDM is a British company. It is involved in training, recruiting and placing people
in companies that require IT expertise and they provide that service to graduates
and ex-forces and returners to work. The problem that FDM is trying to solve is
quite interesting.
We’ve heard a lot about the IT skills gaps and the conventional wisdom is that it is
caused by the lack of IT graduates but it’s actually not. The IT skill gap exists to
some extent because of the unhelpfulness of university degrees, even degrees in
computer science, in signalling the competencies in IT.
For that reason, when companies recruit for employees, the main things that they
seek for is the previous work experience of IT in a professional environment, and
that is exactly what FDM provides them with. In a way FDM helps solve the
mismatch between the supply and the demand for IT expertise and, at the same
time, providing job opportunities for a cohort of individuals who may not otherwise
have access to that opportunity.

MB

What I’m interested in is why you choose these companies in your portfolio as
opposed to others and how you balance mission and profitability.

TN

There are lots of reasons why we chose these companies but, ultimately, I think
the point about balancing mission and profitability is the key. They have all found
a business model that works really well with a system that can make sustainable
revenues and profitability in the future.
It is really the management team that is committed to make that balance right. It
is not always easy. Coursera and Duolingo, it took them years to figure out that
monetisation method that they have now.
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Duolingo, for example. Luis von Ahn always says that there’s an easier way to
make money. You can bombard free users with advertising to induce them to
switch to subscription. That would earn you high revenues in the short term but
that would just jeopardise user experience in the longer term. So, they’re not going
to do that.
An opposite example is Kroton, which is a Brazilian tertiary education company
focusing on low-income students. And that is a company that Positive Change
used to hold shares, but we sold later on the grounds that when things turned hard,
in this case as the regulatory environment changed, the management team just
pivoted its strategy and it no longer stayed true to the original mission. I definitely
think that the management intent is a really important aspect of what we look for
in those businesses.
MB

What’s your own experience here, Thaiha? You grew up in Vietnam. Has this
shaped or informed your decision-making at all?

TN

The experience in Vietnam is quite different from the ones that I think you have
here. I studied in Vietnam until grade 11 before coming to the UK, and if I have to
describe it, it was quite an intense one. Like typical Asian parents, they just have
a lot of expectations for the kids. So, we were all sent to various different classes,
private tutors, after school classes to study more.
In a way, the Vietnamese education system is very similar to the Chinese
education system before the government crackdown, if you are familiar with China.
I think that at that time I coped well but, of course, if I had to choose again then I
would definitely prefer a less intensive one.

MB

It sounds quite intense. You mentioned the crackdown in China on education
there. Tell me a little bit more about your thoughts on that.

TN

There are lots of different theories or even speculations on what is the ultimate
Chinese government intention with the crackdown on education. One of the most
popular theories is that the education, all the private tutors, after classes, exam
prep courses, English courses have become a big financial burden for parents.
That has a direct impact on worsening the inequality problem for obvious reasons
that wealthier parents can afford more and better education for their kids but it also
has an impact on lowering the birth rate because education has become too
expensive, that affording schooling fees for one kid is difficult, not mentioning two
or three kids.
So, what the Chinese government wants to do with that crackdown is that they
want to create a more equitable society and also to encourage the birth rate before
the problems of China getting old before getting rich become worsened.
That is the most popular theory and, if that is the case, then I think it should be
very welcome. However, I’m personally a bit sceptical on how effective that
crackdown would be because if you think about it, the ultimate reason why the
Chinese education existed in that way is because of their culture.
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Parents just have lots of expectations on kids and they would try to do everything
to push their kids to the top. One way or the other, they would find new ways to do
that. And culture is very slow to change. So, I think it will be very interesting to see
how the Chinese education systems develops in the future. I think, to some extent,
Vietnamese education could follow a similar path.
MB

That’s interesting. Quite a lot of correlations there. Thanks so much for joining us.

TN

Thanks, Malcolm.

MB

Thanks for investing your time in this podcast. If you enjoyed this conversation
about how education is being transformed, check out previous discussions we’ve
had on the podcast about disruption, such as how the messenger RNA vaccine
could provide a solution, not just for Covid but for cancer and other diseases, and
also how the pandemic is changing the way we shop.
Intrigued? You can find these podcasts and other films and articles at
bailliegifford.com/insights
And if you’re listening from home, you’re listening in the car, wherever you’re
listening, stay well and we look forward to bringing you more insights in our next
podcast.
Important Information
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 May 2022 and has not been
updated subsequently. It represents views held at the time of writing and may not
reflect current thinking.
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.
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.
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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 (“FinIA”). 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 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 license
from the Securities & Futures Commission of Hong Kong to market and distribute
Baillie Gifford’s range of collective investment schemes to professional investors
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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 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. Baillie Gifford International LLC is regulated
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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.
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 material 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.
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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