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Social commerce: Al's disruptive force in the retail revolution

The world of commerce is no stranger to change: from local shops to big-box retailers, business models have
evolved over time, driving unit costs lower, improving convenience, and broadening selection to atiract buyers
and sellers alike. Such network effects have enabled winners fo scale at the expense of incumbents, most notably
since the advent of the internet where e-<commerce has driven the metfeoric rise of familiar giants such as Amazon
and Alibaba. This represents the current status-quo, with shoppers increasingly shiffing online = Amazon's US
online sales grew at a 14% compound annual growth rate (CAGR) from 2018 to 2023, far outpacing VWalmart
stores at 6%. However, as our lives become increasingly digital, the recent rise of artificial intelligence (Al has
seen a new disruptive threat emerge to further reshape our shopping habits: social commerce.

You may be familiar with the concept - shopping via social media platforms such as TikTok or Mefa’s apps such
as Insfagram and Facebook. These platforms have boomed in popularity, with TikTok and Meta’s apps
surpassing 1.5 billion and three billion global daily active users respectively in 2023. Audiences are growing
rapidly, particularly among ‘Gen Z' users who are affracted fo intuitive user interfaces and shortform video
formats. At the same time, we have seen these platforms evolve from social connection tools to hubs for content
creation, more recently, shopping destinations.

This new shopping format — social commerce — is different fo fraditional e-commerce as it infegrates the entire
online shopping experience info a single platform: from inspiration (what to buy) to research (is the product right
for you?) to final purchase. This represents a paradigm shift in how consumers interact with brands: when, where
and how they shop. Social commerce is growing rapidly, outpacing the growth of traditional e-commerce and
accounting for 18.5% of worldwide online sales in 2023. Social commerce sales are on frack to reach over

$700 billion in 2024 and surpass $1 trillion by 2026 — a 23% CAGR (source: Statista, Liontrust).
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Social commerce taking share of ecommerce and to surpass $1 trillion worldwide by 2026

s B R R R R REOR I
-~ i B B
80%

70%

60% 81.5%

(00]
N
o
N

94.5% 92.0% 90.3% 87.9%

50%

40%

30%

20%

)
@
N
N

N
o\‘i

10%

8.0%

6.0% 18.5%
12.1%
5.5% 7% l °.

2018 2019 2020 2021 2022 2023 2024E 2025E 2026E 2027E 2028E

0%

m Social Commerce m Traditional e-commerce

Source: Stafista, Liontrust

Social commerce’s user appeal is clear. Products are discovered in content shared by peers, strangers,
influencers, or companies. Users can explore these products further via intuitive search functions, a research
format that is particularly appealing fo young users — TikTok is the new Google for Gen Z. Key to this appeal is
authenticity: 81% of consumers frust recommendations of influencers more than brands themselves (source: Matter
Communications, Feb 23), and users engage more with content shared by more “real” counterparts (micro-
influencers and average joes).

The mix of image and video formats means users can see products in dynamic realworld seftings and benefit
from experiences such as instructional videos and before-and-after comparisons. Purchase decisions can be
solidified through inferactions, with customers able to ask questions, check stock and make requests in realtime.
Finally, these platforms enable customers to purchase goods easily and directly, either on-platform or through
quick links to seller sites, foregoing the need to shift to other platforms such as Amazon.

Investment in artificial intelligence will drive the rise of social commerce

The key fo the success of these social platforms lies in its A-powered recommender systems. Social media
platforms ingest and generate enormous amounts of unstructured data such as biometrics, engagement, videos
and images, inferactions, and increasingly purchasing decisions. Companies like Meta have invested heavily in
computing infrastructure over the past few years to enable it to use this unstructured data to frain and run powerful
Al systems that recommend image and video content based on what users like, not just who they follow. This Al
is driving engagement and s increasingly pervasive within these platforms: Meta recently reported that 50% of
recommended reels content on Instagram — the next video a user sees when they scroll - is recommended by Al.

These Al recommender sysfems improve fargeting as products are more likely to be seen by relevant and
interested customers, driving higher refurns on advertising spend for brands and refailers who are increasingly
furning fo social media - either directly or via influencers - as a marketing channel. These companies can also
highlight content from realworld users engaging with their products, bolstering authenticity and marketing reach
at near zero cost. Further, Alpowered features such as content creatfion tools and automated chatbots help
improve cusfomer experiences and lower costs, driving cusfomer conversion whilst supporting bottom-line
expansion.


https://www.statista.com/statistics/1251145/social-commerce-share-worldwide/#:%7E:text=Social%20commerce%20has%20become%20increasingly,growing%20in%20the%20coming%20years.
https://www.marketingdive.com/news/influencer-marketing-success-matter-study-2023/643310/
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The rise of social commerce exemplifies Clayton Christensen’s concept of disruptive innovation: social platforms,
initially serving different markets, have gradually improved their offerings and leveraged Al fo attract mainstream
customers in the ecommerce space. This presents an innovaior's dilemma for incumbents: they must choose
between focusing on their current, profitable customers or addressing the emerging, potentially less profitable
social commerce market. To fend off this threat, incumbents may need to make economic sacrifices such as
lowering platform fees or investing in new features that may not immediately benefit their core business. However,
replicating a social platform is challenging - even Google failed here with Google Plus. For incumbents like
Amazon, allocating capital fowards building a social network could yield low returns and divert resources from
high-priority projects, such as expanding its cloud division or developing its low-cost markefplace to fend off
emerging threats like Shein and Temu.

How will this space evolve going forward?

Social commerce s likely to continue exhibit strong growth, particularly in western markets which lag China.
live-streamed shopping on these platforms is growing particularly fast, already accounting for roughly $50 billion
in US sales in 2023 and forecast to reach $80 billion by 2025 (source: McKinsey). By comparison, China’s
livestream selling market grew from $3 billion to $171 billion in just three years from 2017-2020, and
accounted for 20% of ecommerce sales in 2023 according to Shopify.

Nonetheless, incumbents like Amazon still command an envious lead in eccommerce, with large marketplaces,
strong fulfilment networks, substantial compute infrastructure, and significant resources driving continued strong
sales growth. Sellers and buyers alike tend to commit to multiple channels for commerce, meaning there is unlikely
fo be a winnertakes-all scenario in this arena.

As we move towards a future where augmented and virtual reality platforms are likely to shift the shopping
landscape again, there is further opportunity for all large selling platforms to innovate and benefit af the expense
of bricks-and-morfar stores. As Al continues to blur the lines between social media and e-commerce, it would
seem that social platforms are very well positioned for this future.


https://www.liontrust.co.uk/insights/blogs/2024/04/ai-and-the-innovators-dilemma
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For a comprehensive list of common financial words and ferms, see our glossary af:
https: / /wwwliontrust.co.uk/benefits-of-investing /guidefinancialwords-ferms

Key Risks

Past performance does not predict future refurns. You may get back less than you originally invested. We recommend any fund is held
long term (minimum period of 5 years). We recommend that you hold funds as part of a diversified portfolio of investments.

The Funds managed by the Global Innovation Team:

May hold overseas investments that may carry a higher currency risk. They are valued by reference to their local currency which may
move up or down when compared to the currency of a Fund.

May have a concentrated portfolio, i.e. hold a limited number of investments. If one of these investments falls in value this can have a
greater impact on a Fund's value than if it held a larger number of investments.

May encounter liquidity constraints from time to time. The spread between the price you buy and sell shares will reflect the less liquid
nature of the underlying holdings.

Outside of normal conditions, may hold higher levels of cash which may be deposited with several credit counterparties [e.g.
international banks). A credit risk arises should one or more of these counterparties be unable fo return the deposited cash.

May be exposed to Counterparty Risk: any derivative confract, including FX hedging, may be af risk if the counterparty fails.
Do not guarantee a level of income.

The issue of units/shares in Liontrust Funds may be subject to an initial charge, which will have an impact on the realisable value of the
investment, particularly in the short ferm. Investments should always be considered as long term.

The risks detailed above are reflective of the full range of Funds managed by the Global Innovation Team and not all of the risks listed
are applicable to each individual Fund. For the risks associated with an individual Fund, please refer to its Key Investor Information

Document (KIID)/PRIIP KID.

Disclaimer

This document is issued by Liontrust Fund Partners LLP (2 Savoy Court, london WC2R OEZ), authorised and regulated in the UK by the
Financial Conduct Authority [FRN 518165) to undertake regulated investment business.

It should not be construed as advice for investment in any product or security mentioned, an offer to buy or sell units/shares of Funds
mentioned, or a solicitation fo purchase securifies in any company or invesiment product. Examples of stocks are provided for general
information only to demonsrate our investment philosophy. The investment being promoted is for units in a fund, not directly in the
underlying assets.

The document contains information and analysis that is believed to be accurate at the time of publication but is subject to change
without notice. Whilst care has been taken in compiling the content of this document, no representation or warranty is given, whether
express or implied, by Lionfrust as to its accuracy or completeness, including for external sources (which may have been used) which
have not been verified.

This is a marketing communication. Before making an investment, you should read the relevant Prospectus and the Key Investor
Information Document (KIID) and/or PRIP/KID, which provide full product details including investment charges and risks. These
documents can be obtained, free of charge, from www liontrust.co.uk or direct from Liontrust. If you are not a professional investor
please consult a regulated financial adviser regarding the suitability of such an investment for you and your personal circumstances. All
use of company logos, images or trademarks in this document are for reference purposes only.


https://www.liontrust.co.uk/benefits-of-investing/guide-financial-words-terms
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