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SECTOR UPDATE 

Internet – China 
Not Out Of The Woods Yet 
China’s slowing e-commerce tangible goods’ GMV growth (+8.7% in 3Q21 vs 3Q20’s 
+16.2%) and intensifying competition dragged traditional e-commerce companies’ GMV 
growth in 3Q21 with Alibaba taking the most impact. Consumer staples categories to 
continue to outperform the non-essential categories as the resurgence of the pandemic 
will prompt consumers to stockpile staple goods and weak consumer sentiment will 
weigh on non-essential items. Maintain MARKET WEIGHT.  

WHATS NEW 

• Moderating growth in China’s e-commerce segment. During 3Q21, China’s tangible e-
commerce gross merchandise value (GMV) growth was at 8.7%, slowing qoq and yoy from 
13.3% in 2Q21 and 16.2% during 3Q20, as weak consumer sentiment in non-essential items 
such as apparels, automobile and furniture sales remain weak. For the performance for each 
physical goods’ retail sales in 10M21, we saw that the consumer staples, cosmetic, 
communication equipment and cigarettes & wines categories had achieved 
23.1%/23.6%/28.2%/27.7% growth vs pre-COVID-19 levels, whereas furniture, apparels, 
home appliances and auto’s 10M21 sales only grew by 8%/6%/5.1%/6.5% respectively vs 
pre-COVID-19 levels. This also explains the slower GMV growth from Alibaba (with higher 
proportion of product categories in apparel sales) vs resilient performance from JD (higher 
proportion in communication equipment) and Pinduoduo (PDD) (higher proportion in 
consumer staples goods) during the Sep 21 quarter.  We forecast a deceleration in online 
goods’ sales growth during 2030-25 at 9.3% vs 23.5% during 2014-20, lifting online 
penetration to 36% by 2025 with increased online penetration rates from fast-moving 
consumer goods (FMCG) and fresh goods.  

• Competitive e-commerce landscape. Leveraging the strong traffic and user engagement, 
social commerce platforms gained 40% of the incremental share from China’s e-commerce 
GMV in 3Q21 from 10% in 3Q20. Alibaba remains the largest e-commerce player (based on 
GMV) as at Sep 21 with estimated market share of over 60% vs JD’s 22% and PDD‘s17%. 
Notably, Alibaba’s market share has seen little progress in terms of growth in the past few 
quarters (hovering around 60-63%). This can be attributed to its slowing annual active 
customer (AAC) growth (10-15%) vs JD (25-30%) and PDD (20-40%) as PDD had become 
the largest e-commerce player in terms of annual active customers (AAC) for four 
consecutive quarters since 4Q20. This demonstrates PDD’s strong footing in the lower-tier 
cities given that rural areas’ internet users accounted for 70.6% of China’s total internet 
users as at Jun 21, with online penetration of only 59% vs 78% from the urban areas 
according to China Internet Network Information Center (CNNIC).   

• Sep 21 quarter results wrap-up. JD trumped Alibaba and PDD in Sep 21’s quarterly results 
with in-line revenue as well as bottom line performance given the company’s robust 
performance from its 3P business and omni-channel solutions mitigating the impact of the 
industry’s slowing growth. Meanwhile for PDD, although the company delivered missed 
revenue (19% below street’s estimate) as we believe street failed to take into account the 
company’s 1P business, the company delivered another profitable quarter with net margin 
expanding 11.4ppt yoy to 14.6% due to the improving operating efficiency. Lastly, the 
weaker-than-expected top-line from Alibaba was due to the slowing GMV growth (single 
digits) coupled with the increased investment in key strategic areas in support merchants 
such as Taobao Deals, Local Consumer Services, Community Marketplace and Lazada. 

Click here for Blue Top dated 07 Dec 21 

 MARKET WEIGHT 
(Maintained) 
 
STOCK PICKS 
Company Ticker Rec Share Price Target Price 
 (LC) (LC) 
Alibaba BABA US BUY 111.96 170.00 
JD.com 9618 HK BUY 306.00 403.00 

Source: Bloomberg, UOB Kay Hian 
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PEER COMPARISON 
Company Tickers Rec Price @ Market Target Upside/(Downside) ---------------- P/E ---------------- ----------- EV/EBITDA ----------- ------------ EV/Sales ------------ ROE 

6 Dec 21 
(Lcy) 

Cap 
(US$m) 

Price 
(lcy) 

To TP 
(%) 

2020 
(X) 

2021F
(X) 

2022F
(X) 

2020 
(X) 

2021F 
(X) 

2022F 
(X) 

2020 
(X) 

2021F 
(X) 

2022F 
(X) 

2021F 
(%) 

Alibaba Group BABA US BUY 111.96 303,513.9 170.00 51.8 10.6 12.8 11.4 14.0 13.7 12.1 2.5 2.0 1.8 8.8 
JD.com 9618 HK BUY 306.00 122,303.1 403.00 31.7 47.6 52.6 40.5 36.1 48.9 27.1 1.0 0.8 0.6 0.3 
Pinduoduo PDD US SELL 54.44 68,229.0 48.00 -11.8 n.a. n.a. n.a. n.a. n.a. n.a. 5.8 3.5 2.5 n.a 
Meituan 3690 HK HOLD 232.40 182760.2 256.00 10.2 n.a. n.a. n.a. n.a. n.a. n.a. 10.3 6.6 4.9 n.a 

Source: Bloomberg, UOB Kay Hian 

https://research.uobkayhian.com/content_download.jsp?id=65769&h=d296381719d4f5d0f6eec1fd9ba497a9
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ESSENTIALS 

• Moderating growth in China’s e-commerce segment. We forecast a deceleration in 
online goods’ sales growth during 2030-25 at 9.3% vs 23.5% during 2014-20, lifting online 
penetration to 36% by 2025 with increased online penetration rates from FMCG and fresh 
goods. 

• Prioritising merchant support initiatives. During their earnings calls, Alibaba and JD 
pledged their continued support for merchant support programmes by maintaining low 
commission fees. Challenging regulatory headwinds are buffeting online advertising’s 
industry practices, especially with the release of “Seeking Opinion on the Administration of 
Online Advertisement” last Friday; implementing more restrictions on medicine cigarettes, 
medicine, healthcare-related products etc will drag down merchants’ advertising spending. 
As a result, we think that the merchant take rate will remain subdued in the near term. Based 
on our sensitivity analysis, a 10% decline in merchant take rate would result in a 
2.6%/0.5%/2.7% drop in our target price for Alibaba/JD/PDD respectively.  

• Alibaba’s slower CMR growth vs GMV growth during the quarter: Alibaba’s GMV 
growth this quarter was about 7% compared with the 3% increase in customer management 
revenue (CMR) revenue mainly due to its offering of merchant-friendly initiatives including 
waiver of basic technology fees and provision of subsidies to support merchants during 
macro slowdown and against the intensified competition. We believe Alibaba’s ad load 
remains relatively under-monetised. In the meantime, management noted that core 
commerce profitability remained largely stable after adjusting for merchant subsidies 
(marketplace-based core commerce adj. EBITA margin came in at 58.1% during the quarter, 
vs 62.9% a year ago, according to the company). In addition, Taobao Deals’ AAC grew 
strongly by 50m qoq to 240m in Sep 21 from 190m in Jun 21, compared with PDD’s 
increase of 17.4m qoq AAC in 3Q21 to 867m. 

• Widening loss from new initiatives segment. During the Sep 21 quarter, we continue to 
see e-commerce players reporting widening operating loss (albeit sequential improving 
operating efficiency) from the new retail segment with Meituan’s operating profit taking a 
more severe hit (Meituan Select reported a loss of RMb7.9b, accounting for 79% of the new 
initiatives segment’s loss) followed by Alibaba which dragged its adj. EBITA margin by 
almost 10.9ppt. Both JD and PDD saw less severe impact with a 0.95/4.97ppt drag on EBIT 
margin. 

• Our top picks. JD is our top pick in the e-commerce segment as the company has once 
again proved its resilient nature amid the challenging macro headwinds as well as being less 
susceptible to regulatory risks. We assume stable 2.7% EBITDA margin for JD retail and 
adopt 20x 2022 EV/EBITDA, implying JD Retail’s value of US$51/HK$217 per share  
Maintain BUY on the company with an unchanged SOTP-based target price of HK$403.00 
(US$103.50). We think the weak online retail sales growth will continue to hurt Alibaba in the 
near term; however, once the economy activity starts picking up, Alibaba will be more 
preferable given that it has larger exposure towards the non-essential categories as well as 
higher spending power user base (GMV per user as at Sep 21: Rmb8,900, vs JD: 
Rmb7,800, PDD: Rmb2,600). 

• Maintain BUY on Alibaba with lower SOTP-based target price of US$170.00. We lower 
our 3QFY22/FY22 revenue forecast by 1%/4% respectively and our non-GAAP net profit for 
3QFY22/FY22 are lowered by 1%/1% for book keeping purposes. We forecast a 3.5% yoy 
increase in CMR revenue growth in 2HFY22 vs 3% yoy in 2QFY22 and 4% yoy in FY23. We 
roll over our valuation to the next 12 months and based on FY22/FY23 estimates, adopting 
only 8x EV/EBITDA for China’s retail segment. We expect the slower CMR revenue growth 
rate and increasing strategic investments (Rmb40b loss from strategic investments in 
2HFY22E vs Rmb35b loss in 1HFY22) in merchants’ intensives and new initiatives will 
continue to drag down profitability in 2HFY22. We forecast FY23 revenue and earnings 
growth of 15%/14%.  

• Downgrade to SELL on PDD with a DCF-based target price of US$48.00. We estimate 
only 28% and 26% yoy GMV growth in 4Q22 and 2023 for PDD. Although we reckon that 
the company will be the key proxy under the challenging macro environment, the absence of 
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a dual-listing status makes it unappetising to the US given the current heightening de-listing 
risk in the US market. We lowered our 4Q21/2021 revenue and adj. net income estimates by 
8%/3% and 33%/8% respectively for book keeping purposes. 

SECTOR CATALYST AND RISK 
• Catalysts: a) Recovery in China’s online retail sales, b) increasing online retail 

penetration driven by less developed areas and younger generations, and c) continuous 
improvement in technology and e-commerce infrastructure. 

• Risks: a) Challenging regulatory landscape, b) increasing competition as multiple players 
are looking for incremental market share such as Kuaishou, Douyin and Bilibili, and c) heavy 
investment in new retail to drag down e-commerce companies’ margins and ROE. 
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Disclosures/Disclaimers 
 
This report is prepared by UOB Kay Hian Private Limited (“UOBKH”), which is a holder of a capital markets services licence and an 
exempt financial adviser in Singapore.  
 
This report is provided for information only and is not an offer or a solicitation to deal in securities or to enter into any legal relations, nor an 
advice or a recommendation with respect to such securities.  
 
This report is prepared for general circulation. It does not have regard to the specific investment objectives, financial situation and the 
particular needs of any recipient hereof. Advice should be sought from a financial adviser regarding the suitability of the investment 
product, taking into account the specific investment objectives, financial situation or particular needs of any person in receipt of the 
recommendation, before the person makes a commitment to purchase the investment product. 
 
This report is confidential. This report may not be published, circulated, reproduced or distributed in whole or in part by any recipient of this 
report to any other person without the prior written consent of UOBKH. This report is not directed to or intended for distribution to or use by 
any person or any entity who is a citizen or resident of or located in any locality, state, country or any other jurisdiction as UOBKH may 
determine in its absolute discretion, where the distribution, publication, availability or use of this report would be contrary to applicable law 
or would subject UOBKH and its connected persons (as defined in the Financial Advisers Act, Chapter 110 of Singapore) to any 
registration, licensing or other requirements within such jurisdiction.  
 
The information or views in the report (“Information”) has been obtained or derived from sources believed by UOBKH to be reliable. 
However, UOBKH makes no representation as to the accuracy or completeness of such sources or the Information and UOBKH accepts 
no liability whatsoever for any loss or damage arising from the use of or reliance on the Information.  UOBKH and its connected persons 
may have issued other reports expressing views different from the Information and all views expressed in all reports of UOBKH and its 
connected persons are subject to change without notice. UOBKH reserves the right to act upon or use the Information at any time, 
including before its publication herein.  
 
Except as otherwise indicated below, (1) UOBKH, its connected persons and its officers, employees and representatives may, to the 
extent permitted by law, transact with, perform or provide broking, underwriting, corporate finance-related or other services for or solicit 
business from, the subject corporation(s) referred to in this report; (2) UOBKH, its connected persons and its officers, employees and 
representatives may also, to the extent permitted by law, transact with, perform or provide broking or other services for or solicit business 
from, other persons in respect of dealings in the securities referred to in this report or other investments related thereto; (3) the officers, 
employees and representatives of UOBKH may also serve on the board of directors or in trustee positions with the subject corporation(s) 
referred to in this report. (All of the foregoing is hereafter referred to as the “Subject Business”); and (4) UOBKH may otherwise have an 
interest (including a proprietary interest) in the subject corporation(s) referred to in this report. 
 
As of the date of this report, no analyst responsible for any of the content in this report has any proprietary position or material interest in 
the securities of the corporation(s) which are referred to in the content they respectively author or are otherwise responsible for.  
 
IMPORTANT DISCLOSURES FOR U.S. PERSONS  
 
This research report was prepared by UOBKH, a company authorized, as noted above, to engage in securities activities in Singapore.  
UOBKH is not a registered broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the preparation of 
research reports and the independence of research analysts. This research report is provided for distribution by UOBKH (whether directly 
or through its US registered broker dealer affiliate named below) to “major U.S. institutional investors” in reliance on the exemption from 
registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act”).  All US persons that 
receive this document by way of distribution from or which they regard as being from UOBKH by their acceptance thereof represent and 
agree that they are a major institutional investor and understand the risks involved in executing transactions in securities. 
 
Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial instruments based on 
the information provided in this research report should do so only through UOB Kay Hian (U.S.) Inc (“UOBKHUS”), a registered broker-
dealer in the United States.  Under no circumstances should any recipient of this research report effect any transaction to buy or sell 
securities or related financial instruments through UOBKH. 
 
UOBKHUS accepts responsibility for the contents of this research report, subject to the terms set out below, to the extent that it is 
delivered to and intended to be received by a U.S. person other than a major U.S. institutional investor. 
 
The analyst whose name appears in this research report is not registered or qualified as a research analyst with the Financial Industry 
Regulatory Authority (“FINRA”) and may not be an associated person of UOBKHUS and, therefore, may not be subject to applicable 
restrictions under FINRA Rules on communications with a subject company, public appearances and trading securities held by a research 
analyst account. 
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Analyst Certification/Regulation AC  
 
Each research analyst of UOBKH who produced this report hereby certifies that (1) the views expressed in this report accurately reflect 
his/her personal views about all of the subject corporation(s) and securities in this report; (2) the report was produced independently by 
him/her; (3) he/she does not carry out, whether for himself/herself or on behalf of UOBKH or any other person, any of the Subject Business 
involving any of the subject corporation(s) or securities referred to in this report; and (4) he/she has not received and will not receive any 
compensation that is directly or indirectly related or linked to the recommendations or views expressed in this report or to any sales, 
trading, dealing or corporate finance advisory services or transaction in respect of the securities in this report. However, the compensation 
received by each such research analyst is based upon various factors, including UOBKH’s total revenues, a portion of which are 
generated from UOBKH’s business of dealing in securities.  
 
Reports are distributed in the respective countries by the respective entities and are subject to the additional restrictions listed in the 
following table. 
General This report is not intended for distribution, publication to or use by any person or entity who is a citizen or resident of or 

located in any country or jurisdiction where the distribution, publication or use of this report would be contrary to 
applicable law or regulation. 

Hong Kong This report is distributed in Hong Kong by UOB Kay Hian (Hong Kong) Limited ("UOBKHHK"), which is regulated by the 
Securities and Futures Commission of Hong Kong. Neither the analyst(s) preparing this report nor his associate, has 
trading and financial interest and relevant relationship specified under Para. 16.4 of Code of Conduct in the listed 
corporation covered in this report. UOBKHHK does not have financial interests and business relationship specified under 
Para. 16.5 of Code of Conduct with the listed corporation covered in this report. Where the report is distributed in Hong 
Kong and contains research analyses or reports from a foreign research house, please note: 
(i) recipients of the analyses or reports are to contact UOBKHHK (and not the relevant foreign research house) in Hong 
Kong in respect of any matters arising from, or in connection with, the analysis or report; and  
(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Hong Kong 
who is not a professional investor, or institutional investor, UOBKHHK accepts legal responsibility for the contents of the 
analyses or reports only to the extent required by law.  

Indonesia This report is distributed in Indonesia by PT UOB Kay Hian Sekuritas, which is regulated by Financial Services Authority 
of Indonesia (“OJK”). Where the report is distributed in Indonesia and contains research analyses or reports from a 
foreign research house, please note recipients of the analyses or reports are to contact PT UOBKH (and not the relevant 
foreign research house) in Indonesia in respect of any matters arising from, or in connection with, the analysis or report. 

Malaysia Where the report is distributed in Malaysia and contains research analyses or reports from a foreign research house, the 
recipients of the analyses or reports are to contact UOBKHM (and not the relevant foreign research house) in Malaysia, 
at +603-21471988, in respect of any matters arising from, or in connection with, the analysis or report as UOBKHM is the 
registered person under CMSA to distribute any research analyses in Malaysia. 

Singapore This report is distributed in Singapore by UOB Kay Hian Private Limited ("UOBKH"), which is a holder of a capital 
markets services licence and an exempt financial adviser regulated by the Monetary Authority of Singapore.Where the 
report is distributed in Singapore and contains research analyses or reports from a foreign research house, please note: 
(i) recipients of the analyses or reports are to contact UOBKH (and not the relevant foreign research house) in Singapore 
in respect of any matters arising from, or in connection with, the analysis or report; and  
(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore 
who is not an accredited investor, expert investor or institutional investor, UOBKH accepts legal responsibility for the 
contents of the analyses or reports only to the extent required by law.  
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