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China Internet

1Q23 online game market recap

China’s online game market revenue declined by 15% YoY but increased by China Internet Sector
16% QoQ to RMB67.5bn in 1Q23, according to CNG. We saw an early

recovering sign in March 2023, with monthly game market revenue down by Saiyi HE, CFA

only 3% YoY (versus -23%/17% YoY in Feb/Jan), thanks to more quality game (852) 3916 1739
launches. Looking ahead, we are positive that online game market revenue will hesaiyi@cmbi.com.hk
recover to positive YoY growth in 2Q23E, supported by the normalisation of

game license approval and the launch of highly-anticipated titles like Tencent’s Wentao LU, CFA

Metal Slug: Awakening and miHoYo’s Honkai: Star Rail. We prefer leading luwentao@cmbi.com.hk
online games companies such as Tencent and NetEase, given their strong

game pipeline in FY23 and capability to expand overseas. Ye TAO

. . . frank i .hk
B Expect mobile game market revenue to rebound in 2Q23E. China’s ranktao@cmbi.com

mobile game market revenue was down by 19% YoY but up by 19% QoQ to Related Reports

RMB48.7bn in 1Q23. The QoQ growth was mainly driven by the Chinese New 1. China Internet - February online
Year effect, strong performance of NetEase’s Eggy Party, and the launch of game market recap — 24 Mar
new game titles. March mobile game market revenue declined by 6% YoY to
RMB15.6bn, but with narrowing decline rate (vs Feb/Jan: -28%/21% YoY).

2. Tencent (700 HK) —Steady ship
and aim for sustainable growth —

We expect mobile game market revenue to rebound in 2Q23E, supported by 23 Mar

the strong 2Q23 game pipeline: Honkai: Star Rail (miHoYo), Metal Slug:

Awakening (Tencent), Pretty Derby (BiliBili) and Justice Mobile (NetEase). 3. BiliBili (BILI US) — Evolving to a
PC game market revenue delivered resilient YoY growth of 6.7% to self-sustained business model =
RMB16.5bn in 1Q23, mainly attributable to strong performance of Tencent’s o

and NetEase’s key PC games. 4. NetEase (NTES US) —Aiming for

long-term growth — 24 Feb

B Overseas gaming market remains under pressure. Overseas revenue
from China’s self-developed games dropped by 15% YoY to US$3.9bn in 5. China Internet - 2022 online game
1Q23, primarily due to soft performance of key game titles and lack of new market recap — 16 Jan
games. Overseas revenue in March was also down 15% YoY. Overseas
revenue contribution to Chinese game developers was largely flat YoY at
28% in 1Q23. Tencent’'s PUBG Mobile overseas revenue grew by 26% MoM
and ranked second by overseas revenue among all Chinese mobile games 7. China Internet - Quality growth
in March 2023 (source: Sensor Tower), thanks to the new content launch and and further digitization penetration
in-game events during its 5th anniversary. o 2 Ul BUPDET e

B Tencent and NetEase leadership remains intact. We forecast 8. NetEase (NTES US) — Preparing
Tencent/NetEase games revenue to grow 8/7% YoY in FY23. NetEase’s for next strong product cycle — 18
Eggy Party saw robust revenue and user growth in 1Q23, ranking the fourth Nov
by revenue among all mobile games in 1Q23, per CNG. Eggy Party’s monthly 9. Tencent (700 HK) — Return to

6. China Internet - November online
game market recap — 29 Dec

revenue continued to grow and reached a record high in March 2023, with its earnings growth track — 17 Nov
MAUSs ranking the second among all domestic mobile games (source: Sensor _ _
Tower). Tencent maintained its leadership in mobile game market. Five| 10 China _Internet - Sccial

entertainment  3Q22  preview:
remains under pressure — 10 Nov

Tencent's game titles ranked the top 10 by revenue in 1Q23, according to
CNG. Tencent’s new title Metal Slug: Awakening achieve early success, has

ranked the top 15 in China’s iOS grossing chart since its launch on 18 Apr. 11. Tencent (700 HK) —Ecosystem
value and growing diversification —
28 Oct
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covered in this report.

CMBIGM Ratings

BUY : Stock with potential return of over 15% over next 12 months

HOLD : Stock with potential return of +15% to -10% over next 12 months

SELL : Stock with potential loss of over 10% over next 12 months

NOT RATED : Stock is not rated by CMBIGM

OUTPERFORM : Industry expected to outperform the relevant broad market benchmark over next 12 months
MARKET-PERFORM : Industry expected to perform in-line with the relevant broad market benchmark over next 12 months
UNDERPERFORM : Industry expected to underperform the relevant broad market benchmark over next 12 months
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