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China Internet
2022 online game market recap

China online game market revenue decreased by 10% YoY to RMB266bn in
2022 (2021: +6% YoY), as per CNG. Apart from high base impact, the main
causes were the suspension of game license approval and strengthening minor
protection. 4Q22 China online gaming revenue continued to decline by 2%
QoQ and 19% YoY to RMB58bn (3Q22: -19% YoY). But we are positive on the
2023 sector outlook and forecast sector revenue will return to positive growth
track by 2Q23E, supported by the normalisation of game license approval,
more game launches and high-base effect wears-off. CNG data shows that the
user traffic remained stable in China gaming market last year. Hence, the
resumption of license approvals and improved consumption sentiment should
help per user gaming spending to rebound in 2023. We prefer leading online
games players Tencent and NetEase, due to their: 1) strong game pipeline; 2)
solid leadership in the domestic market; 3) investment for growth in the
overseas gaming development and publishing infrastructure.

B 4Q22 gaming market revenue dropped on weak user paying
willingness. The number of gaming users was flat YoY at 664mn in 2022,
while the ARPU was down 10% YoY to RMB400, per CNG and our
estimates. The soft paying willingness was primarily due to lack of quality
new games and overall weak consumption sentiment, in our view. The top
10 mobile games by revenue in Nov 2022 were all launched before 2022
and have been operated by 4.3 years on average based on our estimates.
In terms of segment performance, China mobile gaming market revenue
declined by 14% YoY to RMB193bn in 2022 (2021: +8% YoY), with its 4Q22
revenue down by 26% YoY (3Q22: -25% YoY). PC gaming market was
resilient, with revenue up by 4% YoY to RMB61bn in 2022, thanks to the
solid performance of several legacy titles such as Tencent’'s League of
Legends and NetEase’s Fantasy Westward Journey.

B Overseas gaming revenue growth was weak in 4Q22 but remains
strategic focus for Chinese game developers. Overseas revenue from
China’s self-developed games was down by 4% YoY to US$17bn in 2022
(2021: +17% YaY), as several key overseas markets experienced post-
pandemic normalisation period and saw decline in user spending on mobile
games. US/Japan mobile gaming market revenue was down by 8/18% YoY
in 2022, with Japan’s revenue already close to the pre-pandemic level,
according to Sensor Tower. Despite short-term challenges in the overseas
market, overseas business became a more important revenue contributor
to China’s gaming companies. Overseas revenue accounted for 30% of
global revenue of China gaming companies in 2022, up from 28% in 2021.

B Expect 8/3% YoY games revenue growth for Tencent and NetEase in
2023E. We forecast Tencent’s online games revenue to rebound by 8%
YoY in 2023E, mainly driven by domestic launch of highly-anticipated titles
such as Valorant, Undawn and Pokemon United. We also expect its
international game revenue growth to reaccelerate, due to the launch of
new titles and high-base effect wearing off. For NetEase, we estimate
online games revenue to increase by 3% YoY in 2023E. NetEase’s several
highly-anticipated games like Justice Mobile are still pending for approval,
which should further accelerate its games revenue growth in 2023/2024E
once approved. Though uncertainty remains, the further normalisation of
game license approval (e.g. approval of imported game licenses in Dec)
since Nov 2022 could be a key catalyst for NetEase.
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Focus chart

Figure 1: China: online games revenue (annual) Figure 2: China: online games revenue (quarter)
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Figure 3: China: number of online gaming users Figure 4: China: online gaming ARPU
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