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20Q23 online advertising: recovery in cautious
mode

China’s total ad spending saw YoY recovery in 2Q23, due to both low base in
2Q22 and consumption recovery. Total ad spend returned to positive growth of
15% YoY in April 2023, per CTR. However, overall ad spend has yet to recover
to the 2021 level, with ad spending in Apr 2023 only reached 92% of the ad
spend level in Apr 2021. We expect ad spend to be on moderately recovering
pace over 2Q23-4Q23E. If more policies could be launched to improve
consumption sentiment and economic confidence, then ad market recovery in
2H23E could be better than expected. For online platforms in 2Q23E, we
expect online ad revenue will grow by 18% YoY, but the 2-year CAGR remains
slow at 3% amid stagnant user growth and macro uncertainty. We favour
Tencent, Baidu and BiliBili which will have incremental drivers in 2023E, 1)
innovations in advertising products (Video Account/Story Mode); 2) enhancing
monetization; 3) recovery in offline activities will benefit search and LBS
(location-based) advertising players.

M Online ad platforms: solid YoY recovery on low base but 2-year CAGR
remains slow. Based on our estimate, total online ad revenue of major
platforms will accelerate to grow by 18% YoY in 2Q23, mainly due to the
low base and recovery of overall ad demand. However, the 2-year CAGR
of online ad revenue decelerated from +6/5% in 4Q22/1Q23 to +3% in
2Q23E on our estimate, given the stagnant user traffic growth and macro
uncertainty. That said, we favour online ad platforms which 1) still have
potential to grow user traffic and enhance monetization like Bili and
Kuaishou; 2) continue to launch innovative ad products and marketing
solutions with better ROI like Tencent. For 2Q23E, we forecast online ad
revenue growth: Kuaishou (+28% YoY) > Bili (+25% YoY) > Tencent (+16%
YoY) > Baidu (+15% YoY) > Weibo (+3% YoY).

M Advertiser sentiment has yet to fully recover. According to CTR survey
on 300+ advertisers in June, the advertiser sentiment has yet to fully
recover. Only 31% of advertises expect ad budget increase in 2023E, down
from 32/44% in 2022/2021. The difference between % of advertisers
expecting ad budget increase and % of those expecting ad budget
decrease is down from 25/2pcts in 2021/2022 to only 1pct in 2023.
Advertisers remain cautious on their ad budget in 1H23, given the macro
uncertainty and slower-than-expected consumption recovery.

M Short video and social community remain as the go-to platform for
advertisers look for better conversion. Among different online ad
platforms, short video remains as the go-to platform for most advertisers,
given its strong conversion and ROI. 72% of advertisers expect that they
will increase ad budget on short-video platforms in 2023E. Social
community, like Xiaohongshu, is better perceived by advertisers. 62% of
advertisers expect to increase their ad budget on social community in
2023E, compared to 56% in 2022. Other online ad platforms on which
advertisers are more likely to raise their ad budget include social media
and e-commerce platforms.
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20Q23 online advertising: expect mild recovery

China’s total ad spending saw solid YoY recovery in 2Q23, supported by the low base in
2Q22 and the improving consumption. According to CTR, total ad spending returned to
positive YoY growth of 15% in April. 4M23 total ad spend was largely flat YoY, versus 12%
YoY decline in 2022. However, overall ad market was yet to recover to the spending level
in 2021, with Apr 2023/4M23 ad spending only accounting for 92%/91% of the ad spending
in Apr 2021/4M21. We expect moderate recovering pace of total ad spending over 2Q23-
4Q23E. China’s potential policy to support consumption and economy will be the key to
drive better-than-expected recovery of ad market in 2H23E.

Figure 1: China: total ad spending YoY growth Figure 2: China: monthly ad spending YoY growth
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According to CTR survey on 300+ advertisers in June, the advertiser sentiment has yet to
fully recover. Only 31% of advertises expect ad budget increase in 2023E, down from 32/44%
in 2022/2021. The difference between % of advertises expecting ad budget increase and %
of those expecting ad budget decrease is down from 25/2pcts in 2021/2022 to only 1pct in
2023. Advertisers remain cautious on their ad budget in 1H23, given the macro uncertainty
and slower-than-expected consumption recovery.

Figure 3: Advertisers expectation on ad spending Figure 4: % of advertisers expecting ad budget
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Among different online ad platforms, short video remains as the go-to platform for most
advertisers, given its strong conversion and ROI. 72% of advertisers expect that they will

increase ad budget on short-video platforms in 2023E. Social community, like Xiaohongshu,

is better perceived by advertisers. 62% of advertisers expect to increase their ad budget
on social community in 2023E, compared to 56% in 2022. Other online ad platforms on
which advertisers are more likely to raise their ad budget include social media and e-
commerce platforms.

Figure 5: YoY change of advertisers spending on different online ad platforms
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Due to the better conversion and ROI, more advertisers adopt live streaming e-commerce
as their marketing tools. According to CTR, 92% of advertisers spent ad budget on live
streaming e-commerce in 2023, up from 89%/78% in 2021/2022. Live steaming e-
commerce GMV also accounted for a greater proportion of their total sales, which was up
from 11% in 2021 to 15% in 2023E.

Figure 6: Live streaming GMV/total sales
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Based on our estimate, total online ad revenue of major platforms will accelerate to grow
by 18% YoY in 2Q23 (4Q22/1Q23: +4/10% YoY), mainly due to the low base and recovery
of overall ad demand. However, the 2-year CAGR of online ad revenue decelerated from
+6/5% in 4Q22/1Q23 to +3% in 2Q23E, given the stagnant user traffic growth and macro
uncertainty. That said, we favour online ad platforms which 1) still have potential to grow
user traffic and enhance monetization like Bili and Kuaishou; 2) continue to launch
innovative ad products and marketing solutions with better ROI like Tencent. For 2Q23E,
we forecast online ad revenue growth: Kuaishou (+28% YoY)>Bili (+25% YoY)>Tencent
(+16% YoY)>Baidu (+15% YoY)>Weibo(+3% YoY).
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Figure 8: China: online platforms ad revenue growth
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