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Billion Yuan Merchant Support to build a
healthy ecosystem; countering external risks

through supply-side reforms

PDD reported FY1Q25 revenue of Rmb95.7bn (+10% YoY), below consensus estimates
of Rmb101.6bn. Operating profit fell 38% YoY to Rmb16.1bn, while non-GAAP net profit
dropped 45% YoY to Rmb16.9bn (vs. the consensus forecast of Rmb27.9bn), dragged

down by aggressive ecosystem investments.

Short-term profit pressure from Merchant Support Initiatives. Transaction service
revenue reached Rmb47.0bn (+6% YoY, below consensus of Rmb54.2bn), while online
marketing revenue reached Rmb48.7bn (+15% YoY, in line with consensus). We expect
that the monetization rate of the platform will be under short-term pressure due to the
continuous strengthening and upgrading of the support plan for new quality merchants.
According to Latepost and Xinhua, on 3 April 2025, the PDD Merchant Rights Protection
Committee announced the launch of the Billion Yuan Merchant Support programme,
aiming to invest over Rmb100bn in platform ecosystem construction in the next three
years, helping small and medium-sized businesses overcome economic uncertainties.
This becomes an unprecedented merchant support initiative since the launch of the
"Billion Yuan Fee Reduction" and other merchant-support measures in 2024. As the
platform's market share is approaching its upper limit in the short term, it determines to
sacrifice short-term profits to promote the supply-side transformation and ecosystem

construction, which will bring long-term growth momentum for the firm.

Ecosystem and tech investments drive high-quality transition. Gross profit edged up
1% YoY to Rmb54.7bn in 1Q25, with gross margin down 5.1ppt to 57.2%. Operating
expenses surged to 40.4% of revenue (+8.0ppts YoY), driven by a high selling expense
ratio of 34.9% (+7.9ppts YoY). The management expense and R&D expense ratios
reached 1.7% (-0.4ppt YoY) and 3.7% (+0.4ppt YoY), respectively. R&D spending
reached Rmb3.58bn (+23% YoY), maintaining rapid growth, which reflected the
platform’s increasing technological investment to promote high-quality ecosystem
development. Affected by the significant increase in ecological construction investment
and advertising activities, non-GAAP net margin plunged 17.6ppts YoY to 17.7%. Facing
high uncertainty in the external environment and intensified competition within the
industry, the platform began to focus on the transformation of internal supply chain
transformation and the reduction of business operating costs. Through increased
investment in merchant support strategies, the platform aims to create a healthy

ecosystem that benefits all parties. We anticipate continued investments in ecological
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construction, weighing short-term profitability. However, this will lay a solid foundation for

long-term high-quality development.

Temu expands to diversified markets; 18 June Promotion shifts to a value-centric
model. Due to the significant increase in tariffs and cancellation of the "small-value tax
exemption" policy by the United States, Temu's business in the US has been greatly
impacted. Yet the platform actively responded external risks. According to IngStart, on 27
April, Temu launched a semi custodial domestic direct delivery model in the US market,
reducing the pressure of overseas warehousing for merchants and accelerating capital
turnover. At the same time, it is accelerating layout in non-US markets, such as Europe,
and improving user experience through localisation strategies and optimising logistics
systems to seize market share. As of end-1Q25, the number of users in Germany has
exceeded 17m, and the monthly active users in Brazil have reached 39m, making it a top
tier e-commerce platform in multiple regions. Despite the uncertainties in international
situation, we believe Temu can leverage its diversified market exports and overseas
warehousing to avoid risks, and there is ample room for global development in the future.
According to E-commerce News, PDD will abandoned the lowest-pricing strategy for this
year's 18 June promotion campaign, and strategically shift to a value-centric model,
which will relieve pressure on merchants and lead to overall business environment
improvement. Meanwhile, it has launched the "price reduction and compensation” service,

providing consumers with a refund during the price protection period.

Maintain BUY. The company continues to increase investment in the platform ecosystem,
providing unprecedented merchant support policies, which laid a solid foundation for
long-term high-quality growth despite short-term profitability pressure. The company's
overseas business is expanding steadily, and is actively responding to tariff risks. Thus,
we see room for improvement in market share in the long run. Considering uncertainties
in overseas markets and the group's increasing investment, we lowered our net profit
forecasts from Rmb131.2bn to Rmb101.1bn in 25E, from Rmb159.6bn to Rmb138.6bn in
26E, and from Rmb182.0bn to Rmb168.9bn in 27E. We selected Alibaba (BABA:US-BUY,
a leading e-commerce platform operator, with FY25 revenue of Rmb996.3bn), JD
(JD:US-BUY, a well-known Chinese e-commerce platform, achieving 24A revenue of
Rmb1158.8bn), and Meituan (3690:HK-BUY, a leading domestic instant retail platform
operating food delivery and Instashopping services, generating 24A revenue of
Rmb337.6bn) as comparable companies. Based on their weighted average 25E P/E of
12x, we derive a target market cap of US$174.1bn. With a 25% upside, we maintain our
BUY rating.

Risk. Intensified competition, overseas expansion delays, weaker-than-expected

consumption.
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