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Continued merchant support and ecosystem

optimisation to spur long-term growth

PDD reported FY2Q25 revenue of Rmb104.0bn (+7% YoY), above consensus estimates
of Rmb103.9bn. Operating profit fell 21% YoY to Rmb25.8bn, while non-GAAP net profit
dropped 5% YoY to Rmb32.7bn (vs. the consensus forecast of Rmb22.4bn), exceeding

our expectations.

Accelerated implementation of the “100 billion support” strategy. 1H25 revenue
came in line with expectations under ecological optimisation. In 2Q25, the platform
upgraded its “10 billion reduction” initiative to a “100 billion support” strategy, launching
the first billion-level business support initiative in the e-commerce industry to help millions
of merchants achieve high-quality development. According to the company
announcement, transaction service revenue reached Rmb48.3bn (+1% YoY, below
consensus of Rmb48.9bn), while online marketing service revenue reached Rmb55.7bn
(+13% YoY, above consensus of Rmb54.9bn). We expect the monetisation rate of the
platform will remain stable due to continuous reducing commissions and cutting costs.
According to the company's “2025 Agricultural Products Upselling Mid-Year Report”,
following the launch of the “100 billion support” strategy, the “2025 More Good Specialties”
campaign was accelerated, driving a 47% YoY increase in agricultural product sales on
the platform, with a 54% increase in SKUs for high-quality varieties and new-quality
products, and promoting new-quality transformation in the agricultural industry from both
supply and demand sides. We believe the platform has accurately positioned its core
competitive advantages, and that the significant investments in the “100 billion support”
strategy has strengthened its core customer base's brand loyalty, continuously

revitalising the platform's ecosystem.

Higher-than-expected short-term profits on continued fee structure optimisation.
We are optimistic that long-term ecological investment will contribute to the high-quality
development of the platform. According to the company announcement, gross profit fell 8%
YoY to Rmb58.1bn in 2Q25, with gross margin down 9.4pct to 55.9%. Total operating
expenses were Rmb32.3bn, fell to 31.1% of revenue (-0.6pct YoY). The sales expense
ratios fell to 26.2% (-0.7pct YoY). The management expense and R&D expense ratios
reached 1.5% (-0.4pct YoY) and 3.5% (+0.5pct YoY), respectively, indicating that the
company's cost control efforts are improven effective, with an optimised expense
structure. R&D spending reached Rmb3.59bn (+23.5% Yo0Y), maintaining rapid growth,
which reflected the platform’s increasing technological investment to promote high-quality
ecosystem development. In addition, driven by a significant increase in interest and
investment income of Rmb10.4bn (+114.7% YoY), the company achieved a non-GAAP

net profit of Rmb.bn (-% YoY, above consensus of Rmb.bn), with a net margin of
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31.5% (-4.0pcts YoY). According to People's Daily, the first batch of merchant-friendly

measures under the platform's ‘100 billion support’ strategy have been swiftly
implemented. While a large number of specialty agricultural products have been launched
on the supply side, merchants have benefited from reduced commissions and fees.
Meanwhile, the scope and intensity of subsidies for categories such as ‘national subsidies’
has been further expanded. We believe the company will continue to adhere to a
long-term strategy, increasing investments in the industrial ecosystem. While short-term
performance may face pressure, this lays a solid foundation for long-term high-quality

development.

Temu is responding to tariffs by expanding to diversified market and adopting a
semi-managed supply model. In mid-August, US-China tariff negotiations were further
delayed, but the policy to fully eliminate duty-free entry for small parcels starting 29
August has not been postponed. As a result, the Temu platform will continue to face
significant pressure from rising commodity prices. According to LatePost, Temu has
already developed effective strategies to address the previous round of tariff fluctuations:
1) Expanding into non-US markets: Temu's semi-managed model has been launched in
multiple countries across Southeast Asia, Europe, the Middle East, and South America,
reducing the US' share of GMV to 35%; 2) Accelerating the expansion of semi-managed
merchants, actively recruiting local suppliers with inventory and fulfilment capabilities, and
introducing the Y2 semi-managed option for fully managed merchants. According to
Lanjing News, the company stated during its Q2 earnings conference call that despite
competitors exiting the market, Duoduo Maicai will continue to increase investments
aligned with its business strategy. We believe this move will address the shortcomings of
traditional e-commerce supply chains in the fresh produce category. In the future, the
company may make further long-term investments in product categories, service quality,
and delivery efficiency. We are optimistic about Duoduo Maicai’s continued focus on the
community group buying sector and its efforts to strengthen its fresh produce supply

chain barriers, which will likely yield long-term returns in this niche market.

Maintain BUY. The company is increasing investment in its core business and key
product categories, while accelerating business transformation. The short-term earnings
pressure ensued will not dampen its long-term growth momentum. Meanwhile, it is
optimising expenditure efficiency and diversifying overseas business across multiple
regions to mitigate tariff risks. Thus, we see room for improvement in terms of platform
monetisation rates and market share in the long run. Considering the company's quarterly
profits exceeded expectations, we slightly raised our net profit forecasts from
Rmb101.1bn to Rmb102.4bn in 25E, and maintained our 26-27E net profit forecasts at
Rmb138.6bn and Rmb168.9bn. We maintain our BUY rating.

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

consumption.
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