
Baidu, Alibaba and Tencent (“BAT”) are the most widely-

known Chinese internet firms. But what has impressed

us the most is the diversity and scale of Chinese internet

companies beyond BAT. It is a conglomeration of more

than 50 companies with market caps of over USD 500

million that range from internet-based financial services

providers to entertainment services firms. The aggregate

market capitalization of beyond BAT internet firms is

nearly $300 billion. The aggregate market capitalization

could be higher as these calculations exclude Chinese

unlisted firms with some of the highest values in the

world. For instance, reports indicate that the top 2

private Chinese internet related firms have a combined

value of more than $100 billion.1

Figure: Excluding Baidu, Alibaba and Tencent, the
universe of internet companies in China comprises of
more than 50 sizeable* internet companies with an
aggregate market capitalization of nearly USD 300
billion.

China is likely the world’s most fertile ground for services

created and consumed online. High speed internet and

large screen mobile devices are pervasive and cheap. A

recent report mentions that the cost of broadband

access in China is 80% cheaper than in Brazil and 30%

cheaper than even in India.2

These low barriers to entry lead to people spending

more time on mobile phones than almost anywhere else

in the world. A recent report mentions that smartphones

account for nearly 40% of time spent engaging with

media in China versus only 25% in the US.3 A variety of

content and platforms have evolved to satisfy this need

for smartphone entertainment. One such instance is the

rise of user-generated content.

Consider this. An average Netflix user spends an hour

per day watching professionally-created content costing

millions of dollars. On the other hand, the average user

of a short video app in China spends nearly that much

time watching videos with lengths of under one minute

that are created by amateurs and curated by algorithms.

By leveraging AI and a vast pool of amateur content

creators, these platforms are able to create similar levels

of engagement with negligible content production costs.

Another form of user-generated content that is almost

entirely absent in the West is livestreaming, a form of

entertainment where viewers tip the performers in real

time. Higher tippers receive more attention from

performers and custom performances. More than 200

platforms serve this market, which had more than 300

million monthly active users in China in 2018.
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* Market Capitalization of more than USD500m

During the team’s recent visit in Shanghai and Hong Kong, we met

with various technology and internet companies in China. Internet

in China evolves rapidly. A recent statement from a Chinese

internet company executive captures this rapid change:

Sandeep Muthangi, CFA

Senior Analyst, Emerging Markets

“I can tell you which month you met us 

by your questions.”
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This activity generated nearly USD 7.6 billion of tips in

2018 and witnessed a rapid 40% YoY growth. While

seemingly nascent and niche, the monetization was

comparable similar to even Facebook. For instance, its

USD 5.74 of average revenue per user (“ARPU”) in 2018

was roughly double that of Facebook’s Asia Pacific ARPU

and only 22% lower than Facebook’s worldwide ARPU.

Figure: China Livestreaming monetization rivals that of

Facebook

An idiosyncratic feature of this industry is the existence

of ‘Tuhaos’ or high-spending customers. More than 90%

of the revenue is generated by Tuhaos (typically 10% of

viewers). These viewers spend an average of USD 500

every year to gain VIP status. They are the envy of Diaosi

(the non-VIP viewers which comprise the other 90% of

the market). This also makes these Tuhaos loyal to

certain hosts and platforms as they would find it harder

to successfully compete for similar status elsewhere. This

also gives livestreaming businesses an element of

stickiness and competitive advantage that is quite

unique.
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Source: Facebook 4Q18 earnings report, Frost & Sullivan, Daiwa, Fiera Capital
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The business is not without its darker side. To stand out

in the extremely competitive ‘livestreamer’ crowd,

streamers must work with guilds or agencies that train

them and take a cut of their earnings. Fame could be

fleeting and work hours stressful. However, with more

than 1 million streamers at any point in time, the

diversity of content is vast.

Figure: A popular activity of a short video/live

streaming recording seen during one of our recent visits

to China

The internet landscape in Asia, particularly China, has

been evolving at a rapid pace and shows no signs of

slowing. As it expands beyond China, this idiosyncratic

entertainment and the culture associated with

livestreaming could even rival the cultural export of

Bruce Lee movies. We will continue to closely monitor

this landscape to track new developments in this sector

where we see particularly high potential for growth.

Source: Fiera Capital

1 - Gimbal assisted hi-def video on a smartphone

2 – A backup recording of the same on another smartphone
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