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Week of 30th August 2021 

What’s on our mind this week? 

China regulates its online activity 

Over the past few months, the Chinese government’s intervention in the online space has 

often made headlines, from antitrust fines to the removal of applications from app stores 

or to investigations in the use of personal data by some of the internet giants. Overall, 

this appeared to be very targeted and punitive measures to make companies fall in line 

one at a time. It often made investors nervous, many thinking the space was doomed as 

there was no telling where the government might strike next and what the motivations 

behind each measure was. But the rules have actually been around or very publicly in the 

making for some time. The recent months have only seen an acceleration of the 

government’s effort to organise the space  

The concept of a Chinese cybersecurity law was first discussed by the government in 2014 

and has matured over time.  At present, there are three laws related to data and 

information protection in China: the Cyber Security Law (CSL) implemented on 1st June 

2017, the Personal Information Protection Law (PIPL) the second draft of which was issued 

on 29th April 2021, and the Data Security Law (DSL) which will be implemented from 1st 

September 2021. The Cyber Security Law (CSL) targets network operators and the 

protection of network infrastructures from cyber-attacks, while the Personal Information 

Protection Law (PIPL) and the Data Security Law (DSL) are targeting any company 

operating in China (wherever they are incorporated). PIPL is focusing on the protection of 

personal information, while DSL focuses on overall data and its processing. Simply 

speaking, CSL and DSL are about national security, whereas PIPL is for the protection of 

individuals.  

CSL is fairly standard, but it may be worth taking a closer look at DSL and PIPL to better 

understand some of the recent headlines. DSL aims at regulating the transfer of data 

generated in China to counterparts outside China. Data collected and generated by critical 

information infrastructure operators are bound to be stored within the territory of China 

by law. Whenever such data needs to be transferred overseas, a security assessment must 
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be performed. This doesn’t mean all the data transfer will be blocked but there can be 

monitoring of the data based on the importance of these data. DSL sets up formal 

requirements on the data trading process. The law recognises the value of data and serves 

as a starting point in fostering a healthy data trading market. With the ability to gather, 

to analyse and to use data being improved, the demand for market-oriented data trading 

keeps expanding. Many data trading platforms have emerged in China, such as 

Tianyancha, Jiguang, Mobvista, Jingdong Cloud, or TalkingData. Going forward any 

organisation engaged in data transaction intermediary services shall require the data 

provider to explain the data source, check the identity of both parties to the transactions, 

and retain the examination and transaction records. 

PIPL regulates the collection and use of individual data requiring to notify and get consent 

from the users. It is not very different from similar rules in Europe and the US (GDPR in 

Europe and CCPA in the US). GDPR was implemented 3 years ago but the impact to the 

advertising industry has been minimal so far. Internet companies in Europe started getting 

the approval from users to use their personal data. Once they got the approval, the data 

could still be used for marketing purposes like before. To some extent it only increased 

the concentration in digital markets by creating barriers to entry or by encouraging 

market exit. While it is still too early to quantify the impact of the GDPR on competition, 

some papers are already providing empirical evidence supporting the view that market 

concentration has increased. A similar thing could also happen in China, smaller players 

not being able to participate as the cost of the approval process is too high or by not 

being able to build meaningful databases for monetisation purposes. 

In addition to the above laws, the Chinese government issued in August a consultation 

paper for public comment on the prohibition of unfair competition on the internet which 

builds on the recent antitrust measures taken by the government (antitrust laws have been 

in place for a long time but hadn’t been applied to the internet sector until now). The 

suggested rules, which may become law, are the prohibition of: 1. Selling fake products; 

2. Traffic manipulation or recommendation manipulation; 3. Traffic hijacking such as the 

use of shadow traffic tracking applications; 4. Forcing vendors to choose one platform 

exclusively; 5. Targeted advertising (based on user’s transaction history, browsing history, 

device model, etc..); 6. Pop-up windows or inescapable windows. Altogether these rules 

are very self-explanatory and probably useful to organise the online marketplace and 

protect individuals. The most critical one is probably the prohibition of targeted 
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advertising which may impair in the short term the advertising revenues of online 

platforms. It somehow supplements the PIPL as platforms will need to get user consent 

to send them targeted advertising or to use their data in any way.  

The last aspect of the government’s involvement in the online space is around usage and 

content. It targets what people put online or watch with often protection of minors and 

the upkeep of certain “moral” values at heart. Two examples of such intervention 

happened over the weekend. First, China has toughened its regulation on online gaming 

for minors. In 2019, the government had limited the amount on online gaming for minors 

to 90 minutes a day on weekdays between 8am and 10pm and 3 hours on weekend and 

holidays. Over the weekend the government announced that all online game companies 

could only provide minors with 1 hour of service from 8pm to 9pm every day on Friday, 

Saturday, Sunday and legal holidays. The other headline over the weekend was that the 

government was reining in the online fan culture. The internet watchdog announced that 

it wanted to “resolve the problem of chaos” in online fan culture, which it said was having 

a negative impact on young people. The measures included banning online celebrity 

popularity rankings and regulating companies that work with them. Already some 

platforms have been removing shows or celebrity content considered “toxic”. This 

monitoring of content is not new in China. Applying it to the online space has always been 

difficult but with the emergence of large concentrated platforms it may be simpler to 

execute. 

The regulation of the Chinese online space is certainly not over yet. As we have seen, 

some laws are still in the making but the general spirit is known. However, we do not feel 

this is something to be viewed negatively even if some platforms may feel a short term 

impact. Chinese internet stocks will remain volatile as the rules are being put in place. The 

government is merely trying to make sure important data is being protected adequately 

and individuals information is not being squandered in a lawless way. It wants to ensure 

the online space remains fair and competitive for companies and to regulate content, as 

it does with other media, and usage, especially when it comes to underage users. Most of 

these ideas exist in a form or another in Western countries, they are about organising an 

area that has become essential to the economy and people’s lives. 
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The listing of Zomato, India’s leading food delivery platform 

Zomato, India’s leading food delivery platform remained the most talked about IPO in 

2021. The company got listed on 23rd July 2021 at more than 50% premium to its issue 

price of INR76 per share fetching a valuation of close to US$14bn compared to its pre-

IPO valuation of US$8.6bn. Zomato was established in 2008. It is one of India’s leading 

food delivery platforms with a 45% market share. Zomato through its platform offers a 

range of services for users from searching restaurants, reading reviews, order food for 

delivery, table booking for dining out and delivering supplies to restaurants. Within its 

food delivery business which accounts for approximately 70% of its revenues, Zomato 

operates in 525 cities and has tie ups with around 150,000 restaurants across the country. 

While there are many players entering the market, currently the food delivery business in 

India remains a duopoly as another major player, Swiggy, accounts for 40% to 45% of the 

market with presence over 500 cities and tie ups with around 125,000 restaurant partners.  

Zomato has grown its revenues at 62% CAGR over FY16-21 and is expected to maintain a 

high growth rate of +30% over a multiyear period as there is significant room for 

penetration into tier 2 and tier 3 cities.  The company has huge growth potential given 

the low penetration of transacting users, currently representing only 1.5% on the total 

internet user base of 700 million. Increase in transaction frequency, deeper reach into tier 

2/3 cities, increasing urbanisation and rising female-working population trends are 

evident over the past several years driving strong growth in online food ordering which 

bodes well for leading food delivery platforms like Zomato. The Average Order Value 

(AOV) in India is currently at INR397 per order (US$5.4) which has improved from INR278 

per order (US$3.8) in the previous year and is significantly below other platforms across 

the world like Meituan (US$7.2), Deliveroo (US$32), Doordash (US$30), Just Eat (US$27) 

and Grubhub (US$38). While there is strong room for growth in the AOV for Zomato, this 

is expected to happen only gradually given the Covid tailwinds that boosted the ordering 

of food. This trend should reverse in the near term while penetration into lower tier cities 

will lead to lower order value, keeping the AOV growth rate on leash.  

In terms of its operating economics, the company earns its revenues through commissions 

from restaurants on the order value which implied a take rate of 23% in FY21 compared 

to Doordash and Deliveroo at ~30% and Meituan at ~18%. It should be noted that take 

rates in India are higher than China for nearly all internet businesses like hotels, air 
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ticketing, apparel, consumer electronics and appliances. The delivery charges it collects 

from customers of INR27 per order (US 37 cents per order) is not included in the P&L 

while the company incurs additional delivery cost that is not borne by the customer, 

amounting to INR18.7 per order (US 25 cents) which is expensed in the income statement. 

After expensing all variable costs (revenue less direct costs), the company makes INR20 

per order (US 27 cents) at the contribution level. While the contribution in FY21 improved 

due to lower discounts as the contribution per order moved from a negative INR30 per 

order in FY20 (US (41) cents) to INR20 per order (US 27 cents), consensus expects the 

contribution to shrink from current levels as Covid related tail winds which increased the 

AOV and reduced discounts should start to reverse as the country slowly returns to 

normalcy. The company is also actively promoting a subscription-based model called 

Zomato+ wherein by paying INR900 (US$12.3) per annum, customers can enjoy free 

delivery. This may have some adverse effect on the contribution margin in the near term.  

While the company is currently loss making like most other food delivery platforms in the 

world, the path to profitability for Zomato remains long and unclear. The management 

has indicated that they have no short-term mindset and would not rush to profitability. 

The CEO at the time of the IPO mentioned “We deeply understand that anything good 

and meaningful takes decades to build. We are going to relentlessly focus on 10 years out 

and beyond and are not going to alter our course for short term profits at the cost of 

long-term success of the company”. 

In terms of competition, while currently it seems like a duopoly, with Zomato and Swiggy 

accounting for nearly 90% of the food delivery market, the competitive intensity from 

Swiggy cannot be underestimated. Swiggy is backed by heavy weights like Prosus which 

is the internet assets division of South African multinational Naspers, Softbank and Alipay 

(Alibaba) which all have deep pockets. Amazon is also present in the food delivery 

business in India and launched pilot programs in states like Bengaluru. The National 

Restaurant Association of India is planning to launch in the coming few weeks an 

aggregator app in partnership with several third-party delivery apps players for efficient 

logistics infrastructure. There is also a list of new market players like Dotpe, Dunzo etc 

which are flooding the market given the huge growth potential that can impose threats 

for Zomato in terms of market share and take rate erosion.  
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Despite all the odds, Zomato got a thumping response from investors with a 50% surge 

on its debut. Given that the peer group and Zomato are all loss making, the valuations for 

food delivery platforms are done on EV/Sales basis. Zomato’s valuation appears 

extensively stretched at 11x FY2023 EV/Sales compared to the peer group of 4.5x (Meituan 

trades at 6.4x 2021 EV/Sales) as investors perceive Zomato as a great long-term 

investment given that it operates as a duopoly in the food delivery business with strong 

growth prospects amidst low penetration. We understand and appreciate the merits of 

the business and are closely watching its development and its resilience to increased 

competition. We remain watchful of this opportunity while the valuation adjustment could 

provide an opportunity to reassess the stock as a potential investment. 
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