
Baidu’s stock has declined over the past year as concerns about competi-
tion and a weaker Chinese economy pressure the company. However, the 
company is trading at relatively attractive multiple and has investments 
in other companies that represent a substantial portion of its market 
capitalization. We believe that Baidu’s stock may present an attractive 
investment opportunity at current levels.

Company Description
Baidu operates three distinct product lines:
• Search Services: With an over 80% market share in 2018, Baidu oper-

ates the largest search engine in China, according to Statista, which 
also showed that the company is the fourth largest in the world.[1]

• Transaction Services: The company’s transaction services group offers 
online services such as food delivery, entertainment ticketing, dining, 
hotel reservations, health and beauty services. The unit also offers 
payment services through its Baidu wallet platform as well as cloud 
services.

• iQiyi: Baidu owns a 58% stake in online video platform iQiyi (IQ), 
according to an iQIYI 13D filing.

Additionally, Baidu owned a 19% stake in online travel website Ctrip.com 
International (CTRP) as of 12/31/17, according to the company’s annual 
report.
 

Stock Price Decline
Baidu’s current stock price of $162.54 (as of 2/28/19) is down over 40% 
from its high of over $284 that it reached during May of 2018. This gives 
the company a market capitalization of nearly $57 billion. Concerns 
about the company’s losing ground to rivals and a slowdown in the 
Chinese economy which is pinching advertising revenue has pressured 
Baidu’s stock.
But, is Baidu’s stock price justified or does the current stock price offer 
potential value? 

Breaking Down Baidu
Baidu’s 58% stake in iQiyi is worth $11.3B (based on IQ’s 2/28 market cap 
of $19.5B).  Its 19% stake in Ctrip.com is worth $3.5B (based on CTRP’s 
2/28 market cap of $18.6B).  Together, that totals nearly $15B or 25% of 
Baidu’s market cap.  In addition, the company has nearly $16B in excel 
capital (in the form of short-term investments on its 12/31/18 balance 
sheet).  Taken together, these items total half of Baidu’s market cap.
Therefore, you are only paying $30B, or about $81 per share for Baidu 
(50% of Baidu’s 2/28/19 stock price).  What are you getting for that price? 

Baidu’s 2018 Results
According to the company’s fourth quarter earnings release, Baidu’s 2018 
total revenues increased 28% over 2017 to $14.88.  Baidu Core revenues 
(which excluded iQiyi) increased 22%.  Baidu’s App daily active users 
(DAU) increased 24% over 2017.  iQiyi added 36.6 million users to 
reach 87.4 million users by year-end.  Operating income decreased by 
1% during the year owing to increased spending at iQiyi.  Core operat-
ing income increased 21% over 2017.  Income to Baidu and Baidu Core 
increased 51% and 52%, respectively.

What May Drive Future Growth?
Baidu has invested heavily in the autonomous driving area.  Additionally, 
Baidu, through its research group, is investing in artificial intelligence as 
well as areas such as computer vision, healthcare, quantum computing, 
natural language, robotics, machine and deep learning, and high-perfor-
mance computing. 
 

Valuation
Baidu is trading at a forecasted P/E of 13.4 (based on estimates from Ya-
hoo Finance).  The company is also trading at P/B of 2.36.  But effectively, 
these ratios can be cut in half when factoring out the value of Baidu’s 
stake in iQiyi, Ctrip and its excess capital. 

Summary
Baidu certainly faces challenges going forward.  Competition is intense 
and will only increase in China’s internet industry.  A weak Chinese econ-
omy may continue to pressure Baidu’s advertising revenue.  Additionally, 
the company will need to continue to spend to develop newer technolo-
gies to fuel growth. 
However, the company is trading at much lower multiples than compa-
nies such as Alibaba (BABA) and Tencent (TCEHY) – companies with 
which Baidu is often compared (collectively, Baidu, Alibaba, and Tencent 
make up China’s BATS stocks).  Additionally, the company’s investments 
in iQiyi, Ctrip and its excess capital provide a potential cushion on the 
downside.
At the same time, growth of 22% is still decent.  And the company con-
tinues to develop new technologies as it aims to fuel future growth.
Baidu’s recent stock decline may be a potentially advantageous invest-
ment opportunity.   
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Carefully consider the Fund’s investment objectives, risk factors, 
charges and expenses before investing. This and additional infor-
mation can be found in the Fund’s prospectus, which may be ob-
tained by visiting WWW.EMQQETF.COM www.emqqetf.com. 
Read the prospectus carefully before investing.

Investing involves risk, including the possible loss of principal. Investments 
in smaller and mid-sized companies typically exhibit higher volatility. The 
fund is non-diversified. International investing may involve risk of capital 
loss from unfavorable fluctuations in currency values, from differences in 
generally accepted accounting principles, or from economic or political in-
stability in other nations. Emerging markets involve heightened risks related 
to the same factors as well as increased volatility and lower trading volume. 
Frontier markets generally have less developed capital markets than tradi-
tional emerging market countries, and, consequently, the risks of investing 
in foreign securities are magnified in such countries. These countries are 
subject to potentially significant political, social and economic instability, 
which could materially and adversely affect the companies in which the 
Fund may invest. The Fund invests in the securities of Internet Companies, 
including internet services companies and internet retailers, and is subject 

to the risk that market or economic factors impacting technology companies 
and companies that rely heavily on technology advances could have a major 
effect on the value of the Fund’s investments. 

There is no guarantee that the Fund or the index will achieve its investment 
objective. 

This piece is considered a manager’s opinion. It should not be regarded as 
investment advice or a recommendation of specific securities. Holdings 
are subject to change.  Securities mentioned do not make up the entire 
portfolio and, in the aggregate, may represent a small percentage of the 
portfolio.

The performance data quoted represents past performance. Past 
performance does not guarantee future results. The investment return 
and principal value of an investment will fluctuate so that an investor’s 
shares, when sold or redeemed, may be worth more or less than their 
original cost and current performance may be lower or higher than 
the performance quoted. For performance current to the most recent 
month-end, please visit WWW.EMQQETF.COM www.emqqetf.com. 
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