ALIBABA GROUP: RIVALS AT THE GATE?"

During a visit to the United States in 1995, Jack Ma, the founder of Alibaba, heard about the Internet for the first time. With his hands on
the technology, he searched for the word beer on Yahoo. Ma was surprised to find that his Internet search came up with beers from Europe
and America, but there was nothing from China. At that moment, he decided to build a business that could facilitate the buying and selling
of Chinese products abroad. Even in the face of great scrutiny, he identified the great business potential of e-commerce and founded Alibaba
in 1999.

Ma’s once criticized vision for the Alibaba Group has now evolved into a thriving global operation, making it one of the most successful
companies of the past decade. Alibaba’s stock price has been one of the top performers among technology companies around the world. Its
past year performance aggressively competed with one of its fiercest international competitors, Amazon (see (X Exhibit 1). However,
Alibaba’s continuously evolving business model, along with increasingly growing domestic competition from companies like Tencent
Holdings, Baidu, and JD.com, create numerous challenges for the company to move forward and replicate that past performance record.

EXHIBIT 1 Alibaba Stock Price Performance vs. Amazon, JD.com, and Baidu
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Source: Yahoo Finance. 2019.
Intuitively, the meteoric rise of Alibaba has been accompanied by a number of direct and indirect challenges, which are consistently growing
with the size of the company. From domestically-based pressures, such as increasing competition, to international obstacles involving new
and unchartered U.S. market conditions, Ma’s Alibaba Group has its work cut out. Additionally, the Chinese government tightened e-
commerce regulation, which led to formal complaints aimed at Alibaba’s practices regarding fraud protection. A great deal of debate is
attempting to hash out the ambiguities associated with the determination of the company’s future competitive sustainability and financial
viability.!

Company History and Evolution

Ma Charm

Jack Ma did not benefit from any type of advantageous handicap. During a speech at Stanford University, Ma stated, “We are a very lucky
company. . . There was no chance that we would survive. I don’t have any background, rich father, or strong uncles.”? Ma’s success seems to
be the outcome of his innovative vision and aggressive business savvy. Scott Kessler, an analyst from S&P Capital IQ, describes Ma as,
“someone who thinks very long term—which is something that isn’t very common these days."3 Ma departs greatly from the typical Chinese
personality archetype. Flamboyant style, forwardly opinionated demeanor, and unconventional business approach define the man known as
Jack Ma.*

Ma first encountered the Internet during a business trip to the United States as a translator. While his initial goals pertaining to his ~ C 240
travels failed, his introduction to the Internet surely made the endeavor worthwhile. After recognizing the Internet’s potential, he headed
back to China to pursue opportunities involving its application. Ma initially developed a Chinese listing website, which he eventually sold to
the Chinese government. For some time, Ma worked with the Chinese Ministry of Commerce in Beijing. Finally, Ma decided to move back
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Alibaba Incorporated

In 1999, Jack Ma and his team of 17 co-founders officially established Alibaba Group out of his apartment in Hangzhou, Ma’s hometown in
Eastern China. Upon the company’s commencement, a global wholesale business-to-business online marketplace, Alibaba.com was born.®
From 1999 to 2000, Ma and his team worked to acquire venture capital funding. In January 2000, the company successfully signed a deal for
US$20 million with a group of investors led by a Japanese multinational corporation, Softbank. Other financial institutions, such as
Goldman Sachs and Fidelity, were also early investors in Alibaba Group. By 2001, the company surpassed one million users and operated
with positive cash flow: this was Ma’s first encounter with proﬁtability.7

In 2005, U.S. corporation Yahoo and Alibaba.com formed an international strategic partnership. This partnership allowed the two
companies to work together toward improving the Yahoo brand presence in China. Yahoo purchased US$1 billion of Alibaba.com shares,
which, in agreement with Alibaba Group, provided Yahoo “40 percent economic interest with 35 percent voting rights.“8 Ma explained,
“Teaming up with Yahoo will allow us to deliver an unmatched range of e<commerce services to businesses and consumers in China.”®

In 2007, Alibaba began trading as a public company on the Hong Kong stock exchange as Alibaba.com Limited. The IPO raised $1.67
billion, which made Alibaba.com Limited the largest Internet IPO in Asia. The IPO share price opened at $1.73 and sharply rose 192.6
percent to $5.05 per share.'’ Ma stated, “We are pleased to welcome investors from Hong Kong and around the world to join us in building
a world-class e-commerce <:0mpany."ll Major investors involved with the offering included Yahoo Inc., Foxconn Limited, the Industrial and
Commercial Bank of China Limited, and AIG Global Investment Corporation Limited. David Wei, CEO of Alibaba.com, announced, “Our
Hong Kong listing is an important milestone for our company . . . We will use the resources and brand exposure gathered from the listing to

expand our community of members and add more value to their business.”!?

In 2014, Alibaba Group officially filed for an IPO in the United States.! After the international business community got the news that
Alibaba Group would begin publicly trading in the United States, there was an uproar on Wall Street surrounding the monumental event.
The tremendous growth trajectory of the company along with an increase in revenues provided promising evidence that Alibaba would not
have a problem competing with American firms (see (& Exhibit 2).

EXHIBIT 2 IPOs in the United States as of 2018 (in $ billions)

Company IPO date IPO

Alibaba Group Holding 0918.2014 2177
Visa 03.18.2008 17.86
ENEL SpA 11.01.1999 16.45
Facebook 05.17.2012 16.01
General Motors 1117.2010 15.77
Deutsche Telekom 11171996 13.03
AT&T Wireless Group 04.26.2000 10.62

Source: Renaissance Capital, January 2018: Kiplinger.com October, 2018.
Alibaba’s revenue increased in 2018 but the marginal cost of revenue seems to be increasing. Over past few years, the quality of earnings
declined compared to the quantity of earnings. Meaning, it seems that growth in the accounting revenue increased at the cost of operating
performance. For past three years, while revenue increased sharply, most of the profitability ratios are in declining trend (see Exhibits 3,

@ 9and @110).



EXHIBIT 3 Alibaba Group Annual Revenue 20102018 in Millions of Chinese RMB
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Company Philosophy

Alibaba Group participates in various markets through its different businesses. A central theme among Alibaba’s businesses points to
providing an online platform for buyers and sellers around the world. Alibaba Group identifies itself as an ecosystem, in which its diverse
online marketplace platforms meet the needs of heterogeneous buyer-seller relationships throughout the world.™ In a letter to investors, Ma
states, “Alibaba is a value-based company driven by our mission to make it easy to do business anywhere. Our proposition is simple: we want
to help small businesses grow by solving their problems through the Internet.”!3 Alibaba Group is frequently compared to popular global e-
commerce companies such as eBay, Amazon, and PayPal. Alibaba Group’s multi-dimensional “open marketplace” is recognized as the
largest global marketplace by volume.'®

Business Model

Typically, e-commerce businesses maintain warehouses to store inventory. Engaging in direct selling is also a commonplace practice. In this
effort, a company attempts to sell d directly to cc through their e-commerce platform. Frequently, e<commerce
businesses own or work in conjunction with committed distribution channels. The philosophy behind Alibaba’s success strays from the
classic e<commerce approach. Alibaba does not own any warehouses, does not oversee or corroborate with any distribution channels, and
never engages in direct selling of goods. Alibaba aims to simply connect small businesses and manufacturers with a global pool of potential

consumers.'”

Alibaba’s e-commerce revenue generation is acquired through variegated fees. Merchant fees are charged to users based on the number of
units sold in retail centers. A fixed rate is required of members in the wholesale centers. Small businesses have the option to have their own
storefronts for which there are special membership fees.' More than 50 percent of revenue is earned by online advertising efforts.
Consumers use the Taobao Marketplace search engine to locate desired goods by entering phrases containing keywords. These keywords are
auctioned—providing the highest bidders with advertising space for when a customer enters the specific keyword. Advertising revenue, a
significant portion of revenues, comes through homepage advertising space. Taobao, Tmall.com, and Alibaba.com set aside areas on their
respective h for di Due to the shift from PC-based to mobile platform consumer preference, adjustments must
be made to advertising efforts. Taobao and Baidu dominate the online advertising market in China.

to

Components of Alibaba

Alibaba’s numerous busi allow the to ly focus on divergent e-cc trading relati ‘While the company’s
original efforts to provide a global e-<commerce platform still exist, the growth of the company led derivative businesses to be conceived in
order to expand Alibaba’s functionality and potential user base. The company provides its services to both large-scale and small-scale




organizations alike. Additionally, some platforms are geared toward global e-commerce, while others primarily focus on domestic
transactions within China (see Exhibit 4).

EXHIBIT 4 Alibaba Group Organizational Structure
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Source: Alibaba Annual Reports.
In 1999, Alibaba.com was created alongside the initial founding of Alibaba Group. The flagship business division is described as a “global
wholesale marketplace online for international customers.”!® Globally, Alibaba.com is reported to be the largest online business-to-business
platform. The e-commerce platform deals with buyers and sellers from over 240 countries.2? The marketplace aims to connect international
buyers with Chinese sellers. Nevertheless, Alibaba encourages vendors from anywhere in the world to utilize the global trading platform."

1688.com, a business segment of Alibaba.com, was officially launched in March 2010. Like Alibaba.com, 1688.com is a businessto- _C 242
business (B2B) online e-commerce platform. While Alibaba.com focuses on facilitating B2B trading transactions globally, 1688.com is
specifically geared toward enabling B2B wholesale transactions within China domestically. As of 2013, 1688.com had acquired 100 million
registered users.22 AliExpress, one of Alibaba’s businesses, was developed and released in April 2010. AliExpress’s purpose, similar to
Alibaba.com, focuses on smaller B2B interactions. AliExpress allows the targeted small businesses, internationally, to purchase goods in
smaller quantities at wholesale prices (see Exhibit 5).23



EXHIBIT 5 The Networks Effect on and Across Alibaba Platforms
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The Taobao Marketplace, an alternative to Alibaba.com focusing on consumer-to-consumer trading transactions, was introduced in May
2003. With seven million registered merchants, Taobao Marketplace is the most preferred C2C online marketplace in China. Taobao
marketplace attributes its growth to the incorporation of commission-less transaction platform Alipay. The majority of Taobao’s revenue (85
percent) stems from advertising.

A Taobao Marketplace, including Tmall.com, was developed in April 2008, which eventually became a separate division of Alibaba Group in
June 2011. Essentially, Tmall.com is a business-to-consumer retail online shopping mall. Vendors are permitted to register and open
“storefronts” on the website and consumers can browse the different digital establishments. Tmall.com is the most popular B2C retail online
web-platform, controlling approximately 50 percent of China’s B2C market.2* The Taobao and Tmall.com platforms have been aggressively
adopted throughout China, so much so that remote townships completely rely on the e-commerce platforms. These “Taobao Villages”

sustain themselves by using Taobao Marketplace and Tmall.com as their main sources of income.?’

An initial issue that Alibaba Group faced was the absence of an online payment platform. In response, Alibaba Group developed its own
online payment platform called Alipay. Originally, Alipay was considered a peripheral component of Alibaba.com, specifically on the Taobao
platform. In 2004, Alipay became a separate business. A valuable incorporated feature of Alipay is its escrow capabilities, which provides a
buyer more security and more control over transactions. Alipay is the most used third-party online payment platform in China, which is
responsible for approximately half of all electronic paymems.zs

Apart from the e-commerce businesses incorporated under Alibaba Group, many other businesses focus on adjacent markets. C243

Aliyun.com, launched September 2009, is China’s paramount cloud-computing platform. Alibaba Group shrewdly harmonizes Aliyun’s
cloud-computing capabilities with its other businesses. Aliyun’s data mining, processing, and analytic capabilities can be applied to its e-
commerce businesses, which provide massive amounts of raw data via buyer-seller transaction data.?’

Alibaba Growth Strategy

Corporate Investments and Acquisitions

Alibaba Group’s labyrinth-like internal structure is vast and complex compared to most traditional business models, yet its exceptionally
constructed business architecture continues externally. Since its early years, the company has pursued acquisition and investment
opportunities. Its first substantial external engagement dates back to 2005, when Yahoo China merged its China-based operations with the
Alibaba Group business ecosystem.28

Upon the formal announcement of Alibaba’s U.S. IPO, the company’s acquisition and investment strategy continued to magnify. “We have
made, and intend to continue to make, strategic investments and acquisitions to expand our user base, enhance our cloud computing
business, add complementary products and technologies and further strengthen our ecosystem. For example, we expect to continue to make

strategic investments and acquisitions relating to mobile, 020 services, digital media, category expansion, as well as logistics services.”2’




Alibaba has focused primarily on domestic investment endeavors, although the has fi iall d some U.S. ies as

well. Lyft, an American car service company, and Tango, an American messaging service, are two cases of Alibaba’s investments in U.S.
companies.m

Alibaba has penetrated various markets through acquisitions and investments (see Exhibit 6). At times, the decisions are perceived as
ambiguous and unexpected. In 2013, a stake of 18 percent worth $586 million was acquired in Sina Weibo, which is a Chinese company
analog of Twitter.’! In April of 2014, Alibaba, along with Jack Ma’s private equity company Yunfeng Capital, procured 18.5 percent of
Youku Tudou, a popular Chinese Internet video company for a total of $1.2 billion. “We are excited to cooperate and work closely with
Victor and his team to support their innovation in this key emerging space as well as accelerate our digital entertainment and video content
strategy. This is an important strategic initiative that will further extend the Alibaba ecosystem and bring new products and services to
Alibaba’s customers.”*

EXHIBIT 6 Alibaba’s Investments as of 2018 (in $ millions)

Alibaba’s Investments in $ millions
Youku Tudou 1220
AutoNavi Holdings 1165
ChinaVision Media Group 829
Intime Retail 692
Weibo 586
TangoMe 280
Lyft 250
SingPost 249
Gooddaymart 240
Guangzhou Evergrande 194
CITIC 21CN 7
Kabam 120
TutorGroup 100
Beijing Byecity Technology Development 20

Source: The Economist.

Additional investments focus on mobile applications and logistics. Umeng, a mobile analytics company, was purchased for US$80 C 244
million, and Alibaba invested US$50 million in Quixley—a mobile app search engine. The delivery service joint venture, China Smart
Logistics, benefitted from an investment of US$269 million, which granted Alibaba 48 percent ownership. A more palpable investment took
place in January 2014, when Alibaba invested US$15 million in a luxury e-commerce website called Istdibs®® Amid continuous investments
and acquisitions, Alibaba has become a dominating force in the Chinese B2B and B2C markets (see Exhibits 7 and & 8).



EXHIBIT 7 Market Share of B2B E-Commerce Platforms in China
Market share of online retailers

Dangdang.com 0.4% Jumei.com 0.2%
Netease Kaola 0.6%,
Amazon.cn 0.7%,
Gome.com.cn 1.6%
VIP.com 3.4%

Suning.com 4.8%

Source: China e-Business Research Center.

EXHIBIT 8 Market Share of B2C Online Shopping Websites in China
B2B market share

Global Market 1%
cn.toocle.com 1.2%
Mysteel.cn 1.4%
Focuschina.com Global Sources
2.6% 41%

Source: iResearch.
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Brick and Mortar Retail Remains Strong in China

Annual retail revenue in China has increased from $370 billion to $2 trillion in the past 10 years.“ In terms of consumption volume, China
has become the largest food and grocery market in the world that is expected to grow at an increasing rate in the years to come. After
experiencing success in the e-commerce market, Alibaba recently stepped into brick and mortar retail by introducing Hema Supermarkets in
2015. Over the past two years, the company invested about $8 billion on brick and mortar stores in China. In order to increase the speed of
its brick and mortar retail market presence, Alibaba also announced an investment of $2.9 billion in Sun Art Retail Group.35 Expanding
physical presence in the retail market will challenge Alibaba in many ways, as the company has primarily been an Internet business.
According to the National Bureau of Statistics in China, almost 100,000 retail companies are serving the Chinese people around the
country. Competing with thousands of local grocery stores and vendors may not be the kind of competition that Alibaba had encountered so
far.

The Competition

The Chinese digital market is expected to remain the world’s largest as compared to the United States and Europe. Winning in China will
translate into winning as a company for Alibaba as international competitors like Amazon will make it extremely challenging for Alibaba to
dominate in the global e-commerce market. By 2018, the online population in China was around 700 million as compared to 265 million in
the United States. Demographically, Alibaba is at an advantageous position in the world’s largest digital market. However, the Chinese e-
commerce market is also one of the toughest battleground territories for technology companies. Additionally, there are many untapped
markets in the developing world when it comes to the e-commerce industry. Those potential markets include Africa, South Asia, Middle
East, and South America.

Alibaba faces immense competition from two kinds of competitors, and both of those are squeezing the growth opportunities for Alibaba
locally as well as internationally. Alibaba’s top two global competitors include Amazon and eBay (see @ Exhibit 11), whereas the top
homegrown competitors include JD.com and Baidu. Many U.S. companies, including Uber and Facebook, have failed to penetrate
successfully in China. Nonetheless, achieving success in China as a domestic company is almost as difficult as it is for international
companies.
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EXHIBIT 9 Alibaba Consolidated Income Statement

EXHIBIT 9 Alibaba Consolidated Income Statement

Year ended March 31,
2017 2018 2019
RMB RMB

(in millions)

Net income 71289 41226 61412 80,234 11955
Other comprehensive income (loss):

- Foreign currency translation:

Change in unrealized gains (losses) 312 (2,191) (805) 1,068 159
Reclassification adjustment for losses recorded in net income 21 44 — - —
Net change 333 (2147) (805) 1,068 159

- Available-for-sale securities:

Change in unrealized gains 2,278 8,91 769 — —
Reclassification adjustment for (gains) losses recorded in net (422) (5,764) 51 — —
income
Tax effect _(488) _(1.042) 385 — —
Net change 1,368 205 121 — —
- Share of other comprehensive income of equity method
investees:
Change in unrealized gains (losses) 65 780 (930) 582 87

- Interest rate swaps under hedge accounting:
Change in unrealized gains — 433 143 (295) (44)

- Forward exchange contracts under hedge accounting:

Change in unrealized (losses) gains (168) 169 (85) — —
Other comprehensive income (loss) L% ﬂ & E ﬂ
Total comprehensive income 72,887 42,566 60946 81589 12157
Total comprehensive loss attributable to noncontrolling interests 102 389 2,215 6,637 ﬂ
Total comprehensive income attributable to ordinary shareholders 72,989 42,955 63161 88,226 13146

Source: Alibaba Annual Reports.
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EXHIBIT 10 Alibaba Balance Sheet

Assets
Current assets:
Cash and cash equivalents
Short-term investments
Restricted cash and escrow receivables
Investment securities
Prepayments, receivables and other assets
Total current assets
Investment securities
Prepayments, receivables and other assets
Investments in equity investees
Property and equipment, net
Land use rights, net
Intangible assets, net
Goodwill
Total assets
Liabilities, mezzanine equity and shareholders’ equity
Current liabilities:
Current bank borrowings
Current unsecured senior notes
Income tax payable
Escrow money payable
Accrued expenses, accounts, payable and other liabilities
Merchant deposits
Deferred revenue and customer advances
Total current liabilities
Deferred revenue
Deferred tax liabilities

Non-current bank borrowings

2017
RMB

As of March 31,

2018
RMB

(in millions)

143,736
3,01
2,655
4,054
28,408
181,864
31,452
8,703
120,368
20,206
4,691
14,108
125420

506,812

5,948
8,949
6,125
2,322
46,979
8,189
15,052
93,564
641
10,361

30,959

199,309
6,086
3,417
4,815
43,228
256,855
38192
16,897
139,700
66,489
9,377
27,465
162149

717124

6,028
13,689
3,053
81165
9,578
22,297
135,810
993
19,312

34153

RMB

189,976
3,262
8,518
9,927
58,590
270,273
157,090
28,018
84,454
92,030
68,276
264,935

965,076

7,356
15,110
17,685
8,250
1771
10,762
30,795
207,669
1,467
22,517

35,427

28,308
486
1,269
1,479
8,730
40,272
23,407
4175
12,584
13,713
10,173

39.477

143,801

1,096
2,251
2,635
1,229
17,540
1,604
4,589
30,944
219
3,355

5,279
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Liabilities, mezzanine equity and shareholders’ equity
Current liabilities:
Current bank borrowings
Current unsecured senior notes
Income tax payable
Escrow money payable
Accrued expenses, accounts, payable and other liabilities
Merchant deposits
Deferred revenue and customer advances
Total current liabilities
Deferred revenue
Deferred tax liabilities
Non-current bank borrowings
Non-current unsecured senior notes
Other liabilities
Total liabilities
Commitments and contingencies
Mezzanine equity

Shareholders’ equity

Ordinary shares, US$0,000025 par value; 4,000,000,000 shares authorized
as of March 31, 2017 and 2018; 2,529,364,189 and 2,571,929,843 shares issued

and outstanding as of March 31, 2017 and 2018, respectively
Additional paid-in capital
Treasury shares, at cost
Restructuring reserve
Subscription receivables
Statutory reserves
Accumulated other comprehensive income
Cumulative translation adjustments

Unrealized gains on available-for-sale securities, interest rate swaps
and others

Retained earnings
Total shareholders’ equity
Noncontrolling interests
Total equity
Total liabilities, mezzanine equity and equity

5948 6028 7356 1096
8,949 - 15110 2,251
6125 13689 17685 2635
2322 3053 8250 1229
46979 81165 77N 17540
8189 9578 10762 1604
15052 22,297 30795 4,589
93564 135810 207669 30,944
641 993 1,467 219
10361 19312 22517 3,355
30,959 34153 35427 5279
45876 85372 76,407 1,385
1290 2045 6187 922
182691 277685 349674 52104
2,992 3,001 6819 1016

1 1 1=
164,585 186764 231783 34,537

(2,823)  (2.233) - =
(624) (361) (97) (15)
(63) (163) (49) @)
4080 4378 5068 755
(3618) (3594 (2592)  (386)
8703 8677 257 38
108558 172,353 257886 38,426
278799 365822 492257 73348
42330 _70616 16326 _17333
321129 436,438 608,583 90,681
506,812 717124 965076 143,801

Ll




Source: Alibaba Annual Reports.

EXHIBIT 11 A C of e-C 1
Amazon Alibaba eBay
Holds Inventory Yes No No
Consumer Credit Services Co-branded Credit Card No Bill Me Later
Advertising Services Yes Yes Yes
Available Technology Platform Yes (Amazon Web Services) Yes Yes (Open Source Platform)
E-Payment Service No Alipay PayPal
Direct Sales Yes No No
Matches Buyers and Sellers Yes Yes (via 1688.com)  Yes
Individual Storefronts Yes Yes Yes
Manufactures Proprietary Goods Yes (Kindle/Fire) No No
Content Provider Yes (Streaming videos/e-books) No No
Publisher Yes (Books/music/films/technology) No No
Membership Fees Yes (Prime) Yes No
Sources: ia, https://www.forbe: i i 2018/07/12/the-prime-diffe by libaba/,https:/ libab: bay-
comparing-the-platforms-size-and-growth/.https://www.cnbe.com/2019/03/05/why-alibaba-i ing-with d-ebay-for-th, html
Amazon

Jeff Bezos, the richest man in the world, founded Amazon in 1994 in Seattle, Washington. From an online bookstore to a world-class e-
commerce company, Amazon's growth and success is a remarkable story. It has been a star among e-commerce companies in the recent past.
The stock price performance topped all the Wall Street estimates and soared about 173 percent from January 2016 to January 2018.36

Amazon follows an operational style mirroring that of offline retailers. It engages in direct selling to customers, controls its own distribution-
warehousing facilities, and engages in manufacturing its own brand of goods. In 2000, the company developed platform functionality that
permitted individual sellers to connect with consumers through Amazon.com. The company’s website boasts, “Over 2 million third-party
sellers participate in Amazon where they offer new, used, and collectible selections at fixed prices to Amazon customers around the

world.”37 Amazon is revered for its extremely effective logistics and customer service. 3

Over the past decade, Amazon has become the largest e-commerce retailer in the world. The company dominates the U.S. online shopping
industry and is consistently expanding around the world. Amazon achieved remarkable milestones in terms of growth and expansion.
According to Gartner Research, Amazon’s public cloud services are expected to grow at about 23 percent percent, whereas the total market
in the same segment is expected to grow at about 13 percem.” Similar to Alibaba, Amazon’s business model consists of many subcategories
that include an online store, subscription services, third-party vendors, virtual assistant electronic devices, online advertising, online
streaming services and many others. Amazon’s annual growth rate averaged around approximately 50 percent over the past few years.‘w
According to Jeff Bezos, Amazon achieved success due to its customer-focused business strategy. It allowed the company to amaze its
customers by developing products and services based on their own ideas and preferences.

Despite Amazon’s success in the United States and other parts of the world, China still remains a challenging market due to C249
immense competition. China is one of the most lucrative markets for e-commerce companies in terms of an active number of online daily

users, yet it remains one of the most challenging battlegrounds for domestic as well as international e-retailers such as Amazon. However, the
most significant threat that Amazon poses to Alibaba is in the international territory.



eBay

eBay’s auction-based platform aims to connect buyers and sellers. It originally provided its own payment system called PayPaL' The
company claims, “We are primarily a transaction-based business that generates revenue from the transactions and payments that we
successfully enable.”*! Similar to Alibaba, eBay does not partake in the holding of inventory. More recently, PayPal began offering credit
services originally called “Bill Me Later” and eventually changed its title to PayPal Credit. eBay benefits from this development because now
consumers can easily access a line of credit to help confidently engage in auctions. Another business under eBay is called eBay Enterprise,
which deals with marketing, advertising, retail, and commerce. The company receives revenues streams from eBay Enterprise by storefronts
such as StubHub.

eBay competes with Alibaba as both companies aim to bring buyers and sellers together. eBay’s payment system, PayPal, competes with
Alibaba’s payment system called Alipay. Despite the success of Alibaba in the domestic market, it will be a challenge for the company to
compete with eBay when it comes to offering an auction-based online platform to buyers and sellers in the United States and other markets
outside China. eBay’s brand recognition would make it difficult for Alibaba to take over eBay’s customers outside China.

JD.com

JD.com, the homegrown archrival of Alibaba, offers a more traditional e<commerce experience. The company sells directly to its customers,
actively holds inventory, and is responsible for taking care of its shipping and logistics. In China, JD.com is enjoying the largest volume of
direct online sales transactions. JD.com is listed as JD on the NASDAQ in the United States. Although JD.com holds a comparatively
smaller share of the Chinese e-<commerce market, the company has the benefit of being a direct competitor of Alibaba. Therefore, JD.com is
a likely ally of any company that wants to compete with Alibaba.

One of the allies of JD.com is Tencent, a Chinese Internet company founded in 1998. Tencent also stands as a competitive threat to Alibaba
Group when it comes to Internet service portals and online payment systems. Tencent is one of the most used Internet service portals in
China. WeChat, QQ.com, and Tenpay are some of the online destinations that Tencent operates. Originally, Tencent was involved with
entertainment and social media, but its increased popularity caused the organization to pursue progressive growth opportunities. Tencent is
listed as Tencent Holdings Limited (0700.HK) on the Hong Kong Stock Exchange.42

Baidu

The most popular Chinese Internet search engine, known as Baidu, was founded in the year 2000. Baidu's functionality and goals are parallel
to that of Google. The company provides search engine capabilities along with other services such as maps and Internet TV. A unique and
central component to Baidu’s strategy revolves around the promotion of online-to-offline (020) services. 020 technology aims to promote
consumer demand for physical business locations through mobile and Internet applications."3 Baidu is traded on the U.S. NASDAQ as
BIDU.*

Baidu is trying to eat Alibaba’s lunch when it comes to digital advertising. Alibaba’s online advertising revenue of about $16 billion has a
market share of 31 percent in China.*3 Whereas Baidu, as a search engine, holds about 18 percent of the digital advertising market share in
China. Baidu has also joined JD.com to compete with Alibaba, where JD.com benefits by having access to millions of Chinese shoppers.
According to analyst estimates, such alliances are going to make it difficult for Alibaba to continue growing at a fast growth rate.

Alibaba’s Challenges

Escalating Domestic Competition

Domestic competition in China, which once seemed futile to Alibaba, has begun consolidating and developing powerful strategic
partnerships. Tencent has bated Alibaba’s ive acquisition ign by simul ly pursuing acquisitions in the Chinese tech
market. Chinese e-commerce has been ballooning and is experiencing a move from PC-based to mobile applications. This trend has made
the mobile application market an area of interest for both Tencent and Alibaba.*6 Tencent developed its own messaging service called
WeChat, which is widely used throughout China and has been adding li 4

to the mobile

To compete more aggressively with Alibaba, Tencent invested US$215 million in JD.com for a 15 percent stake, effectively forminga C 250
significant partnership. According to Tencent's 2017 earnings report, its WeChat app has almost a billion active users in China. A
partnership with Tencent gives a huge advantage to a competitor like JD.com by providing access to the largest group of consumers in the
world. Tencent’s competencies, in conjunction with JD.com’s strong position in the e-<commerce and excellent logistics infrastructure,



To compete more aggressively with Alibaba, Tencent invested US$215 million in JD.com for a 15 percent stake, effectively forminga C 250
significant partnership. According to Tencent’s 2017 earnings report, its WeChat app has almost a billion active users in China. A
partnership with Tencent gives a huge advantage to a competitor like JD.com by providing access to the largest group of consumers in the
world. Tencent’s competencies, in conjunction with JD.com’s strong position in the e-commerce and excellent logistics infrastructure,
furnish the cooperating organizations with a competitive advantage. Vice President of Forrester Research Bryan Wang elaborated, “JD was
competing with Alibaba ... however, the scale was too small. But now with the WeChat platform that’s a game changer.“"8

Aside from Tencent’s collaboration with JD.com, the company is joining with Baidu and a property firm called Dalian Wanda Group to
develop a massive e-<commerce platform. Dalian Wanda owns 70 percent of the venture, while Tencent and Baidu hold 15 percent each. At
the heart of the e-commerce venture is the dedi d i ion of online-to-offline functionality. Dong Ce, the 020 venture’s chief
executive, declared, “by teaming up with Tencent and Baidu, Wanda will become the biggest online-to-offline e-commerce platform in the
world.” The joint venture's total investment sums up to $790 million. “The deal is structured over three years ... the initial investment by the
three firms will amount to 1 billion [RMB],” said Tencent.**

Government Regulations In China

Recently, Alibaba ran into problems with China's State Administration for Industry and Commerce (SAIC). A scolding statement was
publicly released haranguing Alibaba about the excessive presence of fraud on their e-commerce platforms. SAIC announced that in a
sampling inspection, 63 percent of the products sold on Alibaba’s online Taobao marketplace were found to be “unauthentic”—meaning they
were fake, discredited, or came through unauthorized channels.3" The SAIC statement also divulged that company employees were
facilitating the illegal activity by partaking in commercial bribery. It was d that in exct for ial comp ion pl

with the ability to control merchant placement, would ensure better platform placement. SAIC mysteriously retracted its formal accusation.
“We feel vindicated,” stated a spokesperson on behalf of Alibaba Group.

For some time Taobao Marketplace has dealt with grievances hinging on the alleged presence of counterfeit goods. This spat between a
Chinese government agency and a Chinese-based corporation was distinctive. Xinhua News Agency described this event as “the most heated
confrontation between the government and an enterprise in the era of the Internet economy."51 Chinese bystanders hypothesized that this
kind of government behavior could forecast further harassment for Alibaba. The source of heckling is postulated to arise from China’s drill
ducing reliance on cheap

down “on intellectual-property protection in its effort to overhaul the economy, ing up ion and
labor, exports, and big-ticket spending projects.”>2

‘While this was not the first instance of discord between a weighty corporation and the Chinese government, Alibaba’s defensive positioning
is unique. Alibaba drives Chinese e-commerce so significantly that any major persecution would lead to a setback to the Chinese economy.
Alibaba maintains deep political connections in the Chinese government because government agencies have a vested interest in the firm’s
NYSE stock listing.>?

Exposure to International Competition

In comparison to eBay and Amazon, Alibaba’s volume of sales and global market share reign supreme. While impressive, and perhaps
intimidating for U.S. firms, this does not mean that the company will easily penetrate U.S. e<commerce territories. Alibaba’s brand
recognition within the United States is relatively low in comparison to eBay and Amazon. Similarly, U.S. e<commerce and Internet
companies find it extremely difficult to comfortably position themselves in Chinese markets. It is likely that the competing firms will
dominate their respective domains. The competitive arena for Alibaba Group and U.S. brands, such as eBay and Amazon, is expected to take
place outside their homelands. Foreign developing markets like Africa and South America will probably become the targeted untapped
regions where these competitors will confront each other.34

Until an IPO on the U.S. NYSE, Alibaba Group had exclusively centralized its operations within China. The Chinese government acts as a
supportive proponent to any domestic company that has potential to grow into a global player in the tech industry. The Chinese government
has put certain policies in place to promote local firms, protecting them from foreign competition. Recently, Alibaba acquired Sina Weibo, a
social platform like Twitter, as a move into Chinese social networking. Alibaba was able to move into the social media business because
global leaders, such as Facebook, were not permitted in China. Alibaba was effectively given an advantageous handicap with the absence of
outside competition. A parallel to this protective cultivation of the social media market lies in online video content as well. For instance,




1N 1OL SN 1DuE.

Exposure to International Competition
In comparison to eBay and Amazon, Alibaba’s volume of sales and global market share reign supreme. While impressive, and perhaps
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companies find it extremely difficult to comfortably position themselves in Chinese markets. It is likely that the competing firms will

their ive domains. The itive arena for Alibaba Group and U.S. brands, such as eBay and Amazon, is expected to take
place outside their homelands. Foreign developing markets like Africa and South America will probably become the targeted untapped
regions where these competitors will confront each other.34

Until an IPO on the U.S. NYSE, Alibaba Group had exclusively centralized its operations within China. The Chinese government acts as a
supportive to any d it pany that has potential to grow into a global player in the tech industry. The Chinese government
has put certain policies in place to promote local firms, protecting them from foreign competition. Recently, Alibaba acquired Sina Weibo, a
social platform like Twitter, as a move into Chinese social networking. Alibaba was able to move into the social media business because
global leaders, such as Facebook, were not permitted in China. Alibaba was effectively given an advantageous handicap with the absence of
outside competition. A parallel to this protective cultivation of the social media market lies in online video content as well. For instance,
YouTube is banned in China, which might allow Alibaba to enter the market at its own leisure.>®

The most important market incubation provided to Alibaba Group, naturally, lies in the e-commerce. While U.S. firms are not restricted
from entering the Chinese e-commerce market, the Chinese government makes it difficult on purpose. eBay's operations were overshadowed
by the growing success of Alibaba’s Taobao Marketplace. Amazon is still persistently engaged in efforts to penetrate the Chinese market. The

company has not faced much detrimental government attention, but it is hypothesized that this is due to its lack of success. 3
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Looking Ahead

Stemming from ambitious entrepreneurial dreams out of his modest Hangzhou apartment, Jack Ma’s Alibaba was born. Through the

of its core i and bustling ion into new, y markets via external acquisition, Alibaba Group commands
a vast ecosystem of businesses. In the appraisal of Alibaba’s performance, we see a p: that ded ially within 15 years—
dominating the Chinese market and launching the biggest IPO in world history.

Currently, the company is facing a variety of pressures and threats. In the d ic domain, ition is ing fast. Upon venturing
outside China, Alibaba has increased its exposure to foreign i Undoubtedly, the pany’s growth has been assisted
by China’s restrictive foreign policies. Alibaba’s presence in the U.S. stock market and to SEC inevi leaves the

p: more and vuls ble as d to d ic Chinese ies as well as foreign competition. Despite the past
success of Alibaba, the future of this Chinese e-commerce giant remains unpredictable. While Alibaba is equipped with many resources to
pursue growth and success, i i ition in the ds ic and international markets will continue to make the company’s growth
more difficult. Time will tell whether Alibaba will be able to achieve success in the unique markets of the world. However, a closer look at
global e-commerce infrastructure and players involved indicated that success will depend upon huge efforts and good luck.




