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(6)Abstract 


The traditional views of business strategy research are the industry-based view and the resource-
 based  view,  which  emphasise  the  competition  in  industry  and  firm  resources.  However,  many 
 institutional theorists suggest that the institutional perspective can also solve some fundamental 
 questions in business strategies. The motives of this study are derived from the contribution of the 
 institutional perspective to the study of business strategies and the rapid development of the e-
 commerce  companies  in  China.  This  thesis  applies  institutional  theories  to  build  an  analytical 
 framework  for  studying  e-commerce  companies’  strategic  responses  to  institutional  factors  in 
 China. Based on the case study on Alibaba Group in China, the collected data reveals findings of 
 formal and informal institutions from the legal and regulatory environment, governmental policies, 
 and cultural factors in China’s institutional environment. The thesis analyses the influence of these 
 findings on Alibaba’s business strategies and discusses the implications for institutional theories 
 and the practices of e-commerce in China. 


Keywords: E-commerce company, Institutional theory, Business strategy, Alibaba 



(7)Chapter 1 Introduction 
 1.1 Introduction 


The  remarkable  development  of  e-commerce  industry  arouses  my  research  interest  in  business 
 strategies  for  e-commerce  companies  in  Chinai.  An  Internet  Plusii (Internet  +)  frenzy  is  now 
 gripping China. The ambitious e-commerce giants in China (e.g., Alibaba and JD.com), along with 
 the  country’s  hyperactive  e-commerce  SMEs  (Small  and  medium-sized  enterprises),  are 
 determined to seize business opportunities through leveraging information technology (IT) and 
 resources in e-commerce ecosystems. Nowadays, China has become the world’s largest and most 
 potential e-commerce market (Wang, Lau, &Gong, 2016). As of the end of 2016, China’s Internet 
 users climbed to 731 million, with over 50 percent of the total population (CNNIC, 2017). The 
 total transactions of China's e-commerce market reached $iii2.9 trillion in 2016 (IResearch, 2017). 


Based on the forecast from professional institutions, the Chinese e-commerce market will have 
 increasing  growth  for  the  following  several  years  (Erickson,  2017).  In  China’s  e-commerce 
 industry, the major e-commerce platform operators are some Chinese giants. When we look into 
 the business strategies for e-commerce in China, it makes more sense to emphasise the analysis on 
 the e-commerce giants. In this study, Alibaba Group Holding Limited, the largest e-commerce 
 service provider, is selected to be the representative case to help answer the research question.  


Concerning the research on business strategies, the two traditional perspectives are the resource-
based view proposed by Barney (1991) and the industry-based view advocated by Porter (1980), 
respectively  leading  strategic  management  scholars  to  focus  on  firm  capabilities  and  industry 
conditions. However, Peng (2002) argued that these perspectives can be contested as they omitted 
the institutional factors that stress the interaction between organisations and institutions. From the 
institutional  perspective,  the  motivation  of  companies’  strategic  behaviour  is  not  limited  to 
economic efficiency, but also includes the social legitimacy as well as other elements such as social 
fitness. In this process, the legitimacy, resources, and validity of a company can be improved.  In 
economics, the efficient institutions can reduce transaction costs by minimising uncertainty and 
establishing stable structures that are beneficial to positive interactions between organisations and 



(8)the  environment  (North,  1990).  Additionally,  the  degree  of  consistency  of  the  expectations 
 between an organisation and the institutional environment, to a large extent, determines the success 
 and  survival  of  the  organisation  (Scott,  2013;  Oliver,  1991).  Accordingly,  the  prominent 
 contribution of the institutional perspective to strategy management is that it helps us to gain a 
 deeper understanding of the underlying relationship between the pattern of strategic behaviour and 
 embedded  institutional  context.  The  trend  of  integrating  institutional  perspective  with  strategy 
 management inspires me to apply institutional theories as the analytical ground to conduct research 
 on e-commerce companies’ strategies in China.  


Institutional transitions in emerging economies mean that emerging economies are more likely to 
 have  more  fundamental,  complicated  and  unpredictable  varying  interactions  between 
 organisations  and  institutions,  and  thus  influence  players’  strategic  behaviours,  which  present 
 significant differences from those in developed economies (Peng, 2003). In this study, as to the 
 institutional environment in China, since the Reform and Opening Upiv, the Chinese economy has 
 created a sustained and rapid growth that lasts for 30 years. In recent years, the central government 
 has  been  elaborately  seeking  a  more  balanced  economy  and  sustainable  development,  which 
 resulted in multiple institutional factors and changes from the legal and regulative environment, 
 governmental  policies,  and  cultural  factors,  which  evidently  have  an  influence  upon  business 
 strategies of e-commerce companies, which are embedded in the institutional environment.  


Although there are many studies exploring the development of e-commerce (Efendioglu, & Yip, 
 2004; Martinsons, 2008; Li & Xie, 2012) and applications of institutional theories for practical 
 issues (Beyer & Fening 2012; Zhu & Chertow 2017), there is much less work on integrating an 
 institutional perspective into research concerning e-commerce. Moreover, most of the literature on 
 e-commerce were based on industry-based view and resource-based view, regarding institutional 
 factors as “background” elements. Thereby, in order to fill the research gap, this thesis employs 
 institutional  perspective  to  build  a  theoretical  framework  for  studying  e-commerce  companies’ 


strategic responses to institutional factors in China. 



(9)The  objective  of  this  study  is  to  use  a  multi-theoretical  framework  based  on  an  institutional 
 perspective in an attempt to explore formal and informal institutions deriving from multiple areas 
 that influence the business strategy of e-commerce companies in China. The key research question 
 is “How did e-commerce companies in China strategically response to the institutional factors?”, 
 and the sub-questions are “What are the institutional factors for e-ecommerce companies in China 
 and their responding strategies?” and “How did these factors influence the business strategies in 
 Alibaba in China?” To answer these questions, primary and secondary research are conducted to 
 observe the main institutional factors for e-ecommerce companies in China, and reveal how these 
 factors influenced the business strategies in a representative e-commerce company in China. A 
 case study of Alibaba Group is carried out since this company is the most representative, influential 
 and information-rich case company with comprehensive business scope in the industry. In this 
 study,  in-depth  analysis  and  discussion  based  on  findings  of  the  case  present  how  Alibaba’s 
 strategic  response  to  institutions  shaped  by  formal  and  informal  rules  of  institutions,  and  offer 
 insightful theoretical and practical implications. Before stating the literature review and theoretical 
 framework, I provide a summary of the thesis structure to clearly introduce the organisation of this 
 thesis. 


1.2 Thesis Structure 


There are five chapter in this thesis. Chapter 1 introduces a brief and overall introduction to the 
 thesis. In this chapter, I state the motivation, objective and importance of this research, and then 
 provide related background information to introduce the general situation of e-commerce industry 
 and  institutional  environment  in  China.  Then  I  outline  the  research  scope,  questions  and  the 
 methodology and illustrate how I organise the research, analysis and further discussion.  


Chapter 2 is a review of relevant literature and theoretical foundation of this study. Some existing 
literature that enhances my understanding of the research topic are summarised. Both the merits 
and  limitations  of  prior  study  such  as  the  research  gap  are  identified  since  they  provide  me 
guidance and inspiration to conduct my research. The critical concepts and theories are interpreted 



(10)in this chapter, such as the institutional theories in sociology, institutional theories in economics, 
 institutional-based view of business strategy, and strategic responses to institutions.  


Chapter 3 discusses the methodology of this study. The essential aspects of the research method 
 are  explicitly  introduced.  For  example,  the  reason  why  I  choose  the  case  study  method  in  this 
 research and why select Alibaba Group as the case organisation.  Furthermore, the design and the 
 validity of primary and secondary data collection are also explained. The limitation of the research 
 methodology is revealed in the Chapter of Discussion. 


Chapter  4  provides  necessary  background  information  on  the  topic,  covering  the  e-commerce 
 industry in China and Alibaba, the case company. The section of Alibaba explains the significant 
 role of the Alibaba in China’s e-commerce industry by introducing its current business blueprint 
 and outlook. This chapter serves as the knowledge foundation which could help the readers to have 
 a better understanding of the research findings and analysis in the next chapter. Chapter 5 discusses 
 the  findings  and  analysis  on  research  data.  The  findings  of  institutional  factors  from  China’s 
 environment and the evidence of Alibaba’s strategic responses are interpreted and analysed based 
 on  the  theoretical  framework.  In  Chapter  6,  the  discussion  further  explains  how  the  findings 
 associate with the theories and research scope by presenting theoretical implications and practical 
 implications. By examining the limitations of the study, several ideas concerning future research 
 on this topic is discussed. 


In Chapter 7, I have a general conclusion of the research, findings, analysis and arguments in the 
 study and reflect on the research question raised in the first beginning: “How did e-commerce 
 companies in China strategically response to the institutional factors?”.  


Chapter 2 Literature Review and Theoretical Framework 


This chapter is a review of the existing literature relevant to the research scope and an interpretation 
of the concepts and core theories applied as the foundation in analysing secondary and primary 
data  collected  from  the  research.  The  review  of  relevant  study  shed  light  on  identifying  major 



(11)research areas and pointing out the gaps in existing research, and thus lead the way to this study. 


The theoretical framework is constructed by institutional theories (institutional theory in sociology, 
 economics and institutional-based view of business strategy) and strategic response to institutions 
 as an analytical framework. 


2.1 Review of Relevant Study 


There  is  considerably  rich  literature  on  e-commerce  with  the  focus  on  several  research  topics. 


Many researchers have conducted the study on e-commerce adoption and factors which have an 
 impact  on  e-commerce  adoption  and  diffusion.  Li  &  Xie,  (2012)  structured  a  conceptual 
 framework to guide e-commerce adoption strategies and strengthen competitive capabilities. Li & 


Buhalis (2006) investigated factors interacting with e-commerce adoption in tourism sectors in 
 China. A theoretical framework was applied by Kraemer, Gibbs, & Dedrick (2002) to analyse the 
 relationship between national factors and e-commerce diffusion in several different countries. The 
 findings of Cui, Pan, Newell, & Cui (2017) manifested that how resource and strategy affect social 
 innovation powered by e-commerce. Some researchers shifted their focus on particular aspects of 
 e-commerce  business  such  as  trust  building  concerning  customer  relationship  in  e-commerce 
 (Chen, Zhang, & Xu, 2009; McKnight 2001; Xie & Xiao (2014), and cultural issues in e-commerce, 
 especially in Chines context (Efendioglu, & Yip, 2004; Martinsons, 2008).  


Case  study  method  was  commonly  adopted  by  scholars  when  they  initiated  research  on  e-
 commerce topics since such topics are often relevant to the specific social phenomenon. Mohapatra, 
 S.  (2013)  presented  comprehensive  case  studies  covering  topics  such  as  e-commerce  strategy, 
 trend, channels in a case study book. Tan, Pan, Lu, & Huang (2009) analysed how digital business 
 ecosystems contribute to the development of a company’s competency in the market by conducting 
 a case study on Alibaba. 


A range of literature on applications of institutional theories for practical issues can be found in 
various research fields. Many scholars have the interest in examining the influence of institutional 
constraints on some industry, international business organisational strategy. For example, Ma, Yu, 



(12)Gao,  Zhou  &  Yang  (2015)  observed  several  institutional  factors  of  product  development  and 
 potential influence on firm performance for joint ventures in China through qualitative analysis.  


With conducting case studies, Zhu, & Chertow (2017) focused on China’s energy industry and 
 institutional constraints mainly from regulatory and political aspects to give practical implications 
 for business strategies. Also, Beyer, & Fening (2012) discussed the topic of formal constraints of 
 institutions and international business strategy by analysing institutional conditions in Germany 
 and India. 


From  the  literature  review,  I  found  that  little  literature  integrated  a  comprehensive  theoretical 
 framework into research concerning e-commerce research. Moreover, most of the literature on e-
 commerce were based on industry-based view and resource-based view, regarding institutional 
 factors  as  “background”  elements.  Actually,  with  the  development  of  an  academic  movement 
 concentrated on new institutional perspective in recent years (Scott, 2013; DiMaggio & Powell, 
 1983), many researchers have placed more emphasis on considering institutions as independent 
 variables instead of background conditions (Peng et al., 2009). 


Some research that integrated institutional framework into e-commerce inspired the author of this 
 study to consider institutional theories as the analytical foundation to study business strategy issues 
 of e-commerce companies. For example, a study of the relationship between B2B e-commerce 
 adoption and institutional factors such as political and cultural factors in Taiwan (Thatcher, Foster, 


&Zhu, 2006). Agarwal, & Wu (2015) offered a multi-theoretical view on factors’ influence upon 
the development of e-commerce from the global level, national level and transaction level, with a 
research focus on emerging economies. Gibbs, & Kraemer (2004) established a model integrated 
with institutional views to examine how the environmental and political factors determine the e-
commerce scope in some courtiers. Additionally, Peng, & Chen (2009) examined the strategic 
behaviour of Chinese toy companies to domestic and international institutional constraints.  



(13)2.2 Institutional Theories 


Lawrence and Lorsch (1969) started to address the impact of the “environment” on organisational 
 strategies.  North’s  (1990)  institutional  theories  is  the  prominent  contribution  relating  to 
 institutional change and economic perspective. Another critical reformulation is the sociological 
 views (DiMaggio & Powell, 1983; Scott, 2013) of institutions and the relevant interactions in the 
 organisational field. Many institutional theorists suggested that the influence of “institution” or 


“institutional environment” should be analysed in the organisational strategy management. This 
 trend is the result of the economic development in the world. The rise of emerging economies has 
 sparked the concerns of many scholars with respect to the strategic issues for firms operating in 
 emerging  countries.  The  significant  differences  between  emerging  economies  and  developed 
 economics also have forced scholars to consider the institutional elements besides industry and 
 resource-based factors, thereby leading to the development of the institutional perspective such as 
 the intuitional-based view of business strategy (Peng, 2002). 


This  thesis  applies  some  fundamental  institutional  theories  as  the  theoretical  and  analytical 
 foundation  to  study  business  strategy  issues  of  e-commerce  companies  in  China’s  institutional 
 environment. The core theories contribute to the consolidation of the theoretical framework are: 


the three pillars of institutions in Scott (2013), the institutional isomorphism (DiMaggio & Powell, 
 1983), the formal rules and informal rules of institution (North, 1990), the institutional-based view 
 in (Peng et al., 2009), and strategic responses to institutions (Oliver, 1991). 


2.2.1 Institutional theory in Sociology  


W. Richard Scott, an influential sociologist, theorised the conception of institutions: “Institutions 
comprise  regulative,  normative,  and  cultural-cognitive  elements  that,  together  with  associated 
activities  and  resources,  provide  stability  and  meaning  to  social  life”  (Scott,  2013). In  this 
definition, institutions are emphasised as enduring social structures that integrate with associated 
elements, activities and resources and exhibit multidimensional, stabilising, and meaning-making 
properties to social systems. Also, although institutions are comparatively resistant to change to 



(14)social life and can be transferred and procreated, they are experiencing changes across time and 
 space (Scott, 2013).  


Albeit the symbolic systems are the essential components of institutions, we must put emphasis on 
 connecting the concept with social activities and material resources. Institutions are situated within 
 people and their interactions, and the symbolic systems are conserved, modified and changed by 
 social actions (Hallett and Ventresca, 2006). Also, institutions are “dead” when the analysis is only 
 based on abstracted designations and isolated from proper objects since the institutional analysis 
 needs empirical access to the social action flow (Berger and Luckmann, 1967).  


Scott  (2013)  also  stated  that  the  capacity  of  institutions  to  impose  control  and  constraints  are 
 emphasised by many institutional theories. However, when institutions distinguish and constrain 
 behaviours  through  legal,  moral,  and  cultural  constraints,  it  is  equally  necessary  to  realise  that 
 institutions  also  can  empower  and  support  social  actions  through  incentives,  guidance,  and 
 resources. 


According  to  Scott’s  core  theory  of  institutions,  the  three  fundamental  parts  of  institutional 
 structures are the regulative systems, normative systems, and cultural-cognitive systems, which 
 are interrelated and mutually strengthened. The three pillars are associated with DiMaggio and 
 Powell’s (1983) theory of three processes in isomorphism, which are coercive, normative, and 
 mimetic. Scott (2013) also pointed out that the differences between the three dimensions should 
 be taken into account in order to make more progress by identifying their corresponding basic 
 assumptions, logic, mechanisms, indicators and influences (Scott, 2013). The framework of three 
 pillars  of  institutions  is  employed  as  the  important  analytical  basis  in  this  study.  Table  2.1 
 demonstrates the three pillars of institutions.  


Table 2.1 Three Pillars of Institutions 


Dimensions  Institutional Pillars 


Regulative  Normative  Cultural-Cognitive 



(15)Compliance base  Expedience   Social obligation   Shared understanding 
 Mechanisms  Coercive   Normative   Mimetic 


Indicators  Laws, regulations, 
 sanctions 


Certification, 
 accreditation 


Common  beliefs, 
 shared logics of action, 
 isomorphism 


Legitimacy base  Legally sanctioned  Morally governed  Comprehensible,  
 culturally supported 
 Activities  Monitoring, 


sanctioning 


Standards,  routines, 
 habits 


Predispositions, 
 cultures 


Source: (Scott, 2013) 


The  Regulative  Pillar.  The  regulative  pillar  is  considered  as  the  primary  one  of  the  three 
 institutional pillars. It concerns the regulative aspect of institutions. The regulatory process implies 
 the capacity to set rules, monitor the conformity, and sanction activities by rewards or punishments 
 to affect future actions (Scott, 2013). Scholars defined legalisation as “the formalisation of rule 
 systems  that  have  three  value  dimensions:  obligation,  precision  and  delegation”  (Abbott  et  al., 
 2000). Based on this point, Scott (2013) proposed that the regulatory systems present high values 
 on  the  three  dimensions  above  while  the  normative  systems  present  lower  values  on  these 
 dimensions. 


The Normative Pillar. The normative pillar implies a prescriptive and obligatory dimension of the 
social  system.  From  the  sociological  perspective,  it  is  meaningful  to  study  specific  institutions 
where common values and beliefs are more possibly to be found, such as religious systems, social 
classes,  business  groups,  and  communities  (Scott,  2013).  Blake  and  Davis  (1964)  stated  that 
normative systems not only places importance on rules that delineate objects but also points out 
proper ways to pursue them, such as concepts of reasonable business procedures, and regulations 
defining  how  a  fair  game  should  be  played.  According  to  Scott  (2013),  scholars  also  place 
emphasis on comparing “appropriateness” with “instrumentality”. When we consider normative 



(16)issues, the essential question is not “What choice will bring me the best results?”, but “Considering 
 my role and the specific context, what behaviour is the most appropriate for me to conduct?” 


The Cultural-Cognitive Pillar. Scott (2013) defined the central part of the cultural-cognitive pillar 
 is  the  common  conceptions  which  constitute  the  essential  qualities  of  the  social  system  and 
 establish the meaning frames. From Scott’s explanation, the use of the “cultural-cognitive” label 
 in his analytic framework is in an attempt to stress that external cultural elements shape the internal 
 interpretive frames. Cultural systems can influence the cognition, and then penetrate and construct 
 social value systems because the systems engage at different levels, which are mutually influenced, 
 from the common belief of forming social groups, to the certain logics of operating organisations, 
 to the authorised patterns of running national institutions. Cultural-cognitive elements are broadly 
 regarded as consistent constituents in various systems. However, as the degree of connection with 
 other  elements  (degree  of  institutionalization)  frequently  varies,  cultural  elements  are 
 correspondingly  changing  and  often  being  argued  and  negotiated  with  social  reform  and 
 development (DiMaggio & Powell, 1983).  


2.2.2 Institutional Theory in Economics   


North (1990) defined institutions as “devised constraints that shape human interaction”. In other 
 words, “the rules of the game”. Institutional constraints refer to what activities game players are 
 forbidden to do, and also what activities players are allowed to do. He also advocated that the 
 significant role of institutions is to reduce the uncertainty by affording a stable structure to human 
 interaction. Institutions are either formal (rules, laws, regulations, etc.) and informal (codes, norms, 
 etc.).  The  formal  and  informal  rules  construct  the  framework  of  the  game  by  conducting 
 enforcement (North, 1990). Either in emerging economies or developed economies, formal rules 
 compose a small but key part of institutions, and informal rules are permeating everywhere (North, 
 1990).  


North  (1990)  observed  that  the  economic  performance  of  organisations  is  influenced  by 
institutions, which means efficient institutions facilitate the economic performance by reducing 



(17)transaction cost (Coase, 1937). In addition to the underlining nature of institutions for economic 
 performance, North (1990) also argued that the firm’s strategy and performance and the evolution 
 of  the  institutional  framework  are  mutually  influential.  He  also  delineated  his  insights  into  the 
 analytical framework of institutional change theory and the way in which the institutions change 
 economic performance across time (North, 1990). 


2.2.3 Institutional-based View of Business Strategy  


A substantial theories focusing on strategic management has been developed in recent decades. 


The  two  traditional  perspectives  are  the  resource-based  view  proposed  by  Barney  (1991)  and 
 industry-based  view  advocated  by  Porter  (1980),  respectively  leading  strategic  management 
 scholars to focus on firm capabilities and industry conditions. However, Peng (2002) argued that 
 these  perspectives  can  be  contested  as  they  omitted  the  institutional  factors  that  stress  the 
 interaction  between  organisations  and  institutions.  Peng  (2002)  concluded  that  firm’s  business 
 strategies are deeply affected by the particular institutional framework that includes formal and 
 informal  constraints.  Scholars  should  not  limit  their  horizon  but  further  examine  the  dynamic 
 relationship among institutions, organisations, and strategic choices as shown in Figure 2.1. 


Figure 2.1 Institutions, organisations, and strategic choices. 


Source: (Peng, 2002) 
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(18)Meanwhile, with the development of an academic movement concentrated on new institutional 
 perspective in recent years (North, 1990; Scott, 2013), strategic scholars have progressively placed 
 more  emphasis  on  considering  institutions  as  independent  variables  rather  than  background 
 conditions. Some scholars pointed out that besides taking into account traditional perspectives (the 
 industry-based view and resource-based view), it is necessary to consider how broader influence 
 of  institutions  matters  when  firms  choose  and  apply  business  strategies  (DiMaggio  &  Powell, 
 1991). Accordingly, based on his research of emerging organisations, Peng (2002) proposed a new 
 perspective,  an  institutional-based  view,  which  treats  strategic  management  as  the  result  of 
 dynamic  interaction  between  organisations  and  institutions  (Peng,  2002).  This  perspective  has 
 underlined  the  significance  of  placing  institutional  factors  under  the  spotlight  of  the  business 
 strategy research, in instead of keeping them in the back stage. 


Furthermore, the two core proposition stated by Peng and Khoury (2008) are important resources 
 for providing assumptions and understandings to the analytic framework of this study. The first 
 proposition  suggested  that  individuals  and  organisations  make  strategic  choices  rationally 
 according  to  the  formal  and  informal  elements  of  institution  in  a  given  environment  (Peng  & 


Khoury, 2008).  This proposition is based on the “bounded rationality” theory (Williamson, 1985). 


Economic actors, including individuals and organisations, are “intendedly rational, but not perfect” 


(Simon,  1961).  This  proposition  emphasises  how  different  institutions  matter  to  the  various 
economic actors’ rational decisions and serves as a foundation of analysing many relevant business 
strategy cases (Peng & Khoury, 2008). In this sense, even in the same context, the real meaning 
and  interpretations  of  institutions  vary  because  they  are  built  on  particular  assumptions  and 
understandings of how formal and informal constraints function (Peng & Khoury, 2008). For firms, 
formal and informal constraints (North, 1990) within a specific institutional framework stem from 
various sources and influence firm’s choice of business strategy. The general balance between 
formal  and  informal  institutions  often  changes  across  time  and  space.  Economic  actors  have 
approaches to avoid institutional voids from deficient or ineffective institutions and provide firms 
with behaviour guidance (Peng & Khoury, 2008).  



(19)As to the second proposition, Peng and Khoury (2008) stated that when formal institutions are 
 ineffective, informal institutions will have a larger influence on regulating exchange relationships. 


Peng et al. (2009) argued that there is a predominant believe among researchers that the situation 
 where formal institutions fail only occurs in emerging economies. And developed economies has 
 already established a mature “market”, and thus the firms do not rely on informal connections to 
 make strategy decisions. However, this is not accurate because informal institutions are pervasive. 


Either  in  emerging  economies  or  developed  economies,  formal  constrains  act  as  a  big  role  in 
 institutional environment (North, 1990).  


Another important point of the institutional-based view proposed by Peng (2002) is its focus on 
 emerging  economies.  On  the  one  hand,  it  is  the  growth  of  emerging  economies  that  provides 
 opportunities to enrich and rise the institution-based view (Meyer & Peng, 2005). On the other 
 hand,  Peng’s  institution-based  view  extends  strategy  researchers’  scopes  and  affords  new 
 perspective  to  business  managers  in  addition  to  the  traditional  views.  This  is  because  the  new 
 perspective captures the concept of “institutional transitions”, which suggests that the emerging 
 economies,  contrary  to  the  developed  economies,  are  more  likely  to  have  “more  fundamental, 
 complicated  and  unpredictable  varying  interactions  between  organisations  and  institutions, 
 influencing the players such as firms” (Peng, 2003). Given the fact that most relevant research 
 projects  focus  on  developed  economies,  it  is  essential  for  scholars  to  examine  institutional 
 environment when they probe into emerging economies.  


Furthermore, Peng et al. (2009) also explicitly distinguished the difference between his theory and 
 other incumbent institutional works and explained the two main reasons why he uses the label 


“institutional-based view” for his literature. First and foremost, Peng (2002) coined the new label 
 in order to avoid literature confusion. This is because, from his view, the term “institutional theory” 


is  a  very  broad  conception  since  it  refers  to  any  institutional  literature  that  contributes  to  the 
development of new institutionalism theory. In recent decades, this term is gradually applied to 
the sociological perspective of institutional theory, such as the three institutional pillars theorised 
by  Scott  (2013).  The  other  significant  label  “institutional  economics”  is  from  the  economic 
perspective that is mainly theorised by North (1990). Secondly, it is necessary to apply the new 



(20)label to interdisciplinary competition and introduce a new direction to business strategy research. 


Peng (2002) clarified that the institutional-based view is a combination of both the sociological 
 and economic theories of institutions, which are comprehensively complementary (Scott, 2013). 


Moreover, this combination is an effective and natural way of giving insights for research of the 
 business  strategy.  Therefore,  it  is  not  academically  acceptable  to  adopt  either  dominant  label 
 mentioned before, since the inherent nature of Peng’s theory is interdisciplinary.  


To  conclude,  Peng’s  (2002)  new  perspective  has  largely  complemented  the  previous  strategic 
 management literature and constructed a strategy tripod with the other two traditional perspectives 
 to solve more fundamental questions in strategy (See Figure 2.2). 


Figure 2.2 The Strategy Tripod 


Source: (Peng et al., 2009) 
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(21)further  probe  into  the  relationship  between  the  institutional  antecedents  and  potential  strategic 
 responses,  which  provided  this  study  with  an  analytical  framework  to  answer  the  research 
 question- “How did e-commerce companies in China strategically response to the institutional 
 factors?” Oliver’s work sufficiently filled the research gap, which means the absence of academic 
 literature with a research focus on organisation’s responses to the institutional context at a strategic 
 level. 


By comparing the resource dependence perspective and institutional perspective, Oliver (1991) 
 concluded some common assumptions from context dimension and motives dimension, which are 
 applied as the fundamental assumptions of analysis in this study. For instance, organisations pursue 
 stability, legitimacy as well as self-interest, and their strategic choices are affected by forces from 
 the external environment (Oliver, 1991). Organisations and environments are interacted rather than 
 isolated (DiMaggio & Powell, 1983), and thus organisations’ strategic responses to environmental 
 factors largely determine organisational performance and survival (Oliver, 1991). Building on the 
 comparison between resource dependence and institutional perspective, Oliver (1991) pointed out 
 some  limitations  of  views  among  institutional  scholars,  such  as  nonchoice  behaviours  of 
 organisations and mere conformity to external expectations for survival. In sum, Oliver (1991) 
 extended  the  institutional  perspective  by  arguing  that  organisations  will  have  variation  in 
 resistance, activeness, control, and self-interest when they respond to institutions, and thus a range 
 of  divergent  strategic  responses  to  institutions  can  be  concluded  as  five  types:  acquiescence, 
 compromise avoidance, defiance, and manipulation. Table 2.2 displays an overview of the five 
 typical strategic responses to institutional processes and the brief explanations of three tactics for 
 each strategy. The following strategies are exhibited from passive conformity to active resistance 
 to institutions (Oliver, 1991). 


Table 2.2 Organisations’ Strategic Responses to Institutions 


Strategies  Tactics 


Acquiescence  Habit: following preconscious or taken-for granted rules 
Imitate: mimetic isomorphism 



(22)Comply: conscious obedience to institutional rules 


Compromise  Balance: accommodation to balance the institutional expectations  
 Pacify: partial conformity to placate institutional pressure 


Bargain: active form of compromise to exact concerns from organisations 
 Avoidance  Conceal: disguising nonconformity 


Buffer: reducing the degree of external attachments 


Escape: exiting the domain and changing organisations to avoid conformity 
 Defiance  Dismiss: ignoring institutional rules  


Challenge: active contestation of institutional pressure 
 Attack: intensely defiance of institutional pressure 


Manipulation  Co-opt: bringing institutional constituents into organisations 
 Influence: shaping institutional values and beliefs 


Control: establishing power over institutional constituents 
 Source: (Oliver, 1991) 


To examine the rationale with respect to the strategies in response to institutions, Oliver (1991) 
 proposed that strategic responses to institutional conditions are determined by the organisational 
 ability and willingness, and it is important to identify and analyse predictors from five dimensions: 


cause, constituents, content, control, and context. Analysis based on this framework can help to 
 answer  some  fundamental  questions  regarding  this  study.  The  framework  and  the  underlying 
 rationale and hypothesises are demonstrated as follows. 


Cause  


As to this predictive factor, the reason why specific institutional constraints can exert influence on 
 organisations should be discussed in two dimensions: social legitimacy and economic efficiency 
 (Oliver, 1991). For example, formal institutions such as the national legislations and the corporate 
 administrative  regulations  guide  organisations  to  behave  more  socially  legitimate  and  proper. 


Auditing  is  an  important  activity  to  ensure  the  financial  accountability  for  companies  through 
systematic financial assessments, and thus help companies to keep economic efficiency. In this 
study, it is necessary to analyse the underlying rationale leading some institutional constraints to 



(23)influence strategic decisions of e-commerce companies in China. Oliver (1991) proposed that the 
 conformity  is  the  most  reasonable  response  of  a  company  to  institutional  constraints  if  the 
 company predicates that the conformity to some requirements would result in positive outcomes, 
 which  can  strengthen  the  legitimacy  and  the  validity  socially  and  economically.  When  the 
 expectation and understanding of organisations and institutions have the divergent expectations on 
 the  purposes  and  the  influence  of  institutional  constraints,  the  degree  of  divergence  will  make 
 organisations consider other strategic responses with higher resistance such as compromise and 
 avoidance strategy. 


Constituents 


Institutional constituents are relevant to parties that apply institutional pressures on organisations 
 (Oliver, 1991). In this study, the author identified that the constituents are the parties who impose 
 institutional constraints on e-commerce companies in China, such as regulatory agencies, interest 
 group, and the Chinese society. The degree of multiple and contradictory forces from institutional 
 constituents (multiplicity) and an organisation’s external dependence on institutional constituents 
 (dependence)  are  the  two  major  factors  to  examine  an  organisation’s  strategic  responses  to 
 institutions  (Oliver,  1991).  Oliver  (1991)  hypothesised  that  the  low  multiplicity  and  the  high 
 dependence are more probable to lead to an organisation’s conformity to institutions. 


Content 


According  to  Oliver  (1991),  “the  degree  of  consistency  and  constraint  are  the  two  predictive 
dimensions of an organisation’s strategic responses to institutions”. The consistency is about the 
degree  of  the  compatibility  of  the  organisational  objectives  with  the  institutional  expectations 
(Oliver, 1991). The high degree of consistency can advance organisations to achieve the legitimacy 
in the institutional environment and also their internal targets. The constraint implies the degree of 
the predicted loss of organisational liberty and interests, which is caused by institutional pressures 
(Oliver, 1991). Generally, organisations tend to conform when they are more likely to sustain their 
control in the institutional environment. Oliver (1991) assumed that the lack of consistency and 
the high degree of constraint are anticipated to result in greater organisational resistance since an 
organisation will be more likely to acquiescent to institutions when its organisational goals and 



(24)freedom  can  be  maintained.  Thus,  evaluating  the  consistency  and  constraints  of  e-commerce 
 companies and related institutions in China are necessary analysis after the findings of institutional 
 factors influencing e-commerce companies’ strategic responses were identified. 


Control 


The  institutional  control  is  imposed  by  the  legal  coercion  and  the  voluntary  diffusion  (Oliver, 
 1991).  As  to  the  legal  coercion,  it  is  mainly  exerted  by  formal  institutions  such  as  laws  and 
 regulations that are capable of imposing the coercive enforcement. Consequently, organisations 
 are inclined to choose the compliance to institutions with the high coercion because of the potential 
 sanction and severe results from the resistance (Oliver, 1991). Besides the coercion, the voluntary 
 diffusion also has an effect on the occurrence of institutional control. The prevailing values and 
 norms may result in the mimetic isomorphism (DiMaggio & Powell, 1983) of organisations when 
 they  react  to  the  institutional  pressure.  Therefore,  the  condition  of  the  legal  coercion  and  the 
 voluntary diffusion should be considered when I examine how the institutional factors influenced 
 the decision to business strategies in e-commerce companies in China. 


Context 


Oliver (1991) hypothesised “uncertainty and interconnectedness” as the important dimensions of 
context  influencing  organisations’  strategic  responses  to  institutions.  The  environmental 
uncertainty  involves  the  the  degree  of  the  instability  and  the  unpredictability  in  a  specific 
environment. Interconnectedness involves the organisational interdependence and the closeness in 
the environment (DiMaggio & Powell, 1983). According to Oliver’s (1991) examination of the 
common  assumption  of  the  institutional  perspective  and  the  resource  dependence  perspective, 
organisations are inclined to pursue stability in the institutional context. Thus, it can be assumed 
that the organisational resistance is more possible to happen when an organisation observes a low 
degree  of  the  environmental  uncertainty  since  the  low  uncertainty  can  impede  the  tendency  of 
mimic  isomorphism  among  organisations  (DiMaggio  &  Powell,  1983).  As  to  the 
interconnectedness,  the  low  interconnectedness  is  predicted  to  cause  greater  organisational 
resistance in response to institutional expectations because the lack of connection and common 



(25)values among organisations are less likely to lead to isomorphism (Oliver, 1991; DiMaggio & 


Powell, 1983).  


Table 2.3 Summary of the Relationship Between Predictive Factors and Strategic Responses 
 Predictive 


Factors 


Dimensions  Possibility of organisational resistance 


Cause  Lower Legitimacy  Greater  possibility  of  organisational 
 resistance 


Lower Efficiency 
 Constituents  Greater Multiplicity 


Lower Dependence 
 Content  Lower Consistency 
 Greater Constraint 
 Control  Lower Coercion 


Lower Diffusion 
 Context  Lower Uncertainty 


Lower Interconnectedness 
 Source: (Oliver, 1991) 


Chapter 3 Methodology 


This chapter introduces an overview of the methodology that is applied to this research through 
describing the philosophy of research, the selection of methods, and the collection of data. Firstly, 
a basic outline of the research philosophy will offer insight into the motivation, ideas and thoughts 
of the author used to establish the methodological basis for this thesis. Then the research method 
will be introduced to explain the reason why this study adopts a case study and the why Alibaba 
Group is selected as the case organisation. The next part is data collection, which will outline the 
process and methods of collecting and coding secondary data and primary data. The process of 
conducting  the  interviews,  as  the  main  method  to  conduct  primary  research,  will  be  clearly 
introduced. The validly and limitation of the methodology in this study will be demonstrated at 
last. 



(26)3.1 Research Philosophy 


Before exploring the research design, it is necessary to explain the underlying research philosophy 
 because a research design is built on the appropriate research philosophy. Different philosophical 
 assumptions  directly  affect  the  research  design  and  the  quality  of  the  design.  Consequently, 
 researchers  need  to  pay  attention  to  their  philosophical  positions.  (Easterby-Smith,  Thorpe,  & 


Jackson, 2015).  


There has been a debate among social scientists on positivism and social constructionism, which 
 are the two opposite views of the way in which social science research should be carried out. The 
 basic  theoretical  foundation  of  the  debate  among  these  two  views  is  epistemology.  Positivism 
 indicated that the social reality is an objective existence and the subjective methods will not be 
 effective  in  measuring  the  properties  of  the  social  world  (Comte,  1853).  However,  social 
 constructionism  (Berger  &  Luckmann,  1966)  introduced  that  the  reality  is  socially  constructed 
 rather  than  the  way  indicated  by  the  positivism. Easterby-Smith,  Thorpe,  and  Jackson  (2015) 
 established a table of positivism and constructionism to explicitly demonstrate the methodological 
 implications of different epistemologies (See Table 3.1). 


Table 3.1 Methodological Implications of Different Epistemologies 
 Epistemology 
 Methodology   Strong 


Positivism 


Positivism  Constructionism  Strong 


Constructionism  
 Aims  Discovery   Exposure  Convergence  Invention  


Starting points  Hypothesis   Propositions  Questions  Critique 
 Designs  Experiment   Large surveys  Cases and 


surveys 


Engagement  


Data types  Numbers and 
 facts  


Numbers and 
 words 


Words and 
 numbers 


Discourse and 
experiences  



(27)Method  Quantitative  Quantitative  or 
 qualitative 


Qualitative  Mixed method 


Outcomes  Confirmation 
 of theories  


Theory  testing 
 and generation 


Theory 
 generation 


New  insights  and 
 actions  


Source: (Easterby-Smith, Thorpe, & Jackson, 2015), (Wahyuni, 2012) 


This study with a focus on business strategy and institutional factors is a qualitative research that 
 reflects  the  social  phenomena  and  motivated  new  insights  and  corresponding  actions  through 
 multi-theoretical analysis, aiming to help e-commerce companies have the further understanding 
 of the institutional environment in China and adopt proper strategic behaviours. Also, the analysis 
 and the conclusion are based on a case study and empirical materials where ideas are interpreted. 


Therefore, I believe this study is built on the social constructionism philosophy 


3.2 Research Method 


The research scope and the research purpose of a study are the most significant factors leading the 
 researcher to select research methods, which concern the particular research tools and procedures 
 to conduct research and analysis (Yin, 2011). 


3.2.1 Adopted Case Study Method 


In this study, the research purpose is to advance implications to e-commerce companies in China 
 concerning strategic responses to institutional factors through the in-depth research, analysis and 
 discussion. A multi-theoretical framework is applied in an attempt to explore formal and informal 
 institutional  factors  for  e-commerce  companies  in  China.  Since  this  study  targets  at  the  e-
 commerce companies in the institutional context, a case study of Alibaba Group, the largest e-
 commerce company in China, is carried out to answer the research question.  


A case study basically focuses on the specific phenomenon of organisations or individuals in a real 
environment  (Easterby-Smith,  Thorpe,  &  Jackson,  2015).  As  George  and  McKeown  (1985) 



(28)suggested, the main strength of qualitative case method is that it can address implications on the 
 active phenomenon of organisations in context of the real world. Critical factors and causality will 
 be more easily discovered and examined from the case study approach (Towers and Chen, 2008). 


Furthermore, the knowledge utilisation is embedded in the case study design, enabling researchers 
 to advance rational recommendations and produce proper practical interventions (Yin, 1981). This 
 is  consistent  with  the  aim  of  this  study  which  is  to  gain  an  in-depth  understanding  of  the 
 institutional elements that influence the business strategy in e-commerce companies in China.  


3.2.2 Selection of Case  


A  case  study  of  Alibaba  Group  is  carried  out  to  answer  the  research  question: “How  did  e-
 commerce  companies  in  China  strategically  response  to  the  institutional  factors?” The  main 
 reasons why the case study and the case organisation (Alibaba) are chosen are explained as follows.  


Firstly, a case study method is applied cover both the realistic phenomenon and the environment 
 for  the  explanatory  or  descriptive  purpose  (Yin,  1981).  This  study  explored  e-commerce 
 companies’ strategic responses in China’s institutional context, which has an incontestable realistic 
 meaning for multiple parties participating in e-commerce activities in China, such as e-commerce 
 enterprises, online shopping consumers, innovative entrepreneurs, and governments. Additionally, 
 the research findings and the qualitative analysis in this study are demonstrated in an explanatory 
 approach. 


Secondly, the reason why I chose Alibaba Group to be the case study object is that this group is 
the  most  representative  case  company  in  China’s  e-commerce  industry.  China’s  e-commerce 
industry has been dominated by a few giants. Alibaba, as the largest and the most influential e-
commerce giant, covers main e-commerce business types in multiple areas of the market (ITC, 
2016). According to Wahyuni (2012), a representative case is the vital one that has a critical impact 
on the the phenomena and a foundation for the explanatory analysis and generalisation. Alibaba’s 
has developed a comprehensive e-commerce system over the past decades and has been regarded 
as the e-commerce leader in the country. Therefore, every strategic behaviour responding to the 



(29)environment  from  this  giant  would  have  a  far-reaching  influence  upon  other  e-commerce 
 companies and the whole industry. 


Thirdly, the more information a case has, the more appropriate the case is for research (Wahyuni, 
 2012). Ideally, an information-rich case provides greater potentiality and space for the research. 


Since Alibaba is a listed public company with sufficient media exposure and highly active in the 
 industry, the data source of the case study is diversified and ample. It even has its own research 
 institute  named  AliResearch,  which  releases  the  latest  industry  data  and  research  results  of  e-
 commerce and Internet industries. Additionally, the relatively complete organisational structure, 
 the modern corporate culture and the qualified human capital of the company allows the researcher 
 to establish connections with targeted informants, such as managers and counsellors in Alibaba.  


3.3 Data Collection 


In order to carry out the case study research, diversified methods should be adopted to collect and 
 examine the research data. Both a descriptive model and prescriptive implications of the research 
 would  be  generated  from  the  investigation  (Wahyuni,  2012).  Therefore,  both  qualitative  and 
 quantitative data originating from various sources should be utilised to do the research, and the 
 qualitative analysis should be mainly applied (Wahyuni, 2012). During the data collection process 
 in a case study, the high complicacy and diversity of data sources may bring impediments to the 
 research process. The various sources of relevant data may consist of observations, interviews, 
 surveys, public materials such as information from website, newspapers, reports, etc. It is essential 
 for researchers to be capable of dealing with this complexity by distinguishing the most relevant 
 and useful data according to the basis of research scope (Yin, 1981). 


In this study, the secondary sources account for the major part of the research data sources. Several 
interviews with targeted informants are used as the primary data sources. 



(30)3.3.1 Secondary Data 


The secondary data can be filed into two categories: materials of the case company and public data 
 of  the  industry  closely  relating  to  the  research  scope.  Secondary  data  provides  comprehensive 
 information from different sources and more opportunities to examine the reliability of the data 
 and thus increase the validity of results through comparing materials from diversified channels 
 (Wahyuni, 2012). 


In this study, the secondary research is used as a foundation for the findings in this study. It is 
 applied in exploring country information, industry data, and market reports in the initial stage of 
 the research, to have an overview of the background of e-commerce industry in China and narrow 
 down the research question. Two sub-questions are stressed during the secondary research: What 
 are the institutional factors for e-ecommerce companies in China and their responding strategies? 


How did these factors influence the business strategies in a representative e-commerce company 
 in China? The secondary research effectively helped me to conduct the primary research more 
 productive and more specific because I had already had a research basis when I carried out semi-
 interviews with informants. Thus, the cost of doing primary research was largely reduced.  


Main sources of secondary data in this study are as follows: 


-  Chinese government and institutions (e.g. National Bureau of Statistics of China, Ministry 
 of Commerce of the PRC, etc.) 


-  Consulting firms (Bain, IBM, iRsearch, etc.) 


-  Research institutions (e.g. E-commerce Research Centre of China, National Engineering 
 Laboratory  for  E-commerce  Technologies,  China  Internet  Network  Information  Center, 
 etc.) 


-  E-commerce  companies’  official  websites  and  research  websites  (e.g.  AliReserach  of 
 Alibaba Group) 


-  Online video materials of relevant interviews, speeches and conference record 
-  Company materials provided by participants 



(31)3.3.2 Primary Data  


Primary research is carried out to obtain the information that was not available through secondary 
 research.  In  this  project,  the  primary  data  is  collected  through  semi-structured  interviews  with 
 informants  mainly  from  Alibaba  Group  and  other  relevant  experts,  serving  as  complementary 
 components to discuss specific topics and have in-depth analysis. 


Stage 1: Select the Interview Style 


Why  did  I  choose  the  semi-structured  interview  to  process  the  primary  research?  The  semi-
 structured interview integrates the merits of structured and in-depth interview since it encourages 
 informants to freely express their opinions and experience about specific topics studied by the 
 researcher.  The  significant  feature  of  this  interview  method  is  the  in-depth  conversation  with 
 flexibility. Furthermore, the information sharing and strengthened understanding during interview 
 facilitate the interviewer’ critical thinking process. 


Stage 2: Design the Interview 


The first step is selecting qualified interviewees. When I was looking for potential interviews, there 
 are two main qualities required. The interviewees should be experienced and professional about 
 the observed issues, and knowledgeable about specific areas. Additionally, they are expected to be 
 willing to share and communicate with the unbiased attitude. Consequently, eight interviewers (six 
 employees from Alibaba Group, two consultants in e-commerce industry) were chosen to be the 
 interviewees for the case study. The six employees from Alibaba are from different management 
 levels,  ranging  from  managers  to  professionists  in  various  department.  In  order  to  get  the 
 connection with potential interviewees, I sent the interview invitations via LinkedIn.com (a global 
 business-oriented social networking platform) and my professional as well as personal network in 
 China. Appendix A provides an overview of the information of interviewees and the interviews 
 conducted.  


The second step is to develop a list of semi-structured interview questions. The reason is that a set 
of questions and topics designed before conducting the interview can provide rules of fundamental 



(32)issues of research, and thus help the interviewer to adapt the questions and guide the conversation 
 to  further  discussion  and  right  direction  (Wahyuni,  2012).  The  list  of  interview  topics  and 
 questions used for primary research can be found in Appendix B. The list including open questions 
 is  designed  to  collect  primary  data  that  can  provide  in-depth  insights  on  specific  issues  of  the 
 research from e-commerce experts in the case organisation and the industry. After the first round 
 of interviews and initial data analysis, some follow-up questions based on the information gathered 
 were added to the list and prepared for the follow-up interviews via emails or WeChat (a Chinese 
 messaging and calling application). 


Stage 3: Conduct the Interview 


Most of the interviews are conducted by remote phone calls, audio interviews and video interviews 
 via  online  chatting  applications  such  as  WeChat  and  Skype.  The  phone  and  online  chatting 
 applications  are  chosen  mainly  because  that  the  interviewees  are  working  in  different  areas  in 
 China  and  the  interviewer  is  studying  in  Denmark.  However,  these  channels  are  efficient  and 
 effective for communication during the interviews because the both sides felt free and relaxed, and 
 thus kept thinking independently. Each interview lasts about 30 minutes and is recorded for the 
 data collection and analysis. Since the interviewees are all Chinese employees or experts, all the 
 interviews conducted are in Chinese. The collected interview data are categorised and summarised 
 and translated into English.  


3.3.3 Validity  


For the sake of heightening the validity of secondary data, I found that validating the credibility 
 and timeliness of the data’s source is fundamental. Therefore, in the secondary research, the major 
 data sources only include the reliable institutions such as influential research centre, consulting 
 firms, and official statistics books. The secondary data directly from the the government and case 
 company is preferred because of the completeness and authoritativeness. 


To  guarantee  the  validity  of  the  data  from  the  primary  research,  firstly,  when  I  evaluated  the 
qualification of the potential interviews, I applied necessary selection criteria with respect to an 



(33)interviewee’s working experience, professional background, and willingness of communication. 


After the first round of the data collection and review, I filed the data and sent the data to major 
 interviews for rechecking and reviewing. During this procedure, the interviewees pointed out the 
 incorrect records, clarified some ambiguous points, and pointed out the inaccurate understanding. 


Thus, I believe this procedure could effectively eliminate the data inaccuracy and potential biases, 
 and consequently enhance the data validity.  


Chapter 4 Background 


This chapter will provide background knowledge of China’s e-commerce industry and Alibaba 
 Group, which is the case company in this research. The background information serves as a tool 
 to have thorough understand of the basic concepts regarding the research topic and the significance 
 and representativeness of the case company in this study. Accordingly, this chapter can be regarded 
 as a prelude before the findings and analysis part. 


4.1 E-commerce Development in China 


E-commerce refers to electronic commerce, which is a business transaction of both physical and 
 intangible goods between different parties through computer networks, using various tools and 
 platforms.  For  the  objective  of  this  study,  E-commerce  is  the  application  of  digital  and 
 telecommunications resources in business practice to transform traditional business relationships 
 and create business value across commerce borders (Mohapatra, 2013). E-commerce has reshaped 
 the pattern of buying and selling activities and considerably achieved business expansion (Agarwal 


& Wu, 2015) with lower transaction cost (Coase, 1937).  


According to the Information Economy Report published by UNCTAD (2015), the e-commerce is 
substantially  developed  and  the  global  e-commerce  picture  is  sharply  changing  with  growing 
acceptance by organisations and individuals across the world. Nowadays, the e-commerce boom 
is not only spreading across developed countries. Developing economies such as China and India 
have  increasingly  gained  prominent  status  in  e-commerce  in  recent  decades  with  enhanced 



(34)telecommunication infrastructure, improved market access and greater organisational efficiency, 
 etc. (UNCTAD, 2015) 


  


Nowadays, China has become the world’s largest and most potential e-commerce market (Wang, 
 Lau, &Gong, 2016). As of the end of 2016, China’s Internet users climbed to 731 million, with 
 over  50  percent  of  the  total  population  (CNNIC,  2017).  The  total  transactions  of  China's  e-
 commerce market (mainly consists of B2B, B2C, and C2C sectors) reached $2.9 trillion in 2016 
 (IResearch,  2017).  Although  the  economic  growth  of  China  has  slowed  recently  due  to  the 
 transition to the more balanced economy, many influential and professional institutions, such as 
 Goldman Sachs, forecasted that the Chinese e-commerce market would have increasing growth 
 for the following several years (Erickson, 2017). According to Goldman Sachs’s report released 
 in 2017, the China’s online retail sales (B2C and C2C) was predicted to amount to $1.7 trillion in 
 2020 with compound annual growth rate (CAGR) at 23 percent by 2020 (Erickson, 2017). 


4.1.1  Types of E-commerce Companies in China 


There are different types of e-commerce companies in Chinese market, which can be categorised 
 according  to  business  relationships  between  the  parties  such  as  governments,  companies, 
 customers and other organisations. The main focus of this study is on business-to-business (B2B) 
 e-commerce,  business-to-customer  (B2C)  e-commerce  and  customer-to-customer  (C2C)  e-
 commerce.  


B2B E-commerce 


B2B e-commerce is electronic transactions between enterprises, which is the mainstream of e-
 commerce  development  in  China.  In  order  to  achieve  the  supply  chain  integration,  B2B  e-
 commerce utilises the intranet and extranet to establish a base of information flow and connect 
 upstream  and  downstream  suppliers  by  the  information  and  communication  technology  (ICT). 


Accordingly, B2B e-commence provides greater benefits for small and medium-sized enterprises 
(SMEs), which are embedded in an industry or national value chain. Therefore, adopting B2B e-
commerce can help companies to gain competitive advantages in competition by bringing lower 



(35)costs, higher productivity and more business opportunities (UNCTAD, 2015). The B2B segment 
 has had the dominant status in the Chinese market, with a 72.4% market share in 2016 and a steady 
 growth rate (IResearch, 2016). The B2B e-commerce market in China is fragmented since there 
 are over 10,000 independent players in the market (CBBC, 2015). Alibaba is the pioneer and also 
 the largest market platform, accounting for 49.1% of the market volume in 2016Q3. Other major 
 players in China’s e-commerce market include Global Source, HC360, JQW.com, Dhgate, and 
 Made-in-China (IResearch, 2016). 


B2C E-commerce 


There are two basic types of B2C e-commerce companies: e-commerce platforms and retailers or 
 manufactures with online business channel. The recent flourish development of Internet and the 
 online retail penetration in China have established a solid base for the growth of the online retail 
 market.  The  direct  B2C  selling  and  buying  activities  through  information  infrastructures 
 effectively reduce the transactions costs by offering customers greater information access to search, 
 process  and  achieve  the  best  deal  and  improving  seller’s  channel  and  inventory  management. 


Compared to the cost of establishing a new entity such as a new retail branch, the relatively low 
 cost  of  starting  and  maintaining  a  new  business  online  helps  companies,  especially  small 
 enterprises, to eliminate market entry barriers (Mohapatra, 2013). 


China's online retail market totalled to $680 billion in 2016 with a growth rate of 23.9% from 2015 
 (IResearch,  2017).  Domestic  companies  have  dominated  China’s  e-commerce  market.  As  the 
 market leader, Alibaba’s B2C platform, Tmall, dominated China's B2C segment with over 50.6% 


market share in 2016 (IResearch, 2016). Other competitive B2C business companies such as JD, 
Vipshop, Suning, Gome, and Amazon also paly important roles in the market with steady growth 
(IResearch, 2016). IResearch (2016) reported that B2C segment accounted for 55.1% of China’s 
online retail market volume in 2016 and estimated this growth to sail on at 60% by 2019 with 
C2C’s  continuing  shrink.  With  the  maturity  of  the  online  retail  market  in  China,  products  and 
service  quality  have  become  more  important  considerations  when  consumers  make  online 
shopping  decisions.  This  continuing  trend  will  act  as  the  key  driving  factor  to  promote  the 
expansion of B2C e-commerce in the future years. 
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