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Introduction: Business-to-Business
Marketing in China: Digital
or Traditional?

Jonathan Cooley

1.1 Introduction

Opverlapping the Industrial Revolution and the Information Age, our
new digital-world provides increasingly unfettered trade and the ability
for people, businesses, and countries to connect and collaborate. The his-
tory of globalization continues to repeat itself. As Friedman notes regard-
ing today’s globalization, “the defining measurement of the globalization
system is speed—in commerce, travel, communication and innovation”
(Friedman 1999, p. 10). From the competition of the first tribes to that
of cities, then of competing nations, and finally from the competing
nations, we now see individuals competing globally. Friedman further
writes that “the force that gives [digital globalization] its unique character
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is the newfound power for individuals to collaborate and compete glob-
ally” (Friedman 2006, p. 10).

Like Captain Kirk on the Starship Enterprise in America’s Star Trek TV
series, the modern promise of globalization—and its inherent downsides—
will take us where no human has gone before, faster than ever before: “Take
us to warp speed eight, Scotty” (Roddenberry and Lucas 1969, p. 2).

There are many facets of business-to-business (B2B) marketing. When
one combines this with foreign cultural and marketing message differ-
ences for cross-border marketing, the challenges for research become
many. An initial literature review focuses on challenges for B2B market-
ing in China by Western (American) firms, specifically through online
marketing strategies, techniques, and e-commerce.

The Internet’s promise of enhanced communication, new digital mar-
keting tools, and new techniques to reach customers has provided an
evolving environment (Aberdeen 2012). After several years of Internet
e-commerce history, professionals and academics can now explore its effi-
cacy and postulate its future prospects.

1.2 Literature Review

To analyze the relevant literature for business-to-business (B2B) online
marketing in China, the analysis first reviews existing research and reports
for Internet trends in China overall including Internet use, adoption
rates, demographics, and customer responses. Many of these trends come
from business-to-consumer (B2C) data; however, they may or may not
act as a general proxy for B2B trends which are explored in a later section
of the chapter. Next, the review highlights key B2B marketing trends and
techniques, focusing on the B2B online marketing segment. Finally, the
analysis summarizes the available literature and research to consider the
implications for Westerners marketing in China. It concludes with future
areas for academic research. To review successful outcomes of Internet
global marketing on the whole—although a critical component of this
topic—is beyond the scope of this chapter.

The academic literature has not kept pace with the rapidly evolving
Internet marketing changes and challenges throughout the world and
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especially in China. The ability for American researchers to read studies
that may exist only in Mandarin and the dearth of English-based research
limit a literature review, perhaps seriously. While this literature review has
relied on professional and popular literature as well as academic publica-
tions, original independent research was later conducted in China and is
briefly summarized at the end of this chapter.

1.2.1 Major Internet B2B Marketing Issues

Five major issues emerge in the literature for Internet and e-commerce
marketing, many of which appear similar between B2B and B2C issues.
These five, including representative authors, are as follows:

* the Internet has created new communication and collaborative tools
for marketing (Sarkees 2011);

* Internet adoption rates and e-commerce trends are important market
performance measures (Ambler and Xiucun 2003; Eid et al. 2002);

* investments in online marketing and e-commerce—including both
employee time and money—are important and must be reviewed with
other traditional marketing tools (Harrison and Hedley 2010, n.d.;
Wang and Song 2011);

* trust is a major issue for both B2B traditional and Internet marketing
approaches and e-commerce transactions (Chen and Dubinsky 2003;
Chong et al. 2011; Gao et al. 2010); and

* marketing messages must be tailored to the local culture (Nantel and
Glaser 2008; Madden 2011).

One of the most substantive literature reviews for studies of B2B in
China was by Wang and Song (2011). These authors reviewed 23 main-
stream management and marketing academic journals from 1990 through
2009 which focused on three business and marketing research areas:

* How do extant business marketing theories apply to China?
* How do applicable theories apply across cultures?
* What are the unique Chinese marketing characteristics?
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Most of the articles are theoretical although the research may employ
various empirical methodologies—surveys (55% of the articles), second-
ary data (16%), and case studies (10%).

An often cited fundamental work models users’ computer adoption
rates (Davis et al. 1989). It is an important concept, recognizing that user
resistance to new technology affects adoption rates which in turn affects
the success of both the technology and companies attempting to utilize
the technology.

Perceived usefulness had a strong correlation to people’s intention to
use computers. Ease of use had a small effect on intention and subsided
to negligible over time. Consistent with much of the current literature,
Chaffey and others (Eid et al. 2002) argue that Internet adoption rates
and performance are unique from other business dynamics and Internet
strategies must be treated separately. Niu et al. (2012), as well as Wang
and Lestari (2013), argue that the Internet is very relevant when entering
new markets and, therefore, extensible to actual user intention, especially
in emerging countries (Cina and Chen 1999; Chong et al. 2011; Harrison
and Hedley n.d.).

Critical success factors include trust in e-commerce transactions (a recur-
ring theme) and e-commerce adoption rates suggesting new marketing
measures, opportunities, and critical success factors in B2B marketing in
China (Casella 2007; Chong et al. 2011; Eid et al. 2002; Nielson 2011).
Recognizing the need for tailoring the marketing approach and content in
foreign cultures—and then implementing those changes—are also critical

factors (Chong et al. 2011; Eid et al. 2002; Hofstede 2001; Schulze 2012).

1.2.2 Internet in China: Penetration
and Demographics

Concurrent with Asias GDP growth from 1990 forward, growth in
investments in Informational Technology (IT) infrastructure has a posi-
tive correlation. With improved infrastructure, growing government sup-
port, and enhanced developer and user access, Internet use in China
began to grow rapidly in the late 1990s (IDC 2009). By 2009, the
Chinese IT market growth rate was 9.1%. Only India had a similar
growth rate of 10% with the US and Japan’s growth at 0.9% and 1%,
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respectively. These growth statistics, however, may be deceiving as both
Japan and the US already had significant IT infrastructure. Rapid addi-
tional growth in Japan and the US, therefore, had slowed.

A substantial body of literature documents the rise of China’s
e-commerce; however, much of this appears in professional and industry
articles (CNNIC 2013, 2010, 2006; IDC 2009; iResearch 2009) with
little from the academic literature. For example, from 2000 through
2009, the number of Internet users grew from only 22.5 million to 338
million respectively or 25% of the Chinese population (CNNIC 2010)
and is estimated at over 600 million at the end of 2013 (CNNIC 2013),
twice the population of the US.

Reviewing this data, however, one must question if these are unique
users or unique devices. The data source is across all Internet access meth-
ods and 73% of access was via mobile devices in 2013; therefore, mobile
and desktop users may be counted more than once. Revenue growth may
be more telling. As of 2012, total online sales reached ¥ 800 billion (¥ is
RMB Chinese Yuan) or approximately $100 billion USD, of which
approximately 37% were B2B transactions (Chan 2014; iResearch 2009).

When looking at online Internet users” (netizens) demographics, we see
that this population has been trending with an equal proportion of men
and women (50:50) with 60% of these users between the ages of 20 and
50. As demonstrated in Fig. 1.1, for Internet e-commerce sales demograph-
ics, netizen buyers use the Internet 75% of the time and friends/family
50% of the time as their primary resources for reliable product informa-
tion. Friends and family are typically considered word-of-mouth (WOM)
advertising in marketing and today WOM is reflected in online communi-
ties, social media and viral marketing (Silverstein 2013). Traditional mar-
keting vehicles such as TV, advertisements, and company-sponsored
activities each represent less than 10% of netizens’ information resources.

Chinese netizens use social media sites disproportionally compared to
the rest of the world, with Chinese social media and community sites
such as Dianping, Renren, Sina Weibo, QQ), 51, Wechat, or Baidu used
by 91% of netizens (Chiu et al. 2012). Many Chinese buyers and
technical staft evaluate products and services over the Internet through
social online communities, blogs, and forums (Sonmez 2006). Reflecting
Chinese Internet statistics for social media use, Alibaba—the world’s
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Internet 70.5%
Friend or Relative
TV

Magazine Ads
OutdoorAds
Newspaper

Enterprise Activity

Radio

% Netizens 0% 20% 40% 60% 80%

M % Netizens; Multiple Preference Responses; Total > 100%

Fig. 1.1 Bar graph showing Chinese netizen buyers’ primary information
resources. (Source: Adapted from CNNIC 2008: Statistical Report on Internet
Development in China, p. 29)

largest B2B e-commerce site—includes a forum site to facilitate commu-
nities and transactions (Zhao et al. 2008).

Of the netizen e-commerce buyers, 85% have post-high school degrees;
therefore, these buyers represent a fairly educated group within China
(CNNIC 2010). On the whole, these Internet demographics hold impli-
cations for B2B marketers in China.

Many authors (Cina and Chen 1999; Chong et al. 2011; Eid et al.
2002; Harrison and Hedley 2010) suggest that these Internet and netizen
trends are important to online B2B e-commerce for several reasons. First,
online buyers between the ages of 20 and 40 with an advanced education
will continue to move into responsible roles as employees influencing or
directing B2B business procurement, utilizing the Internet and B2B
e-commerce more frequently. Second, web-based content and informa-
tion is lower in cost and has a higher propensity to provide a company
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with a positive image and with greater influence on buying decisions over
traditional TV and print media advertising. The literature generally agrees
that traditional TV and print media marketing channels are less trusted
in China (Pollay et al. 1990). Finally, iResearch (2009) argues that using
online e-commerce B2C trends as a proxy for B2B activity is reasonable
as 37% of all online revenues are B2B, and e-commerce for both B2C
and B2B purchases has similar buyer transaction trust concerns.

1.2.3 B2B Marketing Trends and Techniques

In a survey of 1700 B2B Western marketers, Doyle and Balegno (2012)
found that these marketers” primary goals are to generate quality market-
ing leads and convert those leads into customers. These goals were ahead
of branding, company reputation, or target market awareness. The
authors also measured respondents’ perceived marketing effectiveness
(i.e., lead quantity and quality) of various marketing channels and invest-
ments using a modified Likert scale. Findings indicated that marketers
ranked website utilization (50%), virtual events/webinars (43%), email
marketing (40%), Internet search engine optimization (SEO, 36%), and
telemarketing (35%) as generating the most effective results. Between
2010 and 2011 during the worldwide economic slowdown, however,
marketers perceived a significant drop in the perceived effectiveness across
all media channels (Doyle and Balegno 2012).

Given this information (Fig. 1.2), marketing continues to invest bud-
gets, personnel, and media primarily in traditional trade show marketing
with Internet-based website development (21% and 16% respectively).
Fewer investments were made in other Internet-based marketing meth-
ods such as email marketing (13%), paid search (13%), or virtual
events/webinars (7%). Traditional print advertising and direct mail still
receive a substantial proportion (22%) of marketing budgets (Doyle and
Balegno 2012). Of course, this data will vary by industry, but the overall
trends are important when Western companies consider marketing
investments in China.

The resource focus by these Western marketing departments
(Fig. 1.2) is incongruent with the perceived channel effectiveness for
China (Fig. 1.1). Websites are important, but Internet-based content,
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Tradeshows 21%
Website design, mgmt & optimization
e-Mail marketing

PPC (Paid search)

Print ads

Direct Mail

Social Media

SEO (search engine optimization)

Public relations

Telemarketing 8%

Marketing automation 7%

Virtual Events/Webinars 7%

0% 5% 10% 15% 20% 25%
B Western Marketing Percent of Budget

Fig. 1.2 Bar graph showing Western marketers’ percent of marketing budgets
invested in each market tactic category including direct costs, personnel, and
media. (Percent totals are averages from each respondent, so total is greater than
100%. Source: Adapted from Doyle and Balegno (2012))

social media, online community, SEO, and public relations approaches
are more important in China than traditional media in the B2B cus-
tomers’ purchasing proclivity (CNNIC 2010; Harrison and Hedley
2010, n.d.). Chinese e-commerce and netizen characteristics for B2B
marketing require different Internet strategies and tactics than cur-
rently found in Western marketing (Nielson 2012; Eid et al. 2002;
Wang et al. 2012).

1.2.4 B2B American Marketing in China

The available academic and professional literature tends to concur that
cross-cultural marketing has unique requirements for online marketing
and e-commerce. This has important implications for online B2B mar-
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keting in China by American and Western companies. The traditional
implications of the 4Ps of Price, Product, Promotion, and Place still
apply; however, there is general consensus that a company’s reputation,
experience, and customer relationships are also critical success factors in
B2B Chinese markets (Ambler and Xiucun 2003; Chong et al. 2011;
Dunn 2007; Eid et al. 2002; Harrison and Hedley n.d.; Ewing et al.
2010; Gao et al. 2010). Therefore, the basic questions of marketing
apply—market to whom, where, when, and how? And in China, experi-
ence has shown the “how” is critical. One may posit that the B2C mar-
ket—which has been studied extensively—will provide some insights
into the B2B markets.

Lessons from B2C: Marketing to Whom?

The target netizens use the Internet as a major source of obtaining detailed
product information, user opinions, and referrals. Based on the data, they
are probably between the ages of 20 and 40, educated, and equally men
or women. Studies indicate that netizens had reached 338 million in
2009 (CNNIC 2013). A study by iResearch (2009) indicates that online
shopping penetration was 88 million or 27% of the online population.
More recent studies project much higher online shopping penetration.
As of 2013, 302 million unique netizens completed e-commerce transac-
tions for a 49% use rate (i.e., penetration), and that penetration is pro-
jected to rise in the next three to five years (CNNIC 2013; iResearch
2013).

Lessons from B2C: Marketing Where?

Looking at the data in Table 1.1, the top three areas with the greatest
number of netizens are in the provinces/administrative areas of
Guangdong, Zhejiang, and Jiangsu with Shanghai ranking sixth and
Beijing with the smallest number. Table 1.1 has been sorted to rank the
number of online customers—those actually purchasing products or ser-
vices through e-commerce. One will note that Shanghai and Beijing are
now in the top five. When this data is ranked for conversion of netizens
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Table 1.1 Online 2008 Netizen data and conversion to online buyers

Ranked by number of online customers

Number of

Number of online Online shopping Conversion

netizens customers penetration rate  rate users to

(millions) (millions) (%) buyers (%)
All China 338.00 87.88 26.0 26.0
Guangdong 45.54 9.18 20.2 20.2
Shanghai 11.10 7.46 67.2 67.2
Zhejang 21.08 7.29 34.6 34.6
Jiangsu 20.84 7.06 33.9 33.9
Beijing 9.80 6.40 65.3 65.3
Shandong 19.83 4.10 20.7 20.7
Hubei 10.50 3.15 30.0 30.0
Sichuan 11.03 3.15 28.6 28.6
Hunan 9.99 2.52 25.2 25.2
Fujian 13.79 2.08 15.1 15.1
Ranked by conversion rate
All China 338.00 87.88 26.0 26.0
Shanghai 11.10 7.46 67.2 67.2
Beijing 9.80 6.40 65.3 65.3
Zhejang 21.08 7.29 34.6 34.6
Jiangsu 20.84 7.06 33.9 33.9
Hubei 10.50 3.15 30.0 30.0
Sichuan 11.03 3.15 28.6 28.6
Hunan 9.99 2.52 25.2 25.2
Shandong 19.83 4.10 20.7 20.7
Guangdong 45.54 9.18 20.2 20.2
Fujian 13.79 2.08 15.1 15.1

Source: Adapted from CNNIC (2010, p. 11, p. 32) and iResearch (2009, pp. 26-27)

to buyers (i.e., conversion rate), Shanghai, Beijing, Zhejiang, Jiangsu,
and Hubei are the top five. Given that online buying behavior is a proxy
for B2B buying behavior (iResearch 2009), this suggests that B2B
e-commerce marketing should target these areas first for the greatest
number of qualified leads with a propensity to purchase online (Cina and
Chen 1999; iResearch, Harrison and Hedley n.d.).

Contrary to these suggestions for B2B online market entry, the litera-
ture provides some contrarian market entry strategies for China (Niu
et al. 2012; Wang and Lestari 2013); however, most of the empirical lit-
erature is currently through case studies (Enright 2005; Hexter and
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Woetzel 2008; Ramaswami 2007). Arguments support various target
market and branding approaches to the China market (Smith 2000;
Madden 2011; Wang and Lestari 2013).

For example, alternative strategies suggest foreign companies enter
China markets through Tier 2 or Tier 3 cities. Chinese cities are usually
ranked by tiers (Tier 1, 2, 3, 4 or 5). China has 127 cities with popula-
tions greater than one million and 21 cities greater than five million
(NBSC 2012). A city is typically classified by economic development,
GDP, per capita GDDP, transportation, and historical or cultural signifi-
cance (Nexus-Pacific 2013). The literature generally agrees that today,
only the big four are Tier 1 cities—Beijing, Shanghai, Guangzhou, and
Shenzhen. Tier 2 cities—of which there are over 60—are represented by
Tianjin, Chongqing, Chengdu, Wuhan, and Xiamen. Fourteen of these
Tier 2 cities purchase 54% of American-made imports (McMillan 2011;
Mullich 2011), so represent significant American markets.

Early studies of Internet marketing opportunities and B2B e-commerce
were often pessimistic, suggesting that the Chinese Internet infrastruc-
ture and issues would preclude rapid adoption and growth (Cina and
Chen 1999). Current studies and actual results, however, indicate that
China’s infrastructure progressed sufficiently to become the largest
e-commerce market in the world in 2013 with $300 billion USD of
e-commerce sales (B2B and B2C combined), surpassing the $252 billion
in the US (iResearch 2013; Millward 2013; Jingting 2013; Sabrina 2014;
Sida 2014).

Alibaba (www.alibaba.com) is the largest e-commerce site in the world
(primarily for B2B transactions but now includes TaoBao for B2C as
well). There are also a number of other established B2B e-commerce
sites. Table 1.2 provides a list of the top grossing sites as of 2011 (China
Internet Watch 2011). Ever changing, for the B2C retail sector by 2016,
the retail list in ranked order included JD, Tmall, YHD, vip.com,
Amazon, Suning, Jumei, Xiaohongshu, sfbest.com, and Feiniu (China
Internet Watch 2016). In B2B e-commerce the ranked list included
Alibaba (48%), Global Sources (27%), JQW (6%), with others at 5% or
less including DHgate, Hc360, Made-in-China, Toocle, Mysteel, and
GMC, and these will undoubtedly continue to change (iResearch
2016). Little is found in the academic, professional, or popular literature
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Table 1.2 Top grossing 2011 e-commerce B2B and B2C websites in China
B2B B2C

Top 10 website Top 7 website Top direct product marketing
platforms platforms websites

Alibaba TaoBao (Alibaba) Hadou—Food

HC360 360Buy Jiaxing (JXSZZ)—Food
Made-in China Amazon/Joyo Markfairwhale—Clothes
Globalsources Dangdang Uniglo—Clothes

Tootoo M18 PraxisLanguage
Diytrade Vancl139 Shop Ctrip—Travel

China Redbaby Gadozi—Womens’ Bags
Yidaba PGMall—Womens’ Bags
Unsbiz

Mysteel

Source: Adapted from China Internet Watch (2011). http:/www.
chinainternetwatch.com/3674/top-10-china-b2b-platform-g2-2013/

regarding platform strategies for foreign multinationals marketing
in China, although many studies and case studies have been completed
about Alibaba.

Lessons from B2C: Marketing What?

Unique platforms exist for individual industries or products for both
B2C and B2B e-commerce (Table 1.2). With the exception of the B2B
Mysteel, industry-focused platforms do not appear in the top ten revenue
sources (China Internet Watch 2011). This does not mean that such plat-
forms do not exist. Data from the literature suggests that certain industries
are more popular for e-commerce than others. Table 1.3 lists these,
ranked by netizen to buyer conversion rates.

The studies by iResearch (2016, 2013, 2009, 2004) suggest key indus-
tries for companies to target for both B2B and B2C markets. This Table
and iResearch reports suggest that companies approaching B2B markets
in China would find the top-ranked industries for netizen to buyer con-
versions the most amenable to online e-commerce and those near the
bottom, less inclined. In a search of the literature, however, no accompa-
nying or supporting research or professional literature was found and is
an area for future strategic and marketing research.
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Table 1.3 Ranked categories of items purchased online by percent

Purchased by % of online

Items buyers
Apparel, accessories, and footwear 57.1
Books, CDs, and DVDs 46.0
Cosmetics 40.6
Electronics (Cameras, MP3) 35.4
Rechargeable cards for games and cell phones 32.1
Home decorations 29.2
Cell phones and electronic accessories 27.4
Gifts and toys 24.7
Computer, laptops, and hardware 23.0
Home appliances 22.1
Jewelry, watches, accessories, and glasses 20.3
Foods 19.7
Maternity and baby products 11.5
White goods 2.9
(fridges, washing machines, and air conditioners)

Others 2.0

Source: Adapted from iResearch (2009)
Lessons from B2B Research: Marketing How and When?

In-depth interviews were conducted with 100 Chinese owners and com-
pany purchasers (Harrison and Hedley 2010). Both large and small com-
pany owners and purchasers were included to determine how these Chinese
companies prefer to be targeted and developed as potential customers of
other companies. Figure 1.3 provides a graphical example of the results.

The authors note that the perception of the Chinese is that Western
marketers tend toward less personal communication (i.e., trade shows,
email, and websites).

Email was by far the most used communication vehicle for Chinese
companies doing business with Western companies; however, personal
contact is also critical (Gao et al. 2010; Harrison and Hedley 2010, n.d.)
The concept of guanxi remains critical in Chinese relations and to those
doing business with Chinese companies. (Dunn 2007; Fang 2006; Gao
et al. 2010; Harrison and Hedley 2010). Although foreign to many
Westerners, it is the basic concept that humans prefer to do business with
people they know and trust. It is not a substitute for quality products that
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Fig. 1.3 Bar graph comparing responses by Chinese business owners and pur-
chasers regarding preferred business contact methods and their perception of
those they experience from Western companies. (Source: Adapted from Harrison
and Hedley (2010, n.d., p. 4))

fit the customer needs, delivered on time. Guanxi is sometimes overstated
or viewed as some form of non-ethical or corrupt practice, but building
strong relationships is important in any Chinese market. Western compa-
nies tend to become frustrated with the length of time these relationships
may take and the long sales cycles and negotiations involved. Several
authors point to Western tendencies to focus on existing product solu-
tions without listening and tailoring to customer needs while being
inflexible to negotiate. Unfortunately, some of this occurs due to compa-
nies’ policies and procedures. (Dunn 2007; Fang 2006; Gao et al. 2010;
Harrison and Hedley 2010, n.d.).

Within the past few years and the rise of Alibaba, new focus has
emerged in the literature regarding B2B e-commerce markets. In these
analyses, the literature coalesces on three unique Chinese intangible
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characteristics—trust, education, and presence. Zhao et al. (2008) iden-
tify four factors commonly echoed in other studies. Key success factors
for Chinese e-commerce include:

* Reduced costs of sourcing and partnering

* Reduced transaction risks—financial, delivery, frauds, and fakes
(Trust)

* Provided third-party company creditability (Trust)

* Provided access to creditworthy payment and receipt sources and pro-
cessing (Trust)

¢ DPersonalized and customized services

Trust

Alibaba was founded in 1999 by a Chinese citizen, the now famous Ma
Yun or “Jack Ma” as he is widely known to Westerners. As of 2012 it
consisted of eight separate e-commerce platforms with over 56 million
users with $4.1 billion in 2012 revenues. Alibaba users distribute to and
from China and countries worldwide (Smith 2000; Economist 2013;
Zhao et al. 2008). Alibaba achieves that through four electronic and cus-
tomer service initiatives—Ali-assistant, Ali-college, Ali-forum, and
TrustPass. These are categorized by process as noted below:

1. The Information Stage: high reach, in-depth information (Ali-
assistant; Ali-college. Ali-assistant and Ali-college help customers learn
how to register and use Alibaba)

2. Negotiation Stage: match-qualified registered buyers and sellers with

collaborative tools (Ali-forum facilitates negotiating collaboration)

Payment Stage: secure and flexible (TrustPass)

Fulfillment / Delivery Stage: with financial recourse for lack of fulfill-

ment by either party (TrustPass)

LN

As China did not yet have significant third-party credit card provid-
ers, banks and financial institutions have filled this role to date. As of
2008, 50% of transactions were completed through a third-party pay-
ment platform (e.g., TrustPass or others), 21% through online banking,
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and almost 23% by cash on delivery or bank transfer (iResearch 2009).
Additionally, China has a weak national distribution system. Companies
such as FedEx or UPS have been prevented from participating in China’s
national buyer-seller distribution chain, although both are actively
involved in China’s international distribution (iResearch 2009).

Those companies that participate as sellers in the Alibaba platform, or
any of the e-commerce platforms, have certain marketing challenges.
Small and medium size enterprises (SMEs) with limited marketing
resources have even greater challenges. Many studies conclude that criti-
cal success factors in B2B marketing in China, both company size and
brand image, matter. Developing trust through the company’s reputation
and leveraging Internet content marketing are critical (Sonmez 2006). A
global survey report of 527 business executives by the Economist notes
that “Misunderstandings rooted in cultural differences present the great-
est obstacle to productive cross-border collaboration” (Economist 2012,
p- 1). Additionally, the report concludes that most companies understand
the need to improve cross-border communications but are not making
the investment or doing enough to improve.

Companies must be able to leverage the Internet social media and
WOM (Chen and Xie 2008) while maximizing acceptable communica-
tion channels (e.g., phone, email, visits, and relationship building events).
Finally, Western companies and marketers must recognize the cultural
differences: Chinese managers ascribe importance to seller and buyer
behavior and intermediate processes rather than performance alone.
(Ambler and Xiucun 2003; Chiu et al. 2012; Chong et al. 2011; Dunn
2007; Eid et al. 2002; Ewing et al. 2010; Harrison and Hedley n.d.).

Given that the Internet is a major source of online purchasing infor-
mation, website development in the native language and cultural norms
can have a dramatic impact on successful perceptions. Slow website
download speeds will probably lose a netizen’s attention. Servers must
therefore be located in or near China (e.g., Hong Kong) to avoid the
intercontinental Internet trunk traffic delays (Nantel and Glaser 2008).
As noted, approximately 70% of Internet access in China is through
mobile devices. Websites and Internet media must be compatible. Social
media content is important. Harrison and Hedley (n.d.) point out that
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92% of China’s netizens use some form of social media or posting and
forum platforms. Even Alibaba—China’s most popular and the world’s
largest B2B e-commerce Internet platform—provides a collaborative
online forum for customer interaction.

The Cross-Cultural Power of Symbols

Li and Shooshtari’s (2007) research looks at cultural implications through
more current reviews and lessons from the advertising campaigns of Nike
and Toyota. While not focused on digital marketing, the results apply to
the use of language and its contextual meanings to the Chinese popula-
tion. Using an older example, Marlboro cigarettes have been marketed in
China for decades in its three-character-Chinese name, Wan bao lu—
translated, this means “a road that leads to ten thousand treasures.” Its
favorable Chinese imagery is so profound by the ideographic nature of
the Chinese language that the logical link between smoking and its health
hazards is buried.

Focusing on more current examples of Chinese imagery and two mar-
keting campaigns—Toyota’s 2003 and Nike’s 2004 ad campaigns—Li
and Shooshtari (2007) make the case.

In one Toyota TV advertisement, two Chinese stone lions salute the
Prado four-wheel drive as it passes with the marketing slogan, “Prado —
You Can’t Help Respecting It.” In another ad, a Land Cruiser tows a
stalled Chinese-made Dongfeng military lorry in a mountain wilderness.
Both were panned on social media and later banned.

Nike’s banned television advertisement showed NBA star LeBron
James battling and defeating a cartoon kung fu master with two addi-
tional women in traditional Chinese attire and a pair of dragons (consid-
ered a sacred symbol in traditional Chinese culture). It was apparently
intended to breakthrough the clutter and noise of the market and attract
attention. It did. Chinese authorities said it insulted national dignity.

Case examples (Li and Shooshtari 2007) indicate that these symbols
are highly relevant in the minds of the Chinese people and they share
attitudes toward the uses of them. Improper uses by “outsiders” (foreign-
ers and even those Chinese from other cities or provinces) would invite
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serious questioning of the user’s intentions, motivations, and goals, par-
ticularly if the cultural symbols are projected as inferior to the speaker’s
cultural symbols. Locals are less forgiving of any misuse of their cultural
symbols by the foreign user, even if the foreign user has good intentions
in an attempt to be sensitive to the local audience.

Fallows (2010) provides plentiful—and often humorous—examples
of foreigners’ use and understanding of Mandarin while Charles Lee
(2003) notes its implications in business issues as minute as how prod-
uct sales discounts are different between East and West. In the East,
discounts are promoted as part of the whole—for example, an 80%
price. However, in America, the price would be fractional—in this
example, a 20% discount. Lee notes that even basic business numbers
and counting provide confusion. Americans use hundred, thousand,
hundred thousand, million, and billion. Chinese use hundred, thou-
sand, “ten thousand, “one hundred ten thousand,” and “one hundred
million.” Therefore, “1 million” in the Western world is “1 hunderd ten
thousands” in China!

Marcus Lee (2007) extends the discussion of cultural attitudes point-
ing to the provincial regions of China. He notes that, although each prov-
ince has many characteristics in common, each is also known for specific
strengths, just as in America when we think of the movie industry in
Hollywood or entrepreneurs and breakthrough technologies from Silicon

Valley.

1.3 Literature Review Conclusions, Future
Study, and Limitations

1.3.1 Conclusions

Available studies in the literature appear to agree; Western companies
utilizing online marketing in China must adapt to acceptable Chinese
marketing norms, focus on company reputation, contain a high degree of
social media content, and localize their online presence. Investments in
traditional media are not as effective as traditional Western marketing
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performance measures might suggest in Western markets. Reliance on
company and product/service websites or B2B online e-commerce plat-
forms is also not enough. B2B marketing in China must be combined
with high-touch sales and marketing to effectively reach and convert
potential B2B buyers (Ambler and Xiucun 2003; Casella 2007; Cina and
Chen 1999; Gao et al. 2010; Harrison and Hedley n.d.). The studies of
Alibaba act as a proxy model for successful B2B online e-commerce.
Alibaba, however, is an e-commerce platform and not necessarily pre-
scriptive for companies” market entry or marketing strategies in China.

In general, the concept of B2B marketing is not as widely recognized
within China as it is with more mature Western marketing professionals;
however, multinationals operating in China must recognize that tradi-
tional Western marketing models must be modified. This must be
reflected in marketing departments’ investments in Internet-based non-
traditional media and content, the building of company reputation and
brand value, and should contain mechanisms for high-touch relationship
marketing applied consistently over a long period of time.

1.3.2 Future Research

The Internet marketing landscape continues to change rapidly, and that
is especially true in China. The academic rigor required for collection,
assimilation, and peer-reviewed publication has a difficult time keeping
up with the current online environment. Future empirical marketing
research for cause-and-effect results may help shed light on building and
testing new theoretical, Internet-based marketing models based on extant
customer and cultural behavioral research. The existing academic body of
literature has continued to deal with traditional Western marketing mod-
els which in itself may be a constraint as pointed out by Hofstede in his
seminal 1988 article (Hofstede and Bond 1988) and subsequent body of
work on cross-cultural values, “the values dimension associated with ...
East Asiatic cultures ...took the Chinese Value Survey [‘CVS’]—an
Eastern instrument—to identify this dimension.” Western academics
may be unable to identify uniquely Eastern value dimensions without
help. Conducting research with other cross-cultural academic researchers
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may lead to broader, more inclusive research and results. This quote helps
summarize the Chinese perception of Chinese marketing research, “the
field of Chinese management research direly needs more theory-building
studies and less pure application of Western theories” (Tsui 2006, p. 5 as
cited by Wang and Song 2011).

1.4 B2B Empirical Analysis for Digital
Marketing: Age, Education, Prior Buying
Experience, Gender, and Cultural
Differences

While extant B2C research for online marketing may provide a reason-
able proxy for understanding the B2B online markets, one must question
their validity. As an initial step to that end, original B2B survey research
was completed in Jiangsu province in 2016 for age, education, and B2B
purchasing agents’ prior experience purchasing from US companies. An
attitude survey provided in Mandarin was used to collect survey responses.
Resulting data sets were then analyzed to determine whether significant
differences exist between a Chinese B2B buying agents’ positive attitude
to unsolicited Internet marketing and the buyers’ age, education level, or
prior experience purchasing products/services from US companies.
Although gender influence was not a focus of the original research, one
must anticipate a potential influence in survey results (Miles and King
1998). Finally, agents’ preferences to marketing solicitations were also
compiled and explored.

Closed-end questions used Likert and frequency scaled answers to pro-
vide ordinal values. These were analyzed with t-tests to determine whether
significant differences existed between group variables. Pearson’s r and
Spearman’s rho analyses were completed to determine potential
correlations.

For purposes of producing quantitative comparative data, survey ques-
tions were characterized into six aggregated statistical groups of which the
last four are indicative of purchasing agents’ attitudes including:
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¢ respondent qualifying questions (set A);

* demographic information (set B);

* two sets of questions to measure frequency and comfort using the
Internet use for business purposes (sets C and D);

¢ four sets of questions to measure marketing channel attitudes (sets E,
E G, and H);

* two sets of questions to measure buying experience with US compa-
nies (sets I and J); and

* one set of questions to measure purchasing motivations including
potential personal benefits reflected by Chinese corruption issues.

These categories then provided the data constructs upon which analy-
ses were conducted. Results, analyses, and discussion were divided into
four categories—descriptive statistics, quantitative testing of the hypoth-
eses, factor analyses, and inferential statistics (Cooley 2016). This chapter
presents and discusses only the results of that study.

1.4.1 Job Function

All respondents participated in researching B2B companies and prod-
ucts. Forty-five percent indicated that their primary responsibility was
purchasing—administrative (7.1%), purchasing agent (7.7%), purchas-
ing manager (7.1%), purchasing director (4.5%), vice president (0.6%),
or president/ CEO/business owner (11.5%). Both men and women were
represented in each job category, while women slightly outnumber men
in administrative positions (Fig. 1.4).

Of all 18 industry categories explored, 16 were represented; real estate
leasing and mining were not represented. Of the 18 industry categories,
28% were from manufacturing, 21% from financial industries, and 8%
from health and welfare industries. The balance of represented industries
were each less than 7% of respondents.

Internet Use One hundred percent of respondents utilize the Internet
and 87.2% utilize it more than two hours per day. Over half (58.3%)
utilize the Internet for four or more hours per day regardless of age or job
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Fig. 1.4. Survey respondents with purchasing job roles (male = 65%, female = 35%)

function. While 90% of respondents’ companies utilize the Internet to
purchase products, 69% purchase products from US companies
occasionally or more frequently with 63% of companies using the
Internet for such purchases.

Internet Research Ten questions identified how often respondents uti-
lize traditional or Internet resources when researching companies or
products (Always = 1, Never = 5). Of all respondents, 84.6% utilize tra-
ditional sources occasionally or more often and 48.6% utilize traditional
sources frequently or always. In comparison, 90% utilize Internet sources
occasionally or more often and 58.7% utilize the Internet frequently or
always.

Of respondents, 9.4% always utilize traditional research sources com-
pared to 16.2% who always utilize Internet sources. For those using a
source frequently or more often, 48.6% utilize traditional sources com-
pared to 58.7% who utilize Internet sources.
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Internet Comfort and Skill The survey asked the purchasing agents self-
perception of their ability to use the Internet for personal and business
purposes. It makes statements such as “I consider myself good at using the
Internet...” The Likert scale included five categories ranging from 1 =
Strongly Agree to 5 = Strongly Disagree. Utilizing the aggregate of both
questions, 90% of respondents reported they were comfortable and good at
using the Internet for company or product research and purchases (Fig. 1.5).

14.2 Age

Respondents” ages were from 21 to 66 with an average of 33.6 years. An
independent samples t-test was conducted to test for a significant differ-
ence in Internet channels for three younger agent groups 21-35 years of
age and six groups 306 years of age and older. No significant difference was
found between the groups.
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T T T 1
Neither Agree or Disagree Strongly Disagree
Disagree

Fig. 1.5 Respondent is comfortable and skilled using the Internet (aggregate)
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Another goal was to explore the strength of any associations with age
for each variable. A Pearson correlation was conducted as were linear
regressions for age and each of the five Internet marketing channels—
company emails, emails from a company’s person, emails from a friend of
the agent, webinars, and social media platforms. Pearson results indicate
that there is a weak negative association between age and each of the
Internet marketing channel variables, but none of them were significant
(p > 0.079, range = > 0.079 < 0.909) and any correlations may be the
result of a chance finding. As a result, a multiple linear regression was
considered but not conducted. In any event, a linear regression indicated
that age would represent less than 2% of the variation seen in any one
Internet attitude variable.

A final research goal may have been to establish a predictive linear
equation for the data set tested; however, predictive linear equations are
generally not recommended for Likert and similarly valued attitude tests
(Lovelace and Brickman 2013). The focus of this exploration was know-
ing that a statistically confident positive or negative association exists
between individuals and their attitudes.

Additional Age Insights There was no significant difference for the
Aggregate Marketing Contact Attitude: Internet Channels between the
age group 21 years of age to 35 and the age group 36 years of age and
older; r = —0.377, p = 0.706. There was a weak negative association
between age and each Internet marketing channel among the age groups,
but it was not significant.

1.4.3 Education

The survey sample is a highly educated group with 98.1% who have com-
pleted a bachelor’s or postgraduate degree. Bachelor’s degrees represented
76.3%, Master’s degrees 19.9%, and doctoral degrees 1.9%. Although
the Spearman association test conducted indicated that no significant
association between education level and Internet attitudes, it did not dis-
tinguish between any two groups of higher education and each marketing
channel.
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A Spearman rho correlation was conducted for education and each of
the five Internet marketing channels. The Spearman results indicate that
there is also not a significant association between the level of education
and any one of the Internet marketing channel variables (p > 0.231, range
= > 0.231 < 0.973), and any correlations may be the result of a chance
finding. Again, multiple linear regression analysis was considered but not
conducted as a result of the Spearman test results. Simple linear regres-
sions were conducted but also not significant for any of the five Internet
channels—company emails, emails from a company’s person, emails from
a friend of the agent, webinars, and social media platforms. In any event,
the linear regressions indicate that the level of education would represent
less than 1% of the variation seen in any one Internet attitude variable.

To isolate and test education groups, an independent samples t-test
was conducted to compare the Aggregate Marketing Contact Attitude:
Internet Channels between two groups—an agent group with high school
education through bachelor’s degrees (attitude M = 2.359, SD = 0.531, #
= 122) and an agent group with postgraduate education of Master’s and
doctoral degrees (attitude M = 2.206, SD = 0.620, n = 34). The t-test
results indicated that there was no significant difference in attitudes

between the two groups (¢ = 1.432, p = 0.154).

Additional Education Insights Spearman results indicate that there is
not a significant association between the level of education and any one
of the individual Internet marketing channel variables. Even if signifi-
cant, the R-squared indicates that level of education would represent less
than 1% of the variation seen in any one Internet attitude variable. When
placed into two groups—agents with high school education through
bachelor’s degrees and agents with postgraduate degrees beyond bache-
lor—there also was no significant difference.

1.4.4 Agents’ US Buying Experience

The independent t-tests established that those agents with prior occa-
sional or frequent experience purchasing products from US companies
have a significantly more positive attitude toward the aggregate measure



26 J. Cooley

of Internet marketing channels; however, this did not provide a detailed
view of any one specific marketing channel for additional insights.

A Pearson’s correlation was conducted to determine whether a signifi-
cant attitude relationship exists for traditional or Internet marketing
channels between those agents with US buying experience and those
without such experience.

A Pearson correlation test was also conducted for each of the 12
Marketing Contact Attitudes to create a more granular view and explore
potential underlying variable relationships not reflected in the aggregate
measures. A multiple linear regression analysis was also considered. Those
respondents who responded “Do Not Know” whether they or their com-
pany had prior experience were eliminated from this analysis.

Pearson’s r correlation and R-squared results for agents in the two
groups—those With US Buying Experience and those with No US
Buying Experience—correlated with the 12 variables. A significant posi-
tive relationship exists between the agents With US Buying Experience
and conference and phone call marketing channels (p < 0.05). No signifi-
cant association exists between those agents with no prior experience and
any one of the Internet marketing channels (p > 0.05). No additional
linear regressions were conducted for these groups.

Additional US Buying Experience Insights The Pearson correlation
with aggregate Internet attitude was significant for agents with prior US
buying experience (r = 0.248, p = 0.037), but not for agents without such
experience (r = —0.016, p = 0.903). A significant positive relationship
exists between those agents with prior US purchasing experience and
both conference and phone call marketing channels (p < 0.05), but the
R-squared indicates that this would represent less than 8% of any such
variation (conference = 0.078, phone call = 0.068).

1.4.5 Gender

Anticipating a potential influence of gender in the survey sample and
results for Internet use or attitudes (Miles and King 1998), the survey
sample was first reviewed for gender distribution by age (Fig. 1.6). The
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Fig. 1.6 Distribution of age groups by gender (M = 2.72 = 33.6 years, SD = 1.26)

male:female ratio of the sample is 60.3% male and 39.7% female. Both
genders fit the general normal survey distribution across all ages.

Next, the survey sample was described for Internet use and attitudes.
Although Internet use worldwide and in China is typically 50% male and
50% female (Wistlund et al. 2001), it may not necessarily reflect each
gender’s self-perceived comfort and skill using the Internet. Gender data
was tabulated for comfort and skill using the Internet; 93% of males
agree or strongly agree they were comfortable and good at using the
Internet compared to 87% of females (Table 1.4).

Finally, results were compared for male and female attitudes toward
traditional and Internet product research and marketing channels
although no additional correlation analysis was conducted (Fig. 1.7).

Gender Insights Respondents’ gender appears normally distributed by
age within the survey sample. Gender differences in self-perceived
Internet comfort and skill do not appear to vary greatly. Although signifi-
cance was not established, females may hold more negative attitudes
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Fig. 1.7 Comparison of search and marketing solicitation contact channels by
gender. (Mean Attitude Response for Strongly Agree = 1 to Strongly Disagree = 5)

toward product searches in both traditional and Internet channels and
marketing solicitations through either traditional or Internet channels.

1.4.6 Cultural Differences
Nike & Toyota and the Power of Symbols

Li and Shooshtari’s (2007) research looked at the cultural implications
through more current reviews and lessons from the advertising campaigns
of Nike and Toyota. The use of language and its contextual meanings to
Chinese were explored.

Advertising campaigns by both Toyota and Nike were both banned by
the Chinese government in response to consumer outrage and insults to
Chinese national dignity. These ads were the first non-Chinese commer-
cials to be banned by Beijing since China’s entry into the WTO (World
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Trade Organization). Prior to these ads, both Toyota and Nike had been
praised for ads reflecting Toyota’s ads with perceived respect for the
Chinese cultural heritage and Nike’s ad for understanding why Chinese
are proud.

Li and Shooshtari (2007) provide research literature exploring the
multi-ethnic Chinese culture and the challenges and ability of the multi-
national corporations (MNCs) to communicate accurately, effectively,
and without offense. One example focuses on the use and results of con-
troversial advertising—inappropriate in the culture and mind of the
Chinese—as a marketing strategy to breakthrough the advertising clutter.
The main theme of the Shooshtari’s (2007) argument is a culture-specific
socio-linguistics perspective. They posit that businesses that advertise in
China using Chinese characters must pay special attention to the Chinese
reception of their ideographic codes.

Case examples (Li and Shooshtari’s 2007) indicate that some symbols
are highly relevant in the minds of the Chinese people and they share
attitudes toward the use of them. Improper uses by “outsiders” (foreign-
ers and even those Chinese from other cities or provinces) would invite
serious questioning of the user’s intentions, even if the foreign user has
good intentions to be sensitive to the local audience.

Li and Shooshtari (2007) further posit that incongruent cultural views
of consumers and marketers, a lack of historical sensitivity, and different
levels of social communication between the companies and their audi-
ence produced the offensive result. In all, between December 2003 and
May 2005, four ads were pulled by Chinese regulatory institutions after
tens of thousands of protest messages on major Chinese websites.

The authors agree with the literature themes; at issue is the general lack
of understanding of written language and cultural symbols by MNCs
advertising in China.

While Charles Lee (2003) notes cultural implications in business,
Marus Lee (2007) extends the discussion of cultural attitudes pointing to
the provincial regions of China. Each province is known for specific
strengths, just as America’s Hollywood represents the movie industry or
Silicon Valley represents breakthrough technologies. As also noted by
Fernandez and Underwood (2009), regional differences in China affect
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B2B purchases. Products and services selling well in Shanghai do not
necessarily translate to Suzhou, only 45 minutes away by high-speed rail
or two hours by car. “Able to spend’ doesn’t mean ‘ready to spend’”

(Fernandez and Underwood 2009, p. 4).

1.4.7 Marketing Solicitation Contact Attitudes

Respondents were asked 12 survey questions responding to the general
question, “Indicate whether you agree or disagree with the following
statements about yourself: When you are first approached by a com-
pany to purchase their products or services, indicate how you like to be
introduced” (Strongly Agree = 1 to Strongly Disagree = 5). Each state-
ment addressed traditional or Internet-based marketing channels

(Table 1.5).

Marketing Solicitation Contact Attitude Insights This data was then
ranked by positive or negative preferences without distinguishing between
traditional or Internet channels. The results provide a view of purchasing
agents’ marketing channel preferences, both positive and negative, for
traditional and Internet marketing channels, as well as in rank order
without distinguishing between channels (Table 1.6).

All surveyed Chinese purchasing agents across differing age and educa-
tion levels are facile utilizing the Internet, and all respondents use the
Internet for researching companies and products. They all also continue
to employ traditional sources. There does not appear to be any significant
Internet diffusion, adoption, or use obstacles for marketing B2B products
to potential customers in China. Hypotheses testing confirmed there
were no significant associations between age or education levels and atti-
tudes toward Internet marketing solicitations.

Some findings, however, indicate that those agents with prior experi-
ence purchasing from US companies hold a significantly more positive
attitude toward solicitations from US companies than those agents with-
out such experience. This group was more inclined to accept contact
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Table 1.6 Ranked solicitation preference attitudes for traditional and Internet
marketing channels?

Positive Negative
attitude attitude
Marketing channel Count % Marketing channel Count %
Through a friend 134 11.7 By a phone call 35 18.8
By a Friend’s email 109 9.5 By a personal email 35 18.8
from a company
person
By direct mail 104 9.0 Ata conference 26 14.0
Through a webinar 104 9.0 By acompany email 16 8.6
At a conference 103 9.0 Through a social media 15 8.1
platform
At a networking event 102 8.9  Through a webinar 14 7.5
By a company email 96 8.3 At atrade show 12 6.5
At a trade show 95 8.3 By a Friend’s email 9 4.8
Through a social media 93 8.1 By direct mail 8 4.3
platform
By a phone call 86 7.5 At anetworking event 7 3.8
By a personal visit 62 5.4 By a personal visit 7 3.8
By a personal email 62 5.4  Through a friend 2 1.1
from a company
person
1150 100.0 186 100.0
Percent of total 86.1% 13.9%
responses

aAggregated data. Percentages are relative to total responses

through personal marketing channels such as phone calls, emails from a
person at a company, or personal visits. Additional Pearson association
analyses indicated that both conferences and phone calls are significantly
important channels for this group.

For those agents without such prior experience working with and
purchasing from US companies, relationship marketing channels are
more important and marketing through personal channels (e.g., email,
phone calls, visits) may be received with negative reactions and may be
detrimental.
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1.5 Conclusions

The central underlying research question of this study was: When US
companies contact B2B Chinese companies as prospective new business
customers, do the prospective Chinese customers prefer traditional mar-
keting approaches or newer Internet marketing approaches? For the Tier
1 and Tier II areas of this study, the answer appears to be a qualified “Yes.”
Although confusing, it can be concluded that both traditional and
Internet approaches are important; however, less personal marketing
channels for initial marketing solicitations currently tend to be received
with more positive attitudes. If a personal relationship has been estab-
lished, more personal solicitations are effective.

The common thread in the results suggests that those Chinese pur-
chasing agents who US companies can initially contact through one
traditional channel tend to be more receptive to other traditional market-
ing channels. Similarly, Chinese purchasing agents who can initially be
contacted through an Internet channel tend to be more receptive to other
Internet marketing channels. Relationship marketing through purchas-
ing agents friends or trusted business associates appears most effective.
This study suggests that the avenues for US companies to initiate those
relationships include webinars, participation in conferences, networking
events, tradeshows, and social media.

While it was well known that China has the largest number of netizens
in the world and the largest e-commerce platform (Alibaba), few studies
have explored how this translates into Chinese B2B markets and its mar-
keting channel attitudes. As noted in the literature review, four trends
exist. One could anticipate the three factors of evolving communication
changes, rapid Internet adoption rates, and the need for adapting to
Chinese cultural norms. The fourth trend, trust and its effect on
e-commerce and business attitudes, were expected given the concepts of
guanxi and proved to remain an important ingredient in marketing
solicitations.

The cultural and business leap in China has been rapid and changed
everything in China since the introduction of the Internet in 1995. Based
on the earlier US pilot study conducted and as a practitioner with business
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experience in the US and China, this research inherently assumed China
would display similar marketing attitude profiles as found in the US and
reflected in the hypotheses:

* younger and more educated business people tend to use the Internet
more frequently;

* younger and more educated business people who use the Internet fre-
quently would be more positively receptive to Internet marketing
channels; and

* those business people with prior exposure to working with foreign
companies would be more positively receptive to solicitations from
companies of that foreign country.

While the third assumption holds true in this research, findings indi-
cate that the first two assumptions are not true in China. This was a
surprising result as a practitioner and causes one to consider how new
technologies such as mobile and Internet communications affect market-
ing in any country that did not have existing, traditional communication
and transportation infrastructure.

The author believes this quote summarizes a Chinese perspective of
Western business people:

[Westerners] don’t understand Chinese culture. Their technology and qual-
ity check system are mature and comprehensive, and they are professional
in their field and everything they do. They are polite, but that is not
enough. Wed like to invite them to join our supper after finishing work-
ing, but they can’t understand and will go back to the hotel directly. (As
cited by Harrison and Hedley n.d., p. 13)

References

Aberdeen. (2012). Multi-channel digital marketing: Addressing the whys and hows
to achieve success in the new era of customer engagement. Aberdeen Group.
Retrieved from http://www.aberdeen.com/research/7662/ai-multi-channel-
digital-marketing/content.aspx


http://www.aberdeen.com/research/7662/ai-multi-channel-digital-marketing/content.aspx
http://www.aberdeen.com/research/7662/ai-multi-channel-digital-marketing/content.aspx

36 J. Cooley

Ambler, T., & Xiucun, W. (2003). Measures of marketing success: A comparison
between China and the United Kingdom. Asia Pacific Journal of Management,
2002), 267-281.

Casella, J. (2007). B2B in China: Partnerships. Mins B2B, 10(39), 8.

Chan, J. (2014). China revealed: Mobile approaches tipping point. Campaign
Asia-Pacific, p. 1.

Chen, Z., & Dubinsky, A. J. (2003). A conceptual model of perceived customer
value in e-commerce: A preliminary investigation. Psychology ¢ Marketing,
20(4), 323-347. https://doi.org/10.1002/mar.10076.

Chen, Y., & Xie, J. (2008). Online consumer review: Word-of-mouth as a new
element of marketing communication mix. Management Science, 54(3),
477-491.

China Internet Watch. (2016, 2011). Retrieved from http://www.chinainternet-
watch.com

ChinaCulture. (n.d.). Iron plow. ChinaCulture.org. Retrieved from http://www.
chinaculture.org/gb/en_madeinchina/2005-04/30/content_68358.htm

Chiu, C., Ip, C., & Silverman, A. (2012). Understanding social media in China.
McKinsey Quarterly, 2, 78-81.

Chong, W. K., Shafaghi, M., & Tan, B. L. (2011). Development of business-to-
business critical success factors (B2B CSFs) framework for Chinese SME:s.
Marketing Intelligence & Planning, 29(5), 517-533.

Cina, H., & Chen, J. H. (1999). The prospects of B2B e-commerce in China’s
internet industry. Business Forum, 24(3/4), 62.

CNNIC. (20006). 19th statistical report on internet development in China.
Retrieved from htep://wwwl.cnnic.cn/IDR/ReportDownloads/ and heep://
www]1.cnnic.cn/IDR/BasicData/

CNNIC. (2010). 27th statistical report on internet development in China.
Retrieved from  htep://www]1.cnnic.cn/IDR/ReportDownloads/201209/
P020120904420388544497.pdf

CNNIC. (2013). Statistical report on internet development in China. Retrieved
from http://www1.cnnic.cn/IDR/ReportDownloads/201404/U020140417
607531610855.pdf

Cooley, J. (2016). Marketing attitudes of Chinese business-to-business companies:
An empirical organizational buying behavior study for U.S. companies market-
ing to Chinese B2B customers. Academia, George Fox University. hetps://www.
academia.edu/people/search?utf8=%E2%9C%93&q=Marketing+Attitudes
+of+Chinese+Business-to-Business+ Companies%3A+An+empirical +organiz
ational+buying+behavior+study+for+U.S. +companies+marketing+to+Chine
se+B2B+customers+


https://doi.org/10.1002/mar.10076
http://www.chinainternetwatch.com
http://www.chinainternetwatch.com
http://chinaculture.org
http://www.chinaculture.org/gb/en_madeinchina/2005-04/30/content_68358.htm
http://www.chinaculture.org/gb/en_madeinchina/2005-04/30/content_68358.htm
http://www1.cnnic.cn/IDR/ReportDownloads
http://www1.cnnic.cn/IDR/BasicData/
http://www1.cnnic.cn/IDR/BasicData/
http://www1.cnnic.cn/IDR/ReportDownloads/201209/P020120904420388544497.pdf
http://www1.cnnic.cn/IDR/ReportDownloads/201209/P020120904420388544497.pdf
http://www1.cnnic.cn/IDR/ReportDownloads/201404/U020140417607531610855.pdf
http://www1.cnnic.cn/IDR/ReportDownloads/201404/U020140417607531610855.pdf
https://www.academia.edu/people/search?utf8=✓&q=Marketing+Attitudes+of+Chinese+Business-to-Business+Companies:+An+empirical+organizational+buying+behavior+study+for+U.S.+companies+marketing+to+Chinese+B2B+customers+
https://www.academia.edu/people/search?utf8=✓&q=Marketing+Attitudes+of+Chinese+Business-to-Business+Companies:+An+empirical+organizational+buying+behavior+study+for+U.S.+companies+marketing+to+Chinese+B2B+customers+
https://www.academia.edu/people/search?utf8=✓&q=Marketing+Attitudes+of+Chinese+Business-to-Business+Companies:+An+empirical+organizational+buying+behavior+study+for+U.S.+companies+marketing+to+Chinese+B2B+customers+
https://www.academia.edu/people/search?utf8=✓&q=Marketing+Attitudes+of+Chinese+Business-to-Business+Companies:+An+empirical+organizational+buying+behavior+study+for+U.S.+companies+marketing+to+Chinese+B2B+customers+
https://www.academia.edu/people/search?utf8=✓&q=Marketing+Attitudes+of+Chinese+Business-to-Business+Companies:+An+empirical+organizational+buying+behavior+study+for+U.S.+companies+marketing+to+Chinese+B2B+customers+

Introduction: Business-to-Business Marketing in China: Digital... 37

Davis, E D., Bagozzi, R. P, & Warshaw, P. R. (1989). User acceptance of com-
puter technology: A comparison of two theoretical models. Management
Science, 35(8), 982—1003.

Doyle, J. & Balegno, S. (2012). 2012 B2B marketing Benchmark Report. ISBN:
978-1-936390-21-2.  Retrieved from  htep://ftp.marketingsherpa.com/
Marketing%?20Files/PD’s/Executive%20Summary/2012B2BBRMExcerpt.
pdf

Dunn, M. (2007). Building a successful relationship with China. Brand Strategy,
213, 50-51.

Economist. (2012). Competing across borders. The Economist Intelligent
Unit. Retrieved from http://www.economistinsights.com/sites/default/
files/downloads/Competing%20across%20borders.pdf

Economist. (2013, March 23). The world’s greatest bazaar. 7he Economist, print
edition.  Retrieved  from  htep://www.economist.com/news/briefing/
21573980-alibaba-trailblazing-chinese-internet-giant-will-soon-go-public-
worlds-greatest-bazaar

Eid, R., Trueman, M., & Abdel, M. A. (2002). A cross-industry review of B2B
critical success factors. Internet Research, 12(2), 110—123. Retrieved from
http://search.proquest.com/docview/2198534462accountid=11085

Enright, M. (2005). Successful multinationals in China. Asia Case Research
Center, University of Hong Kong. Retrieved from http://hbsp.harvard.edu/.

Ewing, M., Windisch, L., & Newton, E (2010). Corporate reputation in the
people’s republic of China: A B2B perspective. Industrial Marketing
Management, 39(5), 728-736, ISSN 0019-8501. Retrieved from http://0-
dx.doi.org.catalog.georgefox.edu/10.1016/j.indmarman.2010.02.011

Fallows, D. (2010). Dreaming in Chinese. New York: Walker & Co.

Fang, T. (2006). Negotiation: The Chinese style. Journal of Business ¢ Industrial
Marketing, 21(1), 50-60.

Fernandez, J. A., & Underwood, L. (2009). China entrepreneur: Voices of experi-
ence. Singapore: John Wiley & Sons (Asia).

Friedman, T. (1999, March 28). A manifesto for the fast world. 7he New York
Times Magazine. Retrieved from http://www.nytimes.com/1999/03/28/
magazine/a-manifesto-for-the-fast-world.html?pagewanted=all&src=pm

Friedman, T. (20006). The world is flat: The globalized world in the twenty-first
century. London: Penguin Books Ltd.

Gao, H., Ballantyne, D., & Knight, J. (2010). Paradoxes and guanxi dilemmas
in emerging Chinese—Western intercultural relationships. Industrial
Marketing Management, 39(2), 264-272, ISSN 0019-8501. https://doi.
0rg/10.1016/j.indmarman.2008.11.001. Retrieved from http://www.scien-
cedirect.com/science/article/pii/S0019850108001569


http://ftp.marketingsherpa.com/Marketing Files/PD's/Executive Summary/2012B2BBRMExcerpt.pdf
http://ftp.marketingsherpa.com/Marketing Files/PD's/Executive Summary/2012B2BBRMExcerpt.pdf
http://ftp.marketingsherpa.com/Marketing Files/PD's/Executive Summary/2012B2BBRMExcerpt.pdf
http://www.economistinsights.com/sites/default/files/downloads/Competing across borders.pdf
http://www.economistinsights.com/sites/default/files/downloads/Competing across borders.pdf
http://www.economist.com/news/briefing/21573980-alibaba-trailblazing-chinese-internet-giant-will-soon-go-public-worlds-greatest-bazaar
http://www.economist.com/news/briefing/21573980-alibaba-trailblazing-chinese-internet-giant-will-soon-go-public-worlds-greatest-bazaar
http://www.economist.com/news/briefing/21573980-alibaba-trailblazing-chinese-internet-giant-will-soon-go-public-worlds-greatest-bazaar
http://search.proquest.com/docview/219853446?accountid=11085
http://hbsp.harvard.edu/
http://0-dx.doi.org.catalog.georgefox.edu/10.1016/j.indmarman.2010.02.011
http://0-dx.doi.org.catalog.georgefox.edu/10.1016/j.indmarman.2010.02.011
http://www.nytimes.com/1999/03/28/magazine/a-manifesto-for-the-fast-world.html?pagewanted=all&src=pm
http://www.nytimes.com/1999/03/28/magazine/a-manifesto-for-the-fast-world.html?pagewanted=all&src=pm
https://doi.org/10.1016/j.indmarman.2008.11.001
https://doi.org/10.1016/j.indmarman.2008.11.001
http://www.sciencedirect.com/science/article/pii/S0019850108001569
http://www.sciencedirect.com/science/article/pii/S0019850108001569

38 J. Cooley

Harrison, M., & Hedley, M. (2010). Marketing and selling to Chinese busi-
nesses. B2B International. Retrieved from http://www.chinabusinessreview.
com/marketing-and-selling-to-chinese-businesses/

Harrison, M., & Hedley, M. (n.d.). Marketing and selling to Chinese busi-
nesses. B2B International. Retrieved from http://www.b2binternational.com/
publications/chinese-marketing-selling/

Hexter, J., & Woetzel, J. (2008). Learning to win in China. Harvard Business
School Publishing. ISBN-13-978-1-4221-4510-4. Retrieved from http://
hbsp.harvard.edu/

Hofstede, G. (2001). Cultures consequences: Comparing values, behaviors, institu-
tions and organizations across nations (2nd ed.). Thousand Oaks: SAGE
Publications.

Hofstede, G., & Bond, M. H. (1988). The Confucius connection: From cul-
tural roots to economic growth. Organizational Dynamics, 16(4), 5-21.

IDC. (2009). China IT opportunity. Retrieved from htep://www.idc.com

iResearch. (2016, 2013, 2009, 2004). China internet economy forecast report.
Retrieved from http://www.iresearchchina.com

Jingting, S. (2013, September 18). Alibaba sales ‘to exceed entire US e-com-
merce.” ChinaWatch, The Washington Post. Retrieved from http://chinawatch.
washingtonpost.com/2013/09/alibaba-sales-to-exceed-entire-us-e-com-
merce.php

Lee, C. (2003). Cowboys and dragons: Shattering cultural myths to advance
Chinese/American Business. Chicago: Dearborn Trade Publishing.

Lee, M. (2007). How to outsmart China. Dover: Hampton Court Holdings.

Li, E, & Shooshtari, N. H. (2007). Multinational corporations’ controversial ad
campaigns in China—Lessons from Nike and Toyota. Advertising & Society
Review 8, no. 1.

Lovelace, M., & Brickman, P. (2013). Best practices for measuring students’
acticudes toward learning science. CBE-Life Sciences Education, 12(4),
606-617.

Madden, N. (2011). In China, multinationals forgo adaptation for new-brand
creation. Advertising Age, 82(3), 10.

McMillan, A. (2011). Zhe rise of China’s 2nd and 3rd tier cities. CNBC Invest in
China Special Report. Retrieved from http://www.cnbc.com/id/41420632
Miles, E. W., & King, W. C. (1998). Gender and administration mode effects
when pencil-and-paper personality tests are computerized. Educational and

Psychological Measurement, 58(1), 68—76.


http://www.chinabusinessreview.com/marketing-and-selling-to-chinese-businesses/
http://www.chinabusinessreview.com/marketing-and-selling-to-chinese-businesses/
http://www.b2binternational.com/publications/chinese-marketing-selling/
http://www.b2binternational.com/publications/chinese-marketing-selling/
http://hbsp.harvard.edu/
http://hbsp.harvard.edu/
http://www.idc.com
http://www.iresearchchina.com
http://chinawatch.washingtonpost.com/2013/09/alibaba-sales-to-exceed-entire-us-e-commerce.php
http://chinawatch.washingtonpost.com/2013/09/alibaba-sales-to-exceed-entire-us-e-commerce.php
http://chinawatch.washingtonpost.com/2013/09/alibaba-sales-to-exceed-entire-us-e-commerce.php
http://www.cnbc.com/id/41420632

Introduction: Business-to-Business Marketing in China: Digital... 39

Millward, S. (2013, July). This is the year China becomes the world’s top
e-commerce market. ZechinAsia. Retrieved from http://www.techinasia.
com/2013-china-surpassestamerica-to-become-worlds-top-e-commerce-
market/

Mullich, J. (2011). China’s “Second-Tier” cities take off. Wall Street Journal,
Online. Retrieved from http://online.wsj.com/ad/article/chinaenergy-cities

Nantel, J., & Glaser, E. (2008). The impact of language and culture on per-
ceived website usability. Journal of Engineering & Technology Management,
25(1/2), 112-122. heeps://doi.org/10.1016/j.jengtecman.2008.01.005.

NBSC. (2012). National Bureau of Statistics of China. Retrieved from heep://
www.stats.gov.cn/english/Statisticaldata/AnnualData/

Nexus-Pacific. (2013). China City tier system: How it works and why its useful.
Retrieved from htep://nexus-pacific.com/blog/2013/7/9/china-city-tier-sys-
tem-how-it-works-and-why-its-useful

Nielson. (2011). Winning in China. Retrieved from http://cn.en.nielsen.com/
documents/Winning-In-China-Insights-and-Strategies-For-Success-In-
2011-en.pdf.pdf

Nielson. (2012). Winning in greater China. Retrieved from http://cn.nielsen.
com/documents/ WBOOK_2012EN.v2.0.s.pdf

Niu, Y., Wang, C. L., & Dong, L. (2012). Firm resources and entry-related
advantages: An empirical study in China. Industrial Marketing Management,
42, 595-607.

Pollay, R., Tse, D. & Wang, Z.Y. (1990) Advertising, propaganda, and value
change in economic development: The new cultural revolution in China and
acticudes toward advertising. Journal of Business Research 20 (2), 83-95, ISSN
0148-2963.

Ramaswami, K. (2007). LG electronics: Global strategy for emerging markets.
Thunderbird School of Management. Retrieved from heep://hbsp.harvard.edu/

Roddenberry, G. (Producer) & Lucas, J. (Writer). (1969). That Which Survives
#69 (Television series episode). Retrieved from http://www.imdb.com/title/
tt0708450/quotes

Sabrina. (2014). China B2B market update for Q3 2013. China Internet Watch.
Retrieved from http://www.chinainternetwatch.com/4397/china-b2b-mar-
ket-update-q3-2013/

Sarkees, M. (2011). Understanding the links between technological opportun-
ism, marketing emphasis and firm performance: Implications for B2B.
Industrial Marketing Management, 40(5), 785-795, ISSN 0019-8501.


http://www.techinasia.com/2013-china-surpassestamerica-to-become-worlds-top-e-commerce-market/
http://www.techinasia.com/2013-china-surpassestamerica-to-become-worlds-top-e-commerce-market/
http://www.techinasia.com/2013-china-surpassestamerica-to-become-worlds-top-e-commerce-market/
http://online.wsj.com/ad/article/chinaenergy-cities
https://doi.org/10.1016/j.jengtecman.2008.01.005
http://www.stats.gov.cn/english/Statisticaldata/AnnualData/
http://www.stats.gov.cn/english/Statisticaldata/AnnualData/
http://nexus-pacific.com/blog/2013/7/9/china-city-tier-system-how-it-works-and-why-its-useful
http://nexus-pacific.com/blog/2013/7/9/china-city-tier-system-how-it-works-and-why-its-useful
http://cn.en.nielsen.com/documents/Winning-In-China-Insights-and-Strategies-For-Success-In-2011-en.pdf.pdf
http://cn.en.nielsen.com/documents/Winning-In-China-Insights-and-Strategies-For-Success-In-2011-en.pdf.pdf
http://cn.en.nielsen.com/documents/Winning-In-China-Insights-and-Strategies-For-Success-In-2011-en.pdf.pdf
http://cn.nielsen.com/documents/WBOOK_2012EN.v2.0.s.pdf
http://cn.nielsen.com/documents/WBOOK_2012EN.v2.0.s.pdf
http://hbsp.harvard.edu/
http://www.imdb.com/title/tt0708450/quotes
http://www.imdb.com/title/tt0708450/quotes
http://www.chinainternetwatch.com/4397/china-b2b-market-update-q3-2013/
http://www.chinainternetwatch.com/4397/china-b2b-market-update-q3-2013/

40 J. Cooley

https://doi.org/10.1016/j.indmarman.2010.09.001. Retrieved from http://
www.sciencedirect.com/science/article/pii/S0019850110001604

Schulze, H. (2012). B2B content marketing trends. Retrieved from htep://every-
thingtechnologymarketing.blogspot.com

Sida. (2014). China B2B market overview for 2013. China Internet Watch.
Retrieved  from  http://www.chinainternetwatch.com/6769/china-b2b-
market-overview-2013/

Silverstein, B. (2013). Business to business interner marketing (4th ed). Maximum
Press e-book. ISBN 1-885068-875. Retrieved from www.maxpress.com

Smith, C. (2000, June 7). Three roads in China: B2B, B2C and C2C. New York
Times, Section H; Page 30; Column 1. Retrieved from http://www.nytimes.
com/2000/06/07/business/online-overseas-three-roads-in-china-b2b-b2c-
and-c2c.html

Sonmez, M. (20006). A review and critique of supplier selection process and prac-
tices, Business School Occasional Papers Series. Loughborough: Loughborough
University ISBN 1-85901-197-7.

Wistlund, E., Norlander, T., & Archer, T. (2001). Internet blues revisited:
Replication and extension of an Internet paradox study. CyberPsychology &
Behavior, 4(3), 385-391.

Wang, K. J., & Lestari, Y. D. (2013). Firm competencies on market entry suc-
cess: Evidence from a high-tech industry in an emerging market. Journal of
Business Research, 66, 2444-2450.

Wang, R., & Song, J. (2011). Business marketing in China: Review and pros-
pects. Journal of Business-to-Business Marketing, 18, 1-49, ISSN 1051-712X
print/1547-0628 online. https://doi.org/10.1080/1051712X.2010.490933.

Wang, S., Mao, J. Y., & Archer, N. (2012). On the performance of B2B
e-markets: An analysis of organizational capabilities and market opportuni-
ties. Electronic Commerce Research and Applications, 11(1), 59-74. ISSN
1567-4223. htep://0-dx.doi.org.catalog.georgefox.edu/10.1016/j.elerap.
2011.07.001

Zhao, J., Wang, S., & Huang, W. (2008). A study of B2B e-market in China:
E-commerce process perspective. Information Management, 45, 242-248.


https://doi.org/10.1016/j.indmarman.2010.09.001
http://www.sciencedirect.com/science/article/pii/S0019850110001604
http://www.sciencedirect.com/science/article/pii/S0019850110001604
http://everythingtechnologymarketing.blogspot.com
http://everythingtechnologymarketing.blogspot.com
http://www.chinainternetwatch.com/6769/china-b2b-market-overview-2013/
http://www.chinainternetwatch.com/6769/china-b2b-market-overview-2013/
http://www.maxpress.com
http://www.nytimes.com/2000/06/07/business/online-overseas-three-roads-in-china-b2b-b2c-and-c2c.html
http://www.nytimes.com/2000/06/07/business/online-overseas-three-roads-in-china-b2b-b2c-and-c2c.html
http://www.nytimes.com/2000/06/07/business/online-overseas-three-roads-in-china-b2b-b2c-and-c2c.html
https://doi.org/10.1080/1051712X.2010.490933
http://0-dx.doi.org.catalog.georgefox.edu/10.1016/j.elerap.2011.07.001
http://0-dx.doi.org.catalog.georgefox.edu/10.1016/j.elerap.2011.07.001

Part |

Digital Business as a Social
Networking Tool



®

Check for
updates

2

China’s Online Peer-to-Peer (P2P)
Lending Platforms

Michelle W. L. Fong

2.1 Introduction: China and Information &
Communication Technologies

When China leapfrogged to wireless communication technologies from
its traditional landline technologies, it was making a fundamental move
towards cultivating its digital connection with the expanding digital
global economy. E-commerce has now become a central element in eco-
nomic growth in several countries, including China, and in the expan-
sion of world trade. China’s adoption of advanced technologies has paid
off in certain aspects, and it is now the largest online market in the world
and a prominent player in e-commerce. iResearch, a Chinese consulting
firm, reported that e-commerce sales in the country grew 21.2% in 2015
to 16.2 trillion yuan (Xinhuanet 2016a). China has 688 million online
users in 2015, of which 620 million (90%) used mobile phones to go
online (China Internet Network Information Center 2016), and it has
one of the highest mobile phone penetration rates for smartphones,
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which are increasingly becoming a dominant access mode to the Internet,
spelling an even greater growth potential for e-commerce. The adoption
of advanced technology and involvement in the e-commerce era have also
bred home-grown e-commerce participants such as Alibaba, JD.com
Inc., and Tencent Holdings which have become well-established names
in the international online industry.

The development of e-commerce is not confined to Chinese urban loca-
tions. Rural authorities reportedly have been helping farmers embark on
online trade to sell their agricultural produce and create local job opportu-
nities for rural villagers so that they do not have to look for employment in
faraway cities and be separated from their families (Larson 2014; Wang and
Shi 2016; Xinhuanet 2016a; Lui 2016). The Chinese government recog-
nises that engaging rural areas in e-commerce could provide a potential
means of alleviating poverty for the farmers. In 2016, it sought to assist the
development of rural economies by striking an agreement with one of the
country’s biggest online trading platforms, Alibaba, to officially roll out the
implementation of e-commerce in more than 300 rural areas (Xinhuanet
2016b). This project aims to help farmers optimise their agricultural sales
and improve logistics, and to support their online entrepreneurial activi-
ties. It has major ramifications both for people earning their livings in rural
areas and for consumers in those areas. Online shoppers from rural areas
are no longer disadvantaged by limited product choices, inflated prices and
shoddy quality from widely dispersed or remotely located traditional
bricks-and-mortar stores. E-commerce and wireless technology have
enabled them to shop for better quality items at more reasonable prices and
make choices from a wider variety of products. The integration of rural
businesses into the digital economy also extends a competitive retail mar-
ket structure from the cities to the rural areas that have been traditionally
characterised by a less competitive (or non-competitive) market structure.
The potential of rural participation in e-commerce has become progres-
sively more significant over the years; online sales agencies report that their
online sales in rural areas have been growing more rapidly than in urban
areas (Jing 2014). The intention of Chinese mobile carriers (China Mobile,
China Telecom and China Unicom) to aggressively compete for the rural
market for their wireless business segment and the proliferation of cheaper
handsets produced by domestic smartphone manufacturers such as
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Coolpad, Lenovo and ZOPO (Woo 2015) suggest further accelerated
growth in online sales to rural areas. If carefully crafted by government sup-
port and policies, the integration of rural businesses into the digital econ-
omy may produce a meaningful urban-rural partnership that promotes
greater equity in income distribution.

Prior to the availability of wireless communication technologies, China
had been struggling with costly landline installation in an attempt to
provide expansive telecommunication coverage to support economic
development, particularly in rural areas. This cost barrier has actually
turned out to be the greatest advantage for China in technology adop-
tion. Areas without landline telecommunication coverage, or those disad-
vantaged by outdated landline telecommunication technologies in need
of replacement, can now leapfrog to the latest wireless communication
technologies, which are cheaper to install. The adoption of latest wireless
technologies by these relative latecomers to the Information &
Communication Technologies (ICT) revolution has actually transformed
retail markets, opening up unprecedented opportunities for its national
and domestic companies, as overseas businesses yearn for a slice of the
growing online Chinese market. Despite China’s rapid growth in e-com-
merce, there have been disconcerting developments in the trajectory of
this growth. The electronic trading landscape has brought about changes
in content delivery methods, new and innovative business models, and
new digital intermediaries which have left the Chinese government striv-
ing to keep pace by introducing and reforming legislation and regulations
to safeguard the interests of consumers, investors and the economy (par-
ticularly against unscrupulous and/or illegal operators and fraudsters).
One of these areas is the online peer-to-peer (P2P) lending platforms
operated by unregulated online intermediaries, which bypass and under-
mine the country’s central financial system.

2.2 China’s Online P2P Lending Industry

China’s online P2P lending industry first emerged in 2007 and grew at a
frenetic speed between 2012 and 2015. This industry has been operating
in the shadow of the banking industry since its emergence. The lack of
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market entrance thresholds, sound regulations and regulatory oversight
led to an unreined and rapid proliferation of online P2P lending plat-
forms. The majority of these platforms operate on a standalone basis and
hence are not affiliated to any authorised banks or financial entities, and
they themselves are not considered as financial entities sanctioned by
financial regulators. Figure 2.1 shows the increasing number of online
P2P lending platforms between 2010 and 2015. The yearly growth rate
in online P2P lending platforms was about 400% in 2012 and again in
2013, 197% in 2014 and 165% in 2015. Although there has been no
verifiable data on the amount of online P2P loans, reports have estimated
it to be between US$20 and US$40 billion in 2014 (Deer et al. 2015)
and surging to at least US$150 billion in 2015 (Zhang 2015) with opti-
mistic annual growth predictions of US$83 billion per year (Bloomberg
News 2014). However, the number of new platform entrants to this
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Fig. 2.1 Total number of online P2P lending platforms, total number of problem
online P2P lending platforms, and the proportion of problem platforms (as a per-
centage of total online P2P lending platforms). (Source: www.yingcanzixun.com
and www.wdzj.com, 2017)
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industry started to taper in 2016 when the Chinese government intro-
duced tight laws and rules for regulating online P2P lending platforms.
This was evident by the 80.4% decrease in the number of new online P2P
platforms entering the industry between January and June 2016, as com-
pared to the same period in 2015 (Wang 2016a).

A disconcerting development in the online P2P lending industry has
been the increasing number of ‘problem platforms’ over the years as
shown in Fig. 2.1, 3% of the online P2P lending platforms were in trou-
ble in 2012, 10% in 2013, 17% in 2014 and 35% in 2015. Their prob-
lematic nature can be attributed to their lack of experience in managing
such businesses, their mismanagement and/or their fraudulent practices.
The Chinese government has only recently begun proactively purging
and deterring these problem platforms from entering the online P2P
lending industry. These constraints will be discussed later in this
chapter.

Online P2P lending platforms are intermediaries and not financial
institutions. They should act as agents (or intermediaries) by providing
such online services as matching lenders directly with borrowers, assess-
ing borrowers™ creditworthiness and collaterals and collecting informa-
tion on borrowers and lenders. They are essentially platforms offering
financial services, and their main sources of revenue should generally
come from registration and service fees charged to potential borrowers
for posting, matching and processing their loan requests on the platforms’
websites. Due to a lack of legislative clarity and proper regulatory super-
vision, many of these online P2P lending platforms have been taking on
a role beyond the scope of an agent or intermediary (People’s Bank of
China Institute of Finance 2015; Lingyi 2016). Although there were no
explicit rules and regulations that directly governed P2P behaviour prior
to July 2015, the raising of funds from the public, capital pooling and the
provision of guarantees on investment returns by unqualified and unau-
thorised entities or individuals are all activities deemed illegal and pun-
ishable as criminal acts, according to State Council Act [1998, No. 247]
issued in July 1998 (The State Council of the People’s Republic of China
1998), CBRC’s announcement [1999, No. 41] in 1999 (CBRC 1999),
and The Supreme People’s Court of the People’s Republic of China in its
interpretation [2010, No. 18] on illegal fundraising and financial fraud
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in November 2010 (The Supreme People’s Court of the People’s Republic
of China 2010). In spite of these legislative and regulatory constraints,
many P2P platforms were offering a range of high-yielding investments
such as insurance and wealth management products, raising funds for
private interests (other than investment projects promised by the plat-
forms) and making illicit gains through illegal profit arbitrage by exploit-
ing the interest spread between the high lending interest rates to borrowers
and lower investment return rates to lenders. Because these wayward P2P
platforms have operated largely in the shadows and without transparency,
any culpable behaviour running afoul of these laws has only tended to
become obvious to the public and government when they have started to
fail or collapse and become problem platforms.

One of the reasons behind the phenomenal increase in the number of
online P2P lending platforms has been their exceedingly low business
start-up costs. The cost of purchasing an online website template for set-
ting up an online P2P lending website can be less than 1000 yuan
(US$156) (Wangdaizhongxin 2014). However, off-the-shelf software
with do-it-yourself (DIY) open-source content is vulnerable to hacking
and cyberattacks (Wang 2015). Many of the online P2P lending plat-
forms are standalone business operations and have lacked the experience,
resources or setup to secure data and operation against cyberattacks
(People’s Bank of China Institute of Finance 2015).

Another reason for the rapid influx of entrants into the online P2P
lending industry is that business entrants can easily set up an online P2P
lending business with a minimum registered capital of 30,000 yuan
(US$4700). Unlike the constraints on banks and financing companies,
there were no specific laws or regulations pertaining to an online P2P
lending platform’s legal identity, role and business entry requirements
prior to July 2015 (Huang and Deng 2015). For example, the China
Banking Regulatory Commission (CBRC) establishes minimum regis-
tered capital requirements for financial entities under its jurisdiction; the
minimum registered capital for an automobile financing company is 500
million yuan (US$78 million) and for a financing guarantee company
five million yuan (about US$730,000). However, there was no such
requirement for online P2P lending platforms. Furthermore, the indus-
try classification code also failed to clearly define the nature of a P2P
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business or the scope of its business operations. With no clear specifica-
tion and requirements, the online P2P lending platforms largely regis-
tered their businesses under the industry classification of investment
advisory and information technology development companies (outside
the immediate jurisdiction of the CBRC) for which the minimum regis-
tered capital is 30,000 yuan (US$4700). Moreover, the description of the
nature of business provided by a platform when registering its business
could turn out to be markedly different from its actual online P2P lend-
ing operations (People’s Bank of China Institute of Finance 2015). It has
been estimated that fewer than 10% of all online P2P lending platforms
had registered capital of more than 50 million yuan (Yue 2015).

Many platforms are also highly geared in leverage as they usually have
limited registered capital, relative to aggregate loans. Currently, a signifi-
cant number of the biggest lending platforms have started their business
operation at initial leverage capacity much larger than their registered
capital. For example, ‘renrendai.com’ started with registered capital of
one million yuan in 2013 and handled, on average, loans sized up to 80
times its registered capital in the same year. It subsequently increased its
registered capital size to 100 million yuan in 2014 as a result of its busi-
ness expansion (Sheng and Ng 2016). As there is no regulatory stipula-
tion on the maximum leverage for online P2P lending platforms, some of
them are operating at leverage ratios ranging between 10 and 20 times
their asset values (Barreto 2016) which even exceeds CBRC’s allowable
maximum leverage ratio of 10 times the asset value for a financing guar-
antee company. The high leverage business practices of online P2P lend-
ing platforms pose a systemic threat to the liquidity of this financial
segment.

A major inadequacy in the online P2P lending industry is that these
platforms do not have access to the central bank’s information database
(nor support from credit information bureaus) to prudently access the
credit risk of borrowers. In early 2013, Shanghai Credit Information
Services Co., Ltd (a subsidiary of the Credit Reference Center, which is
affiliated with the People’s Bank of China) established a unified national
personal credit information system known as the Network Financial
Credit System (NFCS) for the P2P industry. This system was developed
independently from the central bank’s credit information database, and
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the two systems are not interconnected. The NFCS is designed to collect
and share information on borrowing and lending undertaken over P2P
platforms, including basic user particulars, loan application information
and loan provision and repayment information. Membership of the
NECS is voluntary and free of charge for P2P platforms and offers them
the opportunity to upload information that they are willing to share with
other members. In January 2015, about one-fourth of online P2P lend-
ing platforms signed up for membership of NFCS. However, the scope of
information in this system remains limited, as members are more willing
to upload information on their blacklisted default borrowers than on all
their borrowers and lenders (Twenty-first Century Business Herald 2015;
People’s Bank of China Institute of Finance 2015).

2.3 Borrowers of Online P2P Lending
Platforms

There are two types of borrowers who traditionally find it hard to obtain
financing support from the traditional Chinese banks: firstly, private
individuals who are consumers in need of short-term funds for events like
medical emergencies, auspicious celebrations such as weddings, or car or
property purchases; and secondly, private small and medium enterprises
(SMEs) seeking funds for working capital and business finance. The
Chinese banking system has traditionally preferred lending to big players
such as state-owned enterprises and public-owned enterprises, rather
than such borrowers (Fong 2011; Chong et al. 2013; Wonglimpiyarat
2015). Prior to the emergence of online P2P lending platforms as alterna-
tive sources of financing, these borrowers generally relied on informal
sources of financing such as family, friends and illegal credit entities,
many of which charged borrowers exorbitant interest rates.

Online P2P lending websites offered accessible credit and loans for
private individuals and SMEs, as compared to borrowing from the tradi-
tional banking channel. Thus, borrowers of online P2P lending platforms
have tended to be those excluded by the state-dominated banks. SMEs
may also find themselves excluded by smaller Chinese city banks because
their loan size is too small for such banks to provide. For example, the
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average loan size issued to SMEs by a comparatively small Chinese pri-
vate bank such as Minsheng Bank was 52,000 yuan (US$8125) in 2013,
and a 1600 yuan (US$250) short-term loan sought by an SME would be
well below its threshold (People’s Bank of China Institute of Finance
2015). On the other hand, this SME would be able to borrow such a
small loan through the online P2P platforms. However, borrowers gener-
ally have to pay higher interest rates on loans obtained through online
P2P lending than on loans from traditional banks because of these enter-
prises’ lower credit standing. The average borrowing interest rate charged
by online P2P lending platforms was about 18% in 2015 (Chen and Ye
2016) whereas the banks’ rates are normally 8.34% for an SME with rela-
tively good credit standing. However, not all SMEs are able to enjoy this
seemingly lower borrowing interest rate from the banks. SMEs generally
borrow from the banks at a variable interest rate higher than the bench-
mark interest rate by between 20% and 40% (Ba 2013). For example, if
the benchmark interest is 5%, an SME may be borrowing at the variable
rate of 6.5% (30% higher). The SME may also be required by the lending
bank to engage a non-banking financial company as a guarantor for the
loan, which commonly involves a payment of guarantor fee by the SME,
ranging between 2% and 3% of the bank’s loan interest rate (Wang
2016b). In addition, the same bank may also require the SME to lodge a
security deposit, ranging between 10% and 20% of the loan value, in an
escrow account, meaning that only 80% to 90% of the loans are actually
accessible to the SME while it has to pay interest on the entire loan
amount (Ba 2013; Li and Zhong 2014; Xu 2015; Wang 2016¢). These
requirements increase the borrowing costs for the SME, possibly to an
amount equivalent to the borrowing rate charged by online P2P lending
platforms (Xinhuanet 2014). Indeed, the aggregate borrowing cost for a
bank loan could be even higher in situations if the financial guarantee
company charges additional fees such as loan consultation fees and/or
loan assessment fees.

Hence, online P2P lending platforms may turn out to be a less costly
alternative source of financing for borrowers who need a short-term loan
but do not have the creditworthiness to borrow from banks. Borrowing
through an online platform may be cheaper than loans taken from other
private lending channels which charge an average interest rate of around
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23%. However, borrowers from online P2P lending platforms and other
private lending sources still have to exercise vigilance in these shadow seg-
ments because online P2P lending platforms have been known to charge
interest rates as high as 30%, and other private lending channels as high
as 50%. Interest rates on P2P loans are not dictated by the credit standing
of the borrowers, because of a lack of information on their credit history,
but this is largely based on the duration of the loan. The problem of
asymmetric information in these informal financial systems has resulted
in online P2P platforms providing guarantee services to their investors by
promising them a guaranteed rate of returns on the funds loaned via the
platforms (Li et al. 2016).

Loans obtained by borrowers through these online P2P platforms are
largely unsecured short-term loans, ranging from one day to three years,
and generally do not require upfront collateral (Huang and Deng 2015;
Lietal. 2016). SMEs are increasingly turning to online P2P lending plat-
forms for working capital and business financing, not only because of the
relative ease of access to credit or loans, but also because of the normally
short processing time for loan approval (as short as one or two days)
through this source of borrowing. SMEs have lamented the long process-
ing periods involved in their application for a bank loan, which generally
translates into high transaction cost of borrowing or opportunity cost for
them. Banks have often taken two to three months to process a loan
application from an SME and then ultimately rejected it, resulting in lost
business opportunities for the applicant. Not surprisingly, such long pro-
cessing times do not make the banks the priority source for these enter-
prises seeking funds.

On the other hand, the banks are also restricted by their yearly loan
quotas, set for the purpose of ensuring that excessive credit is not created
within the economy. A substantial proportion of these loan quotas tradi-
tionally has been allocated to the banks’ preferred customers (state-owned
and public-owned enterprises), leaving limited funds for loan extension
to SMEs. The Chinese government and its regulator CBRC have long
recognised that SMEs play an important role in China’s economic growth
and make a substantial contribution to employment and productivity. In
2015, there were more than 20 million registered SMEs in China, pro-
viding more than 80% of urban employment. These formal SMEs earned
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64.5% of the total profit attained by all industrial enterprises and con-
tributed 49.2% of fiscal and tax revenue (Ministry of Industry and
Information Technology 2016). The Chinese government has also
acknowledged that these SMEs continuously face bottlenecks and obsta-
cles in seeking finances from the traditional banking channels. The gov-
ernment’s persistent encouragement to its banks to increase the extension
of loans to SMEs and the CBRC’s explicit guidelines on banks’ minimum
loan size to SMEs have resulted in an annual increase of 14% in the num-
ber of SMEs successfully borrowing from banks in 2013. However, the
proportion of this lending to SMEs in 2013 was only 22.5% of the aggre-
gate loans for business financing in the banking system (CBRC 2013).
Although this proportion increased to 24% in 2014 (PYMNTS 2015),
banks have remained cautious in lending to SMEs.

The obstacles, bottlenecks and costs of obtaining a bank loan have kept
SMEs away from the banks; a survey of SMEs in 2014 (China Household
Finance Survey 2014) showed that 48.4% of SMEs already held the per-
ception that they would not be successful in obtaining loans from the
banks. Some of the main reasons given by SMEs for being pessimistic
about obtaining loans were ‘not familiar with credit or loan officer’, ‘no
one is willing to be my loan guarantor’, and ‘unable to provide collateral
for obtaining loan’.

Borrowers seeking funds through online P2P lending platforms can
register online with them. Because online P2P borrowings are largely
informal activities (although there are fully registered banks branching
out with web-based, short-term lending services), these platforms do not
have access to the central bank’s credit information database (credit infor-
mation bureau) to prudently assess the credit risk of potential borrowers.
The platforms assess the borrowers’ credit standings based on documents
furnished by borrowers themselves rather than archived information
from a central database or independent sources. The ratings used to assess
the creditworthiness of potential borrowers are not the same as the rat-
ings used by an external credit rating agency and also vary between differ-
ent online P2P lending platforms in the industry. The credit assessment
undertaken by a platform on a borrower and the requested loan amount
are posted on the platform’s website for lenders’ bidding. Lenders are
addressed as investors on many P2P lending websites and the lending
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transactions are marketed as investment by these sites, some of which use
free gifts and cash giveaways to further attract lenders. If there are com-
peting bids from lenders for the same listed loan request on a platform,
the bid with the lowest interest rate will be the winning bid and a loan
contract is then established between the borrower and lender through the
platform. If there is not enough bidding from lenders to reach the tar-
geted loan amount within a prescribed time limit, the borrower fails in
his or her request for a loan. Many platforms also adopt capital pooling,
via which lenders may bid for part of the requested loan amount, result-
ing in a borrower’s loan comprised of funds from several lenders, maybe
even with varying terms of investment maturity, which requires prudent
practices on the part of these platforms in managing liquidity and its risk.
Liquidity shortages and mismanagement of liquidity positions can trig-
ger the collapse of a highly leveraged platform.

2.4 Lenders (Investors) of Online P2P
Lending Platforms

Lenders (investors) are attracted by the higher rates of return on invest-
ment promised by the online P2P lending platforms and also by the
greater flexibility of pre-mature withdrawal of funds generally allowed by
these platforms, as compared to banks. In addition, these lenders can
invest as little as 50 yuan (US$7.80) through these platforms, whereas
banks” wealth management product generally requires a minimum invest-
ment amount of 50,000 yuan (Huang and Deng 2015). About two-
thirds of the online P2P lenders are small investors who invest less than
10,000 yuan (US$1560) (Yingcanzixun and Wangdaizhijia 2015, 2016).
Some lenders have even resorted to cash advances on their personal credit
cards for online P2P lending, in order to accrue arbitrage profits
(Guangzhou Daily 2015). Credit cards may require the balance to be
repaid in full after a grace period of 30 to 50 days during which finance
(including interest) charges do not accrue on purchases. Some credit
cardholders seek to take advantage of this interest-free grace period by
obtaining funding to invest in lending transactions of shorter or match-
ing period durations at online P2P lending platform, thereby earning
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high returns at zero borrowing interest rates during the grace period
granted by their credit card issuing banks. The intended investment strat-
egy of the cardholders is that when the short-term loan (made through
the online P2P lending platform) is due, they will receive payment from
their borrowers to pay off the amount advanced from the credit card
within the grace period. However, the CBRC banking regulations stipu-
late that credit card borrowings must be solely for consumption pur-
poses, not for production and investment (CBRC 2012). Because these
cardholders have used third-party payment platforms (to avoid detection
of unauthorised use of borrowings on their credit card) to transfer cash
advances taken on their credit card to the online P2P lending platforms,
it is difficult for credit card issuing banks and the banking regulator to
monitor and identify credit card borrowings used for non-consumption
purposes (in this case, lending to a borrower via online P2P platforms)
because there is no distinct business classification code identifying online
P2P lending platforms from other registered general businesses
(Guangzhou Daily 2015, April 8). What these cardholders are looking
for is a quick and easy return and they usually do not realise the high risks
involved in such an investment strategy. Both parties to the online P2P
borrowing and lending transactions might have poor quality standing as
borrowers and lenders. If the borrower defaults on loan repayment, the
investor (lender) will be left in the cold, having to pay the high-interest
rate charged by the credit card company on the amount owed (Guangzhou
Daily 2015, April 8). For example, the average interest rate on credit
cards in 2015 was about 18% which is higher than the average interest
rate of 13% investors expect to receive from investing through online
P2P lending platforms if there is prompt payment and no foul play. This
has repercussions on both the credit cardholders and the credit card issu-
ing banks in the formal financial system. The risk could even be further
intensified for lenders who unknowingly lend their money to online P2P
websites that operate ‘Ponzi schemes’ in which funds obtained from new
investors are used to pay off existing investors in a continuously growing,
and ultimately unsustainable, pyramid type of structure. Ezubao, an
online P2P lending website founded in 2014, was reportedly China’s big-
gest Ponzi scheme operator (Xinhuanet 2016¢). It had 207 physical out-
lets in China giving an impression of operating a genuine business and
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generating a sense of trust among investors through its extensive physical
business presence. The minimum investment amount accepted from
lenders by Ezubao was as low as one yuan (about US$0.16) with no
restriction on early fund withdrawal. Its promised rates of investment
returns to lenders were between 9% and 14.6% higher than the 2% rate
of interest earned on bank deposits or the 6% earned on offline wealth
management products (Bloomberg News 2015; Walker 2016). It also
embarked on an aggressive advertising campaign to recruit investors.
Unbeknownst to the 900,000 investors who took up more than 50 bil-
lion yuan (US$7.8 billion) within a one-and-a-half year of the platform’s
establishment, senior management was pocketing lenders’ money to fund
an extravagant lifestyle instead of putting these funds into investment
projects specified on the company’s website as generating returns to the
investors. Ninety-five per cent of investment projects posted by this plat-
form were non-existent. Esudai is another online P2P platform being
investigated by the Chinese government, following the Ezubao saga. This
platform was founded in 2010 and allegedly raised about seven billion
yuan (US$1.09 billion) from 330,000 investors. On 3 August, 2016, the
local police department in Huizhou, Guangdong Province, announced it
had arrested the founder for illegal business operation, unlawfully accept-
ing deposits of 26 million yuan (US$4 million) from the public and mak-
ing an illicit gain of four million yuan between January 2014 and May
2016 (Yan 2016).

2.5 Problem Platforms

The unreined and rapid proliferation of online P2P lending platforms
due to the absence of market entrance thresholds, regulations and regula-
tory oversight has primarily resulted in three types of problem platforms:
fraudsters using online P2P lending platforms to fleece investors of their
money, errant individuals or businesses establishing online P2P lending
platforms to source funds for internal financing, and genuine online P2P
lending platforms that are simply inexperienced in risk management and
liquidity management. These problem platforms under financial stress or
engaged in fraudulent practices are becoming a significant threat to the
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development of this fledgling industry. The banking regulator, CBRC,
raised its concerns over the potential risk posed by wayward and failed
online P2P lending platforms in its notice issued on 16 September, 2011,
to financial institutions under its jurisdiction (banking regulatory
bureaus, policy banks, state-owned banks, joint-stock commercial bank
and postal saving banks). It cautioned them to take precautionary mea-
sures and implement risk management strategies to prevent P2P lending
risk from spreading into the formal banking sector (CBRC 2011). In this
notice, the banking regulator attributed the ease of P2P lending plat-
forms engaging in illegal financial activities such as unauthorised accep-
tance of savings from the public, granting of loans and illegal fundraising
activities to the low market entrance threshold and the lack of sound
external supervision. It highlighted the lack of clarity surrounding online
P2P lending platforms’ identity and role, and their jurisdictional frame-
work. In addition, it called attention to the business risk associated with
P2P lending, citing the weak IT security setup of P2P lending platforms
and their inability to access a reliable credit information system for risk
management and control. It also cautioned that wayward P2P lending
platforms can inflict harm onto society and the formal banking system
through criminal activities such as deception and money laundering, and
the misrepresentation of their partnership alliances with sanctioned
banking institutions. Furthermore, it stressed the high credit risk and low
loan quality associated with the P2P lending business model, based on
evidence from foreign countries. Lastly, the CBRC alerted its financial
institutions to the potential risk of P2P lending inflating property prices.
In retrospect, the CBRC’s notice can be seen as a premonition of forth-
coming trouble associated with problem platforms in the online P2P
lending industry.

Along with the rapid growth of online P2P lending platforms between
2012 and 2015, the number of problem platforms and failed platforms
naturally increased over the subsequent period. It has been reported that
the average business lifespan of problem platforms are about eight months
(Xinhuanet 2016¢). A survey conducted in February 2016 by Lingyi
Research Institute (Lingyi 2016) found that 30% of these problematic
platforms had a business lifespan of less than 100 days, at least 50% of
them less than 300 days and 20% more than a year. In addition, a major-
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ity of problem platforms were of small to medium size. Forty-nine per
cent of the problem platforms had registered capital of less than ten mil-
lion yuan (US$1.6 million) and 84% had less than 50 million yuan
(US$7.8 million) (Xinhuanet 2016d). Although the number of new
online P2P lending platforms in the first half of 2016 shows a decline
(due to the active introduction by the government in 2016 of regulations
and guidelines for tighter supervision), the percentage of problem plat-
forms identified during this six-month period is already more than half of
what occurred throughout 2015.

According to Yingcanzixun and Wangdaizhijia (2015, 2016), there

were several reasons for failed platforms:

* business closure or demise/bankruptcy of the platform (8% of total
number of platforms in 2014, 15% in 2015 and 43% in the period
between January and February 2016);

¢ difhiculty in withdrawing funds at prematurity or maturity (44% of
total number of platforms in 2014, 29% in 2015 and 14% of firms in
the period between January and February 2016 were exposed to these
problems);

* management or staff absconding with investors’ funds (46% of total
number of platforms in 2014, 55% in 2015 and 42% in the period
between January and February 2016 had these problems).

Figure 2.2 shows the average losses suffered by an investor who had
been exposed to problem platforms in 2014, 2015 and the first two
months of 2016. The average loss per investor as a result of problem plat-
forms was about 91,818 yuan in 2014, 49,213 yuan in 2015 and 25,938
yuan between January and February 2016 (Ma 2016), respectively. The
total losses caused by these failed platforms constituted about 5% of the
aggregate loan amount brokered through online P2P lending platforms
in 2014 and 3% in 2015. The percentage of investors who suffered losses
as a result of these platforms was about 5% of total investors in online
P2P lending platforms in 2014 and 2% in 2015 (Ma 2016).

Figure 2.3 shows that the number of lenders (investors) and borrowers
has quadrupled in growth every year since 2013 at an average ratio of two
lenders for every borrower. Despite this growth, the average amount of
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Fig. 2.2 Average amount of loss (in yuan) suffered by each affected investor of
failed online P2P lending platforms. (Source: Ma (2016))

loan per investor (transacted through the online P2P lending platform)
decreased annually by about 50% and 23% in 2014 and 2015 respec-
tively suggesting either that investors have become more cautious and are
lending less or that investors with less private savings are turning to these
platforms for higher rates of return on investment. Correspondingly, the
amount of loan per borrower has also decreased annually by about 43%
and 15% in 2014 and 2015, respectively. Although there has been a
decrease in lending and borrowing amounts over online P2P lending
platforms, as well as a decrease in average loss per investor suffered in
2015 compared to 2014, the average loss suffered per investor in the first
two months of 2016 was 25,938 yuan, already about 53% of the average
amount suffered by each investor in the whole of 2015. The magnitude
of this loss is largely attributed to the demise of Ezubao, China’s biggest
online P2P lending platform. As there is no official information on the
actual extent of loan default and bad debts accumulated within this
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Fig. 2.3 Number of investors (lenders) and borrowers of online P2P lending plat-
forms between 2011 and 2015. (Source: www.yingcanzixun.com and www.wdzj.
com)

shadow industry, because the online P2P lending platforms, unlike regis-
tered financial institutions are not obligated to disclose any business
information or performance figures (Lingyi 2016), the number of affected
investors and their average losses may become higher as more platforms
collapse or as more problem platforms are uncovered.

In terms of investors recovering their investment funds through the
legal process, it has been observed that only 2% of such cases pursued
through China’s court system succeeded in getting a full restitution of the
investment amount (Economic Information Daily 2016). Eighty per
cent of the affected investors were unsuccessful in getting any form of
restitution through the courts and suffered total losses. Those who were
awarded partial restitution were generally able to claw back less than 40%
of their investment (Economic Information Daily 2016). The risk of
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investing through online P2P lending platforms appears to be inordi-
nately high.

2.6 Financial Literacy of the Investors
(Lenders)

A global survey on financial literacy across 148 countries conducted by
Standard & Poor’s Rating Services in 2014 found that only 28% of adults
in China are financially literate (Klapper et al. 2015). This means that
approximately one in four adults possess an understanding of basic finan-
cial concepts, while three in four do not. Individuals lacking in financial
literacy skills can incur high debt, illiquidity, bankruptcy and mortgage
defaults which can become a significant burden and potentially a finan-
cial disaster to their livelihoods (Klapper et al. 2015). In the Chinese
online P2P lending segment, borrowers with low creditworthiness and
low financial literacy pose a big risk to investors (lenders) in the absence
of a reliable credit information system that is capable of detecting such
borrowers. Lenders may also be unaware that their investment is being
handled by inexperienced management because their investment plat-
forms either did not provide this important background information or
falsified it on their websites. Reportedly only 23% of the problem plat-
forms in 2016 revealed information about their founders, and a majority
did not have a finance background (Xinhuanet 2016d).

A borrower can also obtain loans from multiple standalone platforms
without being detected, as these platforms do not share information with
one another. The investors (lenders) of online P2P lending platforms, on
the other hand, are generally blinded by the high rates of return promised
by the online P2P lending platforms and their ignorance of the high risk
associated with such platforms and types of borrowers within this infor-
mal financial system. These investors tend to employ a herd-mentality
investment strategy, in which individuals mimic the actions (rational or
irrational) of a large group, even though many of these platforms do not
have financially sound business models. The company operating the
online P2P lending platform does not lend its own money and the entire
lending risk is shifted to the investors. In addition, many online P2P
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lending platforms breached the laws by providing false guarantees of
investment yields and/or misrepresenting the risk to their investors.
Investing in P2P lending platforms is likened to walking on a landmine,
as investors with low financial literacy may unwittingly invest in fraudu-
lent or problematic platforms.

2.7 Initiatives and Precautions
for Self-regulation

In the absence of a sound regulatory and legislative framework to protect
investors of online P2P lending platforms, a number of professional peak
bodies have taken the initiative in establishing self-regulatory measures
for the industry (Dong 2016) since 2013. They include the China
Guarantee Association, the China Association of Microfinance and the
Shanghai Online Lending Industry Enterprises Alliance (Huang and
Deng 2015). In addition, initiatives have been undertaken at the local
government level to prevent unsound practices and illegal activity in the
industry (Huaxia 2016). For example, the registration of Internet-based
finance platforms has been halted in Shenzhen and Shanghai, and
Beijing’s local authorities have also suspended the registration of ‘invest-
ment’ businesses ahead of further scrutiny. In Chongging, a public notice
was issued designed to minimise the risk associated with standalone
online lending, particularly focusing on online P2P lending and invest-
ment. There has also been much online discussion among observers and
commentators on how to identify existing or potential problem plat-
forms. There have even been suggestions that platforms promising above
18% investment returns are likely to be problem platforms (http://bbs.
wdzj.com/thread-841765-1-1.html; htep://www.p2peye.com/thread-
806644-1-1.html). Observers and commentators have identified the fol-
lowing characteristics as indicators of existing or potential problem plat-

forms (Huaxia 2016; Xinhuanet 2016d):

¢ Platform website
A problem online P2P platforms tend to have is poor attention to
detail and presentation, such as texts peppered with inconsistencies,
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errors in expressions and poor command of Chinese language, which
serve as a warning signal that the platform lacks professionalism and
credibility and is potentially a problem platform. In addition, problem
platforms generally lack clarity and transparency in the information
on their webpage. Founders and senior company executives in smart
business suits or attire may be featured on a platform’s website, but
little or no information is provided on the background of these indi-
viduals. Even if there is information provided on their work experience
or education, it would bring into question their financial ability and
experience. Information and announcements posted on these plat-
forms’” websites are often fake or misleading, such as fictitious contact
details or guarantees to investors of investment returns, which is in
breach of regulations.

* Unusual behaviour of platform
Problem platforms may be making relentless requests to investors for
short-term lending and/or accepting small investments. Alternatively,
they may stop requesting investments for a long period of time citing
platform re-structuring as the reason for their inactivity. There may
also be a sudden huge hike in investment yield or the promise of
expensive gifts to entice lenders.

* High number of defaults on repayment of loans
Another sign of a problem platform is a long delay in honouring cash
withdrawal (the average time for a cash withdrawal transaction through
a healthy platform is two days) or pre-mature redemption of invest-
ment on loans that the online P2P lending platform helped facilitate.

Although the above indicators are offered with the laudable aim of
cautioning investors, they are insufficient in themselves for the purpose
of self-regulation within the fledgling online P2P lending industry in a
country whose population has a low financial literacy rate. The well-
meaning intention behind these suggestions can be counterproductive if
genuine online P2P lending platforms are unfairly shunned by investors,
or if overly cautious investors press for the withdrawal of their funds at
the slightest hint of negative rumours. Such scenarios can lead to more
platform collapse, thereby generating further instability in this informal
financial system.
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2.8 Laws and Regulations

The online P2P lending industry has functioned with little or no effective
formal or explicit regulation for approximately nine years since 2007, and
without a formally appointed regulator until 18 July, 2015. The rapid
growth of the online P2P industry has certainly not been matched by the
speed in the development of an overarching national regulatory frame-
work and the appointment of a prudential regulatory body for the indus-
try. Zhang (2015) and Jingu (2016) attributed the lag in this development
to financial regulators’ need for more time to observe and understand the
characteristics of this new mode of financing before promulgating an
effective solution. On the other hand, Li et al. (2016) ascribe the delay in
identifying a formal regulator to ‘regulatory aversion’ (p. 170) in that no
one institution is seriously committed to cleaning up the distortion and
disorder in the industry.

Nevertheless, the Chinese government does face a huge challenge in
drafting rules to regulate online P2P lending. It does not want new laws
to stifle the growth of this industry because of its importance as a source
of financing to SMEs. In the UK, online P2P lending has become an
alternative source of financing for SMEs (Milne and Parboteeah 2016),
and it is seen as important for China to emulate this development, because
P2P lenders are almost the only financial entity still willing to lend to
SMEs in China. However, money borrowed through online P2P lending
platform has been associated with shares and property speculation and
investment in Chinese markets. A worrying trend has emerged, whereby
people who have been unsuccessful in borrowing from traditional banks
due to a lack of creditworthiness are turning to these platforms for the
down payments on their homes and investment purchases. Online P2P
lending platforms have been blamed for contributing to the stock market
crash in 2015 and inflated housing prices over the years in major cities
such as Beijing and Shanghai (Luo and Ganguly 2015; Walker 2016).
Unrestricted debt-fuelled trading and an informal financial system that
embraces unqualified borrowers can generate excessive credit and insta-
bility, with unmitigated negative spillover effects onto the formal finan-
cialand economic systems. The opacity of online P2P financial transactions
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constitutes a major concern to the regulator of the formal banking system
as P2P platforms are entities of the country’s shadow banking system and
do not register with local financial regulators. Therefore, they are not
subjected to disclosure requirements on borrowers’ information or rate of
loan repayment default, which can be a breeding ground for bad debts
and financial criminal activities (The Sydney Morning Herald 2015;
People’s Bank of China Institute of Finance 2015). The lack of a credible,
systemic credit-sharing information system on the credit history of indi-
viduals and enterprises may further exacerbate the situation, as one can
simultaneously and covertly borrow from different online P2P lending
platforms.

The ‘Guiding opinion on promoting the healthy development of
Internet banking’ jointly developed by ten high-level Chinese state
authorities (including the central bank, regulators and supervisory bod-
ies) was formally released on 18 July, 2015 (The People’s Bank of China
2015). This document contains relatively comprehensive guidelines out-
lining clearer legal parameters that had been opaque in the past for the
online P2P lending industry. It serves as a guide for developing detailed
regulatory rules to be implemented in the future. In this document, the
CBRC has been formally identified as the regulator of the online P2P
lending platforms and responsible for establishing regulations for this
industry. It explicitly specifies that online P2P lending platforms are sim-
ply information intermediaries and must not provide guarantee services
nor engage in capital pooling. It also identifies the need for cooperation
between traditional financial institutions and online lending companies
in the establishment of information infrastructure, such as big data and
credit information systems. The traditional banks are particularly cau-
tious in dealing with small- and medium-lending platforms, a reflection
of their traditional stance towards SMEs. These banks are likely to be
more resistant to cooperating with standalone small and medium online
P2P lending platforms which are not afhiliated to their organisations.
This resistance is reflected in the difficulty of small and medium plat-
forms trying to fulfil one of the guidelines in the ‘Guiding opinion on
promoting the healthy development of Internet banking’ which requires
P2P platforms to appoint registered financial institutions as their fund
custodian in which borrower and lender funds must be held in custodial
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accounts. According to estimates by Yingcan in July 2016, only 2% of
the 2400 operating online P2P platforms in the industry have actually
abided by this guideline and formally linked up with banks as their fund
custodian (Internet Finance 2016). One reason why P2P platforms have
been slow in linking up with banks as their fund custodians was that the
traditional big banks prefer to deal with large creditworthy P2P plat-
forms. Small- and medium-sized platforms have to turn to the smaller
financial institutions such as joint-stock banks and city commercial banks
(largely originated from urban credit cooperatives) to set up this required
business process. The findings of Chong, Lu and Ongena’s (2013) study
on the effect of different types of Chinese bank on credit constraints
faced by SMEs suggest that city commercial banks and joint-stock banks
are more oriented towards supporting SMEs than are the large traditional
banks. However, appointing banks as fund custodians for online P2P
lending businesses may serve to provide transparency in the flow of funds
but does not guarantee the safety of investors outlay. For example, a
problem platform by the name of ‘ahfex.com’ (aka Hui Jing Suo) was
charged for illegally accepting deposits from the public even though it
had appointed Huishang Bank, a city commercial bank, to be its fund
custodian (Zhong Jing She 2016).

Following the release of the ‘Guiding opinion on promoting the
healthy development of Internet banking’ document that provides clarity
on the identity and role of online eP2P lending platforms and designates
a specific regulator for this industry, further new laws and regulations are
emerging. The officially appointed regulator, CBRC, is currently estab-
lishing detailed regulations pertaining to the registration of P2P lending
companies, third-party depositories and the management of P2P clients’
money, as well as mandating product information registration and disclo-
sure protocols. In August 2016, it released its rules for online lending
intermediaries with explicit reference to P2P lending platforms, thus pro-
viding further clarity on their role (CBRC 2016). These rules generally
align with the legal parameters set in guidelines released on 18 July, 2015.
Online P2P lending platforms are banned from offering insurance,
wealth management and other high-return, alternative-investment prod-
ucts and must limit themselves to online matchmaking services between
lenders and borrowers. They are also prohibited from activities associated
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with providing guarantees for any loan that they facilitate, pooling inves-
tors’ money to build their own capital reserve for in-house projects, and
taking deposits or raising funds from the public. Loan limits are also
established to prevent individuals from relentless borrowing through
multiple standalone lending platforms. The rules stipulate that an indi-
vidual can borrow a maximum of 200,000 yuan (US$31,250) through
any one P2P lending platform, and no more than an aggregate of 1 mil-
lion yuan (US$156,250) from different platforms. The limit for corpo-
rate borrowers is five times that imposed on individuals, namely 1 million
yuan through a single platform, and 5 million yuan in aggregate from
different platforms. Though the new regulations took effect immediately,
CBRC allowed a grace period of 12 months for the platforms to adjust
their practices.

In line with the CBRC’s new rules, new legislation was also issued by
The Supreme People’s Court of the People’s Republic of China to provide
clearer constraints on P2P lending platforms’ loan interest rates. In 1991,
a Supreme People’s Court of the People’s Republic of China ruling per-
mitted private lenders to issue loans at an interest rate higher than the
banks’ but not exceeding four times the interbank rate. Otherwise, the
private lenders would not be able to pursue restitution from a defaulting
borrower through the court for repayment of the portion of accrual inter-
est above that limit (Huang and Deng 2015). This legislation was super-
seded in 2016 when the Supreme People’s Court of the People’s Republic
of China explicitly identified the limit on loan interest rates as a percent-
age in a new law. Under the new law, the court will support lenders in
pursuing repayment of loan capital and interest from default borrowers if
the annual interest rate on the loan is below 24%. For annual loan inter-
est rates exceeding 36%, the portion of this interest rate in excess of 36%
is considered contractually ineffective by the court and borrowers may be
able to pursue its reimbursement from the lender through the court.

The Chinese online P2P lending industry is entering a new era in
2016; the Chinese government wants stringent requirements and laws to
be enacted and tight regulations and supervision to be enforced. The aim
is to establish order in this industry before it is too late, particularly in
purging illegal or errant platforms, or deterring such platforms from
entering the industry. The industry is expected to experience an exodus of
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unsustainable platforms as their business scope becomes narrower under
the new rulings. By explicitly confining online P2P lending platforms to
an intermediary role, this new regime will force the exit of platforms
which are unable to cover their business costs and expenditure from rev-
enue earned on intermediary services. The need to ensure continuing
stability in the country’s financial system and the healthy development of
an alternative financing source for SMEs constitute significant impetus
for cleaning up wayward and non-performing platforms. Additionally,
concerted efforts, particularly from the Chinese government, are also cru-
cial for establishing a sound framework and infrastructure that maintains
and improves market integrity, including a comprehensive credit infor-
mation system, shared by all financial institutions and entities, to enhance
risk management and control, and a strong cooperation between online
P2P lending businesses and financial institutions regardless of their
respective sizes.

2.9 Conclusion

China’s fortuitous opportunity to leapfrog technology has created the
pathway to adopt innovative business models and new digital intermedi-
aries. A financial innovation, enabled by information technology, has
spawned a new financial segment in this emerging market economy, and
also offers an alternative method of borrowing money or financing for
individuals and SMEs. However, the Chinese online P2P lending indus-
try has operated in the shadow of the formal financial system with little
or no effective formal or explicit regulation for approximately nine years
since its emergence in 2007. The absence of market entrance thresholds,
sound regulations and regulatory oversight has resulted in the growth of
unruly online P2P lending and high loan repayment delinquencies, gen-
erating high risk in this shadow industry with potential spillover effect
onto the formal financial system. In addition, the absence of a reliable
credit information system for detecting participants of low creditworthi-
ness and unreined borrowing behaviour can aggravate the risk in the

fledgling online P2P lending industry.
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In July 2015, concerted efforts were made by high-level Chinese state
authorities to produce a clearer legal ambit for online P2P lending and
the industry, setting out directions and guidelines for the development
and enactment of new laws and regulations to ensure the healthy devel-
opment of this new financial segment. Besides new laws and regulations
that provide clarity for the industry, government support and coopera-
tion among financial institutions and entities are important elements in
building a reliable and secure infrastructure that is crucial for managing
and controlling risk. China’s online P2P lending platforms are not
expected to replace traditional banking channels, but are financial inter-
mediaries with a promising potential in addressing the financing vacuum
long faced by SMEs. Moving the online P2P lending industry segment
out of the shadows and making it more transparent is of crucial impor-
tance for nurturing an alternative financing source for SMEs and for pro-
moting general economic development.
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The Key to Non-Profit Crowdfunding
Through Internet Social Media

Peng Gao

3.1 Introduction

Recently non-profit crowdfunding has become more popular than busi-
ness crowdfunding in people’s daily life in China. With user-friendly
apps and websites, everyone can start or participate in a non-profit crowd-
funding project theoretically. Almost every few days, a person will receive
an Internet link to a non-profit crowdfunding project in his or her friend-
ship circle, either in the form of a promotion or a friend’s recommenda-
tion. The popularity of non-profit crowdfunding originated from the
special social and economic circumstance of China, as well as the devel-
opment of IT technology. However, as non-profit crowdfunding prevails
in the public and benefits the masses, it causes a series of problems as
well. Here we will probe into how non-profit crowdfunding platforms
survive the competitive crowdfunding market and how they could poten-
tially achieve greater and healthier development in the future.
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Non-profit crowdfunding is in nature a special category of the well-
known crowdfunding system. Crowdfunding, as a form of crowdsourc-
ing and of alternative financing, is the practice of funding a project or
venture by raising money contributions from a large number of people.
In 2015, it was estimated that over US$34 billion was raised in this way
(Daze Info) worldwide. By 2015, 11.4 billion yuan ($1.65 billion) had
been raised through crowdfunding platforms in China. The World Bank
forecasts great crowdfunding growth potential in China, estimating that
it will be worth $50 billion by 2025—52% of the global total (China
Daily, 2017). The crowdfunding model is generally based on three types
of players: the project initiator who proposes the idea and/or project to
be funded, individuals or groups who support the idea, and a moderating
organization (the platform) that brings the parties together to launch the
idea (Ordanini et al. 2011).

During recent years, especially with the popularity of the Internet as
well as the development of social media, non-profit crowdfunding has
been widely used by people who are in need. At the very beginning, when
crowdfunding came into being, it had been widely used in start-up enter-
prises. People who had hoped to start their own business but lacked the
sufficient funds started crowdfunding projects to collate the necessary
funding. And the people who invested in such crowdfunding projects
also hoped to benefit from the project. Hopefully, it would result in a
win-win situation. Unfortunately, unexpected things often happen in
such cases. Despite the promises and the plans that are listed in the vivid
descriptions of the industrial crowdfunding projects, start-up enterprises
suffer a higher possibility of failure. In contrast, it seems that the non-
profit crowdfunding has no pressure to succeed since the investors
demand no returns. Data further shows that the non-profit crowdfund-
ing projects enjoy a relatively higher possibility of success especially in
China (China Daily 2016). Here we try to identify the key elements
determining the fate of non-profit crowdfunding projects, such as the
criteria that renders a project a success or failure while seeking to examine
the reasons for its survival, through online surveys on the projects
approved by the Qingsongchou (means “an easy way to get funding”)
platform, with the hope of presenting constructive suggestions for the
successful launch of a non-profit crowdfunding project.



The Key to Non-Profit Crowdfunding Through Internet Social... 77

The Qingsongchou platform is run by an Internet company, founded
in 2014 who now have more than 124 million valid registers, accom-
plished more than 1.54 million projects, who have been donated to more
than 250 million times. Statistics of the platform show that almost 80%
of crowdfunding projects are not profit-based, the majority of which are
related to medical treatment for rare diseases, critical cancers, or tragic
accidents (Qingsongchou website 2017). In contrast, in China, serious
business crowdfunding projects are not as popular as in some other for-
eign countries. The Securities Daily revealed that only 93 of 300 equity
crowdfunding platforms survived by the end of June 2017, which indi-
cates that the business crowdfunding platform has suffered from a storm
of bankruptcy instances. In order to investigate the development of non-
profit crowdfunding in China, we should first dig into the literature
review.

3.2 Literature Review
3.2.1 An Overview of Crowdfunding

There are thousands of articles, papers, critics, and book chapters focus-
ing on the subject of crowdfunding. Crowdfunding, also widely known
as crowd-based fundraising, crowdsourcing, and cloud-funding, is a way
of collecting money from others by selling them a promising project. In
general, crowdfunding can be divided into two types: profit-based crowd-
funding and non-profit crowdfunding. Usually, a profit-based crowd-
funding project promises all donators beneficial returns to a certain
degree. It presells an idea or abstract product for a certain amount of
money to potential investors. Then, investors will get returns as promised
earlier if the project succeeds. Alternatively, some scholars classify crowd-
funding into four different types: equity-based crowdfunding, reward-
based crowdfunding, debt-based crowdfunding, and donation-based
crowdfunding (Laurence 2017). The equity-based crowdfunding is the
most popular crowdfunding in use today, which distributes equities to
people or organizations according to the amount of their investment. The
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project starters and all the investors alike share the risks of the project.
The reward-based crowdfunding is to give rewards to people or organiza-
tions during or after the success of the project. The debt-based crowd-
funding is to establish a debtor—creditor relationship between the project
starters and investors. Legally, the investors can get their money back
whether the project is a success or failure. The donation-based crowd-
funding, in nature, refers to the non-profit crowdfunding,.

Studies of profit-based crowdfunding almost cover all aspects of the
subject because of its popularity in society, such as the theoretical analy-
sis, the practical research, and certain specific aspects of the subject. With
the developments in IT and the Internet, many scholars focus on the
platform crowdfunding on the Internet and conduct a series of empirical
studies based on data from various fundraising platforms. Belleflamme
etal. (2015) described the crowdfunding sector and summarized the fea-
tures of this rapidly developing sector and explored the economic forces
at play. Besides, they elaborated on cross-group and within-group exter-
nal effects and asymmetric information on crowdfunding platforms.
Wessel et al. (2016) studied the effects of non-genuine social information
on consumers’ decision-making in the context of reward-based crowd-
funding and found that Facebook Likes had a very short-term positive
effect on the number of backers funding the respective crowdfunding
campaign. Hui Yuan et al. (2016) designed a novel text analytics-based
framework that can extract latent semantics from the textual descriptions
of projects to predict the fundraising outcomes.

3.2.2 Studies of Non-profit Crowdfunding in China

As for the non-profit crowdfunding, scholars have paid less attention to
relevant studies. When using the keyword “crowdfunding” to retrieve
research articles from the China Academic Journals Full-text Database of
China National Knowledge Infrastructure, 2231 results appear, respec-
tively:3 in 2012, 29 in 2013, 296 in 2014, 765 in 2015, 806 in 2016,
and 330 in 2017. In contrast, the keyword “non-profit crowdfunding”
only produces 28 results, respectively: 1 in 2014, 5 in 2015, 11 in 2016,
and 11 in 2017.
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Related studies mainly fall into two fields. Similar to the researches on
profit-based crowdfunding, the first field of non-profit crowdfunding is
more about the empirical studies of non-profit crowdfunding based on
data from crowdfunding platforms. Pitschner and Pitschner-Finn (2014)
compared funding performances of profit-based and non-profit crowd-
funding projects based on data from approximately 50,000 crowdfunding
projects and found that non-profit projects were significantly more likely to
reach their minimum funding goals and that these projects received more
money from the average funding providers. Meer (2014) used data from
online platforms and concluded that an increased price of giving resulted
in a lower likelihood of a project being funded. They examined the effect of
competition on giving and found that increased competition reduced the
likelihood of a project being funded. Jingping Xu and Zhao (2016) focused
on the Chinese charitable crowdfunding sector and explored the current
development of this sector, including the basic operational structure, the
coverage, and the classification. They also summarized the advantages and
disadvantages of charitable crowdfunding and put forward suggestions for
further development in the future. Aiping Gou and Tian (2016) seized all
data of successful public service projects in the Zhongchou (means “crowd-
funding”) network until 22 June, 2016, through the crawler software and
found that the different nature of public service projects in the process of
raising the funds have a different advantage, and through the simple cor-
relation analysis using Statistical Package for Social Sciences (SPSS), found
some related factors and non-related factors that affected the ability to raise
funds through crowdfunding the public service, the influence of the trans-
parency of project information, and the ways of return and the degree of
concern given to a public service project.

The other studies focus on the theories, rules, and legal and moral
issues of non-profit crowdfunding. Xiaoling Xu (2016) believed that with
the unprecedented opportunities produced by charitable crowdfunding,
it also results in inevitable challenges to organizations and institutional
risks. Chen Zhou (2016) explored the legal issues concerning charitable
crowdfunding and proposed constructive suggestions for the develop-
ment of Chinese charitable crowdfunding, such as developing the spe-
cialized law of charitable crowdfunding or improving the supervision as
well as the management system. Shi Wang (2016) analyzed the
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classification of social medial non-profit crowdfunding as well as the
characteristics and explored the prominent problems in non-profit
crowdfunding for the sake of healthy communication in social media
non-profit crowdfunding.

(1) The definition and types of non-profit crowdfunding
For now, there is no universal definition of non-profit crowdfunding.
As there are various terms with similar meanings, in different papers
it may be named differently, from non-profit crowdfunding, non-
interest crowdfunding, to charitable crowdfunding or research-
oriented crowdfunding. In nature, these names have one aspect in
common, that is, no potential profits are expected. Besides, they all
refer to one kind of crowdfunding. Therefore, we can define the non-
profit crowdfunding as a series of activities by which the initiators try
to collect money from donators without promising returns but with
charitable or scientific purposes. Internet social media usually plays a
role in bridging the initiators and donators. Unlike the general
crowdfunding model, we believe that the main actors of non-profit
crowdfunding should be the initiators, donators, and Internet social
media users.
(2) The types of non-profit crowdfunding

Different classification criteria result in different types. Theoretically
speaking, non-profit crowdfunding projects could be launched by
both organizations and individuals. However, in China, if an organi-
zation wants to perform fundraising online, the organization must
meet specific requirements and get an official approval for collecting
money from others, which is a complex process one that is difhicult
to succeed in. Therefore, most of the crowdfunding platforms in
China only permit individual crowdfunding activities online.
According to the specific purposes of non-profit crowdfunding proj-
ects, we divide it into four types: incident-based non-profit crowd-
funding, art-based non-profit crowdfunding, research-based
non-profit crowdfunding, and start-up non-profit business crowd-

funding (Table 3.1).

The incident-based crowdfunding mainly focuses on the individual or
organizational charity, such as family disasters or public welfare. In China,
the incident-based crowdfunding has developed rapidly in recent years,
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Table 3.1 The types of non-profit crowdfunding projects

Types Reasons for crowdfunding Initiator Proportion

Incident- For medical treatment Relative or friend 80% above
based of the victim

Art-based Solo show or advertising to be  Artist About 3%

popular

Research- Interest-motivated and Scientist About 2%
based non-profit scientific research

Start-up New and untraditional business Somebody with About 15%
business new ideas

Source: adapted from Qingsongchou platform: by the end of 2016

which significantly fill up the empty of public welfare since in China
the public welfare does not cover all medical treatments, especially in
rural areas. Previously when people in poverty got sick or suffered
from an unexpected disaster, he or she had to borrow money from
their relatives or friends to get treated in order to recover because the
public welfare fails to cover all expenses, especially for farmers in rural
areas. It is difficult, both spiritually and physically. Data shows that
the number of incident-based crowdfunding projects is increasing
since the creation of the Qingsongchou platform, which accounts for
about 80% of the total number of non-profit crowdfunding projects
on the platform. Although the incident-based crowdfunding helps in
many ways, it does cause many disputes over moral issues as well as
other social problems.

The art-based crowdfunding focuses on an art idea or action, which
usually is initiated by an artist who is pursuing a certain art achievement
but is without sufficient financial support, such as a public show or a
short movie. Sometimes, the art-based crowdfunding may be used as a
promotion method, by which the initiator not only gets financial support
from the crowd but also gains popularity. Under certain circumstances,
the initiators of art-based crowdfunding prefer gaining crowd popularity
and attraction from an art-based project in comparison to monetary gain
obtained from the crowd.

The research-based crowdfunding system is designed to support certain
scientific research which fails to or could not get financial support from the
government and/or corporations. In a sense, it does not mean the research



82 P. Gao

is not important as scientists usually believe that their research is valuable
and useful. Rather it is not in line with the current trends concerning gov-
ernment and corporate investment. The scientists, however, hope to con-
tinue and further their studies by themselves, even without financial
backing from companies or the government. Therefore, they seek financial
support from the crowd through the research-based crowdfunding project.
To a respectable degree, the money they collect through the project must
not only benefit the continuous scientific research but also indicate the
progress and gain the approval of the people who funded the research.

The start-up business crowdfunding only accounts for a small percent-
age of non-profit crowdfunding projects. Actually, most business crowd-
funding projects choose to promise returns to investors in order to gain
financial support. Therefore, non-profit business crowdfunding is not as
popular as profit-based business crowdfunding for obvious reasons. In a
sense, the non-profit crowdfunding business model is regarded as an
unusual way to start up a business. No investors are interested in a project
without expected revenue and profits. Therefore, non-profit start-up
companies usually target donors who voluntarily donate disposable
income and who are without the expectation of capital gain.

The art-based, research-based, and small start-up business crowdfund-
ing projects are not as popular as the incident-based non-profit crowd-
funding projects in the given platform. The respective three types of
non-profit crowdfunding projects account for only 20% of the total
number when concerning non-profit crowdfunding projects on the plat-
form and other crowdfunding platforms share the similar proportion.

3.3 An Introduction to Non-profit
Crowdfunding in China

In recent years, non-profit crowdfunding has evolved into a specific
mode, by which a lot of non-profit crowdfunding projects have been
approved and carried out through different social media platforms, such
as Sina, Tencent, Sohu, Alipay, Taobao, Qingsongchou, and so on.
Technically, anyone can reach out for financial assistance or participate in
a non-profit crowdfunding project online. According to the “China Non-
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Profit Crowdfunding Development Report 2015”, 873 non-profit
crowdfunding projects were launched in 2015 and a total sum of
34,330,000 yuan was collected. Most non-profit crowdfunding projects
have a target of no more than 50,000 yuan. Here, we use the Qingsongchou
platform as an example to understand the definition, types, characteris-
tics, and practice of non-profit crowdfunding in China.

As a well-known crowdfunding platform, the Qingsongchou platform
is quite different from other crowdfunding platforms, such as Kickstarter,
Indiegogo, and so on. There are mainly three types of crowdfunding proj-
ects listed in the Qingsongchou platform: presell fresh crowdfunding
projects (mainly focusing on agricultural products, private dishes, snacks
etc.), aspirational activity crowdfunding projects (such as small start-up
business, films and books, art and design, smart hardware, entertainment
and performance, comic games etc.), and mini love crowdfunding proj-
ects (giving small donations to people who suffer tragic accidents). Before
we explore the key influencing factors that determine the fate of non-
profit crowdfunding projects in the Qingsongchou platform, we first try
to define “non-profit crowdfunding” as well as its various types.

3.3.1 The Characteristics of Non-profit Crowdfunding
in China

Non-profit crowdfunding is similar to profit-based crowdfunding in
many ways since they share the same operating process in nature. They all
need initiators who produce or start the original idea, the platform by
which the project will be known and through which the money will be
collected, deciding whether or not the crowd will give money for profits
or for free. The platform, as the project manager and the supervisor of the
cause, will get a portion of the total money collected as a form of com-
mission or service fee (Table 3.2).

Promising No Profits

Unlike other crowdfunding projects, the non-profit crowdfunding initia-
tive promises no profits, which theoretically makes it more difficult to
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Table 3.2 The comparison between non-profit crowdfunding projects and profit-
based crowdfunding projects

Relationship
between the
Initiatives for Management initiator and
Comparison crowdfunding fee (%) contributors
Non-profit Incident, art show, 0-2 Loose, usually
crowdfunding scientific research, small one-time
start-up business connection
Profit-based Serious business 2-5 Long-term
crowdfunding relationship

Source: adapted from Qingsongchou platform: by the end of 2016

attract people’s attention and gather money. However, the facts disap-
prove the theory. Especially during recent years, with the fast growth of
crowdfunding projects, the non-profit crowdfunding alternative has
experienced greater success in actualizing their respective funding goals.
Therefore, the “non-profit” option may, perhaps, not be a disadvantage
but rather an advantage when it comes to crowdfunding projects. For
profit-based crowdfunding projects, the essence is to effectively sell an
individual idea and to convince people to invest, which is not an easy
task. In contrast, the non-profit crowdfunding projects should make sure
the information about the projects is real, which is not difficult at all in
essence. It is the truth rather than the profits that help to collect
donations.

Friends and Relative Circles Matter

For the success of non-profit crowdfunding, it is the friends and relatives
circles that really matter. The profit-based crowdfunding option can use
the promise of potential profits to attract investors, while the non-profit
crowdfunding must focus on the initiators’ friends and relative circles
and friends and relatives’ friends and relatives circles. If the initiator is a
well-educated person, the non-profit crowdfunding may enjoy a higher
probability of achieving the funding goal. The initiator’s educational
background will serve as a solid foundation in forming such friend and
relative circles as well as a guarantee for the virtue of the funding, to a
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certain degree. The old classmates and friends can help to confirm the
authenticity of the information about the crowdfunding, which makes
the project more reliable and trustworthy, thus attracting more donators.
The classmates and friends of the initiator further enlarge the source of
the donators by spreading the news to their classmates and friends. By
this way, it knits a net, in which people feel a form of connection to the
initiator to gain their backing.

Pocket Money Donations

In non-profit crowdfunding, the project initiator should not expect a
certain big donation from one or several donors. The success of a non-
profit crowdfunding project lies in the quantity of donators. A profit-
based crowdfunding project may achieve their financial goal by reaching
several investors who see the opportunity of the project and hope to join
in, which may never happen for a non-profit crowdfunding project. A
non-profit crowdfunding promises no profits, which is precisely the rea-
son for it hoping that people give it donations. Therefore, every donation
may be smaller in size, which is completely reasonable. Indeed, it is far
easier for people to give up their pocket money rather than withdrawing
serious money from their bank accounts. Should all donations collate
together, however, it would nonetheless be of significance.

3.3.2 The General Practice of Non-profit
Crowdfunding on the Qingsongchou Platform

Non-profit crowdfunding is quite common in various crowdfunding
platforms. Some of these platforms are specialized for crowdfunding proj-
ects, and some are just an affiliate function of other Internet companies
or mobile applications. Under either condition, they work the same way.

To start a charitable crowdfunding project, firstly, an initiator, the vic-
tim of a case or a relative or friend of the victim, registers in a crowdfund-
ing platform that he or she is familiar with or feels comfortable with and
describes the facts and explains why he or she needs to initiate the crowd-
funding. In order to pass the primary checking from the platform, the
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initiator must present proof of the facts described in the project. Secondly,
the platform needs to operate a superficial check on the project, mainly
focusing on the identity of the initiator, the connection between the facts
and the given proofs, and the availability of necessary digital information.
Usually, this is only a routine check. The platform does not take full
responsibility for ensuring the authenticity of the crowdfunding project.
Only if the platform goes through the checking process, it is thought to
have fulfilled its duty. Thirdly, the initiator and the platform try to pro-
mote the project online. For the initiator, the most common promotion
is to release the information about the charitable crowdfunding through
social media applications. Perhaps some of the initiators’ friends and rela-
tives have already known about what happened—what has caused the
crowdfunding to begin. They can help to confirm the truth and make the
project more reliable and trustworthy.

Qingsongchou is a Chinese crowdfunding platform, which was
founded in September 2014 and soon became popular in the Chinese
crowdfunding field. It has launched “the crowdfunding space”, “the
promise crowdfunding — firm-based crowdfunding solution”, and other
well-known programmes. Gradually, it has evolved into a non-profit plat-
form mainly based on its social media presence. The majority of its
crowdfunding projects have a close connection with people’s daily lives,
benefiting a lot of people in many ways. Currently, the Qingsongchou
platform has collected more than 124 million registered users, and
launched more than 1.54 million projects, obtaining more than 250 mil-
lion donations to this date. Specifically, on the Qingsongchou crowd-
funding platform, the non-profit crowdfunding starts from the application
of the fundraiser, who must present on the platform the original docu-
ments that prove his or her identity, the purpose of the crowdfunding,
and the authentic situation. After a superficial check on the availability of
all the necessary documents, the platform will approve or disapprove the
project. With approval, the projected starter can promote and advertise
the project through any form of Internet media. There has already been a
solid business connection established between the Qingsongchou plat-
form and WeChat, which is the most popular app issued by Tencent, one
of the most successful Internet companies in China (Fig. 3.1).
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Fig. 3.1 The procedures of non-profit crowdfunding on the Qingsongchou
Platform

3.3.3 An Accident-Based Non-profit Crowdfunding
Project in Qingsongchou Platform

A finished non-profit crowdfunding case on the Qingsongchou platform
may help to understand the procedures and necessary documents for the
success of the project.

Accident: Something Bad Happened

Mr. Wang, an old school friend from my hometown, has gone through a
terrible car accident in Shanghai in June 2015. He was hit by a motor
vehicle when he was crossing the road. The signal light was green and the
fault was all on the rider. However, the rider was too poor to pay for Mr.
Wang’s medical treatment. After he was sent to the hospital, he was in a
coma. He stayed in the ICU for two weeks. Mrs. Wang was helpless.
They just moved to Shanghai one year ago. They have no sufficient sav-
ings to pay for the medical treatment. It was an urgent and desperate situ-
ation. So she took the suggestion from family friends who helped her to
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apply for the non-profit crowdfunding through the Qingsongchou plat-
form. At the very beginning, she was embarrassed. But at that moment,
she had no choice. It was the truth that they could not afford the expen-
sive treatment in the ICU even with medical insurance from the employer.
Since the doctor said her husband had a chance to wake up, she wanted
to seize the only hope.

Application: Certificates and Records

Considering the circumstances of the accident, Mrs. Wang can choose to
start a “Mini-Love Path” crowdfunding initiative, designed by the
Qingsongchou platform and especially for people suffering from critical
diseases or serious accidents. With the help of her friend, Mrs. Wang pre-
pared all the necessary certificates and files and uploaded them on the
Qingsongchou platform, including the car accident records, and medical
receipts. The certificates included Mr. Wang’s identification card, her iden-
tification card, and their marriage certificate, as well as their employment
cards, which can help to confirm their credit to a certain degree. The car
accident records from the trafhic police and the medical receipts from the
hospital will guarantee the truthfulness of the accident. Then, she described
the accident and the financial conditions of their family and explained why
they needed to start the crowdfunding project, in a short paragraph.

Reality Check

As long as the initiator uploads the required certificates and files and sends
the application off online, the Qingsongchou platform will launch a reality
check on these materials. However, there is no investigation into the acci-
dent itself. The so-called reality check is all about the availability of neces-
sary identification cards, accident records, and other materials that justify
the application of non-profit crowdfunding projects. In that sense, the real-
ity check is superficial since the platform cannot contact the police officer
or the doctors from the hospital to confirm the authenticity of the relevant
records. If the initiator presents all the files required by the platform, the
platform assumes the validity of the project. Usually, the platform has no
legal obligation to check if the accident or the files are indeed true.
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Spread It Through Social Media

The more the non-profit crowdfunding project can reach people, the
more likely it will be successful. Once it has been approved by the
Qingsongchou platform, Mrs. Wang copied the link to the crowdfund-
ing project and pasted it to the memo in her QQ account and the friend
circle in her WeChat account. The QQ settings will then remind all her
friends of her changing memo and WeChat will further share her update
with all her friends. By doing this, all her friends will learn about the
tragedy that has happened to the family. Some of her friends, even if it is
not all her friends, will post the link to their friendship circles or QQ
groups. Then, it is the social media that does the magic. As more and
more people got to know about the accident, more and more money was
donated. In turn, this was not like begging for pocket money on the
street. People offered their contributions voluntarily because they felt a
connection to the victim, thanks to the social media. Within 48 hours,
the project reached the target of 200,000 yuan.

Close the Project and Get the Cash

When the crowdfunding target had been reached, however, it turned out
that the medical treatment cost a lot more than expected. After the two-
day critical treatment in the ICU, Mr. Wang was still in a coma. And
even the doctor had no idea when he would come back to life. Mrs. Wang
received a long list of charges for the medicine, surgical treatments, and
machine support, and she had no choice but to change the crowdfunding
target from 200,000 to 500,000 yuan. She cannot increase the number
by herself. She had to send an application for the change of the crowd-
funding target, alongside the necessary files, such as medical charges and
treatment receipts for further verification of the necessity of changing the
target. If the application is approved, the crowdfunding project will last
for more days. The money cannot be cashed out before the target is
reached. When the crowdfunding project hits the deadline, no matter
whether the target has been reached or not, the project will not receive
any more money. The cashing procedure then starts. For most of the non-
profit crowdfunding projects, especially the projects initiated because of
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the family strategy, Qingsongchou does not charge for a management fee,
which means that the initiator can cash out all the money donated by the
people. However, for those profit-based crowdfunding projects, the
Qingsongchou platform will charge 2-5% of the total money for
management.

Post-crowdfunding Issues

Usually, when the project hits the deadline and the initiator gets the cash
from the platform, the crowdfunding project is completed. The platform
has no obligation to supervise the use of the gathered money. But the
Qingsongchou platform does require the initiator to release the use of
money online after a reasonable time period after the initiator gets cash
from the platform. It will automatically send a message to the initiator,
which says: Please inform all donators about the details of money expen-
diture by uploading relevant proofs within a reasonable time period after
the withdrawal of the crowdfunding money. All the donators deserve to
know where their donations went. Please honour them by sharing with
them your treatment conditions. It is the least you can do to thank them
for their kindness and donations.

From a legal perspective, if the completed project was proved to be

fake later, the platform has a legal right to take the money back on the
behalf of the donators.

3.4 The Key Factors and Potential Risks
Involved in Non-profit Crowdfunding
Projects in the Qingsongchou
Crowdfunding Platform

One non-profit crowdfunding project can help us to understand the
basic principles and procedures of the Qingsongchou platform, but we
still cannot identify the key elements involved in non-profit crowdfund-
ing projects. Therefore, we launched a survey focusing on the initiators
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and donators to non-profit crowdfunding projects on the Qingsongchou
platform.

We designed a questionnaire for a trial survey and updated the version
based on the feedback. Then, we launched the formal survey online and
successfully collected 623 valid results. After an in-depth analysis of the
crowdfunding questionnaire focusing on the Qingsongchou platform,
the most popular crowdfunding platform in China, we finally identified
the following factors that are involved in the process of non-profit crowd-
funding and summarized the potential risks.

3.4.1 The Key Factors

(1) The purpose of the non-profit crowdfunding project
According to a multiple choice questionnaire in the survey, about
88.7% of people give priority to the serious disease or accident-
related crowdfunding projects, 44.8% of people care about the agri-
cultural product planting and marketing-related projects, 35.6% of
people choose to give donations to public art and show-related proj-
ects, 27.6% of people support the start-up business projects without
considering returns, 12.3% of people are in favour of art exhibition
projects, and 10.5% of people support non-profit book publication
projects. Apparently, from the perspective of potential donators, the
purpose of the project is a critical element. Only when the donators
believe that the non-profit crowdfunding project is meaningful and
thereby deserves to be supported financially, do they give their pocket
money for no return. The survey shows that donators care more
about the necessity of a non-profit crowdfunding initiative rather
than its creativity. In other words, as far as non-profit crowdfunding
projects are concerned, incident-based crowdfunding projects are
highly accepted and financially supported by donators.
(2) The project introduction

The Qingsongchou platform demands a short description of the
non-profit crowdfunding project so that potential donators can
understand the project and make donations accordingly. Therefore,
the project initiator must give a brief and clear project introduction,



92

©)

P. Gao

which includes the project purpose, the reasons, and the targets.
Usually supported by a group of pictures, the project introduction
will be more convincing. The initiator should not compose a long
and detailed project introduction. He or she should seize the atten-
tion of potential donators by simple, sincere, and positive words.
However, the project introduction is not supposed to be too emo-
tional. Although a majority of non- profit crowdfunding projects are
incident-based, a good project introduction must be objective and
accurate. According to a multiple choice question in the survey,
88.2% of donators made donations because they believed that the
information about certain non-profit crowdfunding project was true
and 78.5% of donators gave their pocket money because they felt
sorry for the incident.

Earlier this year, an essay titled “Yixiao Luo, Please Don’t Go” gave
a vivid and moving description of a little girl struggling with a rare
cancer, which caught people’s heart at the very moment when it was
posted online. Within a short period of crowdfunding, hundreds of
thousands of cash ran into the father’s bank account. It turned out
that the father was a writer and an editor who had already published
several articles. He was therefore good at using words to reach peo-
ple’s heart. Although the truth was horrible, we can still see the magic
of words in a non-profit crowdfunding project introduction.
Project promotion
The non-profit crowdfunding project is like a product of the initia-
tor. In order to “sell” the product to people, the initiator must
launch a “market” promotion. However, considering the uniqueness
of non-profit crowdfunding projects, the promotion means are to
circulate the project through social media and traditional media
routes. In China, the most popular social media channels include
QQ, WeChat, and Weibo, which cover more than 90% of online
social connection. After the non-profit crowdfunding project is
approved by the Qingsongchou platform, it will be automatically
listed on the website of the platform. However, the platform itself is
as popular as any of the three social media channels. The initiator
must link the non-profit crowdfunding project to his or her QQ
account, WeChat friends circle, and Weibo account in order to
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reach the financial target as soon as possible. In this sense, at the
stage of promotion, it is the friends circle and relatives circle of the
initiator that determines whether the project can finally achieve the
financial target. The survey shows that around 99.8% of donators
know about certain non-profit crowdfunding projects through
WeChat, QQ, and Weibo. Only 0.1% of donators know about the
project through the Qingsongchou platform itself, and another
0.1% of donators know about the project through other means.
Promotion proves powerful in the case of the “Yixiao Luo” crowd-
funding project. Because the father had the resources in social media,
the project spread online like wildfire. Every minute there was money
rushing into the father’s bank account from strangers.

3.4.2 The Potential Risks

(1) Legal issues may threaten the validity of non-profit crowdfunding
activities
At present, there are no special laws or regulations to ensure legal
supervision over the non-profit crowdfunding activities. All crowd-
funding platforms make up corporate rules by learning from others
or based on practice. According to the Qingsongchou platform, all
non-profit crowdfunding projects should be started by individuals
instead of organizations.

The non-profit crowdfunding project involves at least two kinds of
relationship: the relationship between the project initiator and the
donators and the relationship between the project initiator and the
platform. The relationship between the project initiator and donator
is based on a contract. Specifically, it is a gift contract: the donator
gives his or her money to the project initiator and the latter accepts
the donation. Considering the nature of a gift contract, the donator
can withdraw the donations legally. However, in practice, because of
the nature of money, the actual possession of money as a donation
makes it impossible to be withdrawn by the donators legally. As for
the relationship between the project initiator and the platform, it is
essentially an entrusted contract. The project initiator entrusts the
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platform to launch his or her project because of the credit and the
popularity of the platform. The platform advertises the project on
behalf of the project initiator. For normal crowdfunding projects, the
Qingsongchou platform will charge 2—5%, as a management fee. But
for the incident-based non-profit crowdfunding projects, a notice at
the Qingsongchou platform mentions that the management fee will
instead be paid by some charity organizations instead.

In China, the Charity Law, enforced in September 2016, together
with the civil rights law and relevant economic laws, can regulate the
non-profit crowdfunding activities to a certain degree. Especially the
release of the Charity Law can help to deal with most of the online
charitable fundraising activities by establishing basic principles for
the fundraising subjects, platforms, and information disclosure, and
prevents cheating and fraud. However, in practice, the Charity Law
finds it tough to enforce proper regulations on non-profit crowd-
funding projects online. Although the Charity Law makes it clear
that the charitable fundraising activities must be undertaken by
legally qualified subjects, that is, legally registered charitable organi-
zations, the Qingsongchou platform allows individuals to start non-
profit crowdfunding projects for now. But, with the enforcement of
the Charity Law, the current situation may change in due course.
Morality issues may ruin the reputation of non-profit crowdfunding
Morality can be a body of standards or principles derived from a code
of conduct from a particular philosophy, religion, or culture, or it can
derive from a standard that a person believes should be universal
(Stanford University, retrieved in 2011). Because of the absence of
laws and regulations, morality plays an important role in regulating
the non-profit crowdfunding projects. Both the project initiator and
the project donators face morality issues. As for the project initiator,
he or she should accept that non-profit crowdfunding is not like tra-
ditional begging on the street. It is about a dream come true, about
an incident that needs support or a start-up business that deserves a
try. There is no shame in starting a non-profit crowdfunding project.
However, there might be some project initiators who use fake identi-
ties and files to apply for non-profit crowdfunding projects in order
to get cash from others. Although this kind of cheating projects does
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not happen every day, its existence does hurt other innocent project
initiators as well as the platform itself, and even the whole crowd-
funding business in general—since it may damage the basic trust
between the project initiator and the donators.

As for the donators, it is the human morality that compels them
into carrying out selfless donations. The survey shows that there are
two kinds of donators, the frequent donators and the one-time dona-
tors. Here the frequent donators refer to people who make donations
when they know a non-profit crowdfunding project through social
media, no matter whether they have certain connections with the
initiator or the project itself. Usually they are active participators in
social media. Making donations is a kind of online habit rather than
a commitment to relatives, friends and old classmates. The one-time
donators refer to people who make donations when they really know
about the initiator or the project or they have a direct connection to
both. Relatively speaking, donations from frequent donators are
always pocket money, varying from several yuan to hundreds, while
donations from one-time donators are significant, from hundreds to
thousands. One-time donators are usually inactive on social media.
Only when they are informed by friends or reminded by friend cir-
cles on WeChat, QQ, or other social media apps, do they notice the
non-profit crowdfunding projects and make donations.

Information asymmetry may damage the trust between project start-
ers and donators

Today, in an information society, the problem of information asym-
metry tends to be unprecedentedly more serious. The non-profit
crowdfunding is not an exception. Like in other fields, achieving
information symmetry between participators is more economical
and trustworthy, while the existence of information asymmetry may
cause a series of problems. As far as the non-profit crowdfunding
projects are concerned, what the potential donators know about is
only the project description shown in various social media, which
will cause serious information asymmetry. Normal people have no
intention or means to check the reality, which gives all project initia-
tors certain advantages. They may choose to exaggerate or even make
up some details about the project in order to collect more money by
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gaining people’s sympathy or interests, while people will be unable to
make wise decisions based on false information. Accordingly, it will
form an evil circle, which will ultimately ruin the reputation of non-

profit crowdfunding.

3.5 Suggestions for the Healthy
Development of Non-profit
Crowdfunding in China

The popularity and fast growth of non-profit crowdfunding in China has
proved the necessity of its existence to a certain degree, which is closely
associated with China’s current economic development, social welfare
system, Internet technology, and many other conditions. It serves as a
positive complement of social welfare and fills the blank of charitable
cause. However, because of a series of credit and morality issues, the
development of non-profit crowdfunding has encountered lots of prob-
lems and disputes. The government, crowdfunding platforms, and proj-
ect initiators can work together to tackle these issues from the following
aspects.

Firstly, establishing a special agency or a professional department of
the existing legal system to supervise the whole process of non-profit
crowdfunding and to make sure project initiators and crowdfunding
platforms behave properly and that all procedures are legal. The existing
legal system and government administrative systems are not effective in
monitoring the ongoing non-profit crowdfunding, which may result in
negative impacts on the development of non-profit crowdfunding because
of the existence of the crowdfunding fraud. Meanwhile, the special insti-
tution should be entitled to making up regulations regarding the devel-
opment of non-profit crowdfunding. For the long run, it will be better to
include some special rules for non-profit crowdfunding in the Charity
Law of China.

Secondly, setting up an information-sharing platform to help donators
to check out the facts before making donations. All non-profit crowd-
funding projects should register in the platform and share the application
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information, the crowdfunding results, and the expenses details after get-
ting the cash. This is not impossible in terms of Internet technology.
However, this work does need the cooperation of different crowdfunding
platforms. Unfortunately, due to the fierce competition between these
platforms, it may need the help or even certain interference of the gov-
ernment to push the establishment of cooperation in order to achieve the
cooperation as soon as possible for the sake of the long-term healthy
development of non-profit crowdfunding,.

Thirdly, carrying out a joint action to ensure the timely release of
expenditure details. The strict regulations on the expenditure of crowd-
funding money will benefit the whole industry at least. However, cur-
rently the release of expenditure information is not compulsory and only
the initiator may have access to the expenditure information. When the
non-profit crowdfunding project hits the deadline and the project initia-
tor gets the cash from the platform, the Qingsongchou platform will
automatically send a kind reminder to publicize the expenditure of the
money. But if the project initiator fails to publicize the expenditure of the
crowdfunding money, nobody can demand a compulsory information
release, which may damage the credit of non-profit crowdfunding initia-
tors and platforms as a whole, thus resulting in a serious decline of dona-
tors in the future. If it guarantees the release of the expenditure
information, it can effectively monitor the crowdfunding account in case
someone tries to take advantage of the non-profit crowdfunding system.
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The Language of Luxury Hotel Websites
in China

Amy Suen

4.1 Introduction

The World Wide Web offers the hotel industry a new channel to com-
municate with global visitors. Since the 1980s, hotels have been promot-
ing themselves and handling transactions through their websites in the
competitive market (Law and Au Yeung 2007). The creation of a website
to promote their hospitality services seems to have now become a major
platform in constructing a brand for their respective hotels; compara-
tively, fewer research initiatives, however, have been undertaken to explore
the language of evaluation of hotel homepages (e.g. Suen 2009; Cheng
and Suen 2014).

Studies related to hotel discourse mainly focus on the language of
hospitality in service encounters. For example, Blue and Harun
(2003) discuss receptionist-guest exchanges from a sociolinguistics
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approach by observing receptionists’ liaisons. Cheng (2004) examines
hotel staff and guest exchange from a corpus-driven approach. Martin
and Davies (2006) account for hotel customers’ view on how the
receptionists’ handled telephone inquiries. A recent study of hotel
written discourse by Tian (2013) further explores hotel online reviews
by comparing engagement patterns of American and Chinese travel-
ers. Hotel reviews are found to be assertive, and American and Chinese
travelers exploit the homogeneous resources of monogloss and het-
erogloss to evaluate the quality of the hotels. Tian (2013) illustrates
how language can be exploited to evaluate hotels, yet the appraisal
analysis is from the hotel guests’ perspective. Further, in the field of
website branding, the existing literature merely offers a brief account
of the language used on websites, yet discussion of the ways in which
one can manage interpersonal relationships via evaluative language is
limited (e.g. Smith 2012; Okonkwo 2010; Newsom and Haynes
2008; van der Geest 2001).

The study thus secks to examine the ways in which Hong Kong
luxury hotels evaluate their products and services, and construct
interpersonal relationships with readers in the introductory texts of
their homepages by adopting the framework of the Appraisal Theory
(Martin and White 2005) within a Systemic Functional Linguistics
(SFL) approach. The study would contribute to website communica-
tion not only in the hotel industry but also in other corporate service
sectors.

4.2 Methodology
4.2.1 Theoretical Framework

This research adopts Martin and White’s (2005) appraisal framework to
analyze the evaluative language in the introductory texts of the hotel
homepage. Appraisal analysis offers a systematic approach to examine
how language is then used to evaluate and construct interpersonal rela-
tionships with readers.



The Language of Luxury Hotel Websites in China 101

4.2.2 Attitude

“Attitude” is “concerned with our feelings” (Martin and White 2005: 35).
The language for expressing attitude is categorized into three systems:
“affect”, “judgment” and “appreciation” (Martin and White 2005: 40),
which are the semantic domains related to emotional responses, moral
assessments of behavior and aesthetic judgments of things which can be
found on the text from the homepages of these hotels. Each system has a
positive and negative dimension. “Affect” is “registering positive and neg-
ative feelings” (ibid.: 42), e.g. happy, sad, restless. “Judgment” is related
to the “attitudes towards behavior”, which people admire or criticize,
praise or condemn (ibid.: 42), including “social esteem” which involves
the assessment of people’s normality, e.g. stable, charmed, tenacity (incli-
nation), e.g. dependable, brave, capacity (how dependable people are?),
e.g. powerful, mature, educated and “social sanction” which refers to
more morally charged assessments of veracity (truth) and propriety (eth-
ics) (ibid.: 42). Appreciation includes “evaluations of semiotic and natu-
ral phenomena according to the ways that they are valued or not in a
given field” (ibid.: 43). It evaluates things and is divided into “reaction”
(impact and quality), e.g. splendid, enchanting, fine, “composition” (bal-
ance and complexity), e.g. balanced, irregular, unclear and “social valua-
tion” (the importance of the phenomena in a given social context) (ibid.:
56), e.g. profound, shallow, appropriate.

4.2.3 Graduation

“Graduation” is concerned with gradability (Martin and White 2005:
137) which is achieved by raising or lowering the “force” of the grad-
able resources by means of intensification and quantification (ibid.:
137). Intensification can be divided into two broad lexico-grammati-
cal classes, i.e. “isolating” and “infusing” (ibid.: 141-143). The notion
of differentiation refers to whether the upscaling/downscaling is real-
ized by an individual item which merely carries out the function of
setting the level of intensity, e.g. slightly, very greatly or whether the
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up/down-scaling is fused with a meaning which serves some other
semantic functions, e.g. happy, ecstatic, trickled and poured (ibid.:
141, 148). Intensification can also be realized through repetition
either by repeating the words, e.g. hot hot hot or by the assembling of
lists of terms which are semantically interlinked, e.g. stylish, timeless
and elegant (ibid.: 144). Quantification further includes scaling of
the amount, e.g. size, weight, strength, number, extent in time and
space (how widely distributed, how long lasting) and the proximity in
time and space (how near, how recent) (ibid.: 148). It is typically
made through an isolated term performing as a modifier of the gradu-
ated entity, e.g. many, large, heavy. “Graduation” can also be made by
“sharpening or softening the ‘focus’ of the non-gradable resources,
according to prototypicality and the preciseness by which category
boundaries are drawn” (Martin and White 2005: 37). Under focus,
we can upscale or “sharpen” the specification so that the prototypical-
ity is indicated, e.g. a real father, a true friend or to down-scale, or
“soften” the specification to characterize a case as having only a mar-
ginal membership in the category, e.g. they sort of play jazz, and they
are kind of crazy (ibid.: 137).

4.2.4 Engagement

“Engagement” is the ways in which “resources such as projection, modal-
ity, polarity, concession and different comment adverbials position the
writer/speaker in relation to the value position being proposed and with
respect to the potential responses to that value position, by quoting or
reporting, acknowledging a possibility, denying, countering, affirming
and etc” (ibid.: 36). “Engagement” resources are made between mono-
glossic and heteroglossic utterances (bid.: 104). Monoglossic utterances
are “bare assertions” (ibid.: 98). In contrast, heteroglossic utterances are
dialogized by the manner in which they “evoke other opinions” (ibid.:
102). Please refer to Martin and White (2005) for a detailed discussion
of the Appraisal theory.

The Appraisal framework reviewed above provides a systematic way to
analyze the language of evaluation on hotel homepages.
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4.3 Data

The data used throughout the study are derived from all 12 luxury hotels
in Hong Kong that are listed in the Five Star Alliance list as there is no
international unified star rating system (Kalashnikova 2010). Five Star
Alliance is an organization which offers reservation services for the world’s
best hotels via a website. Table 4.1 shows the 12 hotels and the number
of words in the introductory texts. The cumulative introductory texts on
the 12 homepages amount to 2982 words.

4.4 Analysis

The analysis starts from the realm of attitude. Table 4.2 summarizes the
percentages of attitudes, i.e. appreciation, judgment and affect, used by
the 12 hotels in construing an evaluative stance.

Table 4.1 Hotels and the number of words

Hotel Number of words
The Peninsula Hong Kong 308
Grand Hyatt Hong Kong 249
Shangri-la Kowloon 93
Four Seasons Hotel Hong Kong 82
Le Meridien Cyberport 132
Langham Hotel, Hong Kong 241
Langham Place Hotel, Mongkok 274
InterContinental Hong Kong 722
InterContinental Grand Stanford Hong Kong 292
Mandarin Oriental, Hong Kong 172
The Excelsior, Hong Kong 159
The Landmark Mandarin Oriental, Hong Kong 258
Total: 2982

Table 4.2 Patterns of attitude

Patterns of attitude Percentage (%)
Appreciation 92
Affect 4

Judgment 4
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4.4.1 Appreciation

Most of the attitudes on the 12 hotels are in the form of positive
appreciation (92%), which is in line with the fact that hotel homep-
ages are ultimately promotional in nature (Table 4.2). Expressing atti-
tudes in the form of appreciation implies that the luxury hotels are
attempting to shift the evaluation of feelings from a personal orienta-
tion to an institutional one (Martin 2000: 147) which makes the
evaluation sound more factually orientated, rather than based on per-
sonal feelings.

Positive appreciation constructs a high-quality image of the hotels.
Using positive evaluation is a key feature of promotional language (Cook
2001; Bhatia 2004) and shows the subject in question from a favorable
point of view (Wernick 1991). Table 4.3 presents the different types of
appreciation used on the homepages of the hotels.

The hotels tend to use positive reaction for the aesthetic evaluation of
the quality (67%) of their products and facilities compared to the use of
composition and valuation. Positive reaction about quality is found to
occur in nearly every one of the introductory paragraphs of the 12 hotels.
For example,

(1) Each one of the hotel’s opulent guest rooms is comfortable and stylish
andequippedwithadvancedtechnologyfortheconvenienceothotelguests-

(4) ...all of which have high-speed broadband internet access

(6) Very stylish, timeless and elegant, the brand new Grand Rooms are
beautifully presented using high luxury fabrics and textiles, including
hardwood floors, rich, ornate hand woven carpets, silk drapes and
gold-leaf artwork.

Table 4.3 Types of appreciation

Different types of appreciation Percentages (%)
Reaction: impact 7

Reaction: quality 67
Composition: balance 2

Composition: complexity 1

Valuation 23
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The examples show the description of the accommodation which
extensively uses the concept of positive reaction, based on the notion of
quality to portray the environment and facilities of the rooms. As shown
in examples (1) and (4), the hotel evaluates its guest rooms in an interper-
sonal way by using positive reaction of quality, e.g. opulent, comfortable,
stylish, advanced technology, convenience, and high-speed broadband, in
order to project a fantasy-like image to the readers that exemplifies the
fact that the guest rooms are well furnished and equipped, and that guests
can be worry-free with the convenient facilities. A similar way of evalua-
tion can also be found in example (6) with words that highlight the high
quality of the rooms, e.g. very stylish, timeless, elegant and brand new with
extraordinary items rather than merely describing the functions of items,
such as high luxury fabrics, hardwood floors, rich, ornate hand woven car-
pets, silk drapes and gold-leaf artwork, in order to establish an exceptional
image.

In addition to positive reaction of quality, positive reaction of “impact”
is used (7%). For instance,

(2) ...a floor-to-ceiling bay window commanding breathtaking harbor
views or exciting city vistas.

(3) InterContinental Grand Stanford Hong Kong offers breathtaking
views of Hong Kong’s Victoria Harbor...or overlooks the vibrant
streets of Tsim Sha Tsui East.

(4) ...with spectacular views over Victoria Harbor...dramatic dining
options include SPOON by Alain Ducasse...

(11) The bathrooms are quite simply spectacular...

Positive reaction of impact occurs to describe the scenery of the
Victoria Harbor and the city of Hong Kong in (2), (3) and (4), with
words such as breathtaking, exciting and spectacular. Occasionally, positive
reaction of impact is used to describe the dining choices as shown in (4),
the bathroom in (11) and the activities organized by the hotel in (8). The
use of positive reaction of impact functions to evaluate the views and
location of the hotels; however, these evaluations focus on the attributes
of the hotel which may create detachment from readers’ emotional or
sensory experiences.
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Positive valuation further has the second highest occurrence (23%)
after reaction of quality. Valuation is used more frequently than reaction.
The strong preference for positive valuation implies that it is highly
favored by the hotels to showcase their value and worth. Positive valua-
tion (23%) is also adopted to describe their social significance and status.
For example,

(2) The award-winning Kowloon Shangri-La, known for its legendary
warm and friendly hospitality...

(3) Internationally renowned, the hotel offers both business and leisure
travelers to Hong Kong the highest levels of service...

Hotel (2) describes itself as an award-winning hotel, which is famous
for providing not just an ordinary experience but an outstanding one.
The use of positive valuation could function to enhance the credibility of
the hotel. Similarly, (3) mentions that it is famous internationally and
offers a high standard of service. Hence, positive valuation facilitates to
construct a successful image and shape the ideational worth of the hotels.

Regarding composition, composition occurs rarely (3%) when com-
pared to reaction and valuation. The following are some examples:

(1) The new Peninsula Spa by ESPA is a harmonious combination of The
Peninsula’s legendary service. ..

(7) The Grand Hyatt Hong Kong enjoys a central location on Hong
Kong Island, in the very heart of this vibrant and exciting city.

(8) The Excelsior, Hong Kong is in the heart of the entertainment, busi-
ness and shopping district....

The use of composition in the introductory texts focuses more on bal-
ance (2%) rather than complexity (1%) to describe the centrality of the
location of the hotels and the balance of the different kinds of services
that are on offer. Example (1) shows that the hotel offers multiple quality
services, e.g. harmonious combination with both world-class spa facilities
and quality service, and examples (7) and (8) evaluate the convenient and
unique locations of the hotels, e.g. central location, very heart of and in the
heart of, in order to illustrate the fact that the hotel is positioned in the
most desirable place, in the perfect spot in the city.
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4.4.2 Judgment

It is interesting that only half of the hotels present their staff members by
using positive judgment. For example,

(2) ...arange of fine restaurants and bars enhanced by our warm and car-
ing people.

(7) ...Dedicated Convention Services Team

(10) Our restaurants have been recreated by epicurean maestros from
around the world such as Pierre Gagnaire... Our legendary staff wel-
comes you back to our hotel and this unique destination, our home,
Hong Kong

(11) Pure escapism delivered by fabulous design, professional
therapists. ..

These examples evaluate the capability of the hotel staff in a favorable
way, e.g. warm and caring people, dedicated convention services team, epicu-
rean maestros and professional therapists etc., to illustrate the fact that the
hotel staff are outstanding and capable of offering warm and caring ser-
vices to ensure that guests are well attended to throughout the duration
of their stay. Judgment of the social esteem of normality is also found in
(10) to evaluate the fame of the staff as legendary who are more than
capable of providing exceptional service to their guests. The compara-
tively infrequent use of judgment suggests that the hotels seem to use the
traditional consumer goods branding more (Thomson et al. 1999) with a
focus on evaluating products and services. Yet, the role of hotel staff
members could not be underestimated as they contribute to make the
brand “alive” (Kimpakorn and Tocquer 2009; 533). Hence, the compara-
tively infrequent exploitation of judgment may inherently weaken the
promotional effect.

4.4.3 Affect

Hotels seldom use affect (4%) to express feelings. Only four use affect to
describe how guests would feel if they stayed in their hotels. For
example,



108 A. Suen

(3) Welcome to Four Seasons Hotel, Hong Kong
(6) Here is what you desire in a Hong Kong hotel
(7) You'll feel refreshed and inspired as soon as you step inside

Affect functions to invoke emotional responses, which could shape
readers’ attitudes favorably toward the hotels. The use of positive affect,
e.g. welcome, desire, refreshed and inspired, expresses the intangible experi-
ence of the hotels. It is important to appeal to readers’ feelings and, hence,
arouse a profound desire to the brand to create a positive online experi-
ence and to strengthen the brand’s image (Okonkwo 2010). Affect func-
tions to evoke feelings and establishes a relationship with the readers
(Martin and White 2005), which could reinforce brand perception.
However, the low instances of the employment of affect on hotel homep-
ages, when presenting the luxury experience from the readers’ perspec-
tives, may reduce the rapport between the hotels and their readers.

4.4.4 Graduation

The 12 hotels use graduation to intensify the positive evaluation of their
products and services. Hotels use various modes of intensification of
force to scale up the intensity of their products and services. They also
endeavor to strengthen the categorical boundaries of the experiential

phenomenon (Martin and White 2005: 137).

Graduation as a Force

Regarding grading as a force, hotels use intensification to upscale the
quality of their facilities in order to elevate readers’ positive perceptions of
the brand. For instance,

(1) ... The Peninsula’s legendary service...

(2) ...state-of-the-art fitness facilities. ..

(3) A fully equipped Business Center is also available...

(4) The Lobby Lounge is renowned for its spectacular panoramic

views...
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(5) ...introducing a refreshingly modern five-star luxury Hong Kong
Spa hotel...
(6) ...each Grand Langham room is highly intelligent...
(7) ...and with magnificent views of Hong Kong’s renowned Victoria
Harbor.
(8) ...with spectacular views over Victoria Harbor
(9) As part of the prestigious International Finance Center...
(10) ...retreat to our extraordinary spa space.
(11) ...to luxuriate in discreet serenity.

(12) ...room features cutting-edge technology

Intensification adds further weight to the promotion of products and
services. In examples (3), (5), (6) and (11), attitude is graded with inten-
sity by resources of pre-modification of adjectives, such as fully equipped,
refreshingly modern, and highly intelligent, to amplify the quality of the
hotel as well as the pre-modification of nominalized quality through the
use of discreet serenity. The use of pre-modifications makes the message
more intense which further aims to project a worry-free image of the
hotel.

In example (3), the graduation fully is used as a separate lexical item to
grade the business center of the hotel, as not just equipped or partly
equipped but fully equipped which promotes a distinctive image of the
hotel. Example (5) intensifies the quality of being modern by using the
isolated word refreshingly to convey a contemporary image of the hotel.
Similarly, highly is encoded separately to the attitudinal term inzelligent to
upscale the quality of the advanced technological facilities that the rooms
are equipped with, such as the case in example (6) which also highlights
the unique nature of the accommodations.

Infusion is also found in examples (1), (2), (4), (7), (8), (9), (10) and
(12) in which hotels present themselves with extraordinary quality. The
hotel (1) uses legendary to highlight its distinctive reputation for con-
veying a reliable image to the readers. Examples (2) and (12) employ
the adjectives state-of-the-art and cutting-edge to promote a high-tech
image of the hotels with the most up-to-date facilities, and hence create
a superior brand image to their readers. Examples (4), (7) and (8) use
spectacular and magnificent rather than just “beautiful” to upscale the
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quality of the views of the Victoria Harbor that the hotel overlooks.
Similarly, example (9) employs prestigious to convey the idea that the
hotel is located in a very respectable location, and example (10) utilizes
extraordinary to underline the uniqueness of the hotel’s spa facilities.
The use of infused intensification to evaluate the attributes of the hotel
makes their claims more compelling for readers (Hood 2010: 86).
Readers may be more willing to make purchase decisions as they know
how the products and services of the hotels would benefit them. The
choice of using infused intensification presents a stronger investment in
the proposition, and hence, it may shape a positive attitude and response
from readers.

In (5), intensification is also used by grouping words which are closely
semantically related (Martin and White 2005: 144). The hotel uses
refreshingly modern five-star luxury which are all positive appreciations
that are semantically interlinked and assembled together to scale up the
intensity of the appeal.

Intensification: Superlatives

The most crucial way of brand building is to provide “superior consumer
value” (Randall 2000: 13). The distinctive feature of the language of hotel
homepages is that, in addition to using the resources of sub-modification,
infusion and repetition, hotels also use superlatives to showcase the supe-
rior quality of their products (Martin and White 2005: 142). The use of
superlative maximization shows that the hotel is not just good but also
has a superior identity over their competitors. Superlatives and maximi-
zation implicitly compare the hotel against other hotels in the industry
and also implicitly imply that other hotels are inferior. Hotels compete
continuously to show that they are better in quality than their competi-
tors through the use of intensification to persuade readers to make room
reservations through their websites or purchase products from their hotel.
For example, on (1) The Peninsula Hong Kong has long been hailed as
one of the finest hotels in the world...... offering a blend of the best of
Eastern and Western hospitality...... with the most spacious hotel rooms
and suites in Hong Kong...... The restaurants and bars at the Peninsula
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Hong Kong are among the most exclusive and most elegant in Hong
Kong...... Renowned as one of the best French restaurants in Asia,
Gaddi’s is Hong Kong’s most elegant dining experience...... and the best
authentic Cantonese food in town is served in Spring Moon......

The Peninsula Hong Kong uses superlatives to appraise the experien-
tial attributes (Hood 2010: 86) of the hotel as one of the finest in the
world. It also upscales the attributes of its services as the best of Eastern
and Western hospitality, the rooms and suites as the most spacious in
Hong Kong, the restaurants and bars as the most exclusive, most elegant,
one of the best in Asia and the best in town to persuade readers that their
hotel is indeed one of the best in the industry in Hong Kong, Asia and
even the world. The use of superlatives creates the notion of superiority
which further assigns prominence to their claim that they are one of
the leaders in the industry. However, these claims which are in the
highest favorable scale are rather subjective as many other hotels, as
shown in the following examples (2), (3), (7), (10), (11) and (12), are
all presenting themselves in the same manner. The claim of being supe-
rior may be true but could also merely be empty rhetoric or a self-
perception which cannot be verified unless the hotels show specific
evidence or figures comparing them to their competitors on their web-
sites (Pollach 2005: 295). Hotels further do not specify in what terms
they consider themselves superior. These claims are exaggerated but
common among companies engaged in product promotions (Durant
and Lambrou 2009: 96).

Similarly, superiority is shown in example (2) whereby the quality of
its rooms and suites are intensified as being the most spacious in Hong

Kong.

(2) All its 700 guest rooms and suites, among the most spacious in

Example (3) below presents the superior value of its services, rooms
and the hotel as a whole through superlatives to evaluate the quality of its
service as the highest level, rooms and suites with the best harbor views, the
hotel as the most stylish in Hong Kong, and the Presidential Suite as zbe
most spectacular in Asia and the largest in Hong Kong.
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(3) the hotel offers both business and leisure travelers to Hong Kong the

highest levels of service...... rooms and suites either present the best
harbor views of any of the five-star hotels...... which have positioned

it as Hong Kong’s most stylish hotel...... the hotel has launched its

stunning new Presidential Suite, one of the most spectacular in Asia

and the largest in Hong Kong......

Similar examples can be found below in (7), (10), (11) and (12) in
which the use of superlatives portrays the hotels as the leaders in the
industry (the finest luxury hotels in the world, the most valuable of today
luxuries, situated in the most prominent addresses and most exciting destina-
tion, largest rooms with the highest quality entertainment systems) to pres-
ent an optimal image of their hotel to the readers.

(7) Grand Hyatt Hong Kong Hotel in China is positioned among the
finest luxury hotels in the world...

(10) And for the most valuable of today’s luxuries, serenity, retreat to our
extraordinary spa space.

(11) The new Landmark Mandarin Oriental is situated at Hong Kong’s
most prominent address...... the largest room in Asia....... the enter-
tainment system is the highest quality.

(12) ...putting guess at the center of one of the world’s most exciting

destinations.

Through the employment of superlatives to evaluate the qualities of
hotels, as discussed above, hotels are found to describe themselves as
incomparable, offering the best products and services in the industry.
Hotels attempt to establish their reputation by describing themselves
favorably as the best hotel (e.g. one of the finest hotels, most spacious in
town, the highest levels of service, the most valuable, the most prominent) in
Hong Kong or in Asia and avoid the use of the negative in order to shape
a favorable brand image. They offer the highest level of service and are zbe
most exclusive, most elegant, and most stylish, Hong Kongs largest, situated at
Hong Kong’s most prominent addresses, and offer the most valuable luxuries.
These portray very positive images of the hotels. Moreover, hotels describe
themselves as the “best” hotel in the world, offering the “best” catering
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services, e.g. (1) most exclusive and most elegant restaurants, and three
further refer to themselves as being one of the top hotels in Asia, e.g. (3)
highest levels of service to showcase themselves as being the leaders in the
hospitality industry. This also shows the hotel’s confidence in making the
assertion of their status in the industry. Some hotels describe themselves
as being “experts” in the industry, e.g. (4) internationally acclaimed as one
of the world’s top hotels. All these hotels make their superior claims because
they all belong to the supposed five-star category and provide more or less
identical products and services, i.e. high-quality rooms, restaurants, lei-
sure and meeting facilities, caring staff etc. Because of the similarity of the
products and services, their claims of being the best could mean that the
hotel is only as good as the other superior hotels in the five-star category

(Schrank 1976).

Intensification: Maximization

Infused maximization in which the scaling is realized through a single
word (Martin and White 2005: 143) is often adopted to describe the
hotel facilities as being at the uppermost end in the scale of intensity in
order to build up a superior brand image. For example,

(1) The Peninsula Hong Kong offers the ultimate in luxury
accommodations

(2) ...offers the ultimate in luxurious comfort.

(3) InterContinental Grand Stanford Hong Kong offers breathtaking
views of Hong Kong’s Victoria Harbor..

(4) ...offers unrivaled views of the VlCtOI‘la Harbor and Hong Kong
Island and unparalleled services and facilities.

(8) The Excelsior is the ideal place to stay on a visit to the island.

(9) ... impeccable food and service

(12) Each room features both cutting-edge technology and...

The evaluative resources (e.g. ultimate, breathtaking, unrivaled, unpar-
alleled, ideal, impeccable and cutting-edge) imply that the hotels offer the
highest grading of products and services. Examples (1) and (2) show that
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the hotels provide the best luxury accommodation. Example (3) implies
that the hotel offers extremely beautiful views of the harbor. Example (4)
describes the view, services and facilities of the hotel as being far better
than any of their counterparts. Similarly, example (8) suggests that the
hotel is the best possible place for guests to stay in when they visit Hong
Kong. Example (9) shows that the hotel offers perfect food and service,
and example (12) claims that the accommodation of the hotel has the
most advanced technology. The use of maximization suggests that hotels
try to highlight the uniqueness of their business by providing the highest
quality of products and services. It shows that the hotels are maximally
committed to evaluating themselves to be in the top position and also
strongly align readers to this prestigious status.

Intensification: Metaphor

Figurative meanings, i.e. metaphors are occasionally used in the intensi-
fication of quality, as shown in the following five homepages.

(1) ...the legendary Grande Dame of the Far East continues to set hotel
standards worldwide. ..

(4) Other “around-the-clock” services include...

(5) ...a sumptuous buffet (you'll need to watch your waistline).

(11) ... enter a cocoon of private luxury...

(12) ...a stylish haven of modern technology.

Example (1) uses the metaphor, Grande Dame of the Far East, to
amplify the idea that the hotel is elegant, respectable and has significant
experience in the industry. The hotel associates itself with the Grande
Dame and further intensifies its fame by describing itself as a role model
for other hotels around the globe.

The expression around-the-clock in example (4) implies that the hotel
offers extensive 24-hour services to guests. Watch your waistline in
example (5) exaggerates the idea that the hotel offers attractive and irre-
sistible buffets and that guests may not be able to control their appetite
and consequently their body weight. Examples (11) and (12) employ
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the metaphors cocoon and haven to show that the hotel is a safe and
private place for guests to retreat to. All these metaphors scale up the
qualities of the hotel in order to establish a fantasy-like image. In con-
trast to making straightforward claims, the employment of such meta-
phors to intensify their qualities implies that hotels avoid making direct
claims and that readers are given space to derive multiple positive
inferences.

Intensification: Comparative

In addition to the employment of superlatives, maximization and meta-
phors, examples of comparatives can also be found;

(9) ...in a city renowned for exceptional accommodations...... with big-
ger rooms
(10) We offer guests 502 rooms and suites with more space...

Example (9) uses comparatives to compare itself with other hotels to
promote the idea that their accommodations outclass that offered by
their counterparts in the industry. However, the comparative is elliptical
as the hotel does not state whether the rooms are bigger than before or
bigger than those in other hotels. This results in a vague claim. Similar to
the use of superlatives and maximization, comparatives could be empty
as they may not be verified unless the hotels compare themselves with a
standardized benchmark. Example (10) employs the word more to inten-
sify the quality of the newly renovated rooms to be more spacious, sug-
gesting that their hotel is at the forefront of the trend.

Intensifying Processes Attitudinally

In addition to intensifying qualities, attitude is also expressed in pro-
cesses. For example,

(1) The Peninsula Hong Kong has long been hailed as one of the finest
hotels in the world.
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(2) ...fine restaurants and bars enhanced by our warm and caring
people.
(9) Four Seasons redefines luxury...

(11) ...they will be struck by the iconic design...

In examples (1), (2), (9) and (11), processes are enriched by the infu-
sion of manner. In example (1), the choice of hailed infuses greater inten-
sity on the action of praising. Combined with the pre-modification long
which intensifies the extent of the scope, the force of the claim #he finest
hotel in the world is graded up to impress readers about the hotel’s positive
brand image. In example (2), the process enhanced construes an infused
attitude which adds further weight to the positive quality of the fine res-
taurants and bars with friendly staff. Similarly, example (9) conveys the
hotel’s leadership and innovativeness in the industry by the infused inten-
sification of the process redefine. Redefine suggests that the hotel sets a
standard of luxury that is inherently better than the others, and also
implies that the standard of other hotels in the past may not be good
enough. Infused intensification of process is also found in example (10)
with the employment of the process struck, which construes a strong feel-
ing of guests being impressed by the design of the hotel. It conveys a posi-
tive affect on behalf of the guests’ experience and at the same time,
favorably grades up the quality of the iconic design.

Quantification of Experiential Meanings

Hotels also use quantification to intensify the extent of the products or
services that they offer. They present exact numbers to show specific
quantities of things. Eleven hotels describe their facilities by providing
numerical evidence to explicate the sheer size and scope of their busi-
nesses to make such claims seem more credible to the readers. For
example,

(1) The Peninsula Hong Kong has long been hailed as one of the finest
hotels in the world. Created nearly 80 years ago in the glamorous
1920s.
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(2) All its 700 guest rooms and suites, amongst the most spacious in
town...

(4) The hotel features 495 guest rooms, including 92 harbor-view suites,
all of which have high-speed broadband internet access and 24-hour
budler service and in-room dining for all rooms. Other “around-the-
clock” services include a 24-hour “Insider Concierge” and business
services. New “Contemporary guest rooms and suites” all have 37-

inch SHARP LCD televisions

Specific numbers in the above examples are used to invoke attitude. In
example (1), the numericals 80 years ago and 1920s function to evaluate
the historical value of the hotel positively. This shows that the hotel has a
long history and fine reputation. Similarly, the figure 700 guest rooms and
suites in example (2) expresses attitude as it is within the prosodic domain
of the positive appreciation most spacious. Example (4) employs figures to
present the number of rooms and suites, the hours of service and the size
of the room facility which suggests that the hotel is indeed large in size
with abundant facilities and offers extensive services. The exploitation of
figures to promote facilities implies that hotels tend to present the notion
of luxury in tandem with the volume of amenities.

Further, like grading attitudinal lexis through repetition or listing
of words in academic texts (Hood 2010; Martin and White 2005),
the listing of numbers, as shown in examples (1), (2), and (4), can
also convey an amplified positive value of the quality of these hotels.
Numbers also serve to make the homepage description sound credible
and trustworthy. Using inflated figures can “create a sense that the
company is successful” although the figures may not be verified by the
readers (Pollach 2005: 293). These figures may further be regarded as
“quasi-objective” as they are compelling in the formation of public
opinion to reinforce the readers’ opinions (Flowerdew et al. 2002:
335).

Alongside the employment of figures, hotels grade quantification
through “extent” to amplify the distance (relative location) and scope
(relative spread) of services. For example,
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(1) ...offer hotel guests luxurious transportation to and from Hong Kong
International Airport and around Hong Kong....... stylish city rendez-
vous with stunning views across the harbor.

(8) ...the very first plot of land sold at auction when Hong Kong became
a British Colony in 1841.

(9) ...with the famed Star Ferry steps away.

(12) Minutes from Hong Kong’s center...

Examples (1) and (9) are graded in terms of the distance in space. In
example (1), the hotel intensifies the convenience of its transportation
service by stating the specific places that the transportation service covers.
It amplifies the extent of the stunning views that guests could enjoy should
they opt to stay in the hotel by using across the harbor. Similarly, the
expression steps away in example (9) amplifies the distance in space which
suggests the hotel’s proximity to the tourist attraction, Star Ferry. Grading
in terms of the distance in time can also be found in examples (8) and
(12). The clause when Hong Kong became a British Colony in 1841 intensi-
fies the history of the plot of land given to the hotel. This implies that the
hotel has a favorable location which has long been established. In exam-
ple (12), minutes from Hong Kong’s center implies that the hotel is located
conveniently and very close to the city center. Hence, intensification in
terms of distance in space and time promotes the extent of their products
and services distribution as well as the convenience of the hotel’s location.
This is important for potential customers because time is indeed a luxury
(Chevalier and Mazzalovo 2008), and convenience could help guests save
time for more sightseeing and business-related matters. The above exam-
ples illustrate the fact that hotels present their strong alignment of posi-
tive value positions and, at the same time, invite readers to share their
positive views.

Regarding the grading of scope, the following examples illustrate the
evaluative language related to both time and space.

(1) ...the legendary “Grande Dame of the Far East” continues to set hotel
standards worldwide ...

(3) ...offers a wide selection of world-class dining outlets
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(4) Other ‘“around-the-clock” services include 24-hour “Insider
Concierge” and business services.

(6) ...provides exclusive and personalized services daily between 7:00
a.m. and 11:00 p.m.

(10) ...our extensive knowledge and training will give you beautiful,
healthy hair in an instant!

In examples (4) and (6), both hotels intensify the extent of their ser-
vices by stating the long time-range, i.e. around-the-clock, 24-hour, daily
between 7:00 a.m. and 11:00 p.m. Example (10) employs the expression
in an instant which amplifies the idea that the hotel’s salon offers efh-
cient service. These examples show grading in terms of scope in time to
show the duration of the services offered, implying that guests would be
served well all the time and projecting a customer-focused, hospitable
image of the hotel. Grading in terms of scope and space are found in
examples (1) and (3). The expression continues to set hotel standards
worldwide in example (1) amplifies the extent of the fame of the hotel,
i.e. it is renowned globally. In example (3), a wide selection of world-class
dining outlets intensifies the extent of the dining choices that the hotel
offers. These examples show the extensiveness of products and services
that the hotels offer and convey the image that the hotels are of world-
class standard which could suit the needs of guests across countries and
cultures.

Graduation as a Focus

The above shows how experiential meanings are graded by force. Hotels
also employ focus to strengthen the categorical boundaries of an experi-

ential phenomenon (Martin and White 2005: 137).

(1) ...and the best authentic Cantonese food in town is served in Spring
Moon.

(5) As a true five-star luxury Spa hotel in Hong Kong...

(11) The Oriental Spa is an extreme experience; pure escapism. ..
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In example (1), the hotel first employs force by both the superlative zbe
best and positive appreciation authentic to intensify the quality. It also
uses the cline of prototypicality of the Cantonese food that they offer.
The expression the best authentic construes a high degree of authenticity
of the Cantonese food. The expression zrue in example (5) sharpens the
authenticity of the five-star luxury Spa hotel. Together with the next two
instances of positive appreciation frve-star and luxury, the expression true
five-star luxury Spa hotel works together to form a strong prosody of posi-
tive values. Authenticity of escapism of the Oriental Spa in the hotel is
also sharpened by pure as well as the employment of intensification
through the maximization of the experience of it being extreme as stated
in example (11). These examples function to strongly flag a positive
assessment of the hotels, promoting the idea that the hotels are worthy of
their name and status.

4.5 Engagement

Martin and White (2005) suggest that engagement could establish rap-
port between writers and readers. Yet, the analysis of engagement shows
that the language of hotel homepages tends to be “monoglossic”, and the
texts are found to be “bare assertions” without overtly referring to other
voices and alternative positions (Martin and White 2005: 99). Similar to
Tian’s (2013) analysis of online hotel reviews, the monoglossic evaluation
of a hotel does not invite other viewpoints to align readers with the views
of the hotel. There are only a few examples of “heteroglossic” utterances
in which the hotel includes alternative voices (ibid.: 99). For example,

(1) The Peninsula Hong Kong has long been hailed as one of the finest
hotels in the word.

(4) Internationally acclaimed as one of the worlds top hotels for
business...

The above two examples are heteroglossic as the hotels have a dialogic
expansion of attribute by presenting the fame of the hotel from the exter-
nal voice of the public, in order to distance themselves from making a
direct claim and to further enhance credibility.
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In addition to expansion, there are also dialogic contractions. For
example,

(9) “The smart hotel is now the Four Seasons Hong Kong in the
International Finance Centre...with bigger rooms and impeccable

food and service...” Condé Nast Traveler (UK), March 2007.

(10) “All who know it, love the place. It is more, far more, than merely a
hotel. It is quite simply home” Condé Nast Traveler UK.

The hotels in examples (9) and (10) contract by using proclaim through
endorse (Martin and White 2005: 98) to make reference to external
sources (i.e. positive comments from a travel magazine) to illustrate to
the readers that the propositions are indeed valid and unquestionable,
and thus preventing subsequent negotiation. Another type of contraction
is also shown in the following example:

(1) Each one of the hotel’s opulent guest rooms is comfortable...under-
lined, of course, by the world-famous Peninsula service.

In example (1), the hotel contracts (i.e. of course) by using proclaim
through concur to affirm its spectacular facilities and services. The hotel
presents its proposition as highly warrantable, in order to engage readers
positively to the hotel.

Instances where hotels use contraction of disclaim to counter their
proposition can also be found. For example,

(3) ...the hotel offers both business and leisure travelers to Hong Kong
the highest levels of service in a friendly, yet elegant five-star hotel
environment.

(5) Langham Place, Mongkok, Hong Kong builds on The Langham
legend of 141 years while introducing a refreshingly modern five-
star Luxury Hong Kong Spa hotel of clean lines and hi-tech
delivery.

The hotel in example (3) invokes a contrary position by using yer to
show a counter expectation of a five-star hotel (i.e. both friendly and
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elegant) to align readers positively toward the hotel. Similarly, example
(5) shows a counter expectation of the hotel while by stating that although
the hotel has a long history of establishment, it offers modern facilities
and services. The function of using disclaim of counter is to inform read-
ers that although the hotel is indeed a five-star prestigious hotel with a
long history, they offer friendly and modern services to align readers posi-
tively toward their hotels.

4.6 Conclusion

The appraisal analysis shows that in hotel homepages, positive apprecia-
tion dominates when compared to the other types of attitudes used to
evaluate the quality of the products. With the infrequent employment of
affect and judgment, hotels seem to adopt the traditional goods—com-
munication approach in an impersonal manner, without appealing much
to the readers’ emotional responses. It is important to consider the issues
that enhance readers’ feelings and emotions on the promotional message
which could in turn elevate the online experience (Okonkwo 2010;
Zaltman et al. 2015) and hence reinforce brand perception. Similarly, the
comparatively fewer evaluation of judgment suggests that some hotels
may have overlooked the role of staff members in contributing to brand
distinction in the competitive market. As is the case in the twenty-first
century, the majority of the luxury hotels are all providing similar features
by stocking up on high-quality amenities (Bernstein 1999), staff mem-
bers could therefore be part of the resources that differentiate the good
and the great brands, especially since guests now value the “service and
pampering” (ibid.: 49) in addition to the facilities.

In addition to the presentation of fine amenities, graduation is heavily
employed to intensify the positivity of the hotels. In the realm of gradu-
ation by force, superlatives and maximization are used to amplify the
sense of superiority of the hotels while metaphors and comparatives are
used to refrain from making direct claims. All these choices may function
to the invocation of positive attitudinal interpretations of the readers but
are rather subjective without a generic benchmark. Hotels could thus
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indicate the intended basis of their claims to enhance the credibility of
such evaluations.

Another unique feature of luxury hotel homepages is the use of quan-
tification by specific numbers. Similar to the sustained listing of lexis
which could intensify attitudinal meanings (Hood 2010; Martin and
White 2005), the listing of numbers could also show an amplified posi-
tive value on the homepages of the hotels. Numbers on hotel homepages
function to scale up the volume of amenities or the extent of the services
that are on offer. These numbers might seem to be credible but could be
“quasi-objective” (Flowerdew et al. 2002: 335) and thus needs further
verification.

Regarding engagement, hotel homepages are predominantly mono-
glossic with only a few instances of heteroglossic statements, possibly
serving to pre-empt subsequent challenges from readers. The relatively
scarce use of engagement could therefore reduce the rapport between the
hotels and the readers.

The appraisal analysis suggests that the examples of luxury hotel
homepages in the study seem to be “talking to” rather than “talking with”
the readers. The communication trajectory of their messages tends to be
rather one way, which is from the hotel’s perspective rather than a two-
way dialogue, which engages readers to the luxury experience far more
effectively. Web users could therefore quickly abandon a website that
does not meet their expectations (Kotler et al. 2010). Textbooks on
communication in the tourism and hospitality industry are rare, and they
tend to focus on cross-cultural communication, workplace communica-
tion and guest service (van der Wagen 1997; FitzGerald 2002; Bagdan
2013). With regard to hotel website design, Kotler et al. (2010) proposed
that hotel websites should facilitate two-way communication and provide
useful information and interactive features to facilitate the evaluation of
products and services. Hotels in Hong Kong could thus consider using a
greater amount of linguistic resources of Affect, Judgment and
Engagement on their websites to align themselves with their readers to
improve branding, promotion, marketing and sales; to boost the popu-
larity of their hotel among travelers and to strengthen the promotion of
the tourism and hospitality industry in Hong Kong.
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The Development Path of WeChat:
Social, Political and Ethical Challenges

Pi-Chi Chen

5.1 Introduction

Social media involves social relationships amongst people who have a
shared interest or affiliation (Wellman 2001) and refers to a set of online
tools that are designed for and centred around social interaction (Hansen
et al. 2011). In practice, social media serves as a catch-all phrase for a
conglomeration of web-based technologies and services such as blogs,
microblogs (e.g., Twitter), social networking services (e.g., Facebook,
MySpace), social sharing services (e.g., YouTube, Flickr, StumbleUpon,
Last.fm), text messaging, discussion forums, collaborative editing tools
(e.g., Wikipedia) and virtual worlds (e.g., Second Life). Social media has
become popular in recent years, regardless of the form. China has the
world’s largest social media market, but their form of social media is sig-
nificantly different from its counterparts in the West. Some of the most
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popular social media websites in China are Tencent’s WeChat, QQ and
Weibo, and Baidu. These websites have a growing number of social media
users and are adapting to the fact that it has become a trend to have a user
profile online. According to China Internet Network Information Center
(CNNIC) (2017), as of December 2016, China had 731 million Internet
users with an Internet penetration rate of 53.2 percent. Mobile phones
were also becoming an increasingly important means to access the
Internet and the main factor driving the numerical growth of Internet
users. As of December 2016, the number of mobile Internet users in
China had reached 695 million, and 95.1 percent of the Internet users
used mobile phones to access the Internet (CNNIC 2017). Moreover,
almost 92 percent of mobile Internet users in China use instant messag-
ing (IM) apps and almost 80 percent use news apps. However, much of
the focus in recent scholarship has been on examining technology inter-
faces, rather than on the more important questions involving stakehold-
ers, the public and relational issues (except the work of Harwit 2016).
Social media tools represent only a medium, or channel, through which
public relations is practised. More important than the communication
channels are the questions that we should ask. This research focuses on
stakeholders, the public and communication, rather than whether an
organisation uses a specific social media interface effectively.

With advances in Internet technology and the popularity of smart-
phones, WeChat (or “Weixin” as it is known domestically in China) has
become the major IM communication service provider in China, and is
particularly attractive to younger generations (Lien and Cao 2014). As
WeChat grows, politicians and dissidents are voicing concerns: activists
fear that the app’s voice-messaging service enables security officials to
monitor users movements in real time. In China, some fear this could
potentially make targeted users susceptible to surveillance. However, the
Chinese authorities see the service as something of a threat as well.
WeChat-related crimes are apparently quite common. In one three-
month span in the city of Hangzhou, for example, authorities say that the
service was used in more than 20 crimes (Custer 2012). The app’s features
include Look Around (known colloquially as the “hook-up” function),
which allows users to chat with strangers nearby, while Moments works
like Instagram. Its anonymity and location-reporting features can give
criminals an easy in.
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This research has two objectives. Firstly, the study focuses on China’s
mobile application WeChat, and its implications for social development,
ethical challenges and social policy. Ethical concerns within social media
include identity, privacy, surveillance, friending and user exploitation
(Wasike 2013). At present, the ethical issues associated with social media
spaces are not being tackled. The research aims to look at the develop-
ment path of WeChat and consider the impacts of government policies
and how ethical issues may be addressed through, for example, policy
interventions targeting governance of the social media. Secondly, the
study aims to demonstrate that China’s social media evolution process is
different and more complex than the standard Western-centric social
media. Social networking has evolved differently in China in comparison
to Western societies. In China, the market is dominated by local, Chinese
social media. The established networks that we have come to know in the
West have not been able to successfully expand in China due to strict
state censorship. This results in a unique, China-specific, social network-
ing ecosystem.

In the next section, the research introduces the development of social
media around the world and in China. The third section discusses
WeChat while the fourth and fifth sections present and discuss the ethical
issues within social media and possible policy approaches, respectively.
Finally, the research compares the main differences between social media
in China and social media in Western countries in the sixth section. In
this study, we use the qualitative method and secondary data sources to
analyse the case of WeChat. We use content analysis to analyse texts,
documents, web pages and one-to-many message content.

5.2 Development of Social Media Around the
World and in China

There are a lot of different definitions of social media. The term “social
media” embraces blogs, microblogs, social bookmarking, social network-
ing, forums, collaborative creation of documents and the sharing of
audio, photographic and video files (Balana 2012). It is characterised by
interactive communication, in which message content is exchanged
between individuals, audiences, organisations and sectors of the general
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public. Social media including social networking applications such as
Facebook, Twitter, blogs, Wikipedia and YouTube, refers to a set of online
tools that support social interactions. Social media is considered to be a
part of the Web 2.0 revolution which is characterised by user-generated
contents, online interactions, and content sharing in a social environ-
ment (Livingstone 2008). Social media is also defined as a group of
Internet-based applications that build on the ideological and technologi-
cal foundations of Web 2.0, and an application that allows the creation
and exchange of user-generated content (Kaplan and Haenlein 2010).
Social media introduces substantial and pervasive changes to communi-
cation and information sharing between business organisations and indi-
viduals (Kietzmann et al. 2011). A recent study on mobile social media
usage by a leading web metrics firm comScore (2017) reveals that in the
US, mobile now accounts for 69 percent of the total time spent on digital
media. For the top 1000 online properties, mobile visitors are, on aggre-
gate, roughly two times the desktop audiences. In addition, there are
growing audiences that rely exclusively on mobile for Internet access. The
largest single group in this category is made up of women who are aged
between 18 and 24. Social media and entertainment are the top digital
media categories in terms of overall time spent. Social media captures 20
percent of all digital media time, and 79 percent of social media usage is
on mobile devices, with 60 percent of that on smartphone applications.
Facebook (2017) further confirms that 90 percent of Facebook’s daily
active users (1.15 billion mobile daily active users) access the Facebook
site from a mobile device.

The benefits to be gained from using social media are not limited to
individual and private companies. Governments can benefit from using
social media as well. For individuals, the benefits of participating in social
media have gone beyond social sharing to build reputations, bringing in
career opportunities and monetary income (Tang and Yang 2012). Social
media is also transforming purchasing decisions made by consumers
across the globe. Consumers around the world are using social media to
learn about other consumers™ experiences; find more information about
brands, products and services; and find deals and purchase incentives.
Social media has emerged as an important channel for customer service,
with consumers reaching out directly to brands and service providers to
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voice their satisfaction or complaints, or simply to ask questions (Nielson
2012). Social media websites provide a public forum that gives individual
consumers their own voices, as well as access to product information that
facilitates their purchasing decisions (Kozinets 1999). For business cor-
porations, the benefits of engaging in social media are that it can make
the communication easy and bring opportunities for managers to market
their products and services to online community members. Social media
even facilitates customer value co-creation denoting an active, creative
and social collaboration process between producers and customers in the
context of possible new products or service development (Piller et al.
2012). Social media in government is also becoming one of the major
trends in electronic government (e-government) research and practice
worldwide (Bertot et al. 2012). It holds the promise of increasing the
effectiveness and legitimacy of the public sector by promoting communi-
cation and coordination between various internal and external stakehold-
ers (Meijer and Thaens 2013), which has also helped the current
Chinese administration in fulfilling its open government initiative to
increase transparency, participation and collaboration (Lee and Kwak
2012). Mergel (2013) insists that social media provides the opportunity
for the government to integrate information and opinions from citizens
into the policymaking process. This innovative mode of thinking increases
the transparency concerning the public’s thoughts and allows further par-
ticipation from the public to voice their opinions when it comes to policy
decisions and government solutions. Bertot et al. (2010) further argue
that governmental use of social media offers several key opportunities,
which are democratic participation and engagement, co-production, and
crowdsourcing solutions and innovations. Thus, there are numerous
opportunities that can be earned through governmental social media
interactivity.

Social media usage continues to grow across the world, and China is
no exception. With an Internet user population of 731 million (more
than twice the population of the entire US) (CNNIC 2017) and censor-
ship laws that prohibit these consumers from participating in the social
networks that dominate the rest of the world in popularity, China did the
inevitable and created their own social platforms and networks. China’s
social media sector is very fragmented and local. Each social media and
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e-commerce platform has major local players: in microblogging (or
Weibo), for example, Sina Weibo and Tencent Weibo; in social network-
ing, several companies including Tencent WeChat, Renren and Kaixin001.
According to Chiu et al. (2012), these players have different strengths,
areas of focus and geographic priorities. For marketers, this fragmenta-
tion increases the complexity of the social media landscape in China and,
hence, requires significant resources and expertise, including a network of
partners to help guide the way. Competition is evolving quickly as well;
consequently, marketers looking for partners should closely monitor the
development of the sector’s platforms and players.

Sina Weibo, often simply called Weibo, is the best-known microblog-
ging platform in China; Weibo is the Chinese word for microblogging,
which is considered as the Chinese answer to Twitter. With 154 million
daily active users (BBC 2017), Weibo is the most dominant source of
news content, where people come for information acquisition, sharing
and commenting. It attracts the largest number of companies, organisa-
tions and celebrities in China, with each wanting to interact with con-
sumers. Big companies can get a large audience by creating and managing
a page where users can react and debate on any subject approached. It
also allows brands to advertise, market and even directly sell their prod-
ucts through the page. The unique characteristic of Weibo is that the
users must register with their real names and they must reveal more per-
sonal information about themselves. Thus, it is easier for marketers to
target their ideal customers.

5.3 WeChat

Personal communication, through IM tools, is the most common form
of online activity globally. Skype, WhatsApp, Line and other tools and
apps are booming globally. As with other global platforms, China has
also developed its own versions of IM. The most popular platform in
China is WeChat (formerly Tencent’s Weixin), which allows users to
manage their contacts between their PCs and phones via apps that are
available on Apple, Android and Symbian. It also offers integration with
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other platforms such as Weibo and even Facebook when it comes to
accessing contact lists and allows easy connections with people in exist-
ing networks.

WeClhat, the free application released in 2011 by Tencent, Inc., how-
ever, is much more than just a messaging application. WeChat is a plat-
form which includes IM, social gaming and social media. WeChat provides
many services for daily living, including IM, free phone calls, sharing
interests or creating private groups, browsing, posting and information
sharing on Moments, mobile payments, social gaming and even sending
red envelopes (a form of giving pocket money during Chinese New Year).
Moreover, you can use WeChat to order house-cleaning services or noodle
delivery service, book a taxi or a flight, or even get a nail beauty stylist to
come to your house. WeChat encapsulates all the online-to-offline (020)
services you can think of. WeChat is not like any Western messaging app
and is far beyond a messaging platform. Unlike WhatsApp, Facebook,
Instagram and Skype, it contains 10 million third-party apps and it has an
all-apps-within-an-app functionality. WeChat allows one-to-one person-
alised and dedicated interaction between brands and users. Furthermore,
WeChat allows sponsored posts in WeChat Moments (like Instagram
and Facebook posts, to share photos, videos and context in a public page).
When businesses use this software, WeChat can identify key active users
and target them with the right advertisements (WeChat 2018).

On 20 August 2012, the WeChat public platform function was
launched which kicked off the light mobile Internet application develop-
ment revolution (Light APP) based on its numerous customers, good
interactivity and marketing features. Since 2013, WeChat underwent
rapid development. It opened the application programming interface
(API), established the WeChat public service platform (Baidu
Encyclopedia 2015), guided the users in serving enterprises and organisa-
tions, and allowed individuals to establish their brands. The account
types involve media and self-media, non-profit organisations, business
marketing, business promotion, O20 business, information and enter-
tainment, tourism services as well as various other fields.

There are some key features that WeChat users enjoy, which Western
social media companies could learn from. For example, Shake is a very
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simple concept with far-reaching consequences. By shaking the phone,
other users who are also doing the WeChat Shake, will receive a notifica-
tion and can start chatting. In the West, this might seem like a strange
concept, but in China it is a great way for young people who have just left
their rural homes to travel to megacities like Shanghai and Shenzhen to
meet new friends. The other feature is WeChat Payment. Facebook,
recently, began making waves when it allowed people to send money over
Facebook Messenger. WeChat, in this regard, has been ahead of them for
years as their WeChat Pay feature allowed payments to be made since its
development in 2013. Finally, one of WeChat’s most popular features is
its integrated gaming platform. WeChat users can visit the in-app app
store to download games, launch games from within the app and then
take advantage of WeChat’s social features to add a more social dimen-
sion to the gaming experience. WeChat’s games are much more than
simple 2D-pixel art style titles. Some games, like Thunder Raid and
Dragon Warrior, are fully fleshed out 3D experiences that feel almost
console-like in terms of technical quality.

WeChat has become an inevitable tool which has transformed the daily
life of users in many ways. As part of a new lifestyle, WeChat spearheads a
new era of mobile Internet communication (Hui 2013). One of the exam-
ples is that a wide range of health-related information is continuously gen-
erated and transmitted among tremendous numbers of users through the
different functions of WeChat, providing WeChat with enormous poten-
tial to affect the general public’s health status. Research on how social
media transforms the public’s health status is forecasted to be on the rapid
rise and is highly necessary for the government (Zhang etal. 2017). Another
example is the application of WeChat in university libraries. Many univer-
sity libraries in China have established the new service modes of mobile
services through WeChat Library (Xu et al. 2015). Since 2012, the libraries
of Beijing Second Foreign Languages University, Kunming University of
Science and Technology, Huazhong University of Science and Technology,
Tsinghua University and Capital Medical University have all opened a
WeChat Library (Han 2015). Chongqing University Library opened a
WeChat Library and launched its operation in March 2014. The adminis-
trators adopted the service account to further customise services, which
was highly appreciated by the patrons. According to the study conducted
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by Wei and Yang (2017), owing to the low development costs of WeChat
Library and the good compatibility of crossing system platforms that can
realise self-adaptation using different equipment and various screen sizes,
WeChat Library usually receives positive feedback.

WeChat is also working with Chinese hospitals to simplify the hospital
operation process by transferring the procedures of reservations, pay-
ments, hospital navigation and receiving and reading medical reports to
be conducted through WeChat. WeChat has accelerated hospital opera-
tions by reducing the average waiting time from 4 hours to 1-1.5 hours
in China using its WeChat Smart Hospital Service. The WeChat Smart
Hospital Service was launched in 2015; it has been adopted by over 1200
hospitals in China and is potentially benefitting more than 100,000
Chinese patients every day (Weixin 2016).

WeChat has become the most widely and frequently used social net-
working platform in China. According to Tencent (2017), WeChat has
899 million monthly active users from 200 countries and is available in
nearly 20 different languages. It is also available on iOS, Android,
Windows Phone, Symbian and Series 40 and can be logged into and
used by more than 90 percent of smartphones and tablets. Moreover, the
web version of WeChat can be used on PCs, even by independent
Windows and Mac clients and by the latest intelligent wear equipment
such as iWatch. Sixty-one percent of WeChat users open WeChat more
than 10 times a day, 36 percent open WeChat more than 30 times a day,
and 32 percent use WeChat for more than 2 hours a day. Additionally,
61.4 percent of users check Moments each time they open WeChat and
28 percent of users have more than 200 friends. In April 2016, the time
spent, daily, on mobile Internet averaged 200 minutes per user, and
WeChat accounted for 35 percent of that time (Meeker 2016).
Furthermore, 200 million users have linked WeChat with credit cards,
70 percent of users spend more than 100 RMB (local currency in China)
per month on WeChat, and a total of 8 billion RMB was sent via WeChat
Red Envelopes during the Spring Festival of 2016. It has become an
integral platform for users and they now spend 35 percent of their time
on smartphones on WeChat. The services have now become so vast and
integrated that the app has become a necessary “one-stop shop” for
Chinese users’ daily lives.
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5.4 Social Media and Ethical Issues

Social media exhibits unique characteristics when compared to tradi-
tional media forms. Its speed and scope mean that once the content is
published it is available instantaneously, to a potentially global audience.
Social media tools tend to be free or available at a very low cost relative to
other forms of media and do not require users to have much technical
knowledge. This allows larger numbers of individuals to access and pub-
lish material than with traditional media forms. Social media can be use-
ful, and it shows promise for development in promoting businesses and
knowledge sharing. However, it does have a darker side (Alexander
2013, 2014; Chung 2011). Social media is usually interactive in a way
that traditional media is not, so users can comment on and edit pub-
lished materials, making it difficult to control content. Social media blurs
private and public boundaries when personal information and opinions
enter the public domain. The boundaries between personal and work life
also become blurred as companies make use of social media (originally
designed for personal use) for business purposes, and likewise employees
access personal sites while at work. A 2011 DLA Piper survey found
social media is used for personal and work-related activities by 95 percent
of employees. These unique characteristics of social media pose ethical
challenges for businesses, through employees’ use of social media on
behalf of the company, as well as their personal use.

Social media providers expect users of their services to adhere to some
basic standards of ethical behaviour, but the mechanisms of enforcing
compliance remain weak. For example, Facebook has statements of rights
and responsibilities and a user privacy policy that governs their relation-
ship and provides interaction guidelines with other users who interact
with their social media platform. The policy also demonstrates how
Facebook collects and uses clients’ content. The content owner is required
to grant Facebook exclusive, transferable, sub-licensable, royalty-free,
worldwide licence to use their content. However, this intellectual privacy
licence, in theory, ends when a client deletes the content or the account,
unless the content has been shared with others and they have not deleted
it. With WeChat, users do have the same amount of control over their
privacy settings, which can help them choose who they want to engage
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with. By using WeChat, users agree that the company may collect, use
and share their information in accordance with its privacy policy; how-
ever, these terms are ambiguous and are revised from time to time.
Social media is not always positive and has often displayed its negative
face. Lundsay (2010) argues that social media is a challenging matter
because it crosses over so many ethical and compliance issues, but unlike
any other ethics and compliance issue it cannot be totally proactively
managed. UNESCO (2008) stated that promoting ethical aspects and
principles that espouse creative multilingual content and universal access
to information and communication should be encouraged among users
and service providers. The policies to enhance ethical values in social
media environments should be able to provide a commitment to the free
flow of information. The social media environment reveals several gaps
that leave room for infringements on users’ legitimate rights because of
service providers’ inaction, technology inefhciencies, predatory behav-
iours, lack of government policy intervention, exclusive rights of provid-
ers and user abuses or outright users” criminal behaviour. There is growing
evidence of rampant inappropriate behaviour on social media platforms.
Oriedi (2012) observed that some sportsmen have used their Twitter and
Facebook pages as platforms to ventilate their anger, write insane com-
ments and promote sites attacking fellow players and coaches. Moreover,
Collymore (2010) alludes that no one is safe on social media. Some peo-
ple use it to spread rumours, release naked pictures, or at times just out-
right abuse celebrities. In some cases social media has been used to
promote false accusations and “scare mongering” at times of national
disasters. For example, the tragic explosion in the Chinese city of Tianjin
in August 2015, which claimed the lives of 173 people including fire-
fighters, triggered a nationwide online conversation in China. With the
surge in sharing, China’s Internet regulators busied themselves monitor-
ing “unhealthy” tweets on social media platforms including WeChat.
Shortly after the disaster, rumours including tweets referring to “terrorist
attacks”, “shops being looted”, “no survivor within 1 kilometre of the
site” and “sodium cyanide leaking into city’s sewage” were widely dis-
persed (Dwyer and Xu 2015). Some of the messaging and comments
created further panic and fear among online users affected by the disaster.
Lundsay (2010) further observed that social media can also be misused in
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many ways including wasted work time; misuse of company resources;
risk to company computer systems, network or data; disclosure of confi-
dential or other non-public information; disparagement or harassment;
conflicts of interest; espionage or fraud; privacy; and damage to personal
reputation.

Potentially, social media can be used as tool to orchestrate crime,
(Goolsby 2010). The greatest challenge in using social media is the sheer
volume of information involved. Goolsby (2009, p. 3) comments that
“finding useful ‘tweets’ during a major event is a little like panning for
gold in a raging river”. Castillo et al. (2011) observed that immediately
after the 2010 earthquake in Chile when information from offcial
sources was scarce, several rumours posted and re-posted on Twitter con-
tributed to the increasing sense of chaos and insecurity in the local popu-
lation. Despite this, Castillo et al. (2011) found that people had more
faith in traditional media, and headlines on Twitter were often regarded
as less credible. According to Cheong and Lee (2011), Twitter has been
identified as both a potential facilitator and a powerful deterrent to ter-
rorism. Hence, there is currently considerable ambiguity about whether
social media exerts a benign or a malign influence on public safety and
security (Alexander 2013, 2014). For example, China is known for its
attempts to repress free usage of the Internet; however, Denis-Remis et al.
(2013) described how the patriotic Chinese used social media to orches-
trate the disruption of the activities of a French hypermarket company in
China due to anger at the French Government’s policies and rhetoric
towards Tibet. This underlines the influential feedback inherent in social
media usage in a crisis, a phenomenon that can generate unstoppable,
uncontrollable developments with little regard to whether posterity will
consider them positive or negative.

When reviewing the potential drawbacks of social media, one should also
note the physical weaknesses. Writing about social media usage during a
major interruption of electricity supply to the southern Californian city of
San Diego, Jennex (2012) notes that ultimately the Great Southwest Blackout
can be considered a massive, unplanned, backup battery test. Neither the
users nor the providers of sites and cellular communication to reach them
were ready in any way for such an exigency. Jennex (2012) concludes that
while the functionality of social media is useful, the maturity of social
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media availability is not sufficient to warrant including social media as an
operational crisis response system. In other words, the potential is there, but
much needs to be done to realise it. This will require preparedness on both
the technical and the social fronts, from both suppliers and users of
services.

One of the weaknesses of social media is fake ads and information
overload. WeChat has been notified of this phenomenon as users com-
plain about being bombarded by deceptive advertisements, excessive
information and fraud. In 2014, authorities in Chongqing busted a case
in which a “travel agency” account told its followers on WeChat to “Like”
its ads to win a free trip to Hong Kong and Macao, which was later
proved to be deceptive. Similar cases were reported in the provinces of
Guangdong, Sichuan, Shaanxi and Jiangsu, with unscrupulous business
people trying to lure customers with promotions for coveted items, which
they failed to deliver. Along with fake ads, information overload on the
app is causing some users to want to escape the flood of daily annoyances.
In February 2014, Huang Zhen, a professor from the Central University
of Finance and Economics, caused a buzz on the Internet when he
announced he would abandon all WeChat chat groups and “try to find
some inner peace”. In a survey conducted by a newspaper in Shanghai in
March 2014, two-thirds of respondents claimed that they had an inher-
ent feeling of being “kidnapped” by WeChat, but most chose to put up
with the barrage of messages and information. The “Moments” section
on WeChat, for instance, has waned in popularity as it has become a
place for people to either share ads or Chicken Soup for the Soul-type
articles. “My WeChat ‘Moments” are basically spammed by these every
single day, which is quite annoying”, a WeChat user screen-named
“HXfengai” said (Xinhua 2014).

The other weakness of social media is privacy. WeChat’s use is expand-
ing in countries with tense diplomatic relations with China, such as
Taiwan, India and Vietnam. Taiwanese opposition legislators expressed
concerns that WeChat might threaten individual’s privacy and the island’s
security if messages were spied upon. According to Sharma (2013), the
Indian government was reviewing whether it should block access to
WeChat over national security concerns. Vietnam has also mulled ban-
ning chat apps like WeChat (Reuters 2013).
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Finally, owing to the fierce competition for consumers in China’s social
media space, many companies regularly employ “artificial writers” to seed
positive content about themselves online and attack competitors with
negative news and views which they hope will go viral. In some instances,
negative publicity about companies has prompted waves of microblog
posts from competitors and disguised users, such as allegations of prod-
uct contamination. Businesses trying to manage social media crises
should carefully identify the source of negative posts and base counter-
measures on whether they came from competitors or from real consum-
ers. Companies must also factor in the impact of artificial writers when
mining for social media consumer insights and compare the performance
of their brands against that of competitors. Otherwise, they risk drawing
the wrong conclusions about consumer behaviour and brand
preferences.

5.5 Social Media Policy Approaches

Fearing that freedom of speech, combined with the free flow of informa-
tion, could destroy its political legitimacy and its control over society, the
Chinese government has made great efforts to regulate online content.
The Chinese government routinely blocks the websites deemed subver-
sive and undesirable and uses keyword-filtering technology to censor
politically sensitive information on the Internet. Despite pervasive gov-
ernment regulations, the ephemeral, anonymous and networked nature
of Internet communication makes total control nearly impossible (Qiang
2010). In China, the Communist Party holds its tight control over the
mass media, which serves as a mass mobilisation tool to set the public’s
agenda or “guide public opinion” (yulun daoxiang) (Dai 1999). However,
the interactive and networked nature of the Internet creates new ways of
grass-roots organising and coalition building (Chaffee and Metzger
2001). When netizens (Internet users) collectively advocate for attention
to be given to an issue, a powerful opinion discourse comes into being,
which could then force the government to address their concerns and
influence the policy decision process. The Sun Zhigang case in 2003 is an
example. Sun Zhigang, a 27-year-old college graduate who worked for a
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graphic design company in Guangzhou, was detained by police for fail-
ing to display his proper identification document and was beaten to death
three days after his detention. A significant amount of consequent discus-
sion online and follow-up media reports transformed this local accident
quickly into a major national issue, placing unprecedented pressure on
the government and eventually resulting in the abrogation of the custody
and repatriation system in China three months after the incident. As the
number of Internet users is increasing exponentially, the voice of the
online public has become too loud to ignore. Consequently, the media
and the government have taken Internet postings more and more
seriously.

Social media is used to facilitate governance, provide access to vital
information and services, communicate with the public and promote
civic participation. Following the tradition of applied information ethics
studies, Turilli and Florida (2009) propose three policy indications that
can be undertaken by users and policymakers to address the specific
social media ethical issues. Firstly, social media developers should take
into consideration new forms of media protocols, which could be referred
to as “intelligent” or “adaptive”. For example, an “intelligent autono-
mous agent” can limit the activities of social media users localised in areas
in which the bandwidth has been almost completely occupied; by the
same token, an autonomous agent can warn a user, who is trying to access
and store some specific information, that this is already available in his/
her information environment. These solutions could resolve the problem
of organisational servers overloaded with redundant information.
Secondly, an “infosphere” provides a useful parameter for the choice of
the most suitable design of social media networks. Unstructured central-
ised architecture could be more effective than the standard one in con-
trolling the overall levels of usage of bandwidth among the peers of a
social media network. Finally, there is a need to raise awareness among
information users and policymakers about the potential exploitation of
information resources for implementation of social media architecture,
to encourage more responsible and conscientious behaviours (Vaccaro
and Madsen 2009). This stresses the need for governments and higher
education institutions to invest more resources to raise awareness about
the consequences of the improper and irresponsible use of social media
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information. Previous studies showed considerable growth in the impact
of social media usage in the workplace. However, issues regarding how
organisations respond to their subordinates’ use of social media have still
been underestimated (Vaast and Kaganer 2013). Pre-existing I'T gover-
nance mechanisms may fail due to them ignoring the emerging charac-
teristics of social media (Bertot et al. 2012). Therefore, considering the
prominence of the topic in both theory and practice, it would be mean-
ingful to discover how government organisations conduct social media
governance through social media policies (Chen et al. 2016).

All Chinese Internet companies are held responsible for the content
they host and are expected to establish entire departments devoted to
surveillance and censorship of their platforms’ users. With WeChat, every
time users send a message through WeChat it is routed through central-
ised servers, managed by Tencent. In most cases, these servers are located
inside China, often in Shanghai-based data centres. In some countries,
local servers are being set up, although these servers are still within reach
of Chinese law, regulations and influence, and all data passing through
them are vulnerable to surveillance and censorship. China’s demand for
censorship of particular topics and keywords extends beyond its borders.
According to Citizen Lab’s Asia Chats (2013), censorship keyword lists
can vary by geography. If you mention “Occupy Central” in a message
sent from WeChat in Beijing to someone in Chengdu, it will likely be
blocked, and your profile flagged. If you send the same message using
WeChat in Toronto to someone in New York, the message will likely go
through, though your profile will most likely still be flagged.

In addition, many users reported their concerns that the domestic divi-
sion of Chinas Public Security Bureau is actively surveilling WeChat
based on suspicions that security officers were following users’ move-
ments through WeChat. The messages transmitted through WeChat were
recited back to them by authorities in full detail almost immediately after
they took place. Another example is that of the Tibetan community who
raised concerns regarding surveillance of WeChat communications, espe-
cially as Tibetans living in Tibetan areas of China are subject to intensive
surveillance and persecution by the Chinese authorities. A report
presented by Phayul (2013) indicates that surveillance of WeChat is likely

taking place as part of repressive actions from Chinese authorities against
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the Tibetan community. For example, a Tibetan woman was arrested by
the Chinese authorities in October 2013, who alleged that she expressed
anti-Chinese sentiments over WeChat and stored prohibited photos of
His Holiness the Dalai Lama on her mobile phone.

With the surge in sharing, Chinese officials have displayed “zero toler-
ance” towards online rumours. After the tragic explosion in the Chinese
city of Tianjin, the WeChat account of Zhengzhou Evening News, a
municipal level local newspaper, was forced to close for a week after the
account circulated information that the leadership of the Tianjin govern-
ment would reshuffle. However, the problematic proliferation of rumours
has led to a push for more transparency and timely release of information
from the government and state-run media. Chinese Premier Li Keqiang
said, “Rumours will fly if authorities do not release enough up-to-date
information”. He requested that the rumours should stop and that gov-
ernment agencies “should not fail” to disclose any information (Dwyer

and Xu 2015).

5.6 Social Media in China: Main Differences
with Western Countries

The Chinese social media landscape is the most unique, dynamic and
influential in the world. Western social networks like Facebook, Twitter
and YouTube are censored in China. In China, nonetheless, social media
has exploded, especially with the rise of WeChat and Weibo. Social media
has become vital for companies in China, contrary to Western countries
where it is also used by a large part of the population, but not in the same
way. In Western countries, social media is less a part of companies’ digital
marketing strategy, and population targeting is not as important. In
China, companies have learned to be adaptable and flexible to social
media trends.

In China, the number of people using social networks is significantly
higher than Western countries. This difference is important because the
Chinese population is very active when it comes to social media; they
spend about 40 percent of their 25-hours-a-week online on social net-
works. That means they have a greater exposure to content and are more
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likely to be interactive with the latest social networking news. The social
networking landscape is evolving and changing quickly; the companies
must be more reactive, not like in Western countries where the concep-
tion of social media is different. Most of the population using social
media in China use it on their mobile phones rather than via PC or lap-
top like in Europe. Another example is that in WeChat people always
express themselves and update their social media to reflect their life
moment by moment; in comparison, people in Europe update their sta-
tuses from time to time. In China with WeChat, users always post these
Moments.

In China, censorship is a current practice, and there are many sensitive
topics that are not supposed to be discussed, so people use social net-
works to find this type of information and to talk about it with their
friends and family. They are more influenced by their environment than
by TV, press or radio, unlike in Western countries, and word of mouth
has become the most powerful marketing tool in China. An intelligent,
comprehensive digital campaign to facilitate the spread of the word of
mouth is the key.

Another key feature of social media in China is Key Opinion Leaders
(KOLs). KOLs are influential opinion leaders in Chinese social media
and are referred to as influential public figures who people perceive as
experts in certain fields and who are knowledgeable on many topics.
People see them as experts on certain subjects as they give their views and
opinions on their area of expertise. As they are very popular in China,
they are a powerful marketing tool for brands. The benefit of that for
businesses is these KOLs can be recruited by companies and become a
marketing instrument to share a positive message about a brand; compa-
nies can directly touch a large community and reach thousands or even
millions of potential consumers by implementing this method. Therefore,
the digital solution has become extremely effective in China, more than
Western countries where celebrities exist and are followed by millions of
people too, but, importantly, they do not have the same marketing
influence.

With the growth of e-commerce in China, the product reviews on the
Internet have increased substantially as a consequence and have become
more and more precise and important for the population, more than in
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Western countries where there is not a total trust of the public. The aver-
age Chinese consumer will always look at reviews and will be especially
influenced by the views and opinions of those within their social circle,
and this has been further enhanced due to social networks. Social media
and e-reputation have become a vital component for brands to manage,
not just for consumer insights and intelligence but also as an enhance-
ment for marketing.

There is a basic component which has helped drive the Chinese, more
than any other population, to engage in social media: the nature of a
“lonely family”. The key factor to this has been the rural-to-urban migra-
tion that has separated families and the loneliness of the one-child genera-
tion, which has contributed to a fundamental distrust of information from
government-controlled media. According to 2008 MTV Music Matters
survey, young people across Asia have a similar number of friends online
and offline. However, only in China do young people have more friends
online than offline (Crampton 2011). This points to a convergence of the
offline and online worlds, where it is less important to distinguish between
what happens online and in the real world. In China, more so than many
countries, social media has become deeply integrated into people’s lives.

Different social media usage patterns also paint a picture of the Internet
and the influence of it on the country involved. For example, the Chinese
netizens use online video platforms quite differently from how Americans
use YouTube. Rather than short videos of cute animals or silly domestic
mishaps that may be popular among YouTube watchers, Youku and
Tudou (equivalents of YouTube) are filled with longer-form content, up
to 70 percent of which is professionally produced. Users in China spend
up to an hour per day on the sites, compared to less than 15 minutes
spent by Americans on YouTube. The Chinese sites seem more like
online television stations or a replacement for digital video recorders.
Though individuals in China produce and post videos, a large portion of
online video content is longer-format professional videos. Much of this
content consists of foreign programmes pirated, subtitled and uploaded
hours after broadcast in the US. An odd consequence is that the stars of
programmes have a huge fan base in China, despite the series never hav-
ing been broadcasted on Chinese television. In addition to the pirated
programmes, demand for original content on Youku and Tudou has
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resulted in a boom of companies that focus purely on online videos. In
some ways, the sites resemble the US-based television service Hulu more
than YouTube. The television-like feel of Youku and Tudou reflects the
usage patterns of the young Chinese. University students in China often
express scepticism when told that their country has one of the highest
levels of social media engagement in the world. In China’s case, certain
demographics can no longer be reached effectively via traditional media
channels (such as China Central Television, CCTV). As the anecdote
above shows, a well-crafted television advertisement on CCTV could
miss the young generation entirely.

Some other differences between Chinese and Western social media are
rooted in culture and language. For example, like Twitter, Sina Weibo
allows users to post 140-character messages (Crampton 2011), and users
can follow friends and find interesting comments posted by others. Small
but important differences in the platform have made some say that it is a
Twitter clone, but better. For example, unlike Twitter, Sina Weibo allows
users to post videos and photos, comment on other people’s updates, and
easily add comments when re-posting a friend’s message. However, the
more striking difference between Chinese and foreign social media is the
length of communications expressed via microblogs in Chinese versus
English. Since each character in Chinese is a word, users can write much
more using the Chinese-language Zuosa microblogging platform.

Social media in the West is largely dominated by Facebook and Twitter
and this is a trend which is consolidating rather than regressing. In com-
parison, although Chinese social media is largely dominated by Tencent
in terms of users, their grip is primarily held through mobile networking.
There is plenty of variation in China when it comes to desktop-based
social media platforms of the Facebook and Twitter mould, with sites
such as Sina Weibo, Renren (the Chinese Facebook, both in terms of
functions as well as having nearly the same visual features) and Douban
(like MySpace and popular with niche communities) all boasting well
over 100 million accounts. The social media makeup of China expands
far beyond a single dominant monopoly or duopoly. This is coupled with
the fact that Facebook and Twitter are not entirely obsolete in China due
to the increasing accessibility of VPN, but even with their presence the
notable social networking variations are conclusive.
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5.7 Conclusion and Way Forward

This study began with the review of the development path of social media
and the growth of WeChat in China. The study then traces the social
development and the influence of ethical challenges coupled with possi-
ble government control and policy to overcome these challenges. The
study aims to demonstrate that China’s social media evolution process is
more complex and different from the development of the Western-centric
social media. In 2017, the Chinese government tightened its grip over
news distributed online and on social media, overhauling its Internet
regulations for the first time in 12 years with sweeping new restrictions.
China’s Cyberspace Administration will now require most online news
and media outlets to obtain a licence from the government. Outlets sub-
ject to the new provisions, effective from 1 June 2017, will include web-
sites, applications, forums, blogs, microblogs, public accounts, IM tools
and Internet broadcasts. Temporary measures enacted in 2014 already
required licences for news published on IM platforms such as WeChat,
but the rules did little to curb the spread of so-called unofficial media and
news discourse. Therefore, this study recognises and invokes the theory of
social media, policy change and ethical issues, thereby offering an alterna-
tive model to explicate the complex power dynamics behind China’s
changing strategies.
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6.1 Introduction

Research has shown that consumers tend to trust peer consumer reviews
when searching for information online (e.g., Chaffey and Ellis-Chadwick
2012; Lee and Koo 2012). Therefore, it is in the company’s interest to
possess abundant consumer-generated product reviewers, as they are the
ones who play an important role in consumers’ decision-making
process.

Rapidly growing Internet users in emerging markets, such as Indonesia,
have begun to use the Internet as a new alternative to the traditional
channels for searching product information before their purchase.
Although there has been an emergence and continuous development of
online shopping behavior in recent years, emerging markets, like
Indonesia, are not familiar with online product reviews. Most of the cur-
rent online shopping website reviews are about delivery and packaging,
but not the actual products. This study will discuss the effect of online
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consumer-generated reviews on readers’ purchase intention in Indonesia
and the factors that might influence their attitudes toward product
review.

A number of researchers have studied the impacts of product review
on consumption (e.g., Wulff et al. 2015), yet there is little research into
how the internal variables of a product review could affect the con-
sumer attitude toward a product and their purchase intention. This
study will draw on the evidence from existing literature on the internal
variables and test their effects on Indonesian consumers in order to
gain better understanding of this problem. The result of this study is
expected to be beneficial for marketers who consider utilizing the
product review or other user-generated content as marketing commu-
nication to enhance their business performance in the Indonesian
market.

6.2 Literature Review
6.2.1 Online Consumer Review

Consumers can easily use Web 2.0 tools to provide information about
their purchasing experience on different platforms such as websites,
online discussion forums and even their own personal blogs or video
channels (Lee and Youn 2009). This information is classified as user-
generated content (UGC). Chevalier and Mayzlin (2006) stated that
about 61% of Internet users perceived UGC as valuable and credible.
This echoed the findings of Bae and Lee (2010) that prospective consum-
ers revealed more positive attitudes toward UGC than PGC (product-
generated content) information, and they are more likely to visit websites
with UGC reviews to learn more about the product before deciding to
make a purchase.

Consumer opinions and recommendations can influence the image of
products and services, in a positive or negative way (e.g., Fruth and
Neacsu 2014). The vast development of online commerce and removal of
time and space barriers lead the spread of recommendations via the
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Internet through networking sites (Facebook, Twitter, LinkedIn), per-
sonal blogs and specialized review sites (e.g., IMDB.com, TechinAsia).
This has enabled the quick and potentially limitless dispersion of online
UGC recommendations (Fruth and Neacsu 2014). When consumers
generate online recommendations for others consumers, it can be consid-
ered as e-word of mouth (eWOM). eWOM is assumed to gives more
benefit to consumers because it can reduce the consumers’ perceived risk
of online shopping and stimulate purchase intention by providing
detailed product information (Cheung et al. 2009). Furthermore,
eWOM also plays an important role in reducing uncertainty and the
amount of information that needs to be processed when making a
decision.

There are several classifications of online reviews gathered from previ-
ous studies, such as written, audio, video and mixed reviews, but for this
research the scope of media that will be used are written reviews. Written
reviews are mostly typed in text; this allows the search engine to scan
through its sentences, which results in more readers being attracted
through search engines (Fruth and Neacsu 2014).

Valence of Consumers’ Online Review

Consumers providing online review or recommendations have the free-
dom to develop their personal blogs and present themselves as experts or
specialized bloggers who frequently express their views on a certain prod-
uct (Pan and Zhang 2011). Product reviews are highly influenced by the
user’s personal preferences and usage conditions (Chen and Xie 2008);
therefore, the valence of these reviews will be different regardless of
whether they are positive or negative. However, negative reviews tend to
be seen as more reliable and generalizable than the positive ones (Chevalier
and Mayzlin 2006), hence exert greater influence on the sales of a prod-
uct (Podsakoff et al. 2012). It has also been documented that helpful
reviews with more details of the product tend to influence the potential
customers decision more than the reviews that are not perceived to be
helpful (Li et al. 2013).
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Sponsored Product Review

Compared to the conventional sellers, online sellers can provide consum-
ers with two types of product information. Seller-created product infor-
mation can be seen on the websites and traditional communication
channels such as advertisements. The other type of product information
is consumer-created information, which is presented by consumers who
have already purchased and used the product (Park et al. 2007a). This
consumer-created information provided in this way is a new method of
word-of-mouth communications as it also includes consumers’ experi-
ences, evaluations and their personal opinions.

In sponsored reviews, companies (the ‘sellers’) give certain online users
(the ‘reviewers’) compensations in exchange for their reviews on the
online platform, such as personal blogs (e.g., Forrest and Cao 2010; Zhu
and Zhang (2010). These compensations have led sponsored reviews or
recommendations to be seen as having bias because it can be considered
as one form of advertisement (Lu et al. 2014). Companies have been
using sponsored online consumer reviews as a more effective marking
ool (e.g., Becker-Olsen 2003; Chevalier and Mayzlin 2006), but its
affects are often debatable.

Ballantine and Au (2015) found that consumers made no distinctions
between sponsored and non-sponsored reviews while measuring the per-
ceived credibility of the reviews and their impacts on brand attitude and
purchase intentions. This echoed the findings of Lu et al. (2014) that
readers’ trust in source credibility and their attitudes toward sponsored
online posts remain unaffected after being made aware that such posts
were sponsored. On the other hand, Hwang and Jeong (2016) noted the
attitude changes among consumers toward online reviews with different
sponsorship declaration messages. They concluded that consumers rated
source credibility negatively toward reviews with a simple sponsorship
disclosure message (e.g., this post is sponsored) while this negativity dis-
appeared for those reviews with ‘honest opinions’ message (e.g., ‘this post
is sponsored but the opinions are honest’).

This study will differentiate between non-sponsored and sponsored
reviews because the Indonesian market is unfamiliar with online reviews,
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and therefore this differentiation will help companies understand how
consumers react to different reviews. It will also contribute to the existing
literature in its knowledge of how sponsored and organic reviews would
influence readers’ attitudes and purchase behavior.

6.2.2 Product Type

Products can be broadly classified as either search goods or experience
goods based on particular attributes consumers can differentiate through
(e.g., Hsieh et al. 2005; Mudambi and Schuff 2010; Weathers et al.
2007).

Search goods are those goods whose specific attributes consumers can
identify before purchase. The best examples of search goods are electron-
ics, camera, mobile phones and laptops (Mudambi and Schuff 2010).
Search goods are easier to acquire (Hsieh et al. 2005) and compare
(Mudambi and Schuff 2010), without the need to interact with the prod-
uct (Huang et al. 2009) before purchase. In case of search goods, con-
sumers usually evaluate the product through instrumental evaluative cues
or, put differently, by assessing the technical and more detailed perfor-
mance of the product. Consumers tend to observe ratings of the search
product, and these observations affect their valuations and purchase
decisions.

Experience goods are those goods for which consumers cannot easily
identify their attributes before purchase. Examples of experience goods
include movies, books or video games (Weathers et al. 2007). Reviews of
experience goods usually focus on the appearance or aesthetics of the
product itself. Online reviews tend to depend on the senses of the review-
ers to describe the experience they have felt while using the product, even
though the experience of reviewer and potential consumers might be dif-
ferent based on their own personal perspective. Moreover, extrinsic cues
such as the popularity of the product can be displayed by the number of
reviews and therefore might have a great impact on consumers’ purchase
intention.

Opverall, the measurement of these two product type categories is differ-
ent in terms of the volume and valence of the reviews (Huang et al. 2009);
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therefore, their effects on consumers’ attitude and purchase intention
may also vary which is one of the aspects that will be studied in this
research.

6.2.3 Product Involvement

Involvement is the perceived individual relevance of a product based on
consumers values, needs and interest (e.g., Griffith et al. 2001;
Zaichkowsky 1987). When consumers consider making a purchase, they
are most likely to appraise the degree of involvement first (Clarke and
Belk 1979). As their involvement grows, consumers tend to elaborate
information processing further (Doh and Hwang 2009). Involvement
with the products affects consumers’ decision process, and online reviews
act as the information provider that they need to process the information
(Quester and Smart 1998).

High-involvement consumers tend to be more motivated to devote the
cognitive effort required to evaluate the true merits of a product, and are
hence more influenced by the quality of reviews rather than the volume
itself (Park et al. 2007a, b). Consumers with low product involvement
tend to be more influenced by the dynamic attitude and volume of good
reviews (Petty and Cacioppo 1984).

6.2.4 Attitude Toward Product Review

In order to facilitate online purchasing decision, companies often either
provide their own online product information or allow users to share
product reviews online (e.g., Chatterjee 2001; Chen and Xie 2004). In
relation with the review’s valence, Doh et al. (2009) stated that both posi-
tive and negative eWOM could impact consumers’ attitude toward the
product, although a few negative messages within a vast amount of posi-
tive messages are not critically harmful. On the whole, consumers tend to
choose a product with more recent reviews and small sample size indicat-
ing a salient summary of percentage on the ratings (Wulff et al. 2015).
Consumers perceive user-generated reviews as true, factual and unbi-
ased (Hass 1981). They are also likely to trust reviewers or sites that they
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perceive as credible (Lu et al. 2014). This is particularly important for
consumers with less knowledge of the product (Cheung et al. 2009).
When consumers feel that the review messages are untrue or being modi-
fied by the company through sponsored content but without sponsorship
declaration, the credibility of the source decreases while consumer resis-
tance to such reviews increases (Lee and Koo 2012). Declaration of spon-
sorship helps both reviewers and the company to build trust and lead to
positive consumer attitudes toward the product.

6.2.5 Purchase Intention

Purchase intention can be defined as the willingness of a consumer to
purchase a specific or particular product, and it is influenced by the infor-
mation that they find related to that specific product. Lu et al. (2014)
suggested that consumers” purchase intention can be highly influenced
by the valence and sponsored status of the review. This echoed the find-
ings of Lee and Koo (2012) that readers would resist the persuasive intent
of the review if they sensed that the message is biased or with sponsored
content.

The different effects of valence reviews, product involvement, and
reviewer’s sponsored status on purchase intention will be studied in this
research. The results will highlight the most effective and appropriate
ways of using online reviews for certain products and/or targeted seg-
ment of consumers in Indonesia.

6.2.6 Summary

In conclusion, the controlled variables such as product type, product
involvement and sponsored status are chosen to develop the proposed
model in this research. Based on the factors from these variables, the
responses of consumer attitude toward product review and their purchase
intention can be measured and analyzed. The specific relationships
between the individual variables and consumer attitude toward product
review and purchase intention are going to be explained in conceptual
framework and hypothesis development.
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6.3 Conceptual Framework and Hypotheses
Development

Online information search behaviors for product type (search and experi-
ence goods) are non-identical (Lu et al. 2014). It is likely that the different
variables of product type could have direct relationship to consumer atti-
tudes toward product review. The amount of information they are search-
ing for search goods is more likely to be more detailed regarding the
capabilities of consumers to evaluate the attributes of the product before
purchasing. In contrast, experience goods could mainly be evaluated after
the purchase of product. Furthermore, Mudambi and Schuff (2010) men-
tioned that reviews about experience goods are supposedly subjective and
have an unstable nature even when the reviewers have experienced the
product themselves. Thus, we consider that consumers will appreciate
online reviews more favorably for experience goods rather than search
goods. They might have a better attitude toward experience goods because
the attribute of the product cannot be easily identified and verified with-
out others” experience. Thus, the following hypothesis is derived:

H1: Consumers will be more likely to have positive (a) attitude toward,
(b) trust on, and (c) purchase intention for the product review for experi-
ence goods compared with search goods.

Product involvement is also considered as an affecting factor toward
consumer attitude regarding the different behavior when confronted
with high- or low-involvement product. It has been discussed that con-
sumers tend to be more active looking for information and allocate more
time to consider when buying high-involvement compared with low-
involvement goods (Park et al. 2007a, b). Low-involvement goods consist
of products that consumers don’t need to think deeply about when pur-
chasing and don’t have specific preferences for, so the loyalty of the brand
is considered lower than high involvement. In contrast, products consid-
ered as high involvement have a larger impact on the consumer, includ-
ing their financial status and personal preferences, so their attitudes might
get affected by the type of product involvement included in the article.
Therefore, the following hypothesis is constructed:
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H2: Consumer’s (a) attitude, (b) trust and (c) purchase intention for
the product review will be higher for high-involvement products than
low-involvement products.

When an article is sponsored, some reviewers willingly state that they
are being sponsored and some of them implicitly mention it. The research
by Lu et al. (2014) mentioned that there are two methods of sponsorship
for product reviewers, which are direct monetary sponsorship and indi-
rect monetary sponsorship. However, it was proven that the sponsorship
type does not significantly affect consumer attitudes toward the spon-
sored articles. Therefore, this research will implement broader scope by
differentiating the variables into sponsored and non-sponsored reviews.
Podsakoff et al. (2012) suggested that when information comes through
opinions or recommendations from others, positive information might
be less credible and generalizable in contrast with negative information.
Hence, this research will implement positive articles as the samples and
analyze the respondent’s reaction when confronted with sponsored or
non-sponsored positive article. Based on the supporting evidence, the
following hypothesis is derived:

H3: Consumers have more positive (a) attitude, (b) trust and (c) pur-
chase intention for product reviews if the review in the article is not spon-
sored compared with sponsored (Fig. 6.1).

Product type

Attitude;
Trust;

Purchase intention

Sponsorships

Fig. 6.1 Summaries of the conceptual model
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6.4 Methodology
6.4.1 Research Design and Measures

Manipulation Variables

The research applied a 2 (product type) x 2 (product involvement) x 2
(sponsorship) between-subject design. Consumer reviews are provided
with two types: sponsored and non-sponsored. They can be differentiated
by choosing the reviews that mention ‘in partnership with, sponsored by,
given samples for honest reviews. .., which clearly expose and inform the
consumer that they are being compensated by the company of the prod-
uct they reviewed. The research also adopts a within-subject design. Each
respondent will be provided a questionnaire with eight examples of writ-
ten positive product reviews that consist of sponsored and non-sponsored
reviewers. Respondents will then be asked how they perceive the reviews
and about their purchase intention.

Search goods and experience goods are selected as the two products
types. Search goods will be identified through asking the consumers
whether the product performance is easy to evaluate prior to the pur-
chase. Experience goods product will be identified in contrast with the
search goods attributes and focusing on the consumers’ perspective about
the appearance of the product. Search goods products can be thoroughly
evaluated by consumers before purchase and technology product and
beverage are the best examples of it. On the other hand, experience prod-
uct demands the consumer’s personal senses experience the specific attri-
butes, and may render varied experiences among consumers. The best
examples of experience goods are travel agency and food delivery service,
in which consumers need to get their hands on the actual product first
before evaluating the detailed attributes. Through the product type, con-
sumers’ search behavior and the utilization of information source can
influence their purchase intention (King and Balasubramanian 1994).

Consumer involvement represents the product’s relevance for the con-
sumer’s life. If the product being reviewed is generally complex, risky,
expensive or demand extensive information processing, then it would be
considered as a high-involvement product. Respondents will be asked
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whether the product that they were searching has a high level of involve-
ment in their life, and how their attitudes toward product reviews relate
to the attributes. In contrast, the low-involvement product consists of
items that are habitually needed by the consumers but they don’t need to
conduct thorough research when purchasing the product, due to easy
availability of information and lower purchasing cost. Respondents will
be asked about these variables in order to measure the significant effects
of consumer involvement in their attitude toward product review and
how it might impact their final purchase intention phase.

Independent variables will be measured as manipulation check on a
seven-point Likert-type scale ranging from 1 (strongly disagree) to 7
(strongly agree) to validate whether the manipulation has been successful.
The score on each variable will denote whether the respondents were able
to differentiate the stimulus variables in the articles shown.

Dependent Variables

Attitudes toward product review and purchase intention are measured as
the two dependent variables. According to Lu et al. (2014) and Obermiller
and Spangenberg (1998), attitudes toward the product review variable
will contain credibility, trustworthiness and product review valence as
indicators to measure how the independent variables effect these factors
of attitudes. Seven-point Likert-type numeric scales ranging from 1
(strongly disagree) to 7 (strongly agree) are used. Respondents will need
to respond about what they feel and think about product review after
measuring the involvement, product type and sponsor status involved in
the making of established product review.

6.4.2 Data Collection

Procedure

Electronic survey links are sent out through social media posting, online
shopping forums and several selected blogs of product reviewers. Google
Form is used as the data collection platform. When participants access
the links, they will be directed to the survey and asked whether they have
read or watched product reviews before the research to make sure they
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have the experience to identify various types of product review before
participating in the research. Participants who have never read product
reviews before will be guided to the end of the questionnaire and excluded
from the analysis.

Pretest
Pretest was conducted with a sample of 30 master students. The pretest
respondents were asked to measure the product that was provided through
seven-point Likert scale in order to highlight which of the products are
appropriate to be used in mass survey. The respondents were choosing
respectively the value of the statements provided in the questionnaire.
Pretest results show that two products were easily identified by respon-
dents as search goods, which were laptop (Mean o = 5.83, Mean 4, =
6.49) and soft drinks (Mean per = 5.87, Mean ¢, = 6.23). Laptop is
perceived as a high-involvement product (Mean = 6.76) while soft drinks
are perceived a low-involvement product (Mean = 3.84). For the experi-
ence goods, travel agency (Mean = 3.66, Mean ., = 5.74) and food
delivery service (Mean pg = 4.48, Mean 4, = 5.62) are perceived to
be suitable. Travel agency is perceived as a high-involvement product
(Mean = 6.37) and food delivery service is considered as a low-
involvement product (Mean = 4.58).

Building upon the result, we developed eight articles that consist of
previously selected products with the differentiation of sponsored status
(see Table 6.1). The articles clearly inform the respondents about the
sponsorship status and about being tested. Participants were able to point
out which articles are sponsored and which are not. To avoid bias, ficti-

Table 6.1 Experiment design

Article # Product type Involvement Sponsorship Product Sample size
1 Search High Yes Laptop 21
2 Search High No Laptop 22
3 Search Low Yes Diet soda 23
4 Search Low No Diet soda 22
5 Experience  High Yes Travel agency 22
6 Experience  High No Travel agency 20
7 Experience  Low Yes Food delivery 27
8 Experience  Low No Food delivery 24
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tious brand names were used, and respondents were randomly provided
with one of the eight articles.

Sample

Indonesian market is widely considered as an emerging market. The data
were collated from participants aged 21 to 35 in the Indonesian market.
This particular demographic is used due to the evidence that the Y genera-
tion that was born around the 1980s and early 1990s has had constant
access to technology, thus making it easier for them to search for informa-
tion through written or video reviews on the inter web. In addition, the Y
generation has already stepped into productive ages and has started making
their own income, and therefore their consumption behavior (where they
will spend their income) is completely up to them. Furthermore, previous
online surveys such as Forrest and Cao (2010) stated that online consum-
ers are generally younger and better educated compared to conventional
age segment. Thus, the selection of Y generation consumers as the target
for this research is unbiased and appropriate.

Initially, 209 responses were collected and 181 valid responses were
finally achieved (48.1% females). The majority (63.5%) of the respon-
dents are graduates while 33.7% of them have finished their master’s
degree. In terms of the reviewers usage experience, many respondents
already had 1-5 years experience of using product review; in particular,
24.9% had experience of more than 5 years. This fact can help the research
to be more valid in analyzing consumer attitude toward product review
because, presumably, it can be considered that respondents had already
encountered several product reviews and already developed their own per-
ception toward them, which might give greater insight on the subject.

6.5 Result
6.5.1 Descriptive and Reliability Results

Table 6.2 shows the score of mean and standard deviation of dependent
variables and control variables used in this research.
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Table 6.2 Mean and standard deviation of dependent variables

Variables N Mean SD

Attitude 181 4.51 1.25
Purchase intention 181 5.60 0.90
Trust 181 4.61 1.19

We test the validity and reliability following the recommendation of
Malhotra (1987). Cronbach’s alpha and inter-item correlation are tested
to validate the scale. The result shows good reliability of attitude
(Cronbach’s alpha = 0.89), trust (Cronbach’s alpha = 0.89) and purchase
intention (Cronbach’s alpha = 0.75).

6.5.2 Manipulation Check

Product Type

Respondents were asked to rate the product type indicators after they had
finished reading the article, to verify that the manipulation was success-
ful. They were asked to answer the two questions developed by Krishnan
and Hartline (2001) on a seven-point Likert scale. The questions enquire
as to the ability of respondents to assess the product attribute before or
after purchasing the product or service. ANOVA result shows that respon-
dents who got the search goods articles got higher mean (Mean = 2.52,
SD =1.113, N = 88) compared to the respondents who got experience
goods (Mean = 6.57, SD = 1.117, N = 93, F (1,179) = 595.146, p <
0.001). Based on the result, the manipulation can be considered success-
ful as the scores are consistent with previously stated theory of Mudambi
and Schuff (2010), who suggested that search goods are harder to evalu-
ate before buying or using the product or service and this statement cor-
relates with the findings. In addition, the standard deviation of search
goods is lower than experience and it supports the argument.

Product Involvement

Product involvement has four indicators: interest, pleasure, sign and risk
probability. The result has shown that high-involvement product
received a higher mean score (Mean = 5.60, SD = 2.06, N = 96) in con-
trast to low-involvement product (Mean = 3.47, SD = 2.056, N = 85,
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F (1,179) = 48.455, p < 0.001). The manipulation worked because it is
consistent with the discussion by Laurent and Kapferer (1985), which
explains the condition that when the mean is higher it can be classified
as high involvement due to the fulfillment of self-interest, pleasure, sign
and risk probability.

Review Sponsorship

Lastly, the sponsorship variable has a two-item scale to calculate the mean
score on each factor, which are sponsorship and non-sponsorship. There
is respectively the same number of sponsored and non-sponsored articles,
and from the mean score non-sponsorship is rated higher (Mean = 5.045,
SD =2.29, N = 88) compared with sponsored (Mean = 4.18, SD = 2.27,
N =93, F (1, 179) = 6.478, p < 0.05). This indicates that the manipula-
tion results in a favorable outcome due to the fact that means are rela-
tively different; therefore, it reflects that the respondents are fully aware
of the sponsored status given in the article.

6.5.3 Hypotheses Testing

Descriptive result summarizes consumers’ attitude toward reviews under
different conditions (see Table 6.3).

ANOVA is used to analyze consumers’ attitude and purchase intention
toward different product reviews. The result (see Table 6.4) shows that
product type has a significant effect on consumer attitude toward product

review (F (1,181) = 5.08, p < 0.05). Surprisingly, no significant effect of

Table 6.3 Descriptive result

Sponsorships Involvement Product type Mean SD N
Non-sponsorship Low Search 4.20 1.55 22
Experience 5.12 0.95 24
High Search 4.57 0.99 22
Experience 4.72 1.30 20
Sponsorship Low Search 4.00 1.41 23
Experience 4.76 0.90 27

High Search 4.43 1.52 21
Experience 4.25 1.07 22

Notes: DV = Attitude



170 T. Jiang and Y. Liu

Table 6.4 ANOVA result

Df  Mean Square F Sig.

Sponsorship 1 3.85 2.57 0.1
Involvement 1 0.03 0.02 0.90
Product type 1 7.60 5.08 0.03
Sponsorship * involvement 1 0.01 0.00 0.95
Sponsorship * product type 1 0.65 0.44 0.51
Involvement * product type 1 8.10 5.42 0.02
Sponsorship * involvement * product type 1 0.07 0.05 0.83
Error 173  1.50

Total 181

Corrected Total 180

‘7 -

Attitude

Low involvement High Involvement

M Search goods Experience goods

Fig. 6.2 Interaction of involvement and product type toward attitude at low
involvement

sponsorship or involvement has been found. These findings suggest that
product type (i.e., search goods vs. experience goods) is the most impor-
tant factor when considering the effect of online reviews. Even sponsored
reviews will benefit the company with similar positive attitude as non-
sponsored reviews.

Furthermore, the effect of product type is moderated by involvement
(F (1, 181) = 5.42, p < 0.05). When involvement is high, there is no sig-
nificant difference in attitude between search goods (Mean = 4.49) and
experience goods (Mean = 4.50). However, when involvement is low, atti-
tude toward reviews on experience goods (Mean = 4.90) is significantly
higher than that on search goods (Mean = 4.10). See Fig. 6.2 for details.

Similar results have also been found for trust and purchase intention.
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6.6 Conclusions and Implications

The research aims to analyze the effects of different factors on consumers’
responses toward customer reviews in an emerging market. Based on the
findings from literature reviews, three factors are selected—product type
(search and experience goods), product involvement (high and low) and
sponsorship (sponsored and non-sponsored review). A 2 x 2 x 2 between-
subject design experiment was conducted. Consumers’ trust on, attitude
toward, and purchase intention for the products were measured as con-
sumer responses to the reviews. Based on the data collected from 181
respondents through online platforms, some interesting results were

found.

6.6.1 Theoretical Contributions

This study provides a valuable academic contribution toward online mar-
keting and social media, extends existing findings to an emerging market,
and identifies some interesting findings.

Firstly, consumers will respond differently to reviews for different
product types. Specifically, consumers respond to online reviews on expe-
rience products in a more favorable way than search products. This is
consistent with the literature. This might be caused by the fact that it is
much easier to assess search goods compared to experience goods (Hsich
etal. 2005). Thus, consumers will rely more on other people’s experience
to evaluate experience goods. Hence, they have more favorable response
toward the experience goods product review.

Secondly, no significant difference has been identified in consumers’
responses if the reviews are sponsored by the company. This is surprising
and in conflict with common sense and existing findings. This indicates
that consumers in an emerging market do not care about whether the
written reviews are sponsored by the company. They still appreciate the
benefit from other people’s reviews even when the other people are spon-
sored by the company. They treat the sources of online review
indifferently.
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Thirdly, there is no significant relationship between product involve-
ment and consumer responses in an emerging market. When making a
purchase, consumers in an emerging market will pay attention to product
review equally, regardless of whether the involvement is high or low. The
reason could probably be that the information available in an emerging
market is limited and consumers appreciate all sorts of information, espe-
cially other users’ experiences and opinions.

Finally, there is a significant interaction between involvement and
product types. Although involvement itself does not change consumers’
responses to reviews, it will moderate the effect of product type on con-
sumers’ responses. When consumers are making a less important decision
(i.e., low involvement), they will have a much more positive response
toward the reviews about experience goods rather than about search
goods. This is because consumers will appreciate the benefit from other
people’s opinions on experience goods. However, when consumers are
making an important decision, they will appreciate other people’s opin-
ions independent of the product types. It could be explained by the fact
that when making an important decision, no matter what type of prod-
uct they are going to purchase, consumers treat reviews as equally impor-
tant (even for a search good).

6.6.2 Managerial Implications

This research provides valuable and constructive online marketing com-
munication implication for companies in an emerging market. Firstly,
product reviews can foster positive eWOM in an online platform and
might trigger improvement in purchase intention of the consumer.
Secondly, by carefully identifying the product that is going to be reviewed
(product type or involvement), marketers could strategically make suit-
able plans to handle how the reviews will be displayed. Thirdly, marketers
can feel relieved when sponsoring a review article, as consumers in an
emerging market will pay attention to the sponsorships. Furthermore,
product reviews about experience-based product/service should be main-
tained with the quality of content to attract the consumer to experience it
themselves. And finally, if the product is experience based and considered
a low-involvement product, consumers tend to trust the reviews more.
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6.6.3 Limitations and Future Works

The current study focuses only on an emerging market. A cross-cultural
study between a developed market and an emerging market will enrich
the current findings and show some differences clearly. Some cultural fac-
tors should be examined as moderators. Similarly, some personal traits
would play some roles as well, such as risk aversion.

The underlying mechanism of the current relationships is not exam-
ined. Further works should focus on some mediating effect in the rela-
tionships between product types, sponsorship, involvement and
consumers responses—for instance, whether the online review works as
uncertain reduction in the emerging market.

Finally, other characteristics of online reviews are worthwhile to be
examined in further works—for example, format and valence of online
reviews.
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Enhancing Brand Image and Brand Trust
in the Vietnamese Tourism Industry Via
e-Word of Mouth

Hoang Thi Phuong Thao

7.1 Introduction

Word of mouth (WoM) is considered an important information source
that influences consumer behaviour (Chevalier and Mayzlin 2006).
Opinions and comments of consumers are highly evaluated because
their information is updated, interesting and more credible than market-
ing information from product/service suppliers. The development of the
Internet and Web 2.0 creates a new environment for easy information
exchange. Most of the electronic word-of-mouth (e-WoM) information
is not derived from companies, so it is very difficult to control this infor-
mation. With strong interaction and fast dispersion of information via
the Internet, unfavourable e-WoM may create an unintended communi-
cation crisis. Therefore, managers need to deeply understand and man-
age this information flow. Especially, in the tourism industry, intangible
characteristics of service are very difficult to evaluate before usage; tour-
ism services are highly risky for consumers when making buying decisions
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(Lewis and Chambers 2000). As such, WoM plays an important role
because over 50% of consumers confirm that information sourced from
their families and friends is mostly reliable (Vinaresearch 2013).
However, according to the report of Desktop Trafhic (2015), 11 travel
websites had the highest access volume in Vietnam, which came from
search engines (62.9%) and affiliate advertising (21.2%), while average
traffic volume from the social network only came to 1.1%, although
social networks are a good environment to spread positive e-WoM for
firms. This shows that Vietnamese tourism firms have still not recog-
nised the necessity of social marketing media in creating competitive
advantage.

Most of the previous research about the influence of e-WoM on con-
sumer activities emphasises the performance of increasing purchasing
intention, sale turnover, number of likes, number of comments and suc-
cess of introducing a new product (Chevalier and Mayzlin 2006), while
the impact of e-WoM on other important intangible values, such as brand
image and brand trust of the firm, has not been given attention yet. The
research on e-WoM adoption and its influence on brand trust and brand
image is rare; this study is implemented to explore the factors influencing
the adoption of e-WoM, and the consequent effects on brand image and
brand trust. To achieve these objectives, theories related to information
adoption, e-WoM and brand will be synthesised to build a research model
and, consequently, hypotheses. Next, research methodology will be set
up. After that, the research’s result will be presented. Finally, managerial
implications will be raised for tourism firms to improve their brand image
and trust via the non-commercial tool of e-WoM.

7.2 Theory and Research Hypotheses
7.2.1 e-WoM
According to Litvin et al. (2008, p. 459), “Word-of-Mouth (WoM) is

communication between person and person about product, service or
company. This information is independent of commercial advertising”.
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WoM communication is raised on the Internet through the virtual
foundation to establish e-WoM; thus the Internet is the foundation on
which the difference between electronic WoM and traditional WoM is
created. Emphasising this difference, Lee and Cranage (2014) note that
the influence of the Internet on e-WoM is very large: negative evaluation
of a message may spread in a few moments and affect the company in a
negative way. In contrast, positive assessment of a message will attract
more customers to online activities of the company. It should be noted
that informal communication in WoM includes voice interaction among
consumers and between the company and its consumers. These informa-
tion interactions are independent of public marketing communication.

7.2.2 Information Adoption

Information adoption model (IAM) of Sussman and Siegal (2003) is
used in research relating to online communication (Chen et al. 2011;
Cheung et al. 2008; Li 2013). These researchers propose that to adopt
information, firstly receivers must evaluate the useful level of the infor-
mation when receiving it. This evaluation is based on two factors: (1)
quality of message’s argument and (2) relevant suggestion in the message.
The quality of argument accounts for key nature of message’s information
and the relevant suggestion is not the main topic of the message (Petty
and Cacioppo 1986). When an individual is ready to perceive and able to
understand the message’s argument and explanation, quality of message
will determine the effective level of message’s information; in contrast,
when an individual does not have any motivation or is unable to under-
stand the argument in the message, other relevant suggestions will deter-
mine the effect level of message’s information. The reference from relevant
suggestion is compatible with evaluation of attraction, interest and trust
of the information source.

Relying on IAM, Cheng et al. (2008) suppose that relevant level of
information, timeliness, accuracy, completeness and credibility of information
source are main components of information quality in IJAM.

Let us first discuss the component relevant level of information.
Consumers in online environment want to find out necessary information
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as soon as possible without a lot of effort. Therefore, e-WoM information
in online public communication needs to be suitable in relation to the
topic of the website as well as goods/service of providers. Dunk (2004)
proposes that a relevant level of information is an important component
in the decision process of using the information. Thus, the first hypothesis
is proposed:

H1. The higher the consumers perceive the relevant level of e-WoM informa-
tion needed, the higher they adopt this e-WoM information.

Timeliness of information is presented by concurrent and timely upda-
tion of information. Madu and Madu (2002) note that if the information
on the web is outdated and not consistent with company activities, the
information cannot transmit and bring added value to consumers.
Furthermore, when customers get the information that they need, they
will immediately evaluate this information is useful for them (Cheung
et al. 2008). Thus, the second hypothesis is proposed:

H2. The higher consumers perceive timeliness of e-WoM information needed,
the higher they adopt this e-WoM information.

The accuracy of information represents customer awareness about the
respectability of information (Wixom and Todd 2005). Daft and Legel
(1986) proposed the theory of multimedia communication, in which
quality, accuracy and reliability play an important role in the information
exchange process. In other words, the more information is concrete, the
more it is easy to be accepted. Therefore, the third hypothesis is
proposed:

H3. The higher consumers perceive accuracy of e-WoM information needed,
the higher they adopt this e-WoM information.

Completeness of information is presented in fullness, entirety and words
of the message. Sullivan (1999) suggests that a website that focuses on
many groups of customers will deliver various kinds of detailed informa-
tion to attract customers to be interested in and use this information.
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Cheung et al. (2008) affirm that messages that provide completeness of
necessary information will be easily accepted by readers. Thus, the fourth
hypothesis is proposed:

H4. The higher consumers perceive completeness of e-WoM information
needed, the higher they adopt this e-WoM information.

Finally, let us discuss the component credibility of the information
source. In a virtual environment, consumers are free to express their opin-
ions without telling who they are, so assessment of the reliability of the
information will depend on readers. At that time, if the reader thinks that
the message is from a trustful source, they will highly evaluate the mes-
sage (Cheung et al. 2008). Based on this view, the fifth hypothesis is
suggested:

H5. The higher consumers perceive credibility of e-WoM information, the
higher they adopt this e-WoM information.

7.2.3 Brand Image

Brand image is considered as a key concept in marketing and brand
building (Keller 1998). Keller also states that “brand image is consumer
awareness about brand, the awareness reflects brand association in terms
of emotion, attitude and perception about quality of brand in consumer
mind” (1993, p. 3). The awareness process is decryption of information
associated with the brand. Staisch (2007) supposes that marketing efforts
focusing on creating a strong brand (which is loved and has a unique
association) will build a positive brand image.

7.2.4 Brand Trust

Brand trust is an important concept that helps customers think about
product/service quality (Crosby et al. 1990) and be loyal to the brand
(Chandio et al. 2015). Therefore, building and maintaining a long-term
relationship with customers is necessary for sustainable development of
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the brand. Lin and Lee (2012, p. 310) confirm that “brand trust in a
virtual environment is an emotional status engaged with self-confidence
and positive expectation from the brand”. A firm can build customer
trust if they can prove they befit the customer’s expectation (Chandio
et al. 2015). Accompanied by this expectation there is accepted risk
which customers consider as an uncertainty. Creating an environment in
which customers believe the uncertainty is very low, will increase brand

trust (Chaudhuri and Holbrood 2001).

7.2.5 The Links Among Adoption of e-WoM
Information and Brand Image and Brand Trust

Dobni and Zinkhan (1990) show that brand image is a result of interac-
tion between the receiver and incentive from marketing message related
to a brand and product. According to Liu (2006), e-WoM not only plays
an important role in increasing purchasing intention of customers and
reducing advertising cost but also helps to create a favourable image for
the company. Jalilvand and Samiei (2012, p. 461) note that “E-WoM
information that is published in a lively environment and place where
there is high interaction of Internet can have a strong impact on the
brand image and consequently lead to purchasing intention”. Besides,
Esch et al. (2006) confirm that a direct impact of the brand image exists
on the brand trust of consumers.

The above arguments act as groundwork to state that e-WoM informa-
tion influences brand image; concurrently brand image plays a mediating
role in the relationship between adoption of e-WoM and brand trust.
Thus, the following two hypotheses are suggested:

HG6. The higher consumers adopt e-WoM information recommended to a
brand, the higher they perceive of the brand image.

HY7. The higher consumers perceive of positive e-WoM information recom-
mended to a brand, the higher they trust the brand.

e-WoM also contributes to the development of the brand in long term.
The research results of Alam and Yasin (2010) and Ha (2004) show that



Enhancing Brand Image and Brand Trust in the Vietnamese... 185

positive information from WoM interaction in the Internet environment
has an influence on brand trust. So, the eighth hypothesis is proposed as
follows:

H8. The higher consumers adopt e-WoMl information recommended to a
brand, the higher they trust the brand.

7.3 Research Methodology

The Likert scale with five levels (where 5 stands for totally agree and 1 for
totally disagree) was built based on researches of Citrin (2001), Wixom
and Todd (2005), Wu and Shaffer (1987), Bambauer-Sachse and Mangold
(2011), Davis et al. (2009) and Delgado-Ballester and Munuera-Aleman
(2001). To ensure content validity of measurement, ten consumers were
interviewed to explore latent variables and adjust them to be appropriate
with contents of observed items. The interview result showed 32 observed
items that represent 8 constructs.

The convenient sampling method was used to do this survey. More
than 300 tourists attended the survey in four main cities in Vietnam:
Hanoi, Ho Chi Minh, Nha Trang and Da Nang. The response rate was
88%. In the response sample of 281, 9 responses were not qualified and
were deleted. Finally, 272 useful responses were used for further analysis.
Cronbach’s alpha tool was used to check the reliability. Discriminant
validity and convergent validity were checked by exploratory factor anal-
ysis (EFA) and confirmatory factor analysis (CFA). After that, research
hypotheses were tested by analysis of structural equation modelling
(SEM).

7.4 Research Result
7.4.1 Sample Description

In the sample of 272, male respondents account for 49.6%, female
respondents 48.2% and others 2.2%. Most of the respondents belong to



186 H. T. P. Thao

the age group 26-35 (60.3%), followed by those belonging to the age
group 18-25 (33.8%). Respondents with college degrees account for half
of the research sample, while 36% of respondents have a postgraduate
degree and 14% of respondents have a high school or vocational diploma.
More than half of the research sample (54.4%) is constituted by office
staff. About 43% of respondents have a monthly income of around
VND10-20 million, and nearly 48% of respondents have a monthly
income of lower than VND10 million. Only 9.2% of respondents have a
monthly income of higher than VND20 million.

Daily time spent using the Internet is very high. Nearly 45% of respon-
dents use the Internet for 45 minutes daily, 28.7% of respondents use the
Internet for 30-35 minutes, 20.6% of respondents use the Internet for
20-30 minutes and only 6% of respondents use the Internet for 10-20
minutes. Two frequent forms of e-WoM are instant messaging and online
social community networks. A few respondents participated in the web-
site assessment of the tourism service, travel news and e-mail. The char-
acteristics of research sample are described in Table 7.1.

7.4.2 Measurement Scale

The Cronbach’s alpha of measurementscale is in the range 0f 0.687-0.839,
which meets the criterion of higher than 0.7 (Nguyen 2014), so the reli-
ability of the measurement scale has been satisfied. The result of EFA
shows that 8 components are constituted from 32 items and there is no
moving of items among constructs. However, an item of CM2 has not
satisfied the criterion of factor loading higher than 0.5, so this item is
deleted (see Table 7.2).

CFA is implemented to test the validity of measurement scale. All fac-
tor loadings are higher than 0.5 (Hair et al. 2010)—at least 0.599—which
is needed to achieve convergent validity. The index of VAVE is com-
pared to external correlation (r) to check the discriminant validity of mea-
surement scale. The indexes of v AVE of all constructs range from 0.652
to 0.772 that is higher than the external correlation of all constructs (from
0.375 to 0.562). This result shows that measurement scale of all con-
structs achieves discriminant validity. At the same time, correlation
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Table 7.1 Respondents’ profile

Characteristics Frequency Percent
Sex
Male 135 49.6%
Female 131 48.2%
Others 6 2.2%
Age
18-25 92 33.8%
26-35 164 60.3%
36-45 12 4.4%
46-55 4 1.5%
Education
High school and vocational 38 14%
College/University 136 50%
Higher university (postgraduate) 98 36%
Occupation
Students 49 18%
Office staff 148 54.4%
Business owner 21 7.7%
Others 54 19.9%
Monthly income
Less than 10 million VND 129 47.4%
10-20 million VND 118 43.4%
More than 20 million VND 25 9.2%
Frequency of using Internet
10-20 minutes/day 16 5.9%
21-30 minutes/day 56 20.6%
31-45 minutes/day 78 28.7%
Over 45 minutes/day 122 44.9%

Frequency of participating in e-WoM
(1: less. 2: medium. 3: much)

Online social community (Facebook, Zalo, Twitter) 2.86
Instant message 2.25
Website assessment of tourism service 1.21
Website of travel news 1.48
E-mail 1.01

coefficients of all constructs are lower than 0.8 (see Table 7.3), so collin-
earity does not exist among constructs.
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Table 7.2 Result of reliability and EFA test

Measurement source Cronbach’s
Observable items Percent of variance JAVE alpha CFA EFA
Relevant level of 6.72% 0.652 0.687

message (Citrin 2001)
RL1

RL2

RL3

Timeliness of message
(Wixom and Todd
2005)

TM1

T™M2

T™M3

Accuracy of message
(Wixom and Todd
2005)

AM1

AM2

AM3

Completeness of
message (Wixom and
Todd 2005)

(@Y}

CcMm2

e-WoM information has related to my
information need.

| notice that it is suitable between
information from e-WoM and my
information need.

| can use e-WoM information to answer
my questions about a certain travel
issue.

6.25% 0.703 0.737

Content of e-WoM shows current
tourism information.

| frequently receive opinions that
immediately answer my question
related to tourism service.

Contents of exchanged information are
always updated.

7.68% 0.772 0.808

e-WoM information has high accuracy
and consistency.

e-WoM information expresses
practicality.

e-WoM information is reliable.

7.28% 0.743 0.726

e-WoM information is adequate for my
information need.

Addition to the main information | am
looking for, e-WoM provides other
information related to my information
need.

0.633 0.808

0.676 0.749

0.647 0.605

0.846 0.650

0.625 0.738

0.613 0.699

0.827 0.797

0.839 0.826

0.633 0.740

0.674 0.784

- 0.495

(continued)
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Table 7.2 (continued)

Measurement source Cronbach’s
Observable items Percent of variance VAVE alpha CFA EFA
CM3 I think e-WoM information meets my 0.800 0.784
tourism information need.
cM4 | suppose that tourism knowledge from  0.750 0.740
e-WoM has enough breadth and depth.
Credibility of 9.45% 0.741 0.827
information source
(Wu and Shaffer
1987)
i | suppose participants in e-WoM have 0.653 0.721
knowledge to assess tourism service.
Cl2 | suppose e-WoM comments are created 0.740 0.741
by specialists in assessing tourism
service quality.
Cl3 | suppose participants in e-WoM are 0.785 0.787
trustworthy persons.
cl4 | suppose participants in e-WWoM are 0.778 0.696
honest.
Adoption of e-WoM 10.27% 0.664 0.823
information
(Bambauer-Sachse
and Mangold 2011)
EW1 I usually use e-WoM to compare tourism 0.659 0.624
brands.
EW2 To choose the right brand, | often use 0.740 0.705
information from e-WoM.
EW3 I usually reference e-WoM when | choose 0.663 0.805
the brand for a certain tourism service.
EW4 I usually synthesise e-WoM to gain good 0.651 0.680
information before | choose a certain
tourism service.
EW5 e-WoM information motivates me to 0.601 0.639
choose a certain tourism brand.
EW6 e-WoM information creates confidence  0.664 0.607
for me to choose a certain tourism
service.
Brand image (Davis 5.82% 0.688 0.722
et al. 2009)
BI1 Recommended brand from e-WoM has 0.641 0.633

higher quality than other brands.

(continued)
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Table 7.2 (continued)

Measurement source Cronbach’s
Observable items Percent of variance AVE alpha CFA EFA
BI2 Recommended brand from e-WoM has ~ 0.641 0.693
ancient history in tourism industry.
BI3 It is easy to figure out responses of 0.774 0.633
recommended brand provided by
e-WoM.
Brand trust (Delgado- 10.85% 0.684 0.839
Ballester and
Munuera-Aleman
2001)
BT1 Recommended brand from e-WoM 0.740 0.628
provides tourism service with stable
quality.
BT2 Recommended brand from e-WoM 0.732 0.643
always supports tourists to solve
tourism issues.
BT3 Recommended brand from e-WoM 0.742 0.774
provides service that meets my need.
BT4 Recommended brand from e-WoM 0.671 0.690
always caters to customer satisfaction.
BT5 | feel recommended brand from e-WoM  0.599 0.701
provides worthy tourism service.
BT6 Recommended brand from e-WoM 0.606 0.663
always receives customer opinion to
create suitable tourism service.
Note: CM2 item is deleted after factor analysis
Table 7.3 Pearson correlation among constructs
RL ™ AM ™M Cl EW BI BT
RL  0.652
™ 0.432" 0.703
AM 0.224™ 0.375" 0.772
CM 0.132" 0.309"™ 0.259" 0.743
a 0.095 0.343" 0.098 0.391 0.741
EW 0.279" 0.293" 0.208™ 0.240" 0.421" 0.644
Bl 0.288" 0.339" 0.158™ 0.306"™ 0.487" 0.519"™ 0.688
BT 0.206™ 0.361™ 0.246"™ 0.336"™ 0.450" 0.475" 0.562 0.684

Note: * Significance at p < 5%; ** Significance atp < 1%
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Relevance level
of information

0.377**

Timeliness of
information

Recommended

Adoption of
brand trust

e-WoM

Accuracy of
information

0.015(ns)

Recommended
brand image

Completeness
of information

Credibility of
information
source

Fig. 7.1 Result of research model testing
7.4.3 Research Model Testing

The research model is tested by SEM analysis, which is shown in Fig. 7.1.
The indexes of research model are fit at X*/Df = 1.877 < 3; GFI = 0.840 >
0.8; CFI = 0.888 > 0.8; RMSEA = 0.057 < 0.08 (Hu and Bentler 1999).
Therefore, the research model corresponds with sample data collected.

The result of SEM analysis in Fig. 7.1 shows the following three factors
to have a positive influence on the adoption of e-WoM information (H1I,
H3 and H5 are accepted): relevant level of information, the accuracy of
information and credibility of the information source. The relationship
among three factors of e-WoM adoption, brand image and brand trust is
confirmed (H6, H7 and H8 are accepted). With p-value > 0.05, it is
noted that the two factors of timeliness and completeness of information
do not influence the adoption of e-WoM (H2 and H4 are rejected).
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7.4.4 Discussion

The factor of credibility of information source has the greatest impact on
the adoption of e-WoM. This result is consistent with the research of Zhu
et al. (2016): in a traditional communication environment, information
quality plays a key role in the receiver’s assessment of information, while
in the online communication environment the receiver is influenced
mostly by the credibility of the information source. The two factors rel-
evant level of information and accuracy of information also play an
important role in impacting on adoption of e-WoM. Although, the cred-
ibility of information source is recognised as the strongest influencer,
“receiver sometimes don’t follow indiscriminately someone’s recommen-
dation” (Cheung et al. 2009, p. 29). The authors reckon that if someone’s
advice is not consistent with the subjective belief of receiver, he/she tends
to suspect this information.

The two extant factors are timeliness of information and completeness
of information that do not influence significantly on adoption of e-WoM
in the tourism context. The result is different from the result of Cheung
et al. (2008) in the food/restaurant sector. For this sector, two factors of
timeliness and completeness contribute an enormous support to assess
whether e-WoM information is useful or not. The authors said that in
food/restaurant business, customers’ demand of food had not been recog-
nised often before customers use. Customers will refer to many opinions
in the communities when deciding food. There are many restaurants that
supply a large number of meals; in each restaurant, owners provide vari-
ous meals and dishes. Therefore, plentiful e-WoM information about
food and meal on the Internet will help customers compare and select the
best restaurant or meal easily. In contrast, in the tourism/travel sector,
customer demand of destination is often defined before the customer
uses the service. At that time, referring e-WoM will focus on choosing the
best tourism company that provides the best service quality in relation to
the destination chosen. Choosing and consuming travel services are not
timely, impulse as choosing and consuming food or beverage so custom-
ers don't rush to find reference information. Therefore, customers do not
heighten timeliness of information when using e-WoM.
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One of the differences between e-WoM and traditional WoM is that
e-WoM information is saved to be accessed at any time, so the informa-
tion volume is very big. When referring to a large volume of storage
information, readers can easily find related information which meets
their information needs. If this information cannot meet their needs,
they can interact with other tourists by e-WoM to get more useful infor-
mation. Therefore, timeliness and completeness of information do not
play an important role in affecting adoption of e-WoM in the tourism
sector.

In the relationship between e-WoM and brand image and brand trust,
the impact of adoption of e-WoM on the brand image (f = 0.723) is
stronger than on brand trust (f = 0.214). Concurrently, the brand image
makes a high impact on brand trust (B = 0.563). It is noted that the role
of adoption of e-WoM in brand trust decreases when the mediating vari-
able of brand image appears. This will become clear when we consider the
meaning of each construct. The brand image represents customer percep-
tion and thinking about tourism brand in the short term, but brand trust
is worthy in the long term. e-WoM plays a role in suggesting useful infor-
mation associated with tourism brand. Thus, receiving and decrypting
e-WoM information firstly affect the brand image in customer’s mind.
The influence of the brand image repeats many times and creates an accu-
mulation of information about the brand in the customer’s mind, and
has a significant influence on brand trust in the long term. Thus, it is said
that this research explores the considerable role of connecting the brand
image in the relationship between adoption of e-WoM and brand trust.

7.5 Conclusion and Implication

This chapter identifies the linear relationship among information quality,
the credibility of information source with the adoption of e-WoM, and
the adoption of e-WoM in relation to brand image and brand trust.
Therein, the credibility of the information source has the strongest impact
on the adoption of e-WoM. Two other important factors are relevant—
level and accuracy of information. The association of adoption of tourism
e-WoM information with tourism brand image and brand trust have also
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been confirmed. When customers’” adoption of e-WoM increases, the per-
ception of customers about brand image increases as well. At the same
time, the more the customers are aware of the tourism brand image, the
more they trust the recommended brand.

Based on the research result, some implications are raised for tourism
website managers to focus on social media to increase brand image and
brand trust as follows.

7.5.1 Increasing Quality of Information Exchange

To increase mutual trust level among e-WoM participants in an uncertain
environment such as the Internet, firms need to pay attention to reducing
risks for customers when receiving information. Firms need to create an
environment comprising two conditions: ensuring low risk and building
a rating system of participant reputation. This action will increase the
credibility of the message delivered as well as information quality created.
Tripadvisor.com is a company that has built such an environment by
stipulating a clear policy, the terms of usage and penalty level for any
individual/company who violates regulations on their website.
Concurrently, the website also builds a reputation system for every par-
ticipant through their comment history, ranking and liking, especially for
the appellation of each participant that helps other members visually
evaluate identity and credibility of the information source.

7.5.2 Promoting e-WoM Via the Social Community
Network

For the big social community networks such as Facebook, Vietnamese
tourism companies seem to create their fan pages following the move-
ment of young people; however, they invest in the fan pages poorly. For
example, the fan pages of five top tourism companies in Vietnam:
Vietravel, Dulich Vietnam, Saigontourist Travel, Dulich Viet and
Fiditour, have an average volume of liking lower than 100,000. This is
a small number of fans for a fan page of a top company in the tourism
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industry. Furthermore, the number of likes and comments for each
post in these fan pages are limited. Otherwise, in fan pages and social
groups speaking about tour news/evaluations, information exchange is
more enlarged positively. The post contents are about history, develop-
ment of destination or tourists experience and the interested feeling
when attending local activities at the destination. Instead of displaying
too much commercial advertising, the fan pages of tourism companies
should upload posts about customer curiosity and discovery to encour-
age customers to attend e-WoM positively, and customers should be
treated as friends so that they visit the company fan page more
frequently.

7.5.3 Using e-WoM to Enhance Brand in the Short
Term

Brand image is a variable that is influenced by e-WoM more than brand
trust, and brand image also impacts brand trust strongly. Therefore, tour-
ism companies should use e-WoM when in the process of developing a
brand. In the process of participating in e-WoM, tourism companies
should orientate contents and topics of communication around creating
positive recommendations associated with their tourism brand. To ensure
that company-associated recommendation is accepted, communication
content should be clear, understandable and especially engaged with the
company brand identifier. In the process of receiving this information
(decryption of associated recommendation), customers will stay engaged
and think positively about the brand in their mind.

7.5.4 Limitation and Further Research

The chapter just inspects the impact of five main factors on the adoption
of e-WoM. Therefore, other latent factors may exist that have not been
explored in this study, such as website design, amity of community and
consumer nature in the social community network. Especially, the qual-
ity of website may be a subjectively important element when pushing
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consumers to participate in e-WoM. (Yang et al. 2015). Further research
may complement more constructs and their components to fully evaluate
the role of adopting e-WoM in enhancing brand image and brand trust
in the tourism sector as well as the other sectors.

The chapter does not concentrate on a specific form of e-WoM. This
may lead to responses that are not uniform for all forms of e-WoM in the
online social community: tourism fan pages, travel news website, and so
on that have different characteristics. Thus, further research may focus on
the different forms of e-WoM to gain consistency and generalisation.
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Digitalisation in Dentistry: Development
and Practices

Yuan-Min Lin

8.1 Introduction

Opver the past several decades, the dental workflow has not changed too
much. Despite its maturity, the conventional “analogue” workflow is
time-consuming and labour-intensive. Ever since the introduction of the
dental CAD/CAM (computer-aided design/computer-aided manufac-
turing), the production of dental restoration has become more auto-
mated, as in many other industries. Meanwhile, the term “digital
dentistry” is frequently seen in all kinds of media. Many dental profes-
sionals misunderstand that digital dentistry equals to dental CAD/CAM
technology. In fact, digital dentistry stands for the involvement of the
computer-based tools during diagnosis, recording, communicating and
treatment of patients. Digital dentistry has been the biggest advancement
in the past few years in the dental industry. Numerous articles described
digital dentistry as “paradigm shift” or “revolutionary”; these articles lead
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the patients to believe that digital dental technology is currently the
mainstream of daily dental practices. Despite the generally agreed con-
sensus that digital dentistry is an inescapable trend, surprisingly, less than
10% of dentists in the USA used the intraoral scanner for digital impres-
sion in 2016 (Cowburn and Cowburn 2016).

Digital workflow for dental restorations consists of image acquisition,
data processing and digital manufacturing. When it comes to image
acquisition, most people think about digital impression using an intra-
oral scanner or digitalisation of conventional impression using a desktop
scanner. In fact, other image acquisition methods, including cone beam
computed tomography (CBCT), face scanning and even photo taking
using a digital camera, are also widely used in digital dentistry. After
image acquisition, software must be used to create a dental restoration or
appliance based on the “digital models” obtained from image acquisition.
This is also referred to as CAD, or computer-aided design. For example,
the software can be used to create the shape of a single crown or bridge
on the digital die. There are some free software products for the general
CAD applications. For complex shapes like a single crown or bridges,
paid software is a favoured option as it can hugely smoothen the work-
flow, and its functions are especially designed for dental applications.
After designing the dental restorations or appliances, the three-
dimensional (3D) model files can be sent to a dental laboratory or to the
dentist’s own on-site digital manufacturing system. Digital manufactur-
ing, commonly called computer-aided manufacturing (CAM), can be
divided into subtractive manufacturing and additive manufacturing. The
former refers to computer-numeric-controlled (CNC) milling and the
latter 3D printing. CNC milling has been used in dental applications for
more than two decades, so the mechanical performance, marginal integ-
rity and accuracy of CNC-milled dental restorations are comparable with
conventional solutions (Yao et al. 2014; Penate et al. 2015). These auto-
mated dental CAM procedures became more cost-effective compared to
conventional dental laboratory cost, especially in the high-wage coun-
tries, such as Western Europe, USA, Australia and Japan.

Before 2017, the digital impression was categorised into “closed sys-
tem” and “open system”. The “closed system” means that the exported file
of the intraoral scanner can only be read by CAD software and a CAM
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machine originating from the same company. In contrast, the file coming
from an “open system” intraoral scanner, mostly in STL, PLY or OB] file
formats, can be read by other CAD software from the “open system”
camp. As the market is getting increasingly competitive and dentists are
unwilling to put all their eggs in one basket, the boundary between open
and closed systems is disappearing. To give an example of Sirona (Dentsply
Sirona, USA) and 3 Shape Trios (3 Shape, Denmark), the former was
long considered as a “closed system” intraoral scanner manufacturer and
the latter previously provided the “pay-to-be-opened” option; however,
recently 3 Shape Trios allowed free exports in the first half of 2017.

The purpose of this article is to briefly describe the technologies used
in digital dentistry and also their influence on the dental industry until
2017, based on scientific findings, personal experiences and communica-
tion with the dental communities. The facts outlined in this article may
change over time.

8.2 Digital Impression

Digital impression technology replaced traditional impression proce-
dures, from prior methods of taking an impression using a tray and
impression materials to using intraoral scanners to create the 3D models
of the hard and soft tissues in the mouth. The digital impression system
creates an “electronic impression” that can be forwarded to the dental
laboratory or dentist's own CAD/CAM system. Because these 3D models
can be displayed on a chairside monitor using various software tools,
dentists can consequently evaluate their preparation quality, such as mar-
gin smoothness, occlusal clearance and preparation taperness. If the prep-
aration is not satisfactory, immediate corrections can be made which can
now save time and money, when prior conventional impressions would
have resulted in a second appointment.

“Digital impressioning” was first introduced in the mid-1980s when
Sirona Dental System released the CEREC 1 (Mormann 2006) (Sirona
Dental System merged with Dentsply International Inc., to form
Dentsply Sirona in 2015). In 1980, a Swiss dentist Dr. Werner Mormann
and an Italian electrical engineer, Dr. Marco Brandestini from the
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University of Zurich, developed the CEREC method, which stands for
Chairside Economical Restoration of Esthetic Ceramics. The method
was commercialised in 1987 by Siemens as the CEREC 1, the second
CAD/CAM system in dentistry. CEREC 1 was equipped with a 3D digi-
tal scanner and a milling unit to create dental inlays from ceramic blocks
in a single appointment.

During the procedure of conventional impression, problems could hap-
pen due to mould instability over time, for example margin laceration,
when separation and dimensional discrepancy occur between the mould
and the die. Digital impression is a non-contact measuring technology;
therefore, it can overcome the problems associated with the material lac-
eration during conventional impression. Also, almost all the intraoral scan-
ners in the market can provide enough accuracy to meet the clinical needs
(Ender et al. 2016), (Ender and Mehl 2011). A study pointed out that
compared to the additional silicon impression materials, intraoral scanners
only exhibited a slightly lower accuracy. However, the trueness and preci-
sion of the intraoral scanner are still far lower than 120 pm, below which
a tolerance value was generally considered clinically acceptable. Another
study also demonstrated a similar trend (McLean and von Fraunhofer
1971). The intraoral scanner also causes less gagging reflex because of the
small scanning tip. Despite all these benefits, it must be mentioned that
digital impression cannot replace conventional impression in every case.
For example, traditional impression materials can provide a better result in
situations in which a dry scanning environment cannot be achieved.

The cost was one of the first barriers for dentists when entering the
world of “digital impression”. In 2016, only a few companies in the world
were manufacturing intraoral scanners, which included 3 Shape (3 Shape
Trios 3, Denmark), Carestream (Carestream CS3600, USA), Dentsply
Sirona (Omnicam, USA), iTero (iTero Element, Israel), Planmeca
(Planmeca PlanScan, Finland) and other small brands. There was no
major intraoral scanner manufacturer from East Asia and the price of the
intraoral scanner ranged from 30,000 to 100,000 US dollars, although it
was dependant on the software packages. However, it became evident
that regardless of whether dentists intended to have the restorations made
in the external laboratory or use their own CAD/CAM system, an invest-
ment in digital impression system must be made. Thankfully, fierce com-
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petition between the companies made the market more liberalised and,
consequently, the cost of the digital impression system has dropped sig-
nificantly in the past two years. The price of the digital impression system
has now dropped to a range that most dentists “would consider” buying
one. It can therefore be expected that in the developed countries and in
some developing countries, the digital impression system will eventually
be embraced by most of the dentists. In Taiwan, it was observed that
younger dentists are more prone to quickly embrace the new technology
while senior dentists are more hesitant to enter the digital world in the
beginning due to the lack of familiarity with regards to recent technologi-
cal advances. However, as times are advancing, it seems rational to sug-
gest that the uptake of new technology is only going to get greater.

Like many other digital products, it is always risky to buy the latest
digital dental products immediately after they are released because they
are typically sold without having been tested extensively. A similar sce-
nario can be seen in the computer software, most of which is field-tested
by the consumer rather than being debugged by the developers. Luckily,
the calculating power and post-processing need for the image acquisition
heavily rely on the computer which the intraoral scanner is connected to.
Therefore, the bugs of a newly released digital impression system can be
fixed by a simple software update.

The latest model of many intraoral scanners can scan the objects in
colour. Colour scanning makes the scanned model more realistic and
clearer with the margin location. Blood or saliva contamination during
scanning can be easily differentiated in a colour-scanned model, while in
a monochrome model, the fluid contamination cannot be differentiated
which consequently results in inferior accuracy. Another benefit of the
colour scanner is the potential in shade matching. Currently, shade
matching of patient’s teeth with the shade guide, which is the colour
reference provided by dental material suppliers, relies heavily on the
naked eye or the digital camera. Because the colour of a tooth is not
homogenous, if the intraoral scanner can record colour distribution and
then match the shade in the same scanning procedure, it will save lots of
clinical time for shade matching. Matching shade usage in the intraoral
scanner is still in its preliminary stages; shade matching using conven-
tional shade matching procedures is still more accurate at this time. There
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is still a long way to go before the accuracy of the intraoral scanner shade
matching can be considered clinically acceptable.

8.3 CAD for Prosthetic Restorations

For dental CAD, not too many software products are available in the
world. Exocad Dental CAD, CEREC software (Sirona) and 3 Shape Dental
System are among the most used dental CAD software products in the
world. Other companies, such Carestream, Planmeca, iTero and others,
also have dental CAD software products but with low market shares.
Exocad is a dental software company worth noticing. Unlike CEREC and
3 Shape, Exocad is a small company specialising in dental CAD/CAM,
and it does not have its own hardware products. Exocad collaborates with
quite a few hardware companies as the OEM (original equipment manu-
facturer) for their CAD software. Because of this reason, Exocad grew rap-
idly in the past few years and has a huge user base. Many digital dental
laboratories in Taiwan use Exocad DentalCAD for their daily works.
Because of its popularity and simplicity, some dental schools, including
Department of Dentistry, National Yang-Ming University, where the
author is working, taught undergraduate students to used Exocad
Dental CAD in the digital dentistry course. CAD software can not only be
used to design fixed restoration such as crown and bridges, it can also be
used to design prostheses such as a removable partial denture, complete
denture, occlusal splint and implant abutments. Moreover, some CAD
software provides the simulation of jaw movement with a virtual articula-
tor. Targeting different users, most CAD software have a dentist version
and a dental technician version. In most cases, the former is a simplified
version of the full functional dental technician version.

One functionality that almost every CAD software is adding into their
features is DSD, Digital Smile Design. DSD is a working philosophy for
dentists to present what the patients will look like after the whole treat-
ment using photographic tools. A dentist can design the shape, calculate
the ratio and pick up the colour of the anterior teeth of a patient using
either database or manual drawing. It is a communication tool between
the dentist, the patient and the technician. If the patient is happy with
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the dentist’s design, the technician can fabricate the diagnostic wax-up or
provisional restorations according to the design from the dentist for the
clinical try-in process. Even though the DSD process can be presented in
2D using a standard presentation software such as PowerPoint (Microsoft,
Washington, USA) or Keynote (Apple, California, USA), integrating this
feature in the CAD software can smoothen the DSD workflow and pres-
ent the patient’s future appearance in a 3D manner. Not only is the
patient’s future teeth present, the soft tissue, including the later profile
and the lip position of the patient, can also be simulated. There are two
available applications that can implement the Augmented Reality tech-
nology to present the “after treatment” smile of the patients using a tab-
let: Kapanu app and QuicSmile app. The former is a spin-off company
from ETH Ziirich. It was acquired by the dental material giant Ivoclar
Vivadentin 2017. The latter was developed by an innovation team named
“Glamofy” from the electronics company ASUS. Using the machine
learning database, both DSD software can detect the intraoral area and
replace the current dentition with the “after treatment” image, without
the need for manual selection and replacement. However, neither soft-
ware has been integrated with any CAD software yet; therefore, the “after
treatment” smile could not be 100% recreated by restorations.

8.4 CAM Using CNC Milling Machine

CAM can be divided into two categories: subtractive manufacturing and
additive manufacturing. Subtractive manufacturing means that the den-
tal restorations, including crowns, bridges, inlays, onlays, veneers, occlu-
sal splints, dental implant restorations, removable dentures and
orthodontic appliances, are milled from solid blocks (or discs) of
materials.

As described previously, the technology behind the CAD/CAM sys-
tem is really mature. In the 1940s to 1950s, the first numerically con-
trolled machines were invented. The machines utilising a punched tape
to provide information for the positions work on machine tools. In the
1960s, technology advanced rapidly so that early computer systems were
implemented in manufacturing the parts of automobiles and aeroplanes
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(Weisberg 2008). Professor Francois Duret, a French dentist introduced
CAD/CAM concepts into the dental world in the thesis written at the
Université Claude Bernard Lyon, entitled “Empreinte Optique” (Optical
Impression) in 1973 (Duret 1990). Professor Duret submitted a patent
entitled “Method of and Apparatus for Making a Prosthesis, Especially a
Dental Prosthesis” (US Patent #4,663,720) in 1984. In the Chicago
Midwinter Meeting in 1989, Professor Duret brought his CAD/CAM
system and did a live demonstration, in which he successfully made a
crown in four hours (Duret 1990).

Nowadays, the time to mill a ceramic crown from a block can be as
short as 15 minutes. With an in-house digital impression, CAD and
CNC milling system, the dentist can achieve a “one-day dental crown”.
In the conventional workflow, a patient has to wear temporary restora-
tion for several days to even several weeks and visit the dentist again for
the final prosthesis. The “one-day dental crown” saves not only the chair
time of a dentist but also the time for patients and technicians. In Taiwan,
many dental clinics used the “one-day dental crown” as the marketing
strategy and were very successful. Patients who were not satisfied with the
aesthetic of their teeth were more willing to visit clinics that offered the
“one-day dental crown” because of the shorter treatment period. In addi-
tion, those patients who were not satisfied with their aesthetic had a ten-
dency to have more than one crowns or veneers placed. As a result, more
revenue was made.

The materials used for dental CNC milling can be polymers, ceram-
ics, metals or even composite materials. Milling of polymers, ceramics
and composite materials can be done by an entry-level CNC miller,
while milling of metal requires large milling power; thus it is usually
very expensive and only available in the dental laboratory. In order to
compete with the conventional prosthetic materials, the materials for
CNC milling must be both functional and “aesthetically” pleasing.
Opver the past decade, the materials for CNC milling have evolved dra-
matically. Here, we take ceramics as an example. Feldspar porcelain,
commonly used for PFM (porcelain fused to metal) crown and bridge,
was made in the form of a block by many material suppliers for CNC
milling. For better aesthetic, feldspar blocks with three or four colour
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gradients, for example Vita Triluxe and Vita Triluxe Forte, were offered.
These gradient blocks provided colours that could simulate the colour
change of a natural tooth from the incisal edges to the cervical third.
The location of the colour gradients on the milled crown or veneers can
be designed in the CAM software. Another material that is increasingly
becoming popular is zirconium dioxide (or zirconia), also called ceramic
steel. Zirconia is a high-strength material but has been complained
about for its opacity and whiteness. Therefore, zirconia was not used in
the aesthetic zone not long ago. By keeping the structure of zirconia at
the cubic phase, scientists have developed the high-translucency zirco-
nia, and they have been getting more popular recently. Like the gradi-
ent feldspar materials, gradient zirconia discs are now available in the
market, including KATANA Zirconia HT, LAVA plus and Zirkozahn

Prettau to name a few.

8.5 CAM Using 3D Printing

CNC milling is a popular technology, and numerous companies supply
CNC milling machines for dental applications. A disadvantage of milling
technologies is that they are less capable of carving complex details such
as undercuts and inner-geometry. The detail of the milled products is
determined by the diameter of the smallest milling tool a milling machine
uses. Furthermore, it can only produce one unit at a time. Additive man-
ufacturing, in contrast, is capable of building complex geometric features
and much more at a productive rate, if large quantities of products are
needed. Additive manufacturing, also known as 3D printing, has been
used for rapid prototyping of industrial products for almost three decades.
In 1984, the first patent for the stereolithography process was filed in
France (Andre 1984). A few months later, 3D System Corporation filed
another stereolithography patent which described a way to cure photo-
polymers layer by layer using ultraviolet light (Hull 1986).

Ever since former US president Barack Obama referred to 3D printing
technology as the technology that has the “potential to revolutionise the
way we make almost everything” (2013), 3D printing became well known
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by many dental professionals. By 2017, most of the dental restorations
and dental appliances could be made by 3D printing, despite some of
them being pricey compared to its counterpart made by CNC milling or
by conventional manufacturing procedures. For example, 3D printing of
zirconium dioxide crown and bridge is possible by inkjet printing glue to
bind zirconium dioxide powders followed by high-temperature sintering
at 1700°C. This technique is very rare, and the surface smoothness of the
printed model is still not satisfactory. Zirconium dioxide crown and
bridge made by CNC milling is a mature technique, and the material
cost for each crown can be as low as 5 US dollars. Another example is
base metal. Base metal is a commonly used material for low-cost crowns
and bridges. 3D printing and CNC milling of base metals are possible,
while the cost of both techniques is far higher than the wax-up and cast-
ing of base metal using a conventional method.

There are many types of 3D printing technology that can be used for
dental applications, such as Selective Laser Sintering (SLS), inkjet print-
ing, Stereolithography Apparatus (SLA), Digital Light Processing (DLP)
and Fused Deposition Modelling (FDM). SLS is a technique for metal
3D printing. It requires a high-power laser source to emit the laser beam
on the metal powder and sinter the metal powder in situ. A high-power
laser source is very pricey, so an SLS printer can cost more than 300,000
US dollars. Therefore, only large dental laboratories have enough cases
and are able to afford one. The inkjet printing technology is a developing
technology that can be used to print ceramic materials in the future. The
principle of this technology is to print binder from a Piezoelectric Printing
head to bind ceramics powders together. After burning and sintering in
the oven, a ceramic restoration can be obtained. This technology is still
under development and is currently not used in the dental industry.

DLP and SLA are the two most commonly used technologies in dental
3D printing. Both techniques are used to print resin, but the DLP uses a
projector while the SLA uses a laser as the light source to cure the photo-
polymerisable resin. The projector equipped with a DLP 3D printer proj-
ects black and white masks, which correspond to the shape of the slices of
the object to be printed, layer by layer. In contrast, an SLA 3D printer
emits a laser beam at once, and for each layer, it takes time for the laser
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beam to form a 2D mask from a dot. When the light in DLP or SLA 3D
printer irradiates on the photopolymerisable resin, the initiator in the
resin is activated and initiates the photopolymerisation, so the resin can
turn into a solid from a liquid.

The reason why DLP and SLA 3D printers interest dentists are because
resin can be used for so many dental applications, including provisional
restorations, denture base, occlusal splint, surgical guides, dental models
and even models for clear aligner. In view of the potential of DLP and
SLA 3D printers, many 3D printing companies already well known in
the industry and the DIY markets have entered the dental market, for
example 3D Systems, Stratasys, EnvisionTech, DWS and Formlabs.
Among all the products released by these companies, Form 2, Formlabs’
latest 3D printing model, gained a lot of attention from the dental com-
munity. The market price of the printer from Form 2 is only 3499 US
dollars, which is a price that almost all dentists and dental technicians can
afford. Furthermore, the recent partnership with 3 Shape in 2017 makes
Form 2 seamlessly integrated with 3 Shape’s CAD/CAM software. In
Taiwan, two electronics companies, Young Optics and Delta Electronics,
entered the dental 3D printing industry. Young Optics is a professional
company with a focus on the light engine of projectors. It not only man-
ufactured and sold 3D printers under its brand MiiCraft, but also allowed
other 3D printing companies to sell the same MiiCraft 3D printers under
their respective brand names. Delta Electronics is the largest company in
power supply manufacturing. Its 3D printer debuted in 2017, and will be
available on the dental market by the end of 2018.

In addition to the 3D printer manufacturers, there are also companies
who benefit from 3D printing techniques. Align Technology’s brand
“Invisalign” is the leading brand in the clear aligner market. The idea of
the clear aligner is to simulate a series of teeth movements from their
original position to a well-straightened dentition, and these simulated
dentitions are printed from the 3D printer. An elastic thermoplastic
material is heated and pressurised onto the 3D-printed models to form
clear aligners. For a whole clear aligner treatment, around 100 clear align-
ers are needed. Furthermore, the printed 3D models for clear aligner
applications do not have to be as accurate as the 3D models for the dental
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prosthetic applications. Therefore, it has a lower entry barrier and thus a

big market for the 3D printing industry.

8.6 CBCT and Implant Planning Software

Dentists have been using 2D periapical and panoramic radiography for
decades. The problems of the 2D radiography system are its inherent
distortion factors and the inability to demonstrate 3D spatial anatomical
structures. The early 3D radiographic imaging systems introduced into
dentistry were medical-grade CT, which were very expensive and required
a high dose of radiation. CBCT provides information on 3D anatomic
structures, quantity and quality of bone, and the location of blood vessels
and nerves. It requires a comparatively lower radiation dose as compared
to conventional CT scans. During imaging, the CBCT scanner rotates
around the patient’s head for around 200 degrees; meanwhile, a cone-
shaped source of X-ray radiation is projected through the area of interest
onto an X-ray detector on the opposite side to obtain a few hundred
sequential planar projection images of the field of view (FOV) for further
reconstruction. The reconstructed 3D digital images are composed of
“voxels” of the anatomic data. Unlike the intraoral and desktop scanner,
CBCT saves files in DICOM (Digital Imaging and Communications in
Medicine) format. DICOM is a standard for medical images and is used
in almost all hospitals worldwide. Any standard DICOM file can be
exchanged across hospitals and dental clinics. Therefore, CBCT serves as
a powerful tool for practices, dental laboratories and image centres. With
so many advantages, it is gradually becoming part of the standard proce-
dures for implant dentistry, orthodontic procedures, wisdom tooth
removal surgery and even endodontic procedures. In the dental market,
there are many CBCT manufacturers, including Carestream, Planmeca,
Imaging Sciences International, Sirona and Gendex Dental Systems. All
these companies provide CBCT with comparable resolutions and soft-
ware functions.

For a dentist who does not have much experience in implant surgery,
it is hard to place an implant with the correct angulation. Even for
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experienced periodontists, errors on the implant angulation can occa-
sionally occur that damage important anatomic structures, such as the
inferior alveolar nerves and maxillary sinus. With CBCT, implant loca-
tion, implant diameter, implant length and the angulation of the
implant placement can be planned using implant planning software,
such as Simplant® (DENTSPLY Implants), NobelClinician® (Nobel
Biocare), Invivo5 (Anatomage), TxStudio™ (i-CAT), coDiagnostiX™
(Dental Wings), Planmeca Romexis® (Planmeca) and Blue Sky Plan
(BlueSkyBio) to name a few.

The implant planning software allows dentists to visualise the simu-
lated implant in all directions. Its resolution is high enough that den-
tists can see the periodontal space of the adjacent tooth and even the
trabecular structure of the bone. With the segmentation function, it is
possible to select a specific anatomical structure for further processing.
For example, a tooth adjacent to the proposed implant can be selected
and virtually extracted or become half transparent in order for the den-
tist to have a better inspection of the proposed implant. Also, the vir-
tual abutment on the proposed implant can be positioned, and the
space between the virtual abutment and the opposite dentition esti-
mated. Once the implant position and orientation are finalised, the
surgical guide can be precisely fabricated using CNC milling or 3D
printing. According to the literature, the error of the tip of an implant
is 1 mm on average, provided that a surgical guide was used during
surgery (Van Assche et al. 2012).

With the implant planning software, surgical guides can be fabricated
based on radiographic information of the patient to guide dentists for
more accurate implant placement. The surgical guide can be made in-
office, by dental technicians, or even by companies that specialise in this
kind of services. In recent years, an implant surgery navigation system
based on optical tracking mechanism has become available in the market.
Compared to the implant surgery navigation system, the surgical guide
offers a much cheaper option with nearly the same functions. Although
CBCT is still a pricey instrument, the benefits that it provides to implant
surgery make the return of investment the fastest compared to that of
other equipment of digital dentistry.
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8.7 Discussion: Impacts of Digital Dentistry
on Dentists and Dental Technicians

8.7.1 Impacts of Digital Dentistry on Dentists

Every new technology evolved is a double-edged sword. The advantages
of the digital technology are that dentists are able to diagnose and treat
patients efficiently, as described in the sections above. In this section, the
disadvantages associated with digital dentistry are explained in detail. The
first thing is the learning curve. Most dentists never learned the principles
and the applications of digital dentistry when they were students. Some
clinicians are willing to try the new technology, but they do not have the
full understanding of how digital equipment works; therefore, bad expe-
riences may mislead them to the conclusion that digital technology is not
ready yet. In contrast, those early adopters who thoroughly understand
this technology consider it as an opportunity. For them, digital dentistry
is not just technology, but also a marketing strategy and a tool to save
chair time. Those early adopters also have the opportunity to dominate
the continuing education market for digital dentistry. Nowadays, patients
are well informed, and they would rather go to a dentist who is tech-savvy
than someone who is old fashioned.

The second disadvantage of the digital dentistry is the cost. At the time
of writing this article (2017), it is still difficult for dentists to afford all the
technologies available. Dentists could face negative financial results if
they cannot estimate the benefit and return of the digital technologies
and thus overinvest on them. It must be understood that every equip-
ment has its service life, after which it is not economical to keep the
equipment running. Therefore, it is important to get value from the
equipment during the period of service life. For example, until recently,
the overall benefits of digital impression were just above the level below
which it does not make sense for many dentists to purchase the equip-
ment. The “overall benefit” here refers to the time saved, the acceptable
accuracy and a better workflow compared to the conventional way of an
impression. In Taiwan, to start a dental practice with five dental chairs
with a CBCT and other essential equipment (no CAD/CAM machines)
costs at least 400,000 US dollars. With CAD/CAM machines, the cost is



Digitalisation in Dentistry: Development and Practices 213

even higher. This total cost is beyond the range that a young dentist can
afford. Therefore, large corporations are investing in more and more digi-
tal dental clinics in Taiwan.

In addition to the cost of the equipment, there is an extra cost that
dentists must know about. For example, if a dentist had so many cases
that he invested on a CNC milling machine in his practice, he must also
hire a dental technician for CAD and to operate the CNC milling
machine. In addition, a high-pressure air compressor, an air filter and
drying system, and a high-power vacuum machine are essential accesso-
ries to a CNC milling machine. Also, a high-temperature sintering fur-
nace is necessary if a dentist intends to fabricate a zirconium dioxide
restoration. In addition to the hardware cost, another hidden cost that is
sometimes underestimated is the annual licence fee or subscription fee.
For instance, 3 Shape charges an annual subscription fee for all of their
intraoral scanners, some of their desktop scanners, CAD software (all
modules) and orthodontic software. The subscription fee is 1500 euro for
either their DentalDesigner™ Premium software or D900 DentalSystem™
premium scanner.

As mentioned before, the open system digital impression/ CAD/CAM
system has provided us with a cheaper solution for digital dentistry.
However, despite these savings, dentists may encounter the “compatibil-
ity issue” between different brands. This “compatibility issue” is caused
due to differing software design philosophies, the different data field in
certain databases or even different nomenclatures to the same objects.
Luckily, this incompatibility can be solved during a software update.
However, before their newly established digital dentistry workflow
becomes smooth enough for daily practices, dentists have to spend some
time to optimise the parameters for each equipment.

8.7.2 Impacts of Digital Dentistry on Dental
Technicians

Not only does digital dentistry affect dentists, it also affects dental techni-
cians and as a result influences capital concentration. The barrier to
prevent the small capital from entering the automated production is the
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disadvantage of digital dentistry. Small dental labs, staffed by four to five
dental technicians or fewer, may not have the buying power to get the
equipment with the latest technology at a lower price as compared to a
large laboratory. Therefore, these smaller laboratories could probably end
up closing their business due to the inability to compete in price. For
mid-size and larger labs, it will be easier to carry on with business. Despite
it being a huge financial burden to continuously upgrade the equipment
and train technicians to update their knowledge, with the well-trained
technicians coupled with a smooth workflow, it is possible to increase
production and keep costs competitive, which is the biggest advantage of
digital dentistry. Another way for a dental laboratory to maintain their
business and levels of the product quality is to be “bought out” by large
corporations. In Taiwan, because of the low gross profit margin of the
electronics industry, many electronics companies looked for new venture
opportunities, and it turned out that they entered the dental market by
the acquisition of a large dental laboratory.

With a flattening world, it is easier to send the work of dental techni-
cians overseas, most commonly in China. There are laboratories in China
which hire more than 4000 employees in the factory. For most dental
laboratories in the developed countries, the biggest expense is labour.
While offshoring can save quite a few labour expenses and get a lower
price in the dental prosthesis, good communication and quality of the
products and the materials that the offshore factory offers may not be
achieved easily. Therefore, a domestic dental laboratory has to compete
with the offshore laboratory only by increasing the quality and enhancing
communications with the local dentists.

8.8 Conclusion and the Future of Digital
Dentistry

Digital dentistry is still in its budding stage; therefore, many young den-
tists grab every opportunity to absorb the knowledge and experiences in
digital dentistry. In view of this trend, School of Dentistry, National
Yang-Ming University, offered the first full-semester digital dentistry
course for undergraduate students in Taiwan. The course not only drew
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the attention of the undergraduate students, there were also many senior
dentists who audited the course. It can be foreseen that the digital den-
tistry course will become a required subject for undergraduate dental
students.

There are still many developing technologies, especially the dynamic
motion capture, artificial intelligence (AI) and multicolour 3D printing,
which will further improve the dental workflow. Using intraoral scanner
and CBCT, it is only possible to recreate the inter-maxillary relationship
in a static state. It means that during jaw movement, such as chewing, the
occlusal interference cannot be totally eliminated during CAD stage. A
jaw motion tracking device can record the jaw movements and detect
abnormality of the temporal mandibular joint. With the jaw motion
tracking device, the dynamic occlusal adjustment will be applied during
the CAD stage, and the removal of the dynamic occlusal interference can
avoid the tedious occlusal adjustment during the delivery of
restorations.

Automatic restoration design, automatic treatment plan making and
prediction of the border of the complete denture, can be some of the roles
that Al will play in dentistry. The restoration design and treatment plan
making are highly dependent on dentist’s experiences. For newly gradu-
ated dentists, help from Al can enormously reduce the complications of
a poorly made treatment plan. In order to obtain enough data from
patients, manufacturers of the intraoral scanners, such as 3 Shape and
3 M, upload the scanned data to their server after completion of the scan-
ning. It is still unknown what kind of Al applications they are developing
now; however, more companies have seen the potential of the dental
database and collect them as much as possible.

Multicolour 3D printing is a potential technology in the dental labora-
tory. For an aesthetic restoration, the current digital way is milling a
ceramic block with the closest shade, followed by manual staining, tex-
turing and glazing by technicians. It is labour intensive, and restorations
made this way have characteristic colours coming from the surface instead
of coming from “inside”. With the multicolour 3D printing of ceramics,
this problem may be solved in the future. A technician can design the
colour of a restoration to simulate the colour of dentin and enamel, trans-
parency of mamelons and the surface texture of the teeth.
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Digital dentistry is not just hype. When properly implemented and
invested, digital technology will be beneficial to dentists, dental techni-
cians and patients. Despite many clinicians still lacking confidence in the
digital dentistry now, many third-party entities, such as dental laborato-
ries, image centres and continuing education institutes, can collaborate
with dentists for better clinical outcomes. As the technology advances,
the flattened learning and lowered cost will lower the barrier for dental
community to enter the digital dentistry. This will happen very soon.
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Alibaba: Jack Ma’s Unique Growth
Strategy and the Future of Its Global
Development in the Chinese Digital
Business Industry

Young-Chan Kim

9.1 Introduction

In 1999, there were 18 gold diggers who scoured the World Wide Web,
in search of a new innovation that would shape the face of digital com-
merce. They were based in a small apartment in the city of Hangzhou,
and led by a man of great persistence, Jack (Chinese name—Yun) Ma, a
graduate of a second-tier university in Hangzhou, which he had been
admitted to after two failed attempts at the Chinese university entrance
exams, the Gao Kao. Since 1999, however, the company has been at the
forefront of the developments in Chinese e-commerce—eventually
becoming one of the most successful I'T-derived industries to come into
existence, in terms of their IPO rate which stood at US$68 a share, valu-
ing the company at $168 billion. This is Alibaba, the first e-commerce
company that formulated transactions that exceeded $1 trillion in value,
in 2012 (7he Economist 23rd March 2013c).
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In July 2000, the company was featured in Forbes, as its choice for the
standout B2B firm of the year, and it was again lauded as being one of the
‘Best of the Web,” in 2001. Ma himself was further credited as being one
of the 100 Global leaders for tomorrow by the World Economic Forum.
However, at that time, Alibaba.com solely derived its revenue from online
advertising, and had been operating in the red before 2001, when they
eventually recorded their first ever profit on a cash-flow basis. Thus, one
can conclude that Alibaba’s role as the ‘middle man’, was neither elabo-
rate nor as capitally profitable as it was initially portrayed. Being only a
platform which matched sellers to business buyers, there was no unique
mechanism which would have allowed for them to generate an operating
profit.

On the contrary, as a result of the ‘dot-com’ burst, external manufac-
turing firms, especially in America, began to actively seek cheaper goods
manufacturers. Thus, they started to utilise Alibaba, which gradually
allowed Alibaba to increase its market presence, as well as its market share
due to the sudden considerable increase in demand. As such, it can be
said that it was indeed the influence of external factors—such as the dot-
com bubble—which stimulated Alibaba’s rise and not the successful
implementation of a direct strategic objective, as initially perceived. In
addition, China’s admittance into the World Trade Organisation (WTO)
in 2001, allowed small and medium firms to finally open their doors to
American businesses—for which Alibaba served as the gateway. It was
through these channels that Alibaba became a household name in the
e-commerce industry and not through specifically targeted growth strate-
gies, as stated in Mas interview with Ignatius when he said, *...there were
three reasons why we survived. We had no money, no technology, and no
plan’.

Despite the supposed lack of a distinct growth objective, it was a well-
recognised fact that Mas role in Alibaba, as the founder and CEO, served
as the fundamental driving force that has turned Alibaba into a global
leader in the digital business industry, which is the focus of this research.
His ambition and appetite for greater success has been the foundation of
Alibaba’s development to this day—which has culminated in them
acquiring a variety of digital companies, ranging from mobile companies
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and logistics to entertainment companies, including even a football club.
Ma’s aptitude has allowed for multiple ‘successful entrepreneurial projects
which are the results of a search and matching process between entrepre-
neurs looking for funds and capitalists looking for new ideas to finance’
(Cipollone and Giordani 2013). This research will therefore attempt to
explicate how Jack Ma drove Alibaba into becoming a leading company
in the digital age—a process that was actualised through (a) the tradi-
tional Chinese way of conducting business; (b) Ma’s animal spirit; and (c)
consistent movement towards becoming a brick and mortar store through
various merger and acquisition initiatives.

9.2 Alibaba’s Interpretation of the Traditional
Chinese Ways of Doing Business

The e-commerce industry in China has been impeded greatly by ineffi-
cient telecommunication lines, ineffective payment processing mecha-
nisms, poor quality products, unreliable delivery, and fundamental
concerns about one’s security as well as the lack of trust which stems from
a poor legal/regulatory system (Martinsons 2008). Under this poor digi-
tal environment, Alibaba was the only e-commerce company which orig-
inated and developed in China. Shirley Lin at Goldman Sachs called
Alibaba a ‘localness’, while John Wu, the technology specialist from
Yahoo, stated of Alibaba’s uniqueness that ‘...there are a lot of Internet
companies that were started by people who had studied in the US and
returned to China...Jack Ma has been in China all his life’ (Clark 2016).
One of the most distinguished strategic agendas that Ma employed was
‘developing an internet company in the Chinese way’. In comparison to
the front runners in the market—such as Sina, headed by Wang Zhidong
from Beijing University; Sohu, led by Chaoyang Zhang from Tsinghua
University, who then did a PhD at MIT; and NetEase.com, headed by
Lei Ding, each of whom based their business models on US internet sys-
tems—Alibaba opted to seek out what Chinese people needed on the
website and how you could interlink with small and medium enterprises,
which Jack Ma had learnt while at the quasi-state-owned China
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International Electronic Commerce Centre (CIECC). He wanted to
build a platform for someone like himself, who knows neither coding nor
any computer-based languages, and who does not possess any spectacular
mathematical analysis skills; he wanted instead to build a business for the
international market, ‘to make it easy to do business anywhere” (Alibaba.
com, 2017). For this, Ma chose particular growth and development strat-
egies, unique only to those accustomed to the typical Chinese ways of
doing business.

9.2.1 Four Transactional Phases Adopted by Alibaba

Four distinct phases can be identified when analysing the mechanics of
Alibaba’s developmental process: information, negotiation, payment and
delivery. They are connected and sequenced according to the trading
rules that govern the Chinese e-market (Zhao et al. 2008b). From the
outset of Alibaba’s growth, such phases were instrumental in assuring
their status as a trustworthy and credible firm that has allowed them to
develop into a global leader in e-commerce.

9.2.2 Alibaba’s Information Phase

Ma’s experiences, during his time at ChinaPages.com and during the first
stages of Alibaba’s existence, were focused on providing information-
based services to users mainly in China. The period involved the aggrega-
tion and publication of significant amounts of information, regarding the
state of the e-market. The ability to process such information allowed
potential buyers and sellers to readily exchange business contents—lead-
ing to customisation and personalisation, both of which gave Alibaba the
competitive edge in the ever-developing e-commerce industry.

To begin with, in 1995, with the invention of the World Wide Web,
a new paradigm of e-business opened up for Mr. Ma, which allowed
him to identify a supposed loophole that he was able to idealise and
exploit in his pursuit to revolutionise the e-commerce industry in
China. This caused him to initiate a small e-commerce business, which
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went by the name of ‘ChinaPages.com’, and provided website develop-
ment and indexing services to local entrepreneurs. However, due to the
differences in their strategic vision, Ma and eight members of the core
development team eventually left the organisation in favour of a new
idea.

This eventually led to the formation of ‘Alibaba.com’, which was essen-
tially alike in terms of its function to ChinaPages.com. As a result, we can
acknowledge that there was an evident deprivation of strategic innova-
tion. This was perhaps due to the fact that at the outset in 1999, Ma and
his team had only an initial budget of 500,000 RMB, 200,000 of which
came directly from Ma’s pocket.

As such, during the information phase, Alibaba faced significant prob-
lems in adjusting to the B2B/B2C environment in China. The Chinese
ways of doing business are far more complicated and less straightforward
than the traditional Western routes, as shown in eBay’s case. Some of the
fundamental issues with eBay in China were the delivery failures and
cash-return policies, as a result of their free-returns policies and the lack
of trustworthy credit which allowed for the rise in deception—whereby
product information and delivery statuses were often falsified with eBay
having to compensate for such occurrences. The case of Mobike (a
bicycle-sharing scheme) demonstrated that Chinese society still needs to
tighten the control on their business morals. It was thus the introduction
of the “TrustPass’ membership scheme that allowed Alibaba to combat
such problems, allowing for both buyers and sellers to utilise their ser-
vices with ease.

As such, the “TrustPass’ scheme that Alibaba offers, was perceived to be
Alibaba’s first-credited success strategy. Chinese businesses typically
refrain from allowing commercial credit primarily due to the lack of reli-
able means to evaluate an individual’s creditworthiness. Therefore, the
scope of a business is typically determined through personal discretion
and the social requirements, rather than the present economic forces
(Martinsons 2008). Hence, the introduction of such reliable trust net-
works between both the buyers and sellers allowed for the building of
greater security between vendors—forming a mutually beneficial rela-
tionship in the process.
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9.2.3 The Negotiation Phase

It is integral for managers, especially those from firms in the e-commerce
industry, to synthesise the present IT technologies—such as account
management, negotiation procedures such as bidding and tendering, as
well as the systems involved in contract signing. The fundamental issues
that the e-commerce industry needs to address is to draw up a compre-
hensive set of impartial rules that seeks to create an efficient platform of
exchange—an efficacious process that serves to mutually benefit both
vendors and customers while also offering secure transactional facilities.
B2B/B2C e-commerce businesses, where buyers and sellers from all
over the world engage in the process of exchange through various online
and offline platforms, facilitate and maintain the state of markets (Bakos
1998; Dai and Kauffman 2002), helping firms and consumers alike, sur-
pass the typical distribution channels, and extend their influence and
appeal globally (Senn 2000). In order to initiate an effective mechanism
of international trade, mutual trust between both suppliers and buyers is
critical, more so in the e-commerce industry due to the evident asym-
metry where buyers have fragmented information about the suppliers. As
such, buyers hold the risk of purchasing from unwarranted suppliers,
which further impacts the nature of the transaction between the two par-
ties (the risk is applicable to both sides, as suppliers also face issues such
as non-payments by buyers). In such situations, trust is ‘an important
lubricant’ for economic exchange to occur (Arrow 1974, p. 23). The
dichotomy in both time and space between the vendors and vendees in
global e-commerce further elevates the potential risks that are related to
asymmetrical information—which increases the value of trust.

“TrustPass’ Membership

“TrustPass’ membership is a pay service that is directed to the seller,
founded by Alibaba—which serves as a guarantee, through a third-party
certification authority, in identifying the creditworthiness of the respec-
tive members. In comparison to Amazon or eBay, who place greater focus
on the buyer, Chinese B2B firms are highly concentrated on sellers, which
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led Alibaba to implement the TrustPass scheme to ensure the security of
their vendors. It allows the system to detect and eradicate the issue of
falsification, allowing for greater security in making transactions for buy-
ers while gradually increasing the supposed ‘brand image’ for the sellers.
As such, through the scheme which involves the sellers having to sign up
to partake in business, Alibaba serves as the guarantor for their products
which allows them to steadily increase their market presence, while pro-
viding the added security for the buyers. It can further result in sellers
gaining a competitive advantage over their rivals, should they be deemed
as being more ‘reliable’.

Over 87% of Alibaba’s clients globally across the past two years
exclaimed that that they were concerned about the notion of trust regard-
ing the nature of their goods; thus, Ma, as stated above, exploited this as
a loophole to gather capital. The “TrustPass membership’ that was conse-
quently introduced involved the firms paying a deposit of 2300 RMB,
which guaranteed their status as a trustworthy firm. Thanks to the success
of the scheme, Alibaba managed to reap 6 million RMB in profits, by the
end of 2002.

As such, the ‘TrustPass’ scheme includes:

Online Services:

1. Unique registration numbers: having their own credit profiles, sellers
can add up their credit; the higher the credit levels, the higher the sell-
ers will be on the purchase list.

2. Personalised online resource tools: only available for “TrustPass’
members—can essentially act as shop owners in promoting their
products.

3. Powerful search factors: can find out the buyers information, increase
their business chances and appeal to wider audience.

4. Can leave messages to the buyer, ask questions and communicate with

greater ease with the buyer.

Can use Zhifubao to protect profits; can get promise of compensation.

6. There exists a “TrustPass’ website, which is easily readable to the buyer;
seller can update information at any time which can be instantly read
by the buyer—increases loyalty in the process.

N
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Offline Services:

1. Fair, impartial information—in promoting their company and
products.

2. Conference; chances to diversify into doing global business.

3. Training; offers business technology, experiences to increase profit
successes.

4. Sense of community; by holding different types of platforms, can
teach you how to handle business-related issues, both online and
offline.

5. Professional services by staffs online—8 hours per day for 365 days.

What Is the Benefit?

1. It lets the buyers find out where the sellers are, by increasing their
priority in the website search rankings, having different types of pro-
motions listed which increases the selling platform and customer
appeal.

2. It collates brands to create a big online market; according to a 2005
academy report, Alibaba already holds approximately 87.2% of the
B2B market share.

3. It haslots of buyers and thus fresh buyer searching information, which
is updated every 2 hours—giving buyers access to the latest
information.

4. According to the data from Alibaba (2010), 85% of buyers and 92%
of sellers have readily adopted the “TrustPass member’ scheme, and
consider it to be of fundamental importance when engaging in
transactions.

The “TrustPass’ initiative is symbolic of the traditional Chinese ways of
thinking—Chinese people love to compare and enjoy spending money
on the latest products. Alibaba thus knows how to attract the buyers’
attention by helping the “TrustPass members’ create aesthetically pleasing
webpages, and providing wider access to their products through greater
marketing networks.
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Alibaba itself remained in the ‘wilderness’ not only because of the lim-
ited “TrustPass membership applications’ but also due to the lack of a
distinct strategy until May 2003, when they first introduced the online
shopping mall, ‘7z0bao’—which put them on the road to success.

Taobao

In May 2003, a ‘free’ platform where one could trade merchandise, free
from fees and other commissions, was born. This was Taobao, Alibaba’s
creation which went from strength to strength—soon displacing eBay
China, as the key player in the booming e-commerce industry. Taobao
today holds approximately 75% of the total market share with 1.1 trillion
RMB (US$178 billion), despite it being a late entrant into the industry.
They achieved this through the generic Chinese methodology, whereby
they prioritised the voice of the audience through extensive review sys-
tems which allowed other buyers to gain a credible insight into the prod-
uct before deciding to purchase it for themselves.

The unique nature of Taobao, such as its concentration on the sino-
ethnic market specifically, was fundamental to its growth. Similar to the
principle of Chinese takeaways, which are present all over the globe,
Taobao enrolled the services of sino-ethnics around the world, as a sup-
plier of multi-national products. This permitted them to minimise the
service costs—allowing them to supply a large volume at a reduced price.
Next, the fact that the services of sino-ethnics were used minimised the
value of foreign traders—as shown by the fact that 96% of Taobao mer-
chants were of Chinese origin according to an anonymous source close to
the company.

Contrary to popular belief that Taobao has the capacity to become the
global leaders in the e-commerce industry, it is essentially a Chinese firm
for Chinese people, as shown by the fact that it is dominated by sino-
ethnics—which reduces the need for foreign investors. Furthermore, the
website itself is displayed in Chinese only, which laments the fact that it
is primarily concentrated on the Chinese market.

Next, the ‘free’ nature of it meant that merchants and customers alike
flocked to Taobao to shift their goods to the global audience. It was the
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ideal way in which small businesses could generate a substantial profit
without being suppressed by taxes. Furthermore, unalike its competitors
such as Amazon.com.cr’, Taobao prioritised small-sized businesses,
which enabled it to rapidly increase its market share.

On the other hand, although Taobao itself is officially a free service, as
demonstrated by the “TrustPass’, in order for a business to actively com-
pete, it needs to spend for it to standout from its rivals. As such, if profits
are the motive, spending is necessary.

The “TrustPass’, in essence, was an internet marketing strategy, which
was offered to members to give them priority and ‘kudos’ among their
competitors. Next, it enabled their items to be displayed in front of their
competitors resulting in a larger volume of sales. On a platform that pro-
cesses 40 million visits per day, with 4.87 million registered users, priority
is a vital element to success. Furthermore, post the initiation of this
scheme, subscribers can gain access to ‘Aliwang wang’, an instant mes-
senger platform that permits the buyer and seller to communicate
instantly with greater ease. This essentially results in the formation of a
‘virtual community’, whereby the buyers and sellers are mutually benefit-
ting each other through such liaisons. Such a reduction in the asymmetri-
cal power relationships between the buyers and sellers has further worked
in Taobao’s favour. The payment structure, which Alipay invented,
whereby the payment is held until the buyer has confirmed the receipt
and authenticity of the product, was further warmly embraced by Chinese
C2C businesses. Such decisions were actualised with ease since Alibaba’s
roots were originally in the trading directory industry—which allowed
them to link buyers from around the world with Chinese suppliers, pro-
viding the blueprints for a Chinese-originated transnational C2C
business.

Hence, Alibaba endeavours to profit through the aforementioned
“TrustPass’ scheme—acting as the guarantee for products, increasing
revenue and interest through added security. Creation of Alipay, a secure
money transaction mechanism, ensures that capital is safe. Despite the
registration process being free, the “TrustPass’ incurs an annual charge
(2300 RMB in 2012, for instance), which is necessary to increase sales in
the face of significant competition. Furthermore, the detailed informa-
tion on the supply and demand of goods through the created platform
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means that effective communication can take place between merchants
and buyers from China to across the globe. Through such means, Alibaba
has managed to gain a significant amount of market share in a relatively
short period of time, while maintaining and increasing their credibility in
the process. This is because the absence of a registration fee will encour-
age new members to join with ease—with those wanting greater security
and credibility opting for the TrustPass membership. Whereas other
money transferring mechanisms all request commission, Easy monetary
transactions through Alipay further ensure that people are more willing
to engage with the platform. And the fact that the aesthetics are also
pleasing, alongside the ever-present customer services team, Xiaoer,
makes the experience more appealing. Once people are used to the sys-
tem, Alibaba gradually start charging for their services, meaning that they
are more willing and able to upgrade. The creation of Yuebao—the online
savings platform where consumers could deposit funds at any given
instance for future use—gives Alibaba access to greater funds within their
system.

9.2.4 The Payment Phase

During the payment phase, monetary transactions take place between the
buyers and sellers. Typically, consumers tend to demand credible and
secure payment services that are further flexible. Reducing the potential
risks that are associated with transactional issues, as well as the ability to
support a variety of payment methods offered by financial institutions
from around the world, is the usual solution offered to tackle the above
matters. As the financial systems in China are being modernised, the
e-commerce industry especially needs to offer a competitive alternative
through which it could increase both the volume and value of the
transactions.

The concept of capital flow is exhibited through Alibaba’s attempt to
rival the traditional banks’ methods of saving. Yuebao is a contemporary
method of saving where consumers could save money on an online plat-
form through which they would receive interest, albeit small, on a daily
basis, which has made it a preferred method of conserving funds than
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simply depositing it in banks. The incentive of daily interest being
accrued, meaning that users will see incremental increases to their funds
on a day-to-day basis, made it far more appealing as even those with lim-
ited funds reserves could partake in the scheme. The minimum required
amount is 1 RMB, and even this accrues interest—prior to the introduc-
tion of Yuebao, the concept of saving was unfeasible for the average
Chinese person, especially those on lower incomes. Hence, this gave
those on low incomes the opportunity to attain happiness through saving
while giving those on middle incomes the happiness of spending through
saving—a victory on two fronts of the market for Alibaba. Furthermore,
the ease of transferring money without the worry of commission has ben-
efitted Alibaba’s case against rival banking systems, so much so that more
than a trillion RMB has been deposited into Yuebao to this date. In addi-
tion, the added convenience of Yuebao that it is a simple online platform
has made it more accessible to the many—especially in rural areas where
access to physical banks are restricted. As such, Alibaba through Yuebao
has altered the ways in which people perceive the act of saving—in the
sense that they view saving from an investment mindset rather than as a
simple method of storing money, which was the case before.

9.2.5 Alibaba’s Delivery Phase

The delivery phase involves the actualised delivery of goods from the
suppliers to the buyers, which makes up the fulfilment process along-
side the payment phase. The transportation of bulk goods involves the
synchronisation of multiple entities—ranging from various means of
transportation and storage providers—to banks and customs agents.
Being an emerging industrial economy, China currently lacks the suf-
ficient infrastructure to effectively supplement the rapid rises in the
demand for online commerce. The ensuing challenges for managers
and directors alike has been ensuring that each of the different entities
in the process have ready access to the information, products and ser-
vices involved in the whole transaction procedure. Collaboration is
therefore critical in obtaining eventual customer satisfaction in the
e-commerce industry.
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Before Alibaba created the cainiao distribution network in 2013, there
were five well-known logistics companies in China—Sizongyida, Shunfeng,
Zhongtong, Yuantong and Shentong. Each company had its own networks
and its own regional advantages. This was, however, completely synchro-
nised by Alibaba.

From the outset, Alibaba’s logistical intentions were evident through
the partial ownership of the xingchen delivery in early 2010, as well as it
launching wuliubao in 2011, which sought to use third-party warehouses
and delivery networks to deliver their goods. Due to the evident difficul-
ties in logistical management through third-party networks, Alibaba
aimed to create their own logistics network through the aforementioned
cainiao system, through the collaboration between big data and outsourc-
ing networks which led to the increased efficiency in delivery allocation.

Jingdong, a rival e-commerce firm, adopted an alternative business
plan which sought to minimise such delivery costs through the use of
their own warehouse systems which house the products from vendors
and third-party sellers, whereas cainiao seeks to collaborate with delivery
companies instead. Further, the companies involved in the delivery pro-
cess with Jingdong mainly service Jingdong’s clients, whereas cainiaok
delivery partners, such as delivery company rongda, service other non-e-
commerce firms also. Such logistical benefits to operating their own
warehouses, however, have led Alibaba into becoming a ‘brick and mor-
tar’ store themselves through further collaborations.

9.3 Alibaba and the Government: A Long-
Lasting Relationship?

9.3.1 Trust

Chinese culture is often characterised by its particularist sentiments—
where great importance is placed on building up trust through interper-
sonal relationships, which are particularly difhicult for foreigners to
partake in (Trompenaars 1993, Hickson and Pugh 2001). The neo-
institutionalist views of trust (Zucker 1986, Lane and Bachmann 1996)
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consider it as being the critical factor that determines the nature of such
relationships—between both the trusters and the trustees.

Generally, neo-institutionalist research on trust (Zucker 1986, Lane
and Bachmann 1996) has often explicated the supposed embeddedness
of trusters and trustees in social and economic systems, in addition to the
institutional support provided by various rules and norms, if and when
they are seen as being effective, and how they promote trust relations. It
further corroborates Luhmann’s (1979) interpretation of the presence of
a ‘system trust’, as being a sort of abstract trust which upholds the rela-
tionship between two individuals.

As Lerner alluded, ‘every hub of cutting-edge entrepreneurial activity
in the world today had its origins in proactive government intervention
(2010)’. As such, Alibaba also sought to bridge such trustful relations
with powerful politicians—seeing it as a method to exploit the institu-
tional regulations that restricted the development of B2B or C2C busi-
nesses. The existence of stringent rules made political involvement in
business more and more severe (Hellman et al. 2000). Through such
political interventions, which tended to be more private than direct,
Alibaba first began to expand—with increasing numbers of political fig-
ures wanting to benefit from the boom in entrepreneurial venture
capitalism.

As soon as Jiang Zemin, a fundamental figure in the Party, came to
power, he immediately opted to welcome business leaders into the Party,
allowing them to influence economic policies and partake in decision-
making procedures. Yet, when considering the relationship between
Chinese businesses and politics, it is vital to differentiate between the
value of political connections and the direct effects of political participa-
tion, which represents an explicit commitment and direct involvement
in a country’s political process, especially in transition and developing
economies, where entrepreneurs are often motivated to participate in
politics.

Ties between business and politics often serve as a key factor in
determining the eventual success and development of firms in China—
especially in the case of high-profile prospectively global companies
who wish to pursue major initial public offerings. Alibaba, whose rev-
enues totalled US$8.46 billion in the year ending March 2014 alone,
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was no exception—with political favours being key to their growth into
the largest e-commerce firm in China. Often referred to as being the
eastern equivalent of eBay, Amazon and PayPal combined, it is per-
ceived to have benefitted from the grace of certain controlling figures in
the Party hierarchy that has allowed for such rapid growth in a rela-
tively short time period.

Alibaba’s first major political ally could be seen as being the aforemen-
tioned former president Jiang Zemin, and his grandson Jiang Zhicheng.
This is because the first person that Alibaba opted to work with was Jiang
Zhicheng (English name—Alvin), and his private equity firm Boyu
Capital which was based in Hong Kong. Indeed, Boyu Capital headed a
2012 funding initiative on Alibaba’s behalf which successfully led to the
repurchasing of approximately half of Yahoo's share in the firm, which at
that time stood at 40%. Despite the firm only being founded in 2010,
Boyu Capital attracted a considerable assortment of high-profile inves-
tors such as Asia’s then richest person, Li Ka-Shing, as well as the leading
sovereign wealth fund Temasek Holdings Private Limited from Singapore.
In 2010, Alvin graduated with a bachelor’s degree in economics from
Harvard and joined Goldman Sachs as a private equity analyst; nine
months later, he left to launch Boyu Capital on the 21 September 2010
with a team of leading financiers.

By mid-2011, Boyu Capital purchased a controlling stake in Sunrise
Duty Free—which controls the duty-free stores in all the international
airports in both Shanghai and Beijing. Boyu paid US$80 million for a
40% share in the duty-free enterprise, which eventually quadrupled in
value within three years—with some estimating Sunrise’s value at US$1.6
billion, giving Boyu a considerable return on their investment. Many,
however, assumed that it was indeed due to Alvins personal connec-
tions—through his grandfather and ex-president Jiang Zemin, who was
known to have historic ties to the duty-free industry and to the head of
Sunshine especially. Such a perception of Alvin increased his appeal to
potential investors who believed that he could readily gain access to the
lucrative, but strictly controlled, state sector and convert the assets into
highly profitable investments. Regardless of the validity of such thoughts,
however, his link with Alibaba was a source of considerable gain for the
firm, who were under considerable financial pressure to avoid the threat
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of a potential M&A from Yahoo, who were willing to form a deal with
Microsoft systems through Carol Bartz, the CEO of Yahoo at that time.
In 2012, Ma met Alvin which led to him joining a financial consortium
led by China Investment Corp (CIC) in order to raise some of the US$7.1
billion that Ma needed to buy back half of Yahoo’s 40% shareholding in
Alibaba. The CIC consortium received a 5.6% stake in Alibaba, in return
for raising the relevant capital to buy back the shares—which led Alibaba
to be valued at around $38 billion. After the IPO, Boyu Capital’s invest-
ment in Alibaba as a part of the CIC consortium had increased more
than four-fold within a three-year period.

Although the extent of Ma and Alibaba’s ties with Jiang Zemin’s politi-
cal allies are indeed unclear, Boyu Capital’s prominent fundraising ability
meant that they along with Athena China Limited, a subsidiary of Boyu,
were at the forefront of Alibaba’s IPO prospects. Athena China, incorpo-
rated in the British Virgin Islands, is controlled by Prosperous Wintersweet
Limited, which was also incorporated in the British Virgin Islands, which
is in-turn a subsidiary of the Boyu Capital Fund, registered in the Cayman
Islands—which exemplifies the scale of Boyu’s involvement in Alibaba.

Furthermore, an investment firm run by the son of former premier
Wen Jiabao, Winston Wen, further holds shares in Alibaba, as does one
of China’s major sovereign wealth funds, Citic Capital, and the state-
owned firm CDB Capital, whose vice-president during that period, He
Jinlei, is the son of the former anti-corruption chief He Guogiang,
according to the New York Times. As such, this was representative of the
political interconnectedness of Alibaba which granted them extensive
favours that greatly stimulated their growth.

Then there was the loan given to them by China Development Bank,
which was also state-owned, of US$1 billion, a portion of the September
2012 fundraising initiative—which Boyu was further involved in. Chen
Yuan, the son of former Party economic heavyweight Chen Yun, headed
the China Development Bank at the time, again explicating the benefits
that Alibaba’s political ties gave them.

Alibaba’s IPO, which was one of the most noteworthy public offerings
ever from China, further gave Boyu Capital a considerable financial
boost, as no other China-focused firm with such as short history man-
aged to partake in a deal of this significance. This further signified that
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Alibaba’s political relations were in essence a win-win situation with both
parties benefitting in their respective ways. Such institution-based trust,
however secure it may seem, is indeed a ‘fragile trust’, because it is so
heavily reliant upon extrinsic predictability and deterrence, rather than
‘resilient trust’, which is intrinsically motivated by goodwill. This form of
trust has been evident between Boyu Capital and Alibaba since the IPO;
but, despite its supposed fragility, it will not ‘break-off’ in a Chinese busi-
ness-orientated society.

9.3.2 Face (mianzi)

In typical Chinese society, a person’s reputation and social standing
fundamentally revolves around the prospect of ‘saving his/her face’,
especially one’s business face (mianzi)—being integral in businessmen-
politician relationships. Indeed, ian’ refers to the surface of an object
(Hu 1944)—something that Ma so intricately preserves in his interac-
tions with both political and governmental figures.

During a speech at Columbia University in 2011, Ma exclaimed that
should Google wish to succeed in China, it should respect the rules and
regulations of the domestic government. This is ‘face’ issue if you want to
do business in China. Since Xi’s rise to power, Alibaba had the utmost
respect for the government’s policies and engineered their objectives to
benefit not only their business aims but the government’s industrial ini-
tiatives also. Since the Second World Internet Conference in China,
where Ma stood next to Xi, Ma became a key business associate—accom-
panying Xi on various overseas trips. The economic significance of
Alibaba and the contribution that it has made in China, ranging from the
creation of 10 million direct jobs and 3000 billion RMB in turnover,
greater than that of Walmart in the US, meant that Alibaba was now
integral to China’s economic growth especially in the e-commerce indus-
try. In addition, in line with the central government’s rural development
plans, Alibaba further expanded their online shopping experience to
cover the rural regions also—aiming to promote domestic trade in the
process, bridging the gap between locally sourced products and urbanised
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consumers, while enhancing the living standards of rural merchants in
the process.

Aside from the economic implications, it was often showcased that Ma
wholeheartedly respects Xi’s personal wishes. President Xi’s commitment
to nurturing Chinese football, as shown by the China State Council’s
announcement of a reformation and development programme that would
benefit the standard of Chinese domestic football as well as the sports
industry itself, was readily pursued by Ma. Alibaba proceeded to purchase
a 50% stake in Guangzhou Evergrande Football Club and entered into
an eight-year contract as the Presenting Partner of the FIFA World Cup
through E-Auto, Alibaba’s internet car brand, to promote and increase
the public interest in football.

Furthermore, as per Xi’s media integration development plan in 2014,
Alibaba bought the Hong Kong-based English newspaper South China
Morning Post at the end of December 2015. This investment allowed the
newspaper to become an official English platform that gave foreigners an
insight into the Chinese development phases, acting also as a gateway for
propaganda. Alibaba’s acquisition of the newspaper was further perceived
to echo the leader’s call to strengthen the power of international dis-
course, while giving Alibaba the continuous political backing it needed
(Shih and Qi 2016).

According to Fan et al., ‘political connections have often been identi-
fied by looking at the background of the CEO or Board Director’. Fan
finds that such connections can in turn be detrimental to the value of the
state-owned enterprise (SOEs). ‘Political participation, on the other
hand, means that business owners actively participate in politics...in
other words, political participation can also be seen as a direct result of an
act by the business owner’ (2007).

At the same time, Ma’s daily schedule was dependant on that of local
politicians; so it was apparent that he was indeed seasoned in building
relationships with local government officials. According to Tang and
Ward, it can be expressed by the saying ‘gong gong shao le, popo hai hen
duo’ (there are now fewer fathers-in-law, but still too many mothers-in-
law), which alludes to the fact that Ma’s determined endeavours to uphold
his ‘face’ have led to him continuously working to appease local political
figures, despite there being less direct intervention from senior authori-

ties in the Party (2003).
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Ma further holds that ‘it is important to distinguish between the
value of political connections and the effects of political participation’
(Feng etal. 2015). As far as Alibaba is concerned, the state of its polit-
ical relationship was well explicated in an interview with Bloomberg
on the day of Alibaba’s IPO, where Ma said the following regarding
his relationship with the Chinese central government: ‘being a global
company, dealing with any government is difficult. Always trying to
stay in love with the government, but do not marry them’. This illus-
trates Alibaba’s continuous efforts to keep the government on its side.

Again, Alibabas continuous political links with the Party’s heavy-
weights—including Alvin Jiang; He Jin-Le, son of He Guoging, secretary
of the Central Commission for Discipline; Liu Le-Fei, son of Politburo
Standing Committee member Liu Yunshan; Wen Yunsong, son of former
Premier Wen Jiabao; and Jeffrey Zeng, son of former economic minister,
Zeng Pei-Yan—were evident in the fact that they all became Alibaba’s
shareholders. Alibaba’s relationship transcended across the senior level to
the second and third generations of Party leaders also, who further
became Alibaba’s shareholders when they eventually IPO-ed on the
New York Stock Exchange.

9.4 Ma, Alibaba and His ‘Animal Spirit’

Alibaba is not unique from the perspective of western digital compa-
nies—it can simply be perceived as being a compilation of eBay and
Amazon; a B2C/B2B platform, through Taobao and T-Mall; as well as
PayPal, through Alipay (Yuebao, Zhifubao); and finally a Google direc-
tory for small and medium-sized businesses that operate in China. As
such, in order for Alibaba to survive in such a rapidly developing market,
a differentiating factor—in this case, Ma’s ‘animal spirit—was crucial in
their development.

First and foremost, Alibaba from the outset began with very little capi-
tal assets in 1999—when their initial budget stood at 500,000 RMB,
200,000 of which came directly from Ma’s pocket. As such, in compari-
son to other digital e-commerce firms, Alibaba failed to attract potential
investors due to the supposed absence of a vision.
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Despite experiencing various mediocre successes, Alibaba.com was
operating in the red until 2001 with its sole source of revenue being from
online advertising. As such, it was Ma’s spirit for success—like that of
other successful Asian businessmen, such as his mentors Jerry Yang from
Yahoo and Masayoshi Son from SoftBank—that fuelled his entrepre-
neurial drive for the past decade.

During the competitive rivalry period with NTT in Japan to increase
internet speed and lower production costs, Son was told that he was crazy.
He noted, ‘we had no experience, no capital, not even technology. I just
had anger. Sometimes anger helps. It’s a source of energy’ (Record’s Code
Conference in 2014). This was emulated by Ma as shown during his
interview with Ignatius, when he mentioned that ‘there were three rea-
sons why we survived...we had no money...we had no technology and
had no plan’. This animal sprit was one of the fundamental reasons
behind Son’s decision to invest in Alibaba at the first stage of investment.
In 2017, during the Bloomberg Global Business Forum, Masayoshi Son
said that ‘he was drawn to Alibaba not because of the business model or
technology, but because of the charisma and leadership of its founder,
Jack Ma’.

Furthermore, Ma displayed his predator’s instinct even before
Alibaba—while he was working as a translator for Beijing’s central gov-
ernment as well as being an internet analyst. In November 1997, Ma
began to work as the general manager of Info-Share Technology, a state-
owned firm under the CIECC which was part of the Ministry of Foreign
Trade and Economic Cooperation (MOFTEC). In this post, Jack
designed and developed MOFTECs official website www.chinamarket.
com.cn, which was launched in July 1998. Although this job allowed
him to synthesise and process internationally sourced data into a syn-
chronised website, it was unappealing to businesses because of its inabil-
ity to facilitate orders from overseas buyers due to the lack of sufficient
payment-processing methods. Due to various government regulations,
CIECC had access to limited knowledge with regards to information
sharing and collaboration—which was what Ma had envisaged. He knew
that there was an opportunity to make profit, but it was beyond his
authority; he later recalled that ‘it was too tiring doing e-commerce in
the government. E-commerce should start with private enterprises...
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everything was changing very quickly. If T stayed in Beijing I could not
do something really big’ (Clark, 89). Just looking at potential business
opportunities without partaking in them, was wholly against what Ma
had dreamed. It was then that he thought of forming Alibaba, leading
him to intricately learn how the government functions in Beijing—hop-
ing to learn what the demands of the world would be once Chinese busi-
ness markets became globalised. It would be a difhicult job without the
constant backing from the government and the lack of a strategic
vision—despite this, he ultimately decided to leave and return to his
hometown of Hangzhou.

His dream of exploiting the internet commerce industry was con-
firmed when he met Jerry Yang, the founder of Yahoo, in Beijing while
working as an interpreter. “The treasure owned by information’ was what
Ma realised after meeting Jerry, and for the next two years, his animal
spirit drove him to experiences that filled him with information. When
Joe Tsai was told by his family friend, Jerry Wu, about Ma, it was simple
and straightforward: ‘he is kind of crazy...he has got a big vision’ (Clark,
99). In 1999, when Alibaba was founded, there was neither office nor
company; it was just a single website. Yet, Ma managed to successfully
persuade Yang, Tsai and later Mr. Son, who emphasised that ‘it was the
look in his (Jack Ma’s) eyes, it was an “animal smell”...it was the same
when we invested in Yahoo...when they were still only five or six people.
I invested based on my ‘sense of smell’. What Masayoshi Son smelt was
indeed Ma’s animal spirit which was soon further demonstrated during
the SARS crisis in China. Alibaba itself remained in the ‘wilderness’, until
May 2003, until the introduction of the online shopping website
‘Taobao’, which gradually put them on the road to success.

In 2003, an outbreak of SARS caused major disruptions across
China—to both its people and to the retail industry, in particular. One
of Alibaba’s staff contracted it after attending a fair in Guangdong,
resulting in the forced isolation of Alibaba’s headquarters, which resulted
in 500 of its staff immediately carrying the office equipment to their
own homes to continue the work. It led to widespread interruptions
across China, not only for Alibaba but for many other companies who
just had to close down their businesses. As such, all the traditional retail
stores were shut down by regulation, with the only hope being online
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internet-based businesses. Indeed, before SARS internet use had started
to spread rapidly across China, but the opportunity for online shipping
had never been so big until now. Everyone was therefore online when
Taobao first launched and that was when the value of internet shopping
was first acknowledged.

Alibaba as an internet service company, before the SARS outbreak,
already employed various means to boost cooperation and teamwork to
encourage the best in every member. For instance, they once held several
karaoke competitions through the internet, to encourage lonely single
staff members to combat their psychological isolation problems. SARS
thus essentially brought together all the company employees, bringing
back the initial entrepreneurial passion and fervour that they had during
the outset. Before the outbreak, Ma had already planned to prepare for a
product launch, and so a team was created by chance as there were so
many manufacturers in the industry that had closed down due to SARS.
Indeed, it was Ma’s hungry spirit that led his team to work so closely
together; word has it that the ‘treasure’ that catalysed Alibaba’s rise was
born during this period. The effects of SARS proved to be devastating
with around 800 people dying and thousands more being infected; the
Chinese government ordered the cities, streets and public transport and
the underground to be blocked. Yet, they unknowingly found a way to
benefit the e-commerce industry, with people interacting through mes-
senger users, as they were confined to their homes and needed informa-
tion and entertainment. People were further searching for knowledge
about the disease through the internet, at the same time finding solutions
to avoid and combat the disease—allowing for China’s internet presence
to multiply and form the foundations for the e-commerce industry to
develop.

There is a further critical point in line with Ma’s ‘animal spirit’ on
Alibaba. One of Alibaba’s greatest risks was its reputation for selling ‘fake
products’. The scale of counterfeit goods on Taobao was far bigger than
Ma had imagined, with it unknowingly offering millions of fraudulent
products such as handbags and tools for sale. Despite this, Taobao,
Alibaba’s main retail site, managed to raise US$4394 billion in total rev-
enue, in the year 2014 (Schuman 2015). It was Ma’s spirit for success
which led him to accept the reality that the existence of fake products was
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inevitable—spurring him on to develop the “TrustPass’ scheme which
developed a mutually credible relationship between both the buyers, sell-
ers and Alibaba as a platform.

9.5 Conclusion

China is in the midst of a drive towards industrialisation, modernisation
and informationisation (Zhao et al. 2008a). As such, Alibaba can be con-
sidered as having the first-mover advantage—in the sense that it was
essentially fortunate to have benefitted from rapid developments in the
e-commerce industry. Prior to China’s admission into the WTO, the
Chinese e-business industry was indeed rather fragile; Wong, a Fortune
500 chief executive, asserted during the period that the e-commerce mar-
ket in China was ‘hopeless’ (Martinsons 2002). From the westernised
perspective of US firms in particular, there was little scope for China to
succeed in the e-commerce industry. Despite this, the rare instance where
Chinese firms have prevailed in the e-commerce industry, have mainly
been focused on electronics networks—with greater cooperation among
the complementary services and products providers, more so than the
typical electronics market (Malone et al. 1987). It was Jack Ma’s strategic
innovation that led him to become one of the world’s leading business-
men. He knew from the outset what Alibaba could, and could not do.
He, therefore, started from the Chinese way of thinking and kept moving
in the traditional Chinese way.

Despite such evident successes, each of Alibaba’s new acquisitions are
met with a beating in the stock market because of the investors’ lack of
confidence in the company’s future (Shih and Qi 2016); yet, Alibaba’s
overall growth trajectory has been meticulously planned by Ma’s tradi-
tional Chinese mindset—his strategic decision making has been proven
to heavily rely on forces other than reason alone (Akerlof and Shiller
2009).

One of Alibaba’s greatest achievements since the introduction of
Taobao is the fact that Alibaba managed to synchronise all the Huagio
(Chinese citizens who live outside of China) and foreign-born ethnic
Chinese into a single entity with a shared Chinese business mindset,
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when they are part of the global consumer consortium. Alibaba still heav-
ily relies on the influence of the ethnic Chinese, who live all over the
world. As such, Alibabas innovative entrepreneurship can be seen as
being the by-product of a successful correlation between digital platforms
and global Chinese consumers.

Further, Ma’s attempts to combat the problems of social mobility,
through the exploitation of the fact that the majority of Alibaba’s vendors
are those from poorer rural regions, have allowed these individuals to
benefit from Ma and Alibaba’s animal spirit through which they have
restructured their business aims in order to ultimately increase their social
standing, which has in turn paved the way for socio-economic develop-
ment across such areas across China. Such a change in the business senti-
ment to emulate Ma’s animal spirit mindset will ultimately prove to
benefit Alibaba going forward—who have based their business strategies
around the influence of predominantly ethnically Chinese people.

This objective to synchronise the Chinese ethnics living abroad into
one business unit, further coincides with Xi’s ongoing ‘One Belt One
Road initiative’, which prioritises connectivity in increasing China’s bid
to formulate a global trading network that is centred around the influence
of ethnically Chinese individuals. Through the promotion of government-
initiated objectives, Alibaba seeks to maintain and prolong their relation-
ship with the central government that has been the foundations for their
early development and growth.

Business conduct in China is often based around the concept of being
reasonable, /eli, rather than strictly legal, befa. Personal reputations and
the ability to get assistance within a guanxiwang (relations network) thus
depended on reasonable conduct (Tang and Ward 2003). Jack Ma was
the first person to be aware of the ways of conducting digital business in
China—ensuring that, through policies mentioned afore, his strategies
always had the support of the political environment, which is essential for
firms to succeed in the Chinese digital business industry.

Alibaba chose to IPO on the NYSE in the US, due to their hope of
being regarded as a blue-chip company in the Chinese digital market
rather than a money hungry small or medium-sized enterprise that
endured a sudden growth surge. Traditionally, the NYSE does not favour
small, medium or relatively new companies, which made Ma perceive
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that initiating the IPO on the NYSE will further explicate the extensive
history of Alibaba, as well as showing the fact that they are now a global
contender in the digital business market.

Ma told the press after stepping down as the CEO of Alibaba that ‘I
did many correct things. It is just luck, not because I am energetic or
capable’ (SCMD, 13 July 2013). As such, it was Ma’s ability to successfully
bridge the gap between small and medium young entrepreneurs looking
for new business opportunities, with the available B2B providers, which
led to the formation of a new platform for globalisation purely originated
from the Chinese traditional way of doing business.

As far as a traditional Chinese business entrepreneur is concerned, Ma
summarised his influence well by stating, ‘eBay may be a shark in the
ocean, but I am a crocodile in the Yangtze River. If we fight in the ocean,
we lose but if we fight in the river, we win’. Now Alibaba too is in the
ocean, but we are yet to see how something that was so reliant on local
fish for food can cope with their new environment going forward.
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Conclusion: The Sino Digital Economy:
Development History, Current Status,
and Challenges Going Forward

Chung-Shen Wu and Chih-Yuan Weng

10.1 Introduction

Estimated to have a population of more than 1.3 billion, China had over
700 million Internet users by the end of 2015, 92% of whom were con-
nected via mobile phones (see Fig. 10.1). China’s cross-border e-com-
merce has maintained a growth rate of about 30%, with turnover growing
from CNY (Chinese yuan, the basic unit of the RMB) 800 billion
(around US$ 123 billion) to CNY 5.2 trillion (around US$ 0.8 trillion)
between 2008 and 2015, irrespective of the recent global financial crisis
and the consequent sluggish growth in international trade. With as much
as 40% of the local online consumers purchasing goods from abroad,
cross-border consumer e-commerce accounted for more than 6% of
China’s total consumer e-commerce in 2015, amounting to an estimated

CNY 259 billion (around US$ 40 billion) in 2015. Given that the global
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Fig. 10.1 Population and penetration rate of Chinese internet users/mobile
internet users over 2007-2016. (Source: National Bureau of Statistics of China,
extracted by Ali Research (http://unctad.org/meetings/es/Contribution/dtl_
eWeek2017c11-aliresearch_en.pdf))

business-to-consumer (B2C) cross-border e-commerce market is fore-
casted to reach $1 trillion by 2020, China will then become the world’s
largest B2C market (International Trade Centre 2016).

In the first half of 2016, according to the China Electronic Commerce
Research Center, China’s e-commerce transactions accounted for about
30% of GDP, amounting to CNY 10.5 trillion. By providing more than
2.85 million jobs, Chinas e-commerce industry has not only brought
about a fundamental restructuring of the economic order, but has become
a new engine of growth in the “new normal” economy characterised by a
relatively stable state of low growth, as contrasted to the past business
cycle (Wang et al. 2017).

In synergy, there has also been a rapid growth in the Taiwanese
e-commerce market over the past few years, with the market size growing
to US$ 37.6 billion in 2016, and a five-year average growth rate of
10-20%. However, Taiwan’s e-merchants are generally small-scale in
terms of size, and instead of maintaining their own websites, 81.6% run
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their business on e-commerce shopping platforms, such as the PCHome,
Yahoo! Kimo, Momo, and Rakuten online malls (ITA 2017).

We will begin this chapter by briefly reviewing the development his-
tory of the digital economy across the Taiwan Strait. Next, we will com-
pare and contrast the current status of the digital economy between
China and Taiwan. Last but not least, we will end this chapter by point-
ing out the opportunities and challenges ahead, for China and Taiwan,
respectively.

10.2 China’'s E-commerce: A Brief History
of the Development

With the Internet coming to China in 1994, the Chinese e-commerce
market first emerged in the 1990s, but rapid growth only occurred after
2008. Noting the significant role played by the Chinese government in
creating an environment for e-commerce to thrive and setting up regula-
tions and policies to support the sector, both Lin (2017) and Yue (2017)
identified four stages of the e-commerce development, marked by mile-
stones of innovations and major policies, which have been described
next.

10.2.1 The Initial Stage (1996-2000)

Nanjing Focus Technology Development Company was established at
Southeast University in January 1996, as the first B2B (business-to-busi-
ness) e-commerce business in China. It was not long before Alibaba
started in 1999, whose main business relations were also B2B. In April
2000, HC International launched an HC business website, also known as
the HC network today. Since then, Alibaba has dominated the market in
the south of China, and HC took over the market in the north.

Also in 1999, not only did the earliest domestic B2C e-commerce site (the
8848 website) and the first C2C (consumer-to-consumer) service website
(EachNet, later integrated into the eBay network) come out, but the online
payment method was also made possible for the first time via the online bank-
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ing business operated by the China Merchants Bank and the China
Construction Bank. In 2000, Joyo, the B2C industry leader in China, was
founded (and subsequently acquired by Amazon in 2004), and the establish-
ment of the China Electronic Commerce Association was officially approved
by the government, marking the recognition of e-commerce as a specific
industry sector and presaging the e-commerce’s accelerated development.

10.2.2 The Accelerated Development Stage
(2001-2007)

In March 2002, eBay invested US$ 30 million in EachNet.com and
became the first foreign investor to enter the Chinese e-commerce mar-
ket. Similarly, Alibaba invested CNY 100 million in May 2003, to estab-
lish its C2C business model, that is, Taobao, which signed a logistics
supply agreement with YT Express in 2005 and set the stage for the rapid
development of the Chinese e-commerce industry.

On the other hand, Jingdong Multimedia Network was established in
January 2004, rivalling Alibaba in the B2C sector. Before long, a large US
B2C platform (Amazon) acquired Joyo Net for US$ 75 million in August
2004. Roughly at the same time, Alibaba launched Alipay in October
2004, providing a third-party online payment solution.

Essentially, the National Development and Reform Commission and
the State Council Information Office jointly issued Chinas first
e-commerce development plan on June 1, 2007, called the Eleventh Five-
Year Plan of e-commerce, thus establishing e-commerce strategy and mis-
sion at the national policy level, and marking the advancement of the
e-commerce industry in China to the standardisation stage. On December
17, 2007, furthermore, the Ministry of Commerce announced the
“Opinions of the Ministry of Commerce on Enhancing the Regularized
Development of Electronic Commerce” (Qin et al. 2014).

10.2.3 The Standardisation Stage (2008-2014)

Benefiting from its huge domestic market, the scale of Chinas online
shopping had increased from CNY 128.18 billion in June 2008 to 1.3
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CNY trillion in 2012, according to the China Internet Network
Information Center (CNNIC: http://www.cnnic.cn/). On the other
hand, the standardisation of e-commerce in China was achieved by the
gradual formation of the management system of the e-commerce indus-
try placed on national policy agendas. Key policies to promote and regu-
late the e-commerce development in China during this period include
“Specification for E-Business Model’ and “Service Specification for Online
Shopping Transactions” drafted by the Ministry of Commerce on April 24,
2008, the “2010 Government Work Report” released by the State Council
underpinning its support for e-commerce and “Interim Measures for the
Administration of Online Commodity Trading and Relevant Service
Activities” issued by the State Administration for Industry and Commerce
in 2010, “Guiding Opinions for the Development of E-commerce in the
Twelfth Five-year Plan”, “Guiding Opinions on the Establishment of
National E-commerce Demonstration Base”, and the “Third Party
E-commerce Transactions Platform service specification” formulated by the
State Council in 2011. By the deadline for a legislative outline for China’s
e-commerce in 2014, as requested by the Financial and Economic
Committee of National People’s Congress (NPC) in 2013, more and
more government agencies launched policy-based management systems
for e-commerce, such as “Opinions on Strengthening the Coordination of
the Supervision of Domestic Online Trading Websites and Actively Promoting
the Development of E-commerce” jointly issued by the State Administration
for Industry and Commerce and the Ministry of Industry and Information
Technology; the “Work Plans for the E-commerce Product Quality
Improvement Action” issued by the General Administration of Quality
Supervision, Inspection and Quarantine; “ Guidance on the development of
mobile payment business of Peoples Bank of China” and an “Announcement
on the strengthening the management of commercial banks and third party
payment mechanisms cooperation business’ issued by the People’s Bank of
China; “Relevant issues on the Pilot Project of the coordinated development
of E-commerce and logistics express” jointly issued by the State Post Bureau,
the Ministry of Finance, and the Ministry of Commerce; and the “Notice
on the Entrepreneurship Leadership Program for National University
Students” jointly issued by the Ministry of Human Resources and Social
Security.
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At the same time, China’s cross-border e-commerce retail and/or over-
seas consumer business (B2C/C2C) became a new model and started to
boom, which was characterised by a large number of SMEs (small and
medium-sized enterprises) and network operators directly participating
in international trade, and largely attributable to an increasing number of
global Internet users, as well as improved systems of cross-border pay-
ment, logistics, and other services.

10.2.4 The Globalisation Stage (2015-)

2014 could be regarded as the most influential year for China’s global
e-commerce, to the extent that the majority of the domestic business
platforms have come up with their own global capital development strat-
egy since then. For example, soon after Jumei shares were traded on the
New York Stock Exchange in April 2014, Jingdong went public on
NASDAQ in May and became the second largest business platform in
China. Afterwards, and most notably, Alibaba was listed on the New York
Stock Exchange subsequently in September 2014 as the largest IPO in
American history.

Additionally, most regions in China also started to implement a cross-
border e-commerce development strategy since 2013, such as Zhejiang
Province (with Hangzhou and Ningbo as the main pilots), Guangdong
Province (creating the first cross-border e-commerce model city in South
China), Fujian Province (featured by e-commerce cooperation between
Fujian and Taiwan), Gansu Province (establishing an “online Silk Road”
with the support of Holmes Border Cooperation Center), Guangxi
Province (promoting cooperation between China and Vietnam),
Heilongjiang Province (focusing on opening cross-border trade with
Russia in the Suifenhe Border Economic Cooperation District, also
known as SBECD), and Xinjiang Bazhou (facilitating exports to the
Middle East and East Asia according to the “e-commerce development
plan”).

In order to accelerate the development of cross-border e-commerce in
China, domestically, the State Council issued “Guiding Opinions on
Promoting the Healthy and Rapid Development of Cross-border E-commerce”
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(hteps://www.mizuhobank.com/fin_info/cndb/economics/briefing/pdf/
R216-0029-XF-0105.pdf) in 2015. At the international level, the “APEC
Cross-border E-commerce Innovation and Development Initiative” was
proposed by China and then was unanimously approved at the 22nd
APEC Economic Leaders’ Informal Meeting held in Beijing in November
2014. Furthermore, the Free Trade Area of the Asia-Pacific (FTAAP), also
spearheaded by China at the 2014 22nd APEC meeting in Beijing, was
approved two years later at the 2016 24th APEC meeting in Lima, Peru.

10.3 Current Trends in China’s E-commerce
and Cross-Border E-commerce

According to both Lin (2017) and Yue (2017), the current development

of e-commerce in China can be summed up in the following four trends:

1. An explosive growth in e-commerce transactions: China’s total
e-commerce transactions had increased from CNY 20.8 trillion in
2015 to CNY 28.9 trillion in 2016 (excluding Hong Kong, Macao,
and Taiwan), with a growth rate of 38.9%. Notably, on November 11
(Single’s Day), 2017, the biggest online shopping day for the Chinese,
Alibaba surpassed last year’s CNY 120.7 billion total after just twelve
hours of sales. At the end of the day, Alibaba set another Single’s Day
record after the e-commerce giant sold CNY 163.8 billion of prod-
ucts, boiling down to an impressive 39% increase on last year’s sales.

2. A strong growing trend of online shopping (see Fig. 10.2): The per-
centage of total retail sales of consumer goods accounted for by online
shopping rose significantly from only 0.01% in 2001 to 14.3% in
2016. As the online retail sales in China began to surge in 2009 and
2010, the average annual growth rate has been 45.94% for the past
five years. Thanks to the popularity of smartphones, there has been a
dramatic increase in the proportion of mobile e-commerce purchases,
from 1.5% in 2011 to 68.2% in 2016.

3. A quick penetration of O20 (online-to-offline) model into the
traditional industries: Since 2014, department stores have started to
focus on 020, where customers are identified from online channels
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Fig. 10.2 Size of online shoppers and online payment users from 2012 to 2016.
(Source: Ernst and Young (2017))

to make purchases in physical stores. Within five years since 2011,
020 users penetration rate was 35.9% net for Wuhan Leisure, 23%
for Shenzhen online flight booking, and 19.4% for Beijing online car
services.

. The development of agricultural e-commerce: The Central
Committee of the Communist Party of China (CPC) and the State
Council issued the “Opinions on Deepening Rural Reform and Accelerating
Agricultural Modernization” in 2014, emphasising the importance of
strengthening the e-commerce platform for agricultural products. After
the implementation of the comprehensive demonstration project of
e-commerce extended to rural areas since 2014 (Huang et al. 2015), a
National Agricultural Products Information Service platform was
established, followed by more and more new models: farm to consumer
(F2C), consumer to business (C2B), consumer ordering from the farm
(C2F), community supporting agriculture (CSA), and so on.

In the Total Retail report released in 2017, PwC Hong Kong (2017)

also identified three core themes characterising the recent developments in
the Chinese e-commerce market. First of all, the increasing maturity of
businesses in using data analytics and omnichannel technologies has cre-
ated a “new retail normal”, rendering a seamless consumer journey between
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online and offline channels. Secondly, instead of seeing e-commerce as a
transactional environment, brands and retailers are pursuing “content
driven commerce” by incorporating social engagement and storytelling
into the core of their customers’ digital experience. Last but not least,
e-commerce, social, and emerging technologies are driving “new growth
avenues’, that is, breakthrough growth opportunities, across the food,
luxury, and sports retail categories, to the extent that the e-commerce mar-
ket seems to have reached its relative state of maturity in certain areas like
clothing and electronics.

Cross-border e-commerce, on the other hand, pertains to transactions
between customers and suppliers in different countries, which are made
possible via electronic trading platforms and cross-border logistics to
deliver the goods. Since 2010, the proportion of cross-border e-commerce
transactions in the amount of total import and export trade in China has
increased year on year, with an annual growth rate of more than 20%
over the past six years. The first five target countries/regions for China’s
e-commerce in 2015 were the United States (16.5%), the European
Union (15.8%), the ASEAN countries (11.4%), and Japan (6.6%) (Fang
2017; Wang et al. 2017).

With low transaction costs accompanied by a strong consumer
demand, in essence, B2B accounted for 88.5% of China’s cross-border
e-commerce transactions in 2015. In contrast, the corresponding propor-
tion for B2C was only 11.5%, with the main bottlenecks being factors
such as lack of logistical infrastructure, the after-sales services, contradic-
tions and frictions in the customs clearance and inspection and quaran-

tine (Yue 2017).

10.4 Challenges Ahead for China’s Cross-
Border E-commerce

With the fundamental goal of achieving sustainable growth for Chinas
international trade through the development of cross-border e-com-
merce, the Guidance on the Promotion of Cross-border E-commerce in a

Healthy and Rapid Way (General Office of the State Council 2015)
pointed out that, given the advantages of China’s manufacturing power,
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promoting cross-border e-commerce, characterised by “Internet +
International Trade”, may be conducive to infer the expansion of overseas
marketing channels and will therefore result in an excellent performance
in imports and exports (Wang et al. 2017).

However, after considering transaction costs in terms of the traditional
comparative advantage model, Wang et al. (2017) argue that, in theory,
the growth of cross-border e-commerce will not necessarily facilitate
international trade. They claim that cross-border e-commerce could
boost tariff and transportation costs as it concerns international trade;
therefore, the change in total transaction costs is still relatively undeter-
mined and could be minimal. According to the results of their empirical
analysis on the data from China’s 31 regions from 2011 to 2015, they
found that cross-border e-commerce improved the growth of interna-
tional trade by overcoming some obstacles associated with transaction
costs, but the positive effect did not show incremental growth over time,
which they suggested could be due to poor implementation of favourable
policies in trade or regional disparity in trade infrastructure, together
with trade shrinking after the global financial crisis in 2008.

In fact, the government’s pro-innovation policy may not contribute
directly to firm performance. Analysing data from 203 foreign trade
companies in China, Chen and Yang (2017) demonstrated that enter-
prise innovation pertinent to cross-border e-commerce plays a mediating
role in transforming government pro-innovation policy (such as laws,
bonded area support, and policy of introducing technology) into firm
performance. Among the various components of enterprise innovation,
in essence, both institutional innovation and business-model innovation
play a full mediating role between government’s pro-innovation support-
ive policy and firm performance, while the mediating effect of techno-
logical innovation is only partial. Defined as any transaction completed
via mobile electronic devices (Tiwari and Buse 2007), “m-commerce”
offers extra functionality, such as location and localisation services, to the
existing e-commerce function (Junglas and Watson 2008). Even though
mobile commerce has become the major e-business model like traditional
e-commerce, the industry of cross-border m-commerce in China is still
underdeveloped due to the lack of national support (Chen and Yang
2017).
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There are several other deficiencies that may seriously restrict the
healthy development of China’s cross-border e-commerce, such as slow
and poor customs clearance, a complex and confusing tax rebate scheme,
risky and unreasonable mode of foreign exchange settlement, expensive
and inefficient international logistics and distribution networks, unclear
and imperfect government supervision, and the lack of after-sales service
and a means of reporting transaction disputes (Fang 2017; Yue 2017; Yue
etal. 2017).

10.5 The Case of Taiwan: Well-Established
Digital Foundation

According to the OECD (2017), China, Taiwan, Korea, Japan, and the
United States accounted for between 70% and 100% of the development
of the top 20 cutting-edge ICT from 2012 to 2015, with Korea and Japan
innovating throughout the whole spectrum of ICT. Between 2010 and
2115, the number of Al patents increased significantly for Korea, China,
and Taiwan, as compared to the same rates observed during 2000-2005.
R&D ) corporations based in Korea, Japan, Taiwan, and China were
responsible for about 70% of all Al-related inventions owned by the
world’s 2000 top corporate R&D investors and their affiliates, compared
to 18% for US-based companies. Finally, the importance of the extended
ICT footprint (or “ICT-EF”) can be considered in terms of ICT-related
domestic value added as a share of the total economic value added (or
GDP). With the East and Southeast Asian economies accounting for some
of the highest shares in 2011, the ICT-EF measure reveals that ICT value
added represented 20% of GDP in Taiwan (no. 1) and 18% in Singapore
(no. 2), which shows that both nations are particularly reliant on the man-

ufacturing of ICT-related goods (OECD 2017).

10.5.1 Vibrant Domestic E-commerce in Taiwan

According to Market Intelligence & Consulting Institute (MIC) (http://shin-
chun.taiwantrade.com.tw/CH/industryreportdetail/0/2341), the e-commerce
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market size amounted to NTD 1 trillion (approximately, US$ 33 billion) in
2015, and the worth of B2C e-commerce and C2C was estimated to be NTD
613.8 billion and NTD 393.1 billion, respectively. Between 2014 and 2015,
the growth rate was 16% for the former (B2C) and 11% for the latter (C2C).

Moreover, MIC also estimated an average expenditure of NTD
27,715 in 2016 spent by consumers on online shopping, with an increase
0f 28% from NTD 21,681 in 2014. Similarly, there had been an increase
in the share of an average shopper’s online expenses (as a percentage of
total expenses) from 12% in 2014 to about 18% in 2016 (https://mic.iii.
org.tw/IndustryObservations_PressRelease02.aspx?sqno=464). The role
of the mobile phone device is noteworthy in facilitating e-commerce
development in East Asia as well as Taiwan. In essence, for Taiwan, there
has been an increasing trend for consumers to make their purchases using
mobile devices, given that 13.2% of consumers aged 12—65 had placed
orders in 2015 using mobile devices in comparison to only 9.2% in 2014.
However, the share of mobile payment adoption in the total electronic
payments is somewhat lower (26%) in Taiwan, relative to its neighbour-
ing economies such as Korea (77%), Hong Kong (65%), and China
(56%) (Pasadilla et al. 2017).

There are numerous factors that can account for the remarkable growth
in Taiwan’s e-commerce, such as the strong Internet user base and infra-
structure in the economy, as well as the regulations and legislative reforms
to stimulate e-commerce. For example, the Consumer Protection Act,
amended in 2015, ensures the consumers’ entitlement to a seven-day trial
period. In addition, the Personal Information Protection Act, in effect
since 2010, has brought about specific regulations governing personal
data security in the e-commerce sector (Pasadilla et al. 2017).

10.5.2 Unfledged Cross-Border E-commerce in Taiwan

While the purchase, via e-commerce, is mainly motivated by its great
convenience in Taiwan, access to foreign products has not been among
other motivations for making online purchases. Specifically, only 17% of
consumers in Taiwan reported in 2016 to have made an online purchase
of goods internationally. Of these individuals, about 73% had made their
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purchases from China, followed by Japan (40%), the United States
(23%), and Korea (13%) (Pasadilla et al. 2017).

While several initiatives, such as the Yahoo Hong Kong-Taiwan cross-
border e-commerce platform, may help products from Taiwan reach a
wider foreign consumer base, the cross-border e-commerce in Taiwan
still has a lot of room to grow. According to the 2016 Yearbook released
by Taiwan government, cross-border online retail transactions only com-
prised 3.6% of the economy’s total e-commerce transactions. The govern-
ment aims to boost the share of cross-border online retail transactions to
5% by 2020, equivalent to an increase from the current NTD 18 billion
(approximately US$ 600 million) to NTD 45 billion (US$ 1.5 billion)
(Pasadilla et al. 2017).

10.5.3 Challenges Faced by Taiwan’s SMEs for Cross-
Border E-commerce

According to Pasadilla et al. (2017), there are at least three main chal-
lenges that SMEs in Taiwan have to face when selling via cross-border
e-commerce (also see Fig. 10.3):

1. Challenges involving branding and marketing, packaging, pric-
ing, and advertising: Branding and marketing activities are not only
key to success in sales but even more important for e-commerce
because of the greater intensity of competition in attracting online
buyers’ attention. For sellers in Taiwan, at a minimum, they need to
translate their products’ packaging to the language in the target mar-
kets (maybe except for the Chinese market). In order to make a profit,
SME:s also need to take into account other costs related to online sell-
ing (e.g., storage fee and logistics cost) when managing their pricing
strategies. Finally, not all SMEs have the time and skills for network-
ing activities, which could nonetheless be necessary especially when
platform operators try to arrange product bundles to boost sales of
groups of products together.

2. Challenges pertinent to online advertising, data sharing, and fake
traffic: Online sales rely heavily on big data analysis that helps predict
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Fig. 10.3 Top five (potential) obstacles identified by owners of online shopping
store for participating in cross-border e-commerce. (Source: Department of
Commerce, Ministry of Economic Affairs (2017). Taiwan’s B2C Online Store
Business Survey, 2016 (http://www.cnra.org.tw/edm/2016b2c.pdf))

the interest of potential buyers and makes targeted advertising possi-
ble. In certain economies, however, the use of bots to create fake traffic
nullifies advertising efforts. Since marketplace platform operators tend
not to share customer information to sellers, either because of data
privacy or for a strategic purpose, some firms may need to set up their
own online platform in order to engage better with customers.
However, it is not straightforward to do this cross-border because local
business registration is required for e-commerce platforms in many
economies.

3. Challenges associated with foreign regulations, policies, and
regimes: While online sellers from other economies are able to sell to
buyers in Taiwan, for example, Taiwan’s SMEs may fail to sell back to
consumers in those economies that block Taiwan’s websites or market-
place platforms for whatever reason. Customs regulations also vary
from economy to economy, which could significantly increase the
landed cost of the product, on top of the mark up from taxes and
duties. Businesses also hate the lack of predictability, typically result-
ing from customs discretion.
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10.6 Concluding Remarks

Cross-border e-commerce provides a new type of trading platform, where
the imports and exports of products will be finally acknowledged by the
digitalisation and “electralisation” of presentation, negotiation, and con-
clusion of a business, thus making it much more convenient for consum-
ers to purchase commodities across political and administrative borders
in comparison to traditional marketing models (Guo 2017).

Despite the initial advantage of e-commerce, which was to provide
better access to foreign trends unavailable in Taiwan’s traditional retail
market, Taiwanese users of e-commerce platforms have come to value
convenience over accessibility, with an increasing focus on expedient
delivery. There has also been a dramatic growth in bilateral trade and
economic exchanges across the Taiwan Strait, notwithstanding the politi-
cal and military tensions between Taiwan and mainland China. In fact, at
least in 2016, Taiwanese online shoppers did cross-border shopping most
actively in China (72.7%), followed by Japan (40.4%), the United States
(22.9%), and South Korea (12.8%) (Guo 2017; ITA 2017).

Finally, in order to help Taiwan’s SMEs overcome obstacles and increase
their competitiveness in selling via cross-border e-commerce, various
kinds of assistance have been provided by the government, business asso-
ciations, as well as major platforms. For example, in addition to provid-
ing financial and management assistance, the Small and Medium
Enterprise Administration (SMEA) as well as the Taiwan External Trade
Development Council (TAITRA) also provide ICT guidance services to
SMEs, particularly on how they can be more accessible in online searches.
Notably, the Legislative Yuan promulgated an amendment to the Value-
Added and Non-Value-Added Business Tax Act, which came into force
on May 1, 2017. Consequently, foreign enterprises without a fixed place
of business in Taiwan are now required to pay Value-Added Tax (VAT)
for selling electronic services to domestic individuals. In response to the
OECD’s Base Erosion and Profit Shifting (BEPS) recommendations, the
intent of the amendments was not only to counteract a series of similar
measures in economies such as Korea, Japan, New Zealand, South Africa,
and the EU, but to ensure a level playing field by equalising tax treatment
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for both local and foreign e-commerce companies as well as providers of
digital content, applications, and other cross-border services (Pasadilla
etal. 2017).
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