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$636 million for the twelve-month period ended June 30, 2009 (see Alibaba Group financial data in 
Exhibit 2). At this point, Ma wondered how to bring Alibaba’s businesses to their fullest potential.  

Should he maintain the competition among the subsidiaries that had helped the Alibaba Group 
develop its leadership position in China’s e-commerce markets? Should Ma leave his companies 
alone, or even take steps to further the independence of the companies he had founded and grown? 
Did it even make sense to continue to hold all of these independent companies within one group? If 
so, what could be done to foster collaboration among them? Conglomerates such as General Electric 
(GE) had faced the same types of issues Alibaba now faced and promoted collaboration using such 
tools as manager rotation, cross-business and cross-functional teams, and manager training in 
corporate universities. Ma wondered whether such steps were appropriate for Alibaba Group. He 
would need to decide soon on the best course of action.  

Opening up of China and Emergence of Small Businesses 

After 19 years as China’s paramount Leader, Deng Xiaopeng passed away on February 19, 1997 
and Jiang Zemin emerged as his successor. The China that Jiang inherited was much changed from 
the country Deng took command of in 1978. Over two decades of economic and political reforms, 
China’s gross domestic product (GDP) grew at a 9.5% annual rate and its economy became the 
world’s third largest when adjusted for purchasing power.3 Per capita income more than quadrupled, 
foreign direct investment boomed and trade increased from 10% to 45% of GDP, making China the 
world’s seventh-largest exporter. China’s growth since the late 1970s lifted hundreds of millions of 
people out of poverty; in fact, China alone accounted for over 75% of the world’s poverty reduction 
over the last 30 years.4 The World Bank referred to China’s achievements since the reforms as “a 
tremendous success.”5 

As ideological barriers fell, small businesses flourished. When China’s economic reforms began, 
the political climate was openly hostile to private companies which, as a result, were extremely 
limited in scale. The 14th Party Congress in 1992 all but rejected this hostility by announcing the 
“socialist market economy,” implying that private companies would play an important role in 
national economic development. The 15th Party Congress in 1997 openly acknowledged that the 
private sector was an important component of the economy.6 In July 2000, Jiang called to expand 
Party membership to incorporate “new elements of society,” including private entrepreneurs, further 
improving the atmosphere for private business owners.7 By the mid-2000s, The Economist magazine 
claimed that fully two thirds of the Chinese economy was in private hands.8 

This was the environment into which Ma stepped. 

Portfolio of Companies 

In 2009, Alibaba Group employed nearly 17,000 people. Approximately 70% worked in Alibaba’s 
B2B business, many of whom worked in field sales covering small businesses in over 50 cities in 
China. Alibaba Group’s other businesses did not depend on large sales teams but employed 
significant headcount in engineering and, in the cases of Taobao and Alipay, customer service. 

Alibaba’s B2B Marketplace 

Initially an English teacher, Ma first glimpsed the power of the internet in the mid-1990s when he 
travelled to the U.S. as an interpreter for a Chinese economic delegation. As the story went, Ma typed 
the word “China” into a portal’s search engine and received no results. This experience helped 
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inspire Ma to leave the delegation in 1995 and set up China Pages, an online directory of Chinese 
companies looking to expand business abroad. Through China Pages, Ma helped his clients create 
company websites in English then list them on the China Pages directory. While Ma felt his China 
Pages vision was on point, he was continually reminded that the country’s infrastructure was not 
quite ready for online commerce. 

In 1998, Ma moved to a company established under China’s Ministry of Foreign Trade and 
Economic Cooperation (MOFTEC) with a mandate to help Chinese companies take up “electronic 
commerce.” Ma’s superiors favored an “electronic data interchange” via private networks but he 
believed in the power of the open internet. Regardless, Ma became increasingly excited about 
Chinese online business opportunities9: 

There are more than 40 million small businesses in China. Many of them operate in 
fragmented markets, with limited access to communication channels and information sources 
that would help them market and promote their products. A critical difficulty is that many 
small businesses have no way to evaluate the trustworthiness of their trading partners.10 

In 1999, Ma left his government work to develop Alibaba, a simple online trading platform 
designed to help connect small Chinese manufacturers with buyers, such as retailers, trading 
companies and downstream manufacturers. Later that year, Alibaba Group was formally organized 
by its 18 founders and led by Ma. Alibaba began by providing free basic services to registered users; 
by 2008, the Company had migrated about 1% of its users to the value-added international Gold 
Supplier and China Trustpass membership programs. Alibaba’s Gold Supplier program provided 
international subscribers with enhanced online Storefronts (see Exhibit 3), prioritized listings for 
increased exposure to buyers, company profile authentication to increase buyer confidence, and real-
time performance analysis. China Trustpass offered similar services to premium domestic members, 
plus other value-added features, such as escrow payment services.  

Alibaba’s typical B2B subscribers had 50 to 100 employees and were split relatively equally 
between manufacturers and trading companies. According to David Wei, CEO of Alibaba’s B2B 
business, “the exporters. . . used to take orders from big companies like Wal-Mart. With Alibaba.com 
they acquire customers on-line at an extremely low cost – a couple of U.S. dollars a day to have an 
online storefront with us with access to the 10 million global buyers.”11 

In 2008, Alibaba increased its operating profit by 48% to RMB 1.2 billion (approximately $172 
million), booked revenues of RMB 3 billion (approximately $432 million), and added 10.5 million 
registered users and 1.7 million storefronts (Exhibits 4 and 5 provide financial information for 
Alibaba’s B2B business). At the end of 2008, Alibaba’s international marketplace (www.alibaba.com) 
had 7.9 million registered users and 970,000 storefronts, while its larger domestic marketplace 
(www.alibaba.com.cn) had 30.2 million users and 3.6 million storefronts. Paying members of the 
combined marketplaces rose to 432,031 at the end of 2008, an increase of 41% year-on-year. 

Revenue from value-added services such as keyword bidding and advertising grew in line with 
the user base. The popularity of a keyword bidding system called Ali-Advance in the second half of 
2008 led to an official launch in March 2009. Another potential future revenue stream was 
commissions on services such as financing, shipping and insurance. Alibaba hoped to pool enough 
stable transaction volume to negotiate bulk discounts from service providers and capture part of that 
discount for itself. As Ma put it, “If one million users are transacting daily, Citibank and UPS will 
come to me. We can offer a discount to customers in exchange for a commission.”12 
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Taobao: Consumer Focus through B2C and C2C 

In 2003, Alibaba Group launched Taobao, an online shopping platform for retailers and 
individuals to sell goods to Chinese consumers. Ma highlighted a key motivation for forming Taobao: 

eBay grew strongly. At that time, there were only two companies in China that understood 
online marketplaces, eBay and Alibaba. I was particularly concerned that eBay’s power sellers 
would grow their business to compete in the B2B space. In China, the line between individuals 
and small businesses is blurry. There are (so) many people with entrepreneurial ambitions. I 
needed to stop eBay to protect Alibaba.13 

At the time of Taobao’s founding, eBay held approximately 85% of the Chinese market, thanks to 
its recent acquisition of market-leader EachNet. However, only 1% of the Chinese population 
shopped online (see Exhibits 6 and 7). Achieving scale required enticing consumers online, and 
Taobao’s management believed this meant giving the service away. According to Porter Erisman, 
Vice President of International Corporate Affairs: 

E-commerce was new in China. People were wary of scams. Chinese consumers were not 
familiar with online marketplaces, and merchants were reluctant to sell online without 
significant incentives. They wanted the marketplace to be free so they could dip their toes in 
the water. . . . Jack (Ma) was notorious for saying that we have no revenue model. The most 
important thing is to have critical mass. It gives you time to figure out what customers want. 
Let people make money. Let them use Taobao before we make money.14 

By 2007, Taobao had taken 82% of the Chinese market, leaving eBay with 7%. Bo Shao, EachNet’s 
founder, believed that eBay stumbled partly because it migrated its technology platform from China 
to the U.S. “It took (eBay) nine months to implement any major changes and nine weeks to even 
change a word on the website as everything had to go through the headquarters’ technology 
development team.” He continued, “This is unthinkable. Fast reaction to user demands is crucial in 
this market.”15 

In 2008, Taobao introduced a new service called Zhi Tong Che (直通车, “thru-train”). This popular 
service let sellers bid for keywords in exchange for preferential ad rankings. Taobao typically 
displayed 40 search results from free listings on its search results page, and displayed paid ads placed 
by Zhi Tong Che on the right-hand side and bottom of the search results page, separate from the free 
“organic” results. Since Zhi Tong Che offered pay-for-performance contracts, sellers only paid for 
their bids if a customer actually clicked on the advertised product. The two million individual sellers 
and merchants on Taobao provided a natural base of potential paying customers for the Zhi Tong 
Che service. In the second half of 2008, Taobao broke even on the strength of revenues from Zhi Tong 
Che.  

In 2008, Taobao achieved gross merchandise volume of over $14 billion through its online 
marketplace and became China’s second largest website, based on the number of page views. By the 
end of 2009, Taobao’s gross merchandise volume represented over 2% of all of China’s retail volume. 
According to Alibaba Group CFO Joe Tsai, “The B2B business makes the majority of Alibaba Group’s 
revenues, but we see Taobao contributing significantly going forward.”16 

Alipay: Engendering Trust 

Creating trust between vendors and customers was particularly challenging in the China context, 
where affect- (trust from the heart) and cognition-based trust (trust from the head) were highly 
intertwined, even in business.17   
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Taobao launched Alipay (支付宝, “payment treasure”) in 2004. Through its escrow service, Alipay 
held payments on behalf of consumers until purchased good were delivered, helping to reduce 
transaction risks for consumers and encourage online commerce. Alipay quickly became an integral 
part of Alibaba’s different businesses as illustrated by Erisman: 

Alipay was critical to Taobao’s development. Even when buyers see a seller with high 
ratings, the lack of trust still creates a big challenge. Alipay eliminates the settlement risk. The 
payment mechanism itself is not important. Payment is easy in China. People are used to 
wiring money; they can even do it online. But banks cannot address the settlement risk. This is 
where Alipay comes in. Now more than 80 percent of Taobao transactions rely on Alipay.18 

As Alipay’s business gained critical mass and found an increasing number of opportunities 
beyond Taobao, Ma looked for ways to bring the business closer to the market, speed decision 
making and motivate its management. In 2005, he decided to separate it from Taobao and make it an 
independent business unit, reporting directly to him. In August 2008, Alipay announced that the 
payment volume it handled reached a peak of $66 million per day (annualized $24 billion) and that 
its user accounts had exceeded 100 million. By the end of that year, Alipay had approximately 50% of 
all online payments in China.19 It also executed over 4 million transactions per day. Based on the 
number of users and total transaction volume, Alipay became China’s leading online payment 
business. Although PayPal, the global online payment market leader, had 150 million users,20 its 
revenues were still considerably higher than those of Alipay.  

Alipay’s business was based principally in China, although its management had aggressive 
international expansion plans, with a first step in southeast Asia. Polo Shao, president of Alipay, 
highlighted the company’s ambitions in November, 2009, “I think by 2011 (Alipay) will reach an 
annual transaction volume of 1 trillion yuan . . . , topping PayPal and becoming the world’s largest e-
payment firm.”21 

Selected Other Businesses 

In 2005, Alibaba purchased China Yahoo! (www.yahoo.com.cn) from Yahoo! Inc. China Yahoo! 
was one of the leading Chinese-language portals offering search, email and entertainment content.22 
In 2005, China Yahoo!’s search revenue share was 21% based largely on a keyword business called 
3721, where users input search terms in the URL address box. However, by the second quarter of 
2009, Baidu had a 62% share of the search market, Google 29% and Yahoo! only 6%.23 By then, China 
Yahoo! shut down the 3721 operation as user behavior shifted from inputting keywords in the URL 
address box to searching in the search box of a website such as www.baidu.com.  

In early 2006, Alibaba Group began incubating a new business called Alisoft (www.alisoft.com). 
Alisoft envisioned providing small businesses with internet-based enterprise management software 
in such areas as customer relationship management, inventory management, and financial 
management.  

Alibaba estimated that there were over 40 million small businesses in China,24 and that just 5% of 
these businesses used enterprise management software,25 well below the estimated 60% penetration 
rate in developed western markets. To tackle this market, Ma initially considered leveraging the sales 
team and established relationships of Alibaba’s B2B business. After further study, Ma concluded that 
Alisoft’s initial revenue potential was too small to excite Alibaba’s B2B salespeople so Alisoft began 
to build its own independent sales force.  

By January 2007, Alisoft’s dedicated sales team recruited over 500,000 active users through free 
beta trials. Market-leader salesforce.com had approximately 500,000 paying subscribers at that time.26 
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Ma believed that Alisoft had demonstrated market viability and reached critical mass, so he 
transferred it out of incubation and established it as a separate business unit, reporting directly to 
him.  

By 2009, Alisoft held 40 percent of the Chinese enterprise management software market and 
employed approximately 500 professionals.27 While Ma recognized that Alisoft’s independent sales 
force was a key driver to bring the business from concept to market leadership in just three years, the 
business model still faced several challenges. For example, Alisoft’s and Alibaba B2B’s sales teams 
covered many of the same clients, creating a certain level of conflict. Ma also wanted to find ways to 
encourage cross-business opportunities among Alibaba Group companies, such as bill payment for 
Alisoft customers via Alipay. 

In 2007, Alibaba launched Alimama, an online advertising exchange connecting websites and 
advertisers. Ma believed that expanding Alibaba’s business into the trading of internet advertising 
inventory made strategic sense because it leveraged Alibaba’s experience running online markets and 
its extensive consumer and business client bases. On the Alimama platform, publishers uploaded a 
summary of their available advertising inventory, including pricing models. Subsequently, 
advertisers reviewed the postings of publishers, clicked the purchase icon for advertisements they 
wished to buy, then uploaded their advertising content to the Alimama site.  

Tsai elaborated on the formation and evolution of Alimama: 

The original rationale of setting up Alimama as an independent business was our desire to 
pioneer a “light” model for the online advertising market. Traditional online ads are sold 
through direct sales people who pitch to advertisers directly or advertising agencies that have 
ad purchasing power. Because of the heavy investments in sales force, only large publishers, 
such as portals, can afford to sell ads. Small web sites just don't have a very easy way to sell 
their inventory to advertisers. An Alimama exchange model for online ad inventory would 
allow large and small publishers to place their inventory in the exchange, and advertisers 
would come to the exchange to book the ads directly without involvement by a large sales 
force.  

Over time, Alimama's model evolved from just an online ad exchange to an affiliate 
network of small web publishers. Alimama also built its own sales team to attract advertisers, 
and developed its own advertising technology platform.28 

By 2008, Alimama employed 400 professionals and its network had served over 3 billion 
advertisements; on a daily basis, Alimama connected with over 80 million consumers.29 

Ownership: IPO of Partial Stake in Alibaba’s B2B Business 

According to Ma, “in 2006, we decided to IPO the B2B business because it reached a threshold of 
scale and maturity.”30 Alibaba Group listed 19.25% of its B2B business (Alibaba.com and 
Alibaba.com.cn) on the Hong Kong Stock Exchange on November 7, 2007. The IPO raised $1.7 billion 
and the stock nearly tripled in value in its first day of trading (Exhibit 8 provides share price 
information).a Alibaba Group and its other businesses continued under private ownership.  

Alibaba.com’s public listing provided numerous benefits. The recognition and publicity was 
valuable to Alibaba B2B customers looking to attract their own potential customers to their virtual 
showrooms. It also attracted management talent and allowed Ma to use equity-based incentives to 
                                                           
a Approximately $1.3 billion in proceeds went to Alibaba Group and $400 million went to the B2B business. 
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pay managers in Alibaba.com, the listed company. Given these benefits, Ma wondered if he should 
consider listing other businesses. 

Of course, public listing came with its own costs. Alibaba’s management had to disclose its 
compensation packages publicly for the first time. Many of the interactions among Alibaba’s private 
and publicly listed entities had to be stipulated in an Administration Services Sharing Framework 
Agreement, a Website Cross-Marketing Services Agreement, and a Technology Services Framework 
Agreement. Managers also had to respond to a broader base of shareholders, resolve governance 
conflicts of interest, and perform under continuous public scrutiny. As Tsai put it, “Some things you 
can control, others you cannot. Market fluctuations you can’t control. Operations of businesses you 
can control. Credibility of management you can control if you strive for transparency even during the 
rough patches.” 

Despite the B2B business’ public status, Ma unabashedly put customers and employees ahead of 
shareholders, declaring to investors who disagreed with this policy, “you don’t have to invest in 
Alibaba.” He eschewed Wall Street’s short-term focus on stock prices and quarterly profits to build a 
global Chinese brand. 31 

Organization 

Alibaba’s mission statement was broad and visionary: “To make it easy to do business anywhere.” 
According to Ma, “I believe that founder-driven companies focus on a mission. The challenge is how 
do you communicate mission? How do you instill strong values and hire talent that is willing to 
follow the mission?”32 

Competition or Cooperation? 

By his own admission, Ma was a fan of Jack Welch, so it was only natural that his organization 
came to resemble that of GE in some regards. Just as Welch did not dictate an overall theme or 
strategy for GE, Ma preferred not to set one agenda from Alibaba’s corporate center, but rather to 
have each subsidiary set its own strategy. Much like Welch’s famed “#1 or #2” objective for each of 
his businesses, Alibaba’s governance inspired its subsidiaries to be the leaders of their respective 
industries. Ma explained, “Business unit presidents must have the freedom to do what is right for 
their business. I want business units to compete with each other . . . and focus on being the best in their 
businesses.”33 34 

To encourage competition, Ma assigned each of Alibaba’s subsidiaries its own board of directors 
and executive team, including a president, a CFO and operating managers. Tsai illustrated some of 
the resulting competition, “Alipay’s primary objective is to be a leader in payment processing which 
requires it to develop its own client base of online merchants. However, these clients could be other e-
commerce websites that compete directly with Taobao. For example, Joyo.com is a client of Alipay, 
yet is a subsidiary of Amazon, a company that competes with Taobao.”35 

Aside from simply doing business with the competitors of Alibaba Group companies, 
“competition” also could entail forgoing numerous potential synergies that were created only if the 
units worked exclusively with each other. For example, Ma wondered if Taobao or Alibaba’s B2B 
businesses should require transactions to be settled using Alipay exclusively. Similarly, should 
Alipay exclusively funnel customers to Taobao at the expense of its other online merchant clients? 
Should Alisoft exclusively target the client base of the Alibaba.com B2B business? 
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When internal competitive conflicts arose among Alibaba’s businesses, the firm’s culture tended 
to favor individual subsidiaries over the Group. Ma constantly made subsidiary heads aware that 
they had the freedom to do what was right for their businesses. If internal competition created 
tangible disadvantages among subsidiaries, then the relevant subsidiary presidents were responsible 
for resolving any issues among themselves. This decentralized approach encouraged subsidiary 
management to proactively come up with commercial solutions to internal conflict.  

With respect to internal coordination and competition, Tsai reflected, “We sacrificed forced 
synergies in order to quickly pursue subsidiary opportunities. . . Since you don’t know where 
competition is coming from and firm boundaries are changing quickly, suppliers and partners can 
become competition overnight. Only the paranoid survive (and) . . . that is why Alibaba’s 
decentralized model holds up in fast-growth settings.”36 

Such coordination challenges were not unique to Alibaba; internet auctioneer eBay encountered 
similar internal conflicts after it acquired online payment processor PayPal: 

eBay decided to run PayPal as a relatively independent wholly-owned subsidiary and 
chose a series of eBay veterans to run (the Payments group). By keeping the organization 
separate, eBay allowed PayPal to pursue business opportunities that were outside of eBay. 
However, by choosing a series of eBay “veterans” to run the organization, the company 
ensured that there would be a close connection between the legacy eBay business and PayPal, 
and that the (expected) value creation . . . would be achieved.37 

Organizational Evolution of the C-Suite b 

According to Ma, “our biggest challenge was growing Alibaba from 18 to over 10,000 employees. 
There is no model to imitate.” One way Ma coordinated Alibaba’s growth was by adjusting his span 
of control, or the number of executives reporting directly to him. As new businesses were launched, 
the head of the subsidiary would report directly to Ma. Given the rapid growth in entering new 
businesses, Ma’s span of control had increased dramatically. In 2008, Ma had eight reports, composed 
of Alibaba’s five subsidiary presidents plus three functional group executives: the Chief Financial 
Officer, the Chief People Officer and the Chief Strategy Officer (see Exhibit 9). The CEO of 
Alibaba.com (the publicly-traded subsidiary) reported directly to that subsidiary’s board of directors. 

Reminiscent of Welch’s belief that people were GE’s key assets, Ma elevated the importance of the 
human resources function early in the Group’s history by creating the Chief People Officer (CPO) 
position and having it report directly to him. Lucy Peng, one of the original founders, was Ma’s first 
choice to be a “(guardian) of continued organization development and preservation of Alibaba 
Group’s values-based culture during a time when the company is experiencing rapid growth.”38  

As Alibaba’s revenues, staff and geographic reach expanded and its businesses became 
increasingly complex, Ma constantly considered various permutations to the organization of his top 
management team. For example, given the common processes and customers of many of Alibaba’s 
businesses, some of the senior management team argued that a Chief Operating Officer (COO) might 
catalyze cross-platform business development and reduce costs through economies of scale while 
providing Ma more time to focus on leadership and strategy. Tsai countered, “The COO role was in 
place earlier but it seemed redundant as the subsidiary presidents acted as COOs of their own 

                                                           

b The C-Suite could be broadly defined as a company’s senior executive team, including the Chief Executive Officer and those 
who reported directly to him or her, such as the Chief Financial Officer and Chief Strategy Officer.  
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businesses and had direct P&L responsibility. GE never had a corporate-level COO under Jack 
Welch.”39 

Alibaba’s subsidiaries used many common core technologies and platforms but they employed 
independent technology teams to maximize flexibility. Ma believed that Alibaba’s decentralized 
technology strategy helped the firm to capture an early lead in China’s emergent e-commerce 
markets. As these markets matured, Ma wondered if Alibaba should consider centralizing its 
technology platform, which included systems architecture, systems development, data analysis, data 
storage, and business unit application development, under a Chief Technology Officer (CTO). 
However, this risked slowing development and disenfranchising the business units. Alibaba’s 
decentralized technology model contrasted with the highly centralized technology platforms used by 
companies such as Google.  

Culture and Incentives 

Despite the level of internal competition at Alibaba, Ma fostered a certain degree of group 
cooperation. For example, Alibaba’s C-suite and the senior management of its subsidiaries (totaling 
about 120 people and known internally as the “Group Organization”) engaged in community 
building exercises, such as annual retreats with their families. The Group Organization also 
participated in management training sessions, such as the two-day session titled “What Leadership 
Means” at Alibaba’s corporate university, styled on GE’s Crotonville. Ma continuously rotated senior 
managers among the different subsidiaries and one executive noted, “We have few cross-functional 
and cross-business teams because we want to empower the operating subs to call the shots. We don’t 
want an overlay to confuse the reporting.”40 

Ma and his senior team also came together at Alibaba’s annual strategy review sessions. They 
used these sessions to discuss and set Alibaba’s long-term strategy and consider complementary 
organizational changes through a bottoms-up process, which had three broad steps. In the spring 
they performed mid-term strategic reviews. In the fall, subsidiary presidents submitted detailed 
strategic plans to Alibaba’s corporate center. For the remainder of the year, Alibaba’s senior 
management team debated and revised these strategic plans, finally agreeing to a Group operating 
plan and budget by year-end. Tsai commented, “While Alibaba’s strategic planning process had not 
changed much over time, as the businesses became more complex, we had to think more 
strategically. The debates between corporate headquarters and the subsidiaries became more robust 
but we did not see that as a negative.”41 Ming Zeng, Alibaba’s Chief Strategy Officer (CSO), oversaw 
and facilitated this annual strategy-review and strategy-making process.  

Counter to the prevailing corporate culture in China at the time, Alibaba Group provided its 
employees with powerful incentives in the form of stock options. With respect to employees at 
Alibaba’s publicly-traded B2B business, management believed that the options program was largely 
successful. It helped link compensation to the performance of the business unit, provided employees 
with liquidity through the public markets, and appreciated in value as the underlying stock 
performed well on the market. One key challenge of the public listing was the continuously changing 
stock price and its impact on the value of employees’ stock options. 

Employees who worked with Alibaba’s non-listed businesses received stock options in the 
privately-held Alibaba Group. In fact, as managers progressed up the ranks and through the Group 
companies, the proportion of their total pay based on Group performance increased. The prospect of 
a successful IPO of a Group company, much like that of the B2B business in 2007, motivated 
employees. However, unlike the stock options for employees of the B2B platform, stock options in 
Alibaba Group were not directly tied to the value of any business unit and did not have a public 
valuation or liquidity. Employees who received options in the private company therefore did not 
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have much visibility on the value of their equity grants, and they risked forfeiting the options if they 
left the company because there was no ready market to sell the underlying shares. 

Rotating managers between Alibaba’s publicly traded and privately held businesses presented 
some challenges relating to incentives and stock options. On a more global scale, Ma wondered if 
each business unit should have its own pay scale.  

Some Future Opportunities 

Ma was always searching for new business opportunities in the rapidly growing and evolving 
online commerce markets. He actively generated new opportunities through both “top down” efforts, 
lead by the senior management team, and informal “bottom up” initiatives, which encouraged 
Alibaba’s business units to percolate new ideas and market intelligence up the organization.  

Once a new business opportunity passed initial screening, Ma faced some organizational 
questions. For example, he needed to decide whether to place responsibility for a project with the 
corporate headquarters or with business unit presidents. Ma also needed to decide how to deal with a 
project as it evolved over time. 

Financing Small Businesses 

As Alibaba learned more about its small business clients, Ma became increasingly aware of the 
unmet demand from small Chinese businesses for loans in sizes that were well below what 
traditional banks were interested in lending. Ma’s market view coincided with feedback provided by 
Alibaba’s sales and technology teams. Tsai elaborated, “Most Chinese banks focused on much larger 
clients and did not have the infrastructure to deal with such small transactions, so the market was 
completely underserved.”42  

If Alibaba wanted to enter the potentially lucrative market for small business loans, it faced some 
significant operating hurdles, including obtaining banking licenses, establishing a specialized 
banking operations group, and raising money to meet regulatory capital requirements.  

Alibaba Group still had a head start in the market, with a large client base and a field sales force of 
thousands of professionals. Alibaba Group also had real-time, verifiable data on client sales, 
payments and collections through its Alipay, Alibaba B2B, and Taobao business units; this data was 
not centralized but few entities in China had access to such extensive information. While not directly 
related to the small business loan industry, Alibaba Group also accrued significant financial services 
experience through Alipay’s payment processing business.  

Mobile Platforms 

The rapid growth of smartphones in 2008 provided millions of Chinese with affordable mobile 
access to the internet. Over the next five years, Ma believed that these popular smartphones would 
drive online trade to new levels and create opportunities both for Alibaba’s members and business 
units. For example, he envisioned Alibaba.com’s buyers using their smartphones to search for 
products, contact sellers, post leads, and close deals anytime, from virtually anywhere in the world. 
Similarly, sellers could post new products online, search for buyers, communicate with buyers, and 
execute transactions from their mobile devices. 

Given the potential size of the mobile business, and the complexity of developing seamless and 
secure technology, Ma needed to determine the best strategy to develop, deploy and operate 
Alibaba’s mobile platforms. For instance, should Alibaba’s head office launch a centralized mobile 
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team to develop a common mobile platform for all Group companies or should each business unit 
develop its own specialized platform? Once Alibaba developed its mobile platform(s), should Ma 
centralize or decentralize mobile operations.  

The rapid evolution of smartphones provided Alibaba with exciting market opportunities but 
potentially opened the doors to new competition. In particular, Ma worried about large internet 
businesses, launching Chinese mobile marketplaces before Alibaba did. To protect Alibaba’s market 
positions, Ma knew he had one chance to choose the right mobile strategy and needed to enter the 
market as soon as possible. 

Driving Forward 

As Ma approached Taobao’s corporate offices, he thought about the challenges that lay ahead. 
Should he maintain the competition among the subsidiaries that had helped the Alibaba Group 
develop its leadership position in China’s e-commerce markets? Or should he promote more 
cooperation among the subsidiaries? And if he wanted to increase cooperation, how could he do so 
without dulling the incentives of the subsidiary executives to be “the best in their businesses?” 
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Exhibit 2 Alibaba Group – Financial Information (in USD thousands) 

Alibaba Group Financial Snapshot Twelve-Month Period Ended 
 

Jun 2009 Dec 2008 Dec 2007  
Consolidated Income Statements     
Revenues $636,175 $511,808 $326,843 
Gross profit 454,230 358,211 230,609  
Loss from operations (a) (58,391) (76,208) (54,927)  
     
     
Consolidated Balance Sheets     
Total assets $5,300,391 $4,956,084   
     
Total liabilities 1,375,929 1,059,042   
Total equity 3,924,462 3,897,042   
Total liabilities & equity 5,300,391 4,956,084   

Note: (a) To improve comparability, the line item “loss from operations” above does not include the $178 million 
impairment loss on goodwill and intangible assets booked in the quarter ended September 30, 2008. 

Source: Yahoo! Inc. 10-Q and 10-K filings and amendments, via U.S. Securities and Exchange Commission, accessed January 
13, 2010, adapted by casewriters. 

 

Exhibit 3 Excerpt of Hangzhou Fuqi’s Storefront on Alibaba.com Limited (B2B Business)  

 
Source: Company website.   
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Exhibit 4 Alibaba.com Limited (B2B Business) – Financial Information for the Twelve-Month 
Periods Ended December 31, 2007 and 2008, Respectively (in RMB thousands and USD thousands) 

Consolidated Income Statements RMB 000  USD 000 

 2008 2007  2008 2007 
Revenue      

International marketplace  1,907,135 1,547,695  $274,497  $203,489 
China marketplace  1,094,059 615,062  157,470  80,868 

Total revenue  3,001,194 2,162,757  431,967  284,357 
         
Cost of revenue  (387,368) (280,113)  (55,755) (36,829) 
Gross profit  2,613,826 1,882,644  376,212  247,528 
         
Sales and marketing expenses  (1,092,086) (736,813)  (157,186) (96,875) 
Product development expenses  (186,513) (131,495)  (26,845) (17,289) 
General and administrative expenses  (320,144) (229,868)  (46,079) (30,223) 
Other operating income  177,300 19,877  25,519  2,613 
Profit from operations  1,192,383 804,345  171,622  105,754 
        
Finance income, net  239,207 345,099  34,429  45,373 
Share of loss of associated companies, net of tax (16,087) -  (2,315) - 
Profit before income taxes  1,415,503 1,149,444  203,736  151,128 
         
Income tax charges  (210,317) (181,649)  (30,271) (23,883) 
Profit after income taxes  1,205,186 967,795  173,464  127,245 

Note: To estimate USD values, casewriters applied daily unweighted average USD/RMB exchange rates to published 
annual RMB financial data.  
 
Alibaba.com Limited did not pay dividends in 2007 and 2008. 
 

Source: Alibaba.com Limited – Annual Report dated December 31, 2008, and Federal Reserve Statistical Release, H.10 Foreign 
Exchange Rates, via http://www.federalreserve.gov/Releases/H10/Hist/dat00_ch.txt, accessed January 6, 2009. 
Adapted by casewriters. 
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Exhibit 5 Alibaba.com Limited (B2B Business) – Financial Information as of December 31, 2007 and 
2008, Respectively (in RMB thousands and USD thousands) 

Consolidated Balance Sheets RMB 000 
 

USD 000 
 

2008 2007  2008 2007 
Assets     
Non-current assets      

Lease prepayment  28,502 29,088  $4,178  $4,261 
Property and equipment  375,975 158,992  55,108  23,288 
Interests in associated companies 31,719 -  4,649  - 
Deferred tax assets  310,025 260,311  45,442  38,128 
Prepayments, deposits and other receivables  10,768 27,067  1,578  3,965 
Direct selling costs  15,288 10,767  2,241  1,577 

Total non-current assets  772,277 486,225  113,196  71,218 
Current assets      

Amounts due from related companies  12,678 26,320  1,858  3,855 
Prepayments, deposits and other receivables  186,476 48,143  27,333  7,052 
Direct selling costs  309,175 219,229  45,317  32,111 
Term deposits  3,923,373 952,382  575,064  139,496 
Cash and cash equivalents  2,688,951 4,321,170  394,130  632,925 

Total current assets  7,120,653 5,567,244  1,043,701  815,439 
Total assets  7,892,930 6,053,469  1,156,897  886,656 

Equity     
Share capital  486 486  71  71 
Reserves  4,967,923 3,612,595  728,168  529,140 
Total equity  4,968,409 3,613,081  728,239  529,211 
     
Liabilities     
Non-current liabilities      

Deferred revenue  106,340 70,194  15,587  10,281 
Current liabilities      

Deferred revenue and customer advances  2,150,531 1,849,655  315,212  270,920 
Trade payables  15,576 12,883  2,283  1,887 
Amounts due to related companies  69,503 17,039  10,187  2,496 
Other payables and accruals  425,848 337,085  62,418  49,373 
Current income tax liabilities  156,723 153,532  22,971  22,488 

Total current liabilities  2,818,181 2,370,194  413,072  347,164 
Total liabilities  2,924,521 2,440,388  428,658  357,446 
Total equity and liabilities  7,892,930 6,053,469  1,156,897  886,656 
  
Net current assets 4,302,472 3,197,050  630,630  468,274 
  
Total assets less current liabilities  5,074,749 3,683,275  743,825  539,492 

Note: To estimate USD values, casewriters applied year-end USD/RMB exchange rates to published annual RMB financial 
data.  

Source: Alibaba.com Limited – Annual Report dated December 31, 2008, and Federal Reserve Statistical Release, H.10 Foreign 
Exchange Rates, via http://www.federalreserve.gov/Releases/H10/Hist/dat00_ch.txt, accessed January 6, 2009. 
Adapted by casewriters. 
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Exhibit 6 Internet Penetration in China (number of users in millions) 

 2002 2003 2004 2005 2006 2007 2008 2009E 
Internet Penetration         

Internet users  59 76 94 111 137 210 298 390 
Internet penetration 4.6% 6.2% 7.3% 8.5% 10.5% 16.0% 22.6% 28.4% 
Broadband users  6.6 17.4 42.8 64.3 90.7 163.4 270  
Broadband penetration 11.2% 22.9% 45.5% 57.9% 66.2% 77.8% 90.6%  

Source: China Internet Network Information Center and iResearch China Online Shopping Report, compiled by Company. 

 

 

 

Exhibit 7 Growth of Online Shopping Sites in China (number of users in millions, GMV in RMB 
billions) 

 2002 2003 2004 2005 2006 2007 2008 2009E 

All Online Shopping Sites         

Registered users  8.4 15.2 22.4 32.5 43.1 55.0 80.0 110 
GMV 1.3 1.9 5.1 15.7 25.8 56.1 128.2 247.4 

Source: China Internet Network Information Center and iResearch China Online Shopping Report, compiled by Company. 

 

Exhibit 8 Alibaba.com Limited’s (B2B Business) Share Price Performance from IPO on November 5, 
2007 to December 3, 2009 (Measured Relative to Hang Seng Index and Hang Seng Information 
Technology Index) 

 

Source: Bloomberg LP, accessed December 3, 2009, adapted by casewriters. 
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Exhibit 10 Selected History and Milestones, Alibaba Group 

 

1999 • Alibaba Group officially established by its 18 founders. Led by Jack Ma, the team worked 
out of a Hangzhou apartment 

1999-2000 • Alibaba Group raised $25 million from Softbank, Goldman Sachs, Fidelity, and others

2002 • Alibaba.com became profitable

2003 • Founded consumer e-commerce website Taobao in Jack Ma's apartment 

2004 • Launched online payment system Alipay

2005 • Alibaba Group formed a strategic partnership with Yahoo! Inc. and acquired China 
Yahoo!c  

2006 • Alibaba Group made a strategic investment in Koubei.com (classified listings for the 
consumer market) 

2007 
• Launched internet-based business software company Alisoft 
• Listed Alibaba.com Limited on the Hong Kong Stock Exchange  
• Alibaba Group launched Alimama, an online advertising exchange company 

2008 

• According to publicly available estimates, Alibaba Group’s principal shareholders 
included, on a fully-diluted share count: 
   - Yahoo! Inc.              42%  
   - Softbank (Japan)     32% 
   - Employees               22% 
   - Others                        4% 

  

 

Source: Company, http://news.alibaba.com/specials/aboutalibaba/aligroup/index.html, accessed February 18, 2010, 
adapted by casewriters. 

                                                           

c In 2005, Alibaba Group sold approximately 40% of its share capital to Yahoo! Inc. for consideration that included $1 billion 
cash and 100% of the share capital of Yahoo! China. 
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Exhibit 11 Shared Values, Alibaba Group 

 

Customer  
First 

• The interests of our community of users and paying members must be our first 
priority 

Teamwork 
• We expect our employees to collaborate as a team. We encourage input from our 
employees in the decision-making process, and expect every employee to commit to 
the team's objectives 

Embrace 
Change 

• We operate in a fast-evolving industry. We ask our employees to maintain flexibility, 
continue to innovate and adapt to new business conditions and practice 

Integrity 
• Integrity is at the heart of our business as trust is an essential element of a 
marketplace. We expect our employees to uphold the highest standards of integrity 
and to deliver on their commitments 

Passion 
• Our employees are encouraged to act with passion whether it is serving customers 
or developing new services and products 

Commitment 
• Our employees have a dedicated focus and commitment to understanding and 
delivering on the needs of Chinese and global small businesses 

  

 

Source: Company, http://news.alibaba.com/specials/aboutalibaba/aligroup/culture_values.html, accessed February 25, 
2010, adapted by casewriters. 
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