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The obijective of this project-based thesis is to offer guidance for Finnish small and me-
dium-sized enterprises (SMEs) about the use of Alibaba.com online marketplace in China-
based sourcing, in the form of a guide. The guide offers information about looking for sup-
pliers and products, how to distinguish between sellers and how to contact them, what the
recommended sourcing process is and what risks may be involved. In addition, the guide
aims to offer a better understanding of Alibaba Group as a whole.

The thesis author has personal experience in China-based sourcing, having worked for a
Chinese sourcing company in Shanghai for two years. Personal interest and know-how, as
well as the fact that Alibaba Group is still relatively unknown in Finland, made it a natural
choice for the author to write the sourcing guide.

The theoretical framework of the thesis comprises of the background research the author
conducted prior to writing the guide, in order to obtain a comprehensive understanding of
the topic and the concepts related to it. The secondary objective is for the theoretical
framework to support the need and purpose of the guide.

The thesis itself comprises of two sections: theoretical framework and empirical part. The
theoretical framework is divided into two main themes, out of which the first discusses in-
ternationalization in Finnish SMEs in the forms of exports, imports and global sourcing, and
presents trade relations between Finland and China. The second chapter of the theoretical
framework discusses the concept of electronic commerce and its different forms, with a
deeper look into business-to-business (B2B) level electronic commerce. In addition,
Alibaba Group and its online marketplaces, including Alibaba.com, are introduced in the
chapter.

The empirical part of the thesis introduces the process of writing the guidebook. The sec-
tion discusses the project starting point and project plan, and presents the structure of the
project and how the final product, or guide turned out to be. The last chapter of the thesis,
discussion, includes the author’s conclusions for the whole thesis project and future devel-
opment ideas, as well as presents what the author learned from the writing process.

The thesis project was started in November 2016 and finalized in March 2017. The objec-
tives that were set were reached.
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1 Introduction

There is no denying to the quite cliché saying that the world has become smaller since the
rise of the internet. While more and more people around the globe are being connected
online, businesses are also able to reach a much broader mass of clients and partners via
internet. This is extremely vital especially for small and medium-sized enterprises, also
known as SMEs. SMEs often operate under limited resources, adding additional risk to in-
tercontinental trading. Electronic commerce today has enabled SME-level businesses in
all the corners of the world to connect with the right partners.

Electronic commerce, also known as e-commerce, can be briefly defined as the sale and
purchase of products or services over the internet. The most common types of e-com-
merce transactions are business-to-consumer (B2C) and business-to-business (B2B). (In-
vestopedia 2016a.) Although there are many large players such as eBay and Amazon on
the field of e-commerce, there is one giant with a big role on both B2C and B2B e-com-
merce markets. This giant is China based New York stock exchange listed Alibaba Group.
In November 2015 Alibaba Group generated a record breaking US$14.3 billion in sales
through its online shopping platforms in just 24 hours, and during the same year the com-
pany achieved a revenue of US$12.3 billion (Alibaba Group 2015a; Berke 2015). Need-

less to say that e-commerce is booming in China.

In addition to the record-breaking online shopping platforms, Alibaba Group provides a
global sourcing marketplace for businesses all around the world. Jack Ma, the founder of
Alibaba Group wanted to support small and medium-sized enterprises by establishing
Alibaba.com in 1999. This wholesale marketplace aims to connect Chinese suppliers to
importers, wholesalers and distributors across the globe. (Alibaba.com 2016.) According
to Alibaba Group, Alibaba.com is used by buyers such as trade agents, retailers, manu-
facturers, wholesalers and SMEs in over 200 countries (Alibaba Group 2016a, 72), yet it
still is rather unknown in some western countries, like Finland. During the past few years
Alibaba has increased its visual presence in the West by being listed on the New York
stock exchange in September 2014 and investing in US companies (World Finance 2015).
With the increasing visibility in the West, Alibaba is establishing itself as an important tool

for SMEs for entering the world of global trade.

As the Finnish market is relatively limited, many Finnish SMEs are seeking growth from
other countries. In 2016 about 20 percent of Finnish SMEs were engaged in some form of

international business, the most common form being exports. (Malinen & Seppéanen 2016,



24-27.) However, only a few Finnish SMEs have seized the opportunity of taking ad-
vantage of the benefits of global sourcing in their supply chain. This is often due to the fact
that SMEs lack the resources and knowledge about global markets. (Ronkké 2013.) As
Alibaba.com marketplace is aimed especially for SME-level sourcing operations, Finnish
small and medium-sized enterprises could have the opportunity to exploit the platform in
their global sourcing operations.

1.1 The aim of the thesis

The aim of this project-based thesis is to offer guidance on how Finnish small and me-
dium-sized enterprises can use Alibaba.com online marketplace for China-based sourcing
and operate on the website for finding products and suppliers, in the form of a guidebook.
How to find products from Chinese suppliers on Alibaba.com? How to find and contact re-
liable manufacturers? How to distinguish between factories and trading companies? How
to establish relationships with Chinese suppliers? What are the risks involved? The guide
aims to answer all these questions. In addition, it aims to offer a better understanding of
Alibaba Group. The guidebook can be found from the appendices of this thesis in Appen-
dix 1. The topics presented in the theoretical framework of this thesis are associated with
the background research the author did before writing the project, or in other words guide.
The secondary objective of the thesis is for the theoretical framework to support the need

and purpose of the guide.

The author of this thesis has personal experience in sourcing in China, having worked for
a Chinese sourcing company in Shanghai for two years. Personal interest and know-how
about the field made it a natural choice for writing an Alibaba.com guide for Finnish SMEs.
The author saw the need for the guidebook, since Alibaba Group and Alibaba.com are still
relatively unknown in Finland, and comprehensive guidance for Alibaba.com sourcing tar-

geted for Finnish SMEs was not available.

1.2 Limitations of research

The research about Finnish SMEs presented in the first chapter of the theoretical frame-
work will only cover internationalization in Finnish SMEs in the forms of exports, imports
and global sourcing. The forms of internationalization further studied are limited to these
topics, as they are the most relevant themes for this thesis. Recent trade relations be-
tween Finland and China will be discussed on a country level, as access to information

about Finnish small and medium-sized enterprises’ trade relations between China was not



available. The second chapter of the theoretical framework will introduce e-commerce and
its different forms, however it will only study B2B e-commerce on a deeper level. Alibaba
Group and its businesses are briefly introduced, but not further studied (excluding
Alibaba.com).

The guide will only cover the purchase of physical products. Services, such as global lo-
gistics are not discussed. The guide will only include information about sourcing from Chi-
nese suppliers. Neither the theoretical framework nor the guide will discuss how to imple-
ment the Alibaba.com sourcing process to a company’s existing procurement process. It
will only work as a handbook with guidelines for using Alibaba.com for the sourcing pur-

poses in a Finnish SME.

1.3 Structure of the thesis

This project-based thesis consist of two parts: theoretical framework and empirical part.
The theoretical framework is divided into two main themes; Finnish small and medium-
sized enterprises and international trade, as well as electronic commerce and Alibaba.
Furthermore, a guidebook for the use of Alibaba.com global sourcing marketplace tar-
geted for Finnish SMEs is included in the appendices. As mentioned, the topics presented
in the theoretical framework are associated with the research the author did prior to writing

the guide, and the empirical part discusses the writing process of the said guidebook.

The theoretical framework begins with the introduction to the situation of internationaliza-
tion in Finnish SMEs; in the forms of exports, imports and global sourcing. As the guide
conducted for this thesis discusses the use of Alibaba.com online marketplace for sourc-
ing operations from China, the recent trade relations between Finland and China are dis-
cussed. The second main chapter of the theoretical framework presents the concept of
electronic commerce and its different forms, with a deeper look into business-to-business
e-commerce. In addition, the chapter discusses the benefits of e-commerce, after which
Alibaba Group and Alibaba.com are introduced. Finally, the empirical part looks into the
writing process of the guidebook. The section discusses what the project starting point
was, how the project was planned, what the structure of the project is, and how the final
product turned out to be. The last chapter of this thesis, discussion, contains the author’s
conclusions and learning outcomes of the whole thesis project. Lastly, the guide can be

found from Appendix 1.



A glossary of the most important keywords is included below.

SME: The category of micro, small and medium-sized enterprises (SMESs) is made up of
enterprises which employ fewer than 250 people, and have an annual turnover not ex-
ceeding EUR 50 million, and/or an annual balance sheet total not exceeding EUR 43 mil-
lion (European Commission 2009, 2-3).

Internationalization: Internationalization, or in other words globalization can be defined as
the increasing tendency of corporations to operate across national boundaries. It is one of
the ways for an organization to seek growth. (Investopedia 2016b.)

Global sourcing: The purchase of goods or services from another country. Also known as

global procurement. (Logistiikan Maailma.)

E-commerce: Electronic commerce. The sale and purchase of products or services over

the internet. (Investopedia 2016a.)

B2B: Form of trade described as the trade between two businesses (business-to-busi-
ness) (Fangfei Wang 2010, 5).

Online marketplace: A type of e-commerce website where third-party sellers can offer
their products or services for sale over the internet, while transactions are handled by the

marketplace operator (Website Magazine 2013).



2 Finnish SMEs and international trade

Small and medium-sized enterprises, also known as SMEs, can be defined as enterprises
with fewer than 250 employees. According to the European Union, enterprises can be
qualified as micro, small or medium-sized enterprises if they fulfil maximum ceilings for
staff headcount and either a turnover ceiling or a balance sheet ceiling. The below table
(Table 1) indicates the ceilings which are used by the EU to define an SME. A company
that employs fewer than 10 employees is called a microenterprise, and an enterprise with
fewer than 50 employees is defined as a small enterprise. Enterprises that employ less
than 250 people are qualified as medium-sized. As per the financial ceilings, a company is
qualified as a microenterprise if its turnover or balance sheet total are below 2 million eu-
ros, or defined as a small enterprise, if the corresponding figures are below 10 million eu-
ros. A business qualifies as a medium-sized enterprise, if its turnover is below 50 million

euros or balance sheet total is below 43 million euros. (European Commission 2009, 2-3.)

Table 1. Definition of small and medium-sized enterprises (European Commission 2009,
3)

SME Definition

Enterprise Ceilings

Category Staff Headcount | Turnover Or Balance Sheet Total

(number of persons)

Medium-sized < 250 < € 50 million < €43 million
Small <50 < € 10 million < € 10 million
Micro <10 < € 2 million < € 2 million

Small and medium-sized enterprises play quite a significant role in the economy and em-
ployment in Finland. In 2014 there were a total of 283,000 enterprises in Finland (exclud-
ing agriculture), of which 93.4 percent were microenterprises with fewer than 10 employ-
ees. In total the whole SME sector accounted for 99.8 percent of Finnish enterprises,
which means that there were a total of 282,434 SMEs and only 566 enterprises with more
than 250 employees. Small and medium-sized businesses generated about 57 percent of
the combined turnover of all Finnish businesses, which was about 385 billion euros in
2014. During the same year Finnish for-profit organizations employed about 1.38 million
people, out of which 25 percent were employed by microenterprises, and the whole SME
sector accounted for 65 percent of the number of employed. (Malinen & Seppanen 2016,

11.) It is no wonder that SMEs are often called as the backbone of Finland’s economy.



This thesis uses a Finnish small and medium-sized enterprise barometer survey as a
source of information about the SMEs in Finland. The barometer survey was conducted
during the fall of 2016 by the Federation of Finnish Enterprises, Finnvera and the Finnish
Ministry of Economic Affairs and Employment. The objective of the barometer survey is to
offer information about the economic situation of SMEs in Finland. The results indicated in
the survey are based on the answers of 6010 small and medium-sized enterprises that
took part in the study. As there are about 282,400 SMEs in Finland, it is worth mentioning
that the information discussed in this thesis is based on the results of the said survey and
its 6010 respondents.

The below pie chart (Figure 1) indicates the main industries of the SMEs that took part in
the barometer survey. There were 485 enterprises from industrial field, which accounted
for 8 percent of the respondents. 944 enterprises were engaged in construction (16 per-
cent) and 1016 were operating on trading sector (17 percent). The largest group of re-
spondents came from enterprises offering services. These businesses accounted for 59
percent of the respondents, and a total of 3565 enterprises. Most of the enterprises that
took part in the survey were based in the Helsinki capital area, as almost 1000 responses

came from the area. (Malinen & Seppanen 2016, 10.)

Main Industries of Finnish SMEs

8%

16%

59%
17%

Industry Construction Trade Services

Figure 1. The main industries of Finnish SMEs according to a barometer survey (Malinen
& Seppanen 2016, 10)



2.1 Internationalization in Finnish SMEs

Innovative, growth-oriented companies are important for the growth of national economy
and employment. In addition to creating jobs, business growth is important in order to
achieve better profitability and competitive position. According to the barometer survey,
about 11 percent of the SMEs that participated in the survey defined themselves as highly
growth-oriented, and about 39 percent stated to seek growth as much as possible. 16 per-
cent did not set seeking growth as a target. In 2016 Finnish SMEs were seeking success
and growth mostly by making investments, by training staff or by looking for new products
or by expanding to new markets. In addition, SMEs exploited a variety of digital services in
their operations, in order to find growth from new customer groups, partners and to offer
better customer service. For example, 82 percent of the SMEs stated to have their own
company website, 49 percent used social media and 20 percent claimed to do their pur-
chasing online. 33 percent of the SMEs stated that the most significant reason for using
digital services is to reach new customer groups, and 30 percent felt that it strengthens
their business image. Moreover, some SMEs exploited digital services in order to interna-
tionalize more efficiently, but 37 percent stated that the use of digital services has not af-
fected their business’s internationalization. Only 13 percent of the SMEs felt that the use
of digital services has enabled them to internationalize better. As the Finnish domestic
market is relatively limited, internationalization is a way for many Finnish SMEs to seek
growth. (Malinen & Seppénen 2016, 24-27.)

In commerce internationalization, also known as globalization, can be defined as the
growing tendency of corporations to operate across national boundaries (Investopedia
2016b). Internationalization is one of the ways a company can seek growth, although it
can be a big step to take, especially for an SME. In 2016 internationalization was most
common among the 11 percent of the SMESs that defined themselves as highly growth-ori-
ented. About 50 percent of these strongly growth-oriented businesses were engaged in
some form of international business. In total about 20 percent of all SMEs were engaged
in exports, or were doing some form of business overseas. In practice, this means that
there were about 57,000 SMEs in Finland that were exporting products or services, or had

other business operations in foreign countries. (Malinen & Seppanen 2016, 7, 20, 28.)

Figure 2 on the next page indicates the forms of internationalization among the SMEs that
took part in the survey, and among the SMEs that reported to do exports or had some
form of operations outside of Finland. According to the survey, the most common form of
engaging in international business was direct export, which 64 percent of the SMESs re-

ported to do (Malinen & Seppéanen 2016, 20). Direct export means a situation, in which a



business sells its products or services directly to a customer in a foreign country, without
the use of another entity’s services in the export process (Cambridge Dictionary, 2016a).
18 percent of the respondents claimed to have a foreign joint venture or a subsidiary. This
means that 18 percent of the Finnish SMEs either co-owned a business abroad with an-
other company, or acted as a parent company for a business of which they owned partly
or completely, by owning at least 50 percent of the company’s voting stock. (Investopedia
2016c; Investopedia 2016d; Malinen & Seppanen 2016, 20.) 10 percent of the SMEs re-
ported to have wage or contract manufacturing in foreign countries. In other words, these
SMEs were manufacturing products with their own brands abroad. 9 percent of the SMEs
reported to have franchising or licensing operations in foreign countries. (Malinen &
Seppénen 2016, 20.) Simply put, these SMEs had given foreign companies the right to
use their business model or service in return for a monetary consideration, or given the
permission to manufacture their product against a specified payment (Entrepreneur
2017a, Entrepreneur 2017b). 20 percent of the respondents were engaged in international

business in some other form, reported as “others” (Malinen & Seppanen 2016, 20).

Forms of internationalization in Finnish SMEs

= Direct export *Respondents were able to
® Licensing or franchising Cholose more than one
Wage or contract manufacturing option
Foreign subsidiary or joint venture
= Others

Figure 2. Forms of internationalization in Finnish SMEs according to a barometer survey
(Malinen & Seppanen 2016, 20)

The exports and imports in Finnish SMEs will be discussed in more detail in the following
next two subchapters 2.2 and 2.3. The other forms or internationalization will not be fur-

ther studied, as these are not relevant for the objective of this thesis.



2.2 Exports

Exports are of great importance to the growth of Finnish economy. Direct export is the
most common form of internationalization among Finnish SMEs. As previously mentioned
in this thesis, more than half of the SMEs that took part in the barometer survey and were
engaged in international business or export, were practicing direct export (Malinen &
Seppénen 2016, 20). According to Finnish Customs’ foreign trade statistics, the value of
exports of small and medium-sized enterprises were 2.1 billion euros in the second quar-
ter of 2016. The total value of exports in all Finnish enterprises was about 13.6 billion eu-
ros, which means that SMEs accounted for about 15 percent of the total value. (Tulli
2016a, 1.)

To give an idea about the most significant export product categories in Finnish SMEs, dur-
ing the second quarter of 2016 the product category with the highest export value was
machinery, which accounted for about 4 million euros. The second largest item group was
products of electrical industry with a value of about 3.3 million euros, followed by products
of chemical industry with 2.8 million euros. The fourth largest category was lumber prod-
ucts with a value of about 2.5 million euros, and vehicles came fifth with a value of 2.1 mil-
lion euros. The export value of metals and metal products was about 1.8 million euros.
Another significant product segment for exports was a category named as “other prod-
ucts”, which had a value of 4.1 million euros. The values of all of the previously mentioned
product categories increased from 2015, except for products of electrical industry. The ex-

port value of this category remained the same in 2016 as in 2015. (Tulli 20164, 1, 4.)

As per the barometer survey, the most common destination for Finnish small and medium-
sized enterprises’ exports were the EU countries with about 89 percent of products ex-
ported to the area. In addition to the EU countries, other significant destinations were
other countries in the Europe area and Russia, which both cover the same amount, 27
percent of the exports. The exports of Finnish SMEs also have a strong presence in China
(16 percent) and other Asian countries (18 percent). Exports to North America and Can-
ada were also quite notable, since about 22 percent of the SMEs did exports to these ar-
eas. The survey respondents were able to choose multiple options for destinations. (Ma-
linen & Seppanen 2016, 29.)



Export destinations in Finnish SMEs

Other countries — 139

Other countries in America — 7Y
United States and Canada — )07,

Other Asian countries —— 3%

India — 7Y
NN — 16%

Russia —— )7, *Respondents were able to
choose more than one

A option
Other countries in Europe 27% P

B U O ———————————————— 20
(]

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Figure 3. Destinations of export in Finnish SMEs according to a barometer survey (Ma-
linen & Seppanen 2016, 29)

2.3 Imports

Almost every fifth of the SMESs that took part in the barometer survey stated to practice di-
rect import (Malinen & Seppanen 2016, 21). Direct import occurs, when a company im-
ports products directly from another country, without the use of another company’s ar-
rangements or services (Cambridge Dictionary 2016b). The below Table 2 indicates the
percentages of SMEs with direct imports by industry. 47 percent of the SMEs in the field
of trade reported to have direct import operations, which means that there were about 480
respondents from the field. The second largest group came from the industrial field (by
percentage), with 44 percent and about 210 respondents, followed by the construction
field with 13 percent and 125 respondents. Only 8 percent of the businesses in the service
field reported to have direct imports, which however accounted for about 280 respond-
ents, as the largest group of respondents came from the service field. (Malinen &
Seppéanen 2016, 21.) Nonetheless, on the basis of the survey results it can be concluded

that most SMEs that did imports were operating on the field of trade.

Table 2. Finnish SMEs with direct imports by industry, according to a barometer survey
(Malinen & Seppanen 2016, 21)

SMEs with di- | All enterprises | Trade Industry Construction | Services

rect imports 18% 47% 44% 13% 8%

10



The value of small and medium-sized enterprises’ imports was 4 billion euros in the sec-
ond quarter of 2016. The total value of imports in Finnish companies was about 13.7 bil-
lion euros, and SMEs accounted for 30 percent of this value. From April to July 2016, the
import value increased about 5 percent from 2015, compared to the same time period.
(Tulli 20164, 1.)

In the case of imports, the largest item group imported by Finnish SMEs was products of
chemical industry, which had a value of about 7 million euros. The second largest product
category included products of electrical industry with a value of about 6.8 million euros,
followed by machinery, which valued about 5.5 million euros. On the third place were met-
als and metal products with a value of about 4 million euros, and vehicles had a value of
about 2.4 million euros. The smallest import value came from lumber products, which had
a value of about 1.1 million euros. Uncategorized products valued 1.3 billion euros. The
import value of all of the previously mentioned categories increased from 2015. (Tulli
2016a, 1, 4.) As there was no statistical information available about the countries Finnish

SMEs do imports from, it will not be studied in this thesis.

2.4 Global sourcing

Naturally, internationalization has an impact on companies’ procurement. International
procurement, also known as global sourcing, includes number of concepts. In English lan-
guage terms such as international purchasing, offshore sourcing and international pro-
curement are used when a company obtains or buys goods or services from another
country. In Finland, the term global sourcing is most commonly used. Among other things,
global sourcing includes cooperation between different entities, by the use of for example
common technology. Global sourcing is growing as a strategic solution in many compa-
nies, and therefore the emphasis on cautious supplier selection and evaluation has in-
creased. As companies are willing to exploit the cost differences between different coun-

tries, global sourcing has become more and more common. (Logistiikan Maailma.)

Figure 4 on next page displays the most common sourcing practices in Finnish medium-
sized enterprises. In this case only medium-sized enterprises are studied, as there were
no reliable recourses found for information about the situation in small enterprises. In
2008, maximum one fifth of purchases in half of Finnish medium-sized enterprises was in-
ternational procurement. As there were about 262,200 SMEs in 2008, it practically means
that 20 percent of purchases in about 131,100 enterprises was international procurement.

(Logistiikan Maailma; Suomen Yrittajat 2009, 1.) A third of the companies were operating
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on global markets. The most common form of international procurement was direct pur-
chase, which means the purchase of goods directly from the manufacturer or supplier.
The second most common form was to do cooperation with foreign suppliers, and the last
option was to do direct purchasing via own departments. (Logistiikan Maailma.)

1= Never 5= Always

5
? 37
3.3
3
3
2.2

2

1

0

Direct Purchase Direct purchase Cooperation with

through own foreign suppliers
departments

[ Year 2008 (N= 88-94)
B In future (N=88-93)

Figure 4. Global sourcing practices in Finnish medium sized companies (Logistiikan

Maailma)

According to an article published on a Finnish magazine Talouselaméat, SMEs still have a
lot to learn about the exploitation of global sourcing. SMEs need to understand that a
company’s competitiveness is formed from the basis a competitive supply chain — only
few can build success alone. (Rénkkod 2013.) Simply put, supply chain means the network
between a business and its suppliers to manufacture and distribute a product. It includes
the steps it takes to get a product or service to the end user. (Investopedia 2016e.) Big
Finnish companies have efficiently taken advantage of the international procurement mar-
kets in their supply chains, but SMEs have yet to seize the opportunity. This is due to the
fact that SMEs often lack the resources, networks and knowledge that are required on the
global markets. The issues that SMEs have often faced on international markets are prob-
lems with quality control, delivery times, cultural differences and logistics. However, it is
shown that low-cost country sourcing, such as sourcing from East Asia, has a significant
positive impact on the competitiveness of an enterprise and on the economy as a whole,

and Finnish SMEs could benefit from the exploitation of foreign markets in their supply
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chains. The use of international networks enable a company to purchase parts and inter-
mediate products needed for manufacturing their own products, saving costs and possibly
improving the quality of the end product. This could be useful especially for companies
manufacturing electrical appliances and machinery. (R6nkko 2013.)

2.5 Trade between Finland and China

As this project-based thesis focuses on the procurement of goods from China, the trade
history between Finland and China will be briefly introduced in this subchapter. The infor-
mation presented is valid for all Finnish companies with trade relations with Chinese busi-
nesses. As statistical data about SMEs with international trading operations with China

was not available, it will not be studied.

Alongside Norway, Denmark and Sweden, Finland was one of the first countries to recog-
nize the People’s Republic of China, and one of the first countries in the West to form dip-
lomatic relations with the country. Finland recognized the People’s Republic of China on
January 13™ 1950, and diplomatic relations between the two countries were established
on October 28™ 1950. The Finnish Embassy in Beijing was opened in February 1952 as
the Finnish personnel entered the city. Other highlights in the trade history between Fin-
land and China include the opening of a commercial section in 1952 to promote trade rela-
tions between Finland and China, and the establishment of bilateral trade relations in
1953. (Suomen suurlahetystd, Peking 2016.)

Finnish companies started to establish themselves to the Chinese market during the
1980’s. A big investment wave begun on the next decade, when subcontractors and con-
tract manufacturers had to follow their customers to China. The most significant reasons
for Finnish companies to begin operations in China have been the huge market potential
and low production costs, and the 2000’s have been the transition time for Finnish compa-
nies to the market. (Kettunen, Lintunen, Lu & Kosonen 2008, 75). For many Finnish enter-
prises, China is also sought as part of a company's global strategy and as a requirement

by their customers (Turunen & Koikkalainen 2009, 70).

China has recently grown to be the second largest economy in the world. With a popula-
tion of 1.3 billion people, its role in the global economy has increased greatly (World Bank
2016). China’s economic growth has been the fastest in the world, and it has been going
on constantly for almost 30 years. During the past fifteen years, China’s GDP has had an

average growth of 10 percent per year. (Kettunen & al. 2008, 1.) Despite of the 10 percent
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growth, China still is a developing country, due its income per capita is very small com-
pared to developed countries, and its market reforms are not complete. In 2014, there still
remained 70.17 million poor in the rural parts in China. (The World Bank 2016.)

2.5.1 Trade in numbers

Even though the global economic situation has significantly reduced foreign trade in Fin-
land, the trade between China has declined considerably less compared to the Finnish
foreign trade on the whole. During the first six months of 2016, China was Finland’s fifth
largest trading partner after the Netherlands and before the United States. China was the
fourth most important country for imports, and the fifth most important destination for ex-
ports. (Tulli 2016b, 1).

The chart on this page (Figure 5) indicates the exports and imports between China and
Finland from 2006 to 2016 (2016 January to June). The chart information is retrieved from
Finnish Customs’ foreign trade statistics. The statistics show that the value of the exports
has increased during the ten-year period, although there have been a few cases when the
value has decreased from the previous year. The export value was highest during 2013,
with about 2.7 billion euros. The increase was about 6 percent from 2012. Since then the
numbers have decreased to about 2.5 billion euros during 2014 and 2015, and in 2016 the
value was 1.3 billion euros (January to June). The decrease from previous year was about
4 percent. China’s share of Finland’s total exports was about 4.7 percent in 2015, and it
increased to 4.9 percent during the first six months of 2016. (Tulli 2016b, 1.)

Trade between Finland and China 2006-2016
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Figure 5. Trade between Finland and China 2006-2016 (Jan.-Jun.) (Tulli 2016b, 2)
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During 2007 and 2008 imports from China had a value of almost 4.5 billion euros. In 2009
the number dropped with about one billion euros. After 2009 the import value had been
increasing until 2013, when the value decreased from the previous year with the highest
import value in ten years, which accounted for about 4.6 billion euros. In 2016 the value
was 1.9 billion euros during January-June, which was a one percent decrease from 2015.
(Tulli 2016b, 1.)

The export of wood, paper pulp, chemical products and electrical equipment to China
were on the rise from January to June in 2016. There was growth in the export of instru-
ments and indicators as well. On the other hand, the export of fur leather, paper and pa-
perboard decreased significantly during the first six months of 2016. Also the export of
wood products, iron and steel was in decline. There was a slight increase in imports due
to a rise in imports of chemical products, electrical machinery and apparatus. Furniture,
clothing and footwear were also imported from China a bit more than last year. The import
of metal industry products and industrial machinery and equipment was decreasing during
2016. (Tulli 2016b, 1.)

During January-June 2016 the largest item group for Finnish exports to China were indus-
trial machinery, which covered about 24 percent of the exports. The four other most ex-
ported goods were paper pulp (20.8 percent), electrical machinery and apparatus (13.5
percent), timber (9.1 percent) and chemicals as well as chemical products (8.8 percent).
As for imports, the largest group of products imported to Finland were electrical machines
and apparatus. This group accounted for 39 percent of imports. The four other significant
imports are clothes and footwear (14.6 percent), industrial machinery (8.7 percent), metals
and metal products (7.2 percent) and toys and sports goods (3.2 percent). Other un-

grouped items accounted for 16.2 percent of the imports. (Tulli 2016b, 5-7.)

2.5.2 Benefits for Finland

About a decade ago one of the biggest concerns and hottest topics for Finland and Finn-
ish people were the job and company transitions to China. The increasing competition be-
tween companies forced businesses to take advantage of new opportunities the global
world economy had to offer. These opportunities included finding new markets and im-
proving the competitiveness by lowering the production costs by transitioning to markets
with lower labor costs. This phenomenon is known as the China Phenomenon.

(Ulkoasianministerié kauppapoliittinen osasto 2004, 108.)
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During the past few years the China Phenomenon has slowed down, due to increasing la-
bor costs in China. Manufacturing in China is not as cheap as it used to be about 12 years
ago, when the labor costs in the country were about 20 percent of the total costs, while
the corresponding share in the developed countries was about 80 percent of total costs
(Ulkoasianministerio kauppapoliittinen osasto 2004, 90). The country is no longer consid-
ered to be an endless source of low-cost labor, although there are still millions of Chinese
workers who struggle to make enough money, since the living costs have increased in
large cities such as Shanghai and Beijing. Also problems such as slowing economic
growth, lay-offs, wage arrears and unemployment are becoming more and more common.
(China Labour Bulletin 2016.)

Even if the labor costs are increasing in China, the country is still ranked as the most com-
petitive manufacturing nation in 2016 (Deloitte 2016). The benefits of manufacturing in
China still are the low labor costs, which still are relatively small compared to developed
countries. Manufacturing is also highly efficient and fast in China, due to the abundant la-
bor force. Additionally, China’s infrastructure is excellent, and new airports are being built
constantly. One significant benefit for Western countries is that China is a huge market,
demand and spending are increasing while the middle class earns more money. (The
Economist 2015.) China is also adopting more and more Western concepts, such as intel-
ligent automation and lean and modular product designs. One prediction is, that in the fu-
ture China will combine low costs with aggressive innovation and automation. (Orr 2016.)
This could make it possible for Western countries, including Finland, to choose China as

manufacturer for the long run.

Recently Chinese investors have shown interest in Finland, especially in Finnish techno-
logical know-how. In 2015 a private equity firm called Beijing Capital Investment (BCI)
founded a Nordic-China Growth Fund, of which purpose is to connect and combine the
Nordic technology skills with the needs of the rapidly growing markets in China. BCI will
invest 300 million euros in to the fund. The director of the fund, Wang Shaojun stated that
China is especially interested in Finland’s technological know-how, since Finland is strong
in cleantech-field, and the Finnish state supports innovations and product development.
(Viljlanen 2016.) Such investments are extremely valuable for Finland and Finnish compa-
nies, and an enormous opportunity to strengthen the trade relations between Finland and
China.
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3 E-commerce and Alibaba

Throughout history trading goods, or in other words commerce, has had a major impact
on the development of humans’ life quality. A significant shift in the way commerce is con-
ducted has happened since the growth of internet and its mass adoption around the world.
Today internet is the largest marketplace in the world, bringing businesses and consum-
ers together in a virtual world of not only information, but of products and services as well.
(Belew & Elad 2009, 9.) Commerce conducted over internet is known as e-commerce,
which is short for electronic commerce. There are multiple ways to define the concept of
e-commerce, depending on the perspective. The Organization for Economic Co-operation

and Development (OECD) defines electronic commerce as following:

An e-commerce transaction is the sale or purchase of goods or services, conducted
over computer networks by methods specifically designed for the purpose of receiv-
ing or placing of orders. The goods or services are ordered by those methods, but
the payment and the ultimate delivery of the goods or services do not have to be
conducted online. An e-commerce transaction can be between enterprises, house-
holds, individuals, governments, and other public or private organizations. (OECD
2013.)

The key words that can be used for defining e-commerce are: commercial transactions,
organizations, individuals and electronic exchange. These key words reveal the scope of
electronic commerce from a functional perspective. In a private sense, e-commerce is
both international and domestic commerce, trade and business for both personal and non-
personal use. Electronic commercial transactions are one of the major components of e-
commerce, which refer to deals made between either private individuals or commercial
entities. (Fangfei Wang 2010, 5.) To offer an even more specific definition, e-commerce
can be divided into four main categories based on how the trade between different entities
is conducted. The four categories are: business-to-consumer (B2C), business-to-business
(B2B), consumer-to-consumer (C2C) and consumer-to-business (C2B) (Investopedia
2016a). B2C, or in other words electronic retailing, involves the sale of goods or services
to individual customers, also defined as consumers. B2B can be described as the trade
between two businesses, which can be completed by performance against payment or
performance against performance. (Fangfei Wang 2010, 5.) In C2C e-commerce custom-
ers can trade with each other on an electronic platform, and C2B involves consumers that
offer products or services to companies (Investopedia 2016a). This thesis will concentrate

on the business-to-business (B2B) approach for e-commerce.
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3.1 B2B e-commerce

Typically, a supply chain involves multiple business-to-business transactions. As previ-
ously mentioned in this thesis, there is a network between a business and its suppliers to
manufacture and distribute a product, which is called a supply chain. It includes the steps
it takes to get a product or service to the end user. (Investopedia 2016e.) Therefore, as
companies purchase components and other raw materials from other businesses as part
of their manufacturing processes, multiple B2B transactions are being made. Traditionally,
B2B transactions have required a substantial amount of planning to be successful, and
tight relationships needed to be formed and maintained. Traditional marketing practices,
such as advertising and trade fairs, have been the way for businesses to seek out part-
ners and business clients. Luckily since the rise of the internet and B2B e-commerce, B2B
relationships have been easier to form, and internet based transactions have become a

significant part of supply chains worldwide. (Investopedia 2016f.)

The internet provides an environment where other businesses can effortlessly find out
about other businesses’ products and services, for example via company websites, and
thus lay the groundwork for future B2B transactions. Well-made company websites make
it possible for interested parties to study about a business’s products, and easily initiate
contact if desired. Another way to seek out information about other businesses’ products
is to browse through online product and supply exchange websites, platforms or market-
places, which offer the possibility to search for products and services, and engage in pro-
curement via e-procurement connections. (Investopedia 2016f.) Probably the most well-
known B2B online marketplaces worldwide are Amazon and Alibaba.com. An online mar-
ketplace is a type of e-commerce website where third-party sellers can offer their products
or services for sale over the internet, while transactions are handled by the marketplace
operator (Website Magazine 2013). Alibaba.com will be further studied in subchapters 3.3

and 4 of this thesis, as well as in the appendices.

Today in the US B2B e-commerce is twice the size of B2C ecommerce. According to a
prediction by Forrester Research, by 2019 the B2B e-commerce market (in the US) will be
worth US$1.1 trillion compared to the B2C market at US$480 billion. On the basis of the
study, manufacturers and wholesalers are the most substantial industries for the recent
growth of B2B e-commerce. (Hoar & Sheldon 2015, 7-8, 22.) The reason for this is that
many manufacturers have been using outdated systems and limited sales channels for
reaching clients, and B2B buyers today expect more. Manufacturers have begun to up-
date their sales and distribution channels and wholesalers have faced the same situation,

as price and availability are not the only factors B2B buyers are looking for. Manufacturers
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and wholesalers are expected to operate on multiple channels, offering excellent cus-
tomer experiences and services. (Columbus 2016.)

3.2 Benefits of e-commerce

The global economy and society have benefitted greatly from the invention of electronic
commerce. As an innovation in conducting business, it has been able to change the habits
of business entities and individuals, and still continues to do so. Instead of traveling long
distances to visit shops or factories, a buyer can use a computer with internet access to
enter digital marketplaces online. Buyers can browse different websites, place orders and
make payments online, after which the goods will be delivered to their home or shipped to
the port of named destination. The most significant impact of electronic commerce in the
global economy and society comes from the decrease in the seller's and buyer’s distance,
and from the simplification of the purchasing or trading processes. For this reason, e-com-
merce can improve economic efficiency, competitiveness and profitability. (Fangfei Wang
2010, 5-6.)

E-commerce provides companies, especially SMEs, with lower market entry costs and the
possibility to expand and reach to a much larger market. In addition, it increases the
choices for both suppliers and consumers. Electronic commerce will continue to play its
significant role in modern society. It will keep on improving commercial connections be-
tween individuals and businesses at national, regional and global markets, as well as
keep stimulating internationalization and globalization of economy and production by cre-
ating opportunities such as the free movement of goods, services, money, technology, in-
formation and communication. In addition, it offers the opportunity to generate new chal-

lenges for potential market growth in the future. (Fangfei Wang 2010, 6-7.)

3.3 Alibaba Group

With a mission to make it easy to do business anywhere, Alibaba Group is a marketplace,
a search engine and a bank, all in one. In addition, Alibaba Group provides a range of ser-
vices, such as logistics, and cloud computing solutions, which all combined have hun-
dreds of millions of users. With this astonishing number of users, Alibaba is China’s — and
also the world’s — largest online commerce company. In addition to Alibaba Group’s three
main sites Taobao, Tmall and Alibaba.com, it operates multiple other websites and busi-

nesses, which all form together the giant known by the name Alibaba Group. (Alibaba
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Group 2015b). In order to offer a better understanding of what the giant does, Alibaba
Group is introduced as following on their company website:

We provide the fundamental technology infrastructure and marketing reach to help mer-
chants, brands and other businesses that provide products, services and digital content to
leverage the power of the Internet to engage with their users and customers. Our businesses
are comprised of core commerce, cloud computing, digital media and entertainment, innova-
tion initiatives and others. Through investee affiliates, we also participate in the logistics and
local services sectors. (Alibaba Group 2016b.)

In 1999, a Chinese English teacher named Jack Ma started a business, which would later
grow to be known as Alibaba Group. The Hangzhou based company’s first website, Eng-
lish-language Alibaba.com, was established during the same year. The purpose of
Alibaba.com was to make it easier for small businesses to get connected, and above all,
to do business more efficiently on both, Chinese domestic market and international mar-
kets. According to Ma, he chose the name Alibaba since it is easy for everybody to pro-
nounce no matter where they came from —much like the different platforms of Alibaba

Group have been made effortless and easy for anyone to use. (Alibaba Group 2016b.)

Today the whole Alibaba Group consists of 10 main businesses, which all form an ecosys-
tem of marketplaces and services, including banking solutions (Alibaba Group 2016c). By
the end of September 2016, Alibaba Group’s platforms had 439 million mobile monthly ac-
tive buyers. This means that there were 439 million buyers who were actively using only
Alibaba Group’s mobile solutions, excluding the desktop computer users. (Alibaba Group
2016a.) The 10 main businesses of Alibaba Group are briefly introduced in subchapter
3.3.1 of this thesis, in order to offer a better understanding of the company and the eco-
system it provides. Almost all of these 10 main businesses operate their own affiliates,
which will not be further studied. The main platform for the subject of this thesis,

Alibaba.com, will be introduced after the 9 other businesses.

The core business of Alibaba Group is e-commerce in China via its two main online com-
merce platforms, Taobao and Tmall. Taobao is Alibaba Group’s largest business. It is a
C2C marketplace much like eBay, and it makes profit by selling advertisement, similar to
Google. Tmall is a B2C premium marketplace providing Chinese domestic brands as well
as international brands, aimed at the middle class in China. (Investopedia 2014.) To offer
an understanding about the sales that Taobao and Tmall generate, in 2015 during the
Double 11 Online Shopping Festival (much like Black Friday in the US with lot of dis-
counted products) the sales of the two marketplaces reached to US$14.3 billion, in just 24
hours (Berke 2015). In 2016 the corresponding number was US$17.8 billion, also gener-
ated in just 24 hours (Alizila 2016).
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The total revenue of Alibaba Group was US$12.3 billion in 2015, and by the end of the
second quarter of 2016 (ended September 30th 2016), it reached US$5.1 billion (Alibaba
Group 2015a; Alibaba Group 2016d). By the end of the corresponding quarter in 2015, the
revenue was about US$3.5 billion (Alibaba Group 2015a). Needless to say that e-com-

merce is booming in China.

On 19" of September 2014, Alibaba Group released its Initial Public Offering (IPO)
through New York Stock Exchange (NYSE: BABA), offering 14.9 percent of the company.
The IPO was considered particularly significant for its all-time high value, which was
US$21.8 billion, as well as the fact that it was listed for a company of Chinese origin.
(Chen, Mac & Solomon 2014.)

In 2016, the 5 major shareholders of Alibaba Group were (Investopedia 20169):

Softbank (32.4 percent)

Yahoo (16.3 percent)

Jack Yun Ma, Executive Chairman (7.8 percent)
Joseph C. Tsai, Executive Vice-Chairman (3.2 percent)
Silver Lake Affiliated Entities (2.2 percent)

uohownpRE

3.3.1 Alibaba Group’s businesses

As previously mentioned, Alibaba Group comprises of 10 main businesses. The below Ta-
ble 3 briefly presents 9 of the main businesses, and Alibaba.com will be introduced in sub-
chapter 3.3.2.

Table 3. Alibaba Group's businesses (Alibaba Group 2016c¢)

Taobao, launched in 2003, is China’s largest mobile C2C com-
Taobao merce platform which includes hundreds of millions of products
and services.
S Launched in 2008, Tmall is China’s largest B2C platform for in-
ma
ternational and domestic brands and retailers.
Juhuasan (launched 2010) is a sales and marketing platform
JoauesEr for flash sales.
Targeted at consumers worldwide, AliExpress is a global retalil
AliExpress .
marketplace founded in 2010.
1688.com online wholesale marketplace was launched in
1688.com . .
1999. It connects buyers and sellers in China.
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Alimama (launched 2007) is a marketing technology platform

Alimama . . .
that offers online marketing services.

Alibaba Cloud, launched in 2009, develops platforms for cloud

Alibaba Cloud .
computing and data management.

_ _ Ant Financial provides financial and banking services for small
Ant Financial _
enterprises and consumers.

Cainiao Network is a logistics data platform operator, which
Cainiao provides real-time access to data for both consumers and mer-

chants.

As presented in the previous subchapter, the C2C marketplace Taobao and B2C platform
Tmall are Alibaba Group’s largest businesses, which both have millions of users. Juhua-
san is a sales and marketing platform for flash sales, where Taobao and Tmall merchants
can promote their brands and products by offering special discounts and promotional
events. Targeted at consumers worldwide, AliExpress is a global B2C retail marketplace
founded in 2010. The idea of the platform is to enable consumers worldwide to order prod-
ucts directly from Chinese manufacturers and distributors. 1688.com is a B2B online
wholesale marketplace which was launched in 1999. It connects buyers and sellers in
China. It works as a wholesale channel for merchants on Alibaba Group’s online market-

places, for sourcing products from Chinese domestic market. (Alibaba Group 2016c.)

The more service oriented platforms of the ecosystem include Alimama, Alibaba Cloud,
Ant Financial and Cainiao. Alimama (launched in 2007) is a marketing technology platform
that offers merchants on the previously mentioned Alibaba Group’s marketplaces online
marketing services for computers and mobile devices. It also enables sellers to do market-
ing on third-party websites. Alibaba Cloud, launched in 2009, develops platforms for cloud
computing and data management. It provides services for supporting Alibaba Group’s
online ecosystem, as well as for third-party customers and businesses. Ant Financial pro-
vides financial and banking services for small enterprises as well as consumers. In addi-
tion, it operates other businesses, such as Alipay, which is a major payment platform in
China. For example, Taobao purchases are paid via Alipay. Lastly, Cainiao Network is a
logistics data platform operator, which provides real-time access to data for both consum-
ers and merchants on products bought via for example Taobao. It also provides logistics
efficiency information for logistics service providers in China. (Alibaba Group 2016c.) To-
gether all these platforms (including Alibaba.com) form the ecosystem of online market-

places and services, known as Alibaba Group.

22




3.3.2 Alibaba.com

Alibaba Group’s first business Alibaba.com has grown to be the most popular sourcing
tool between Asian producers and European and American wholesaler and retailer busi-
nesses. In about 17 years, Alibaba.com has become the leading platform for first time
small-scale sourcing, and for small and medium sized enterprises, who are just entering
Asia and might not yet be familiar with the market, and have not established a network of
contacts within the area. The online marketplace focuses on B2B e-commerce and whole-
sale partnerships. The English-language site works as a wholesale platform between im-
porters and exporters from more than 200 countries around the world. The Chinese-lan-
guage portal 1688.com was developed for the purposes of domestic B2B trade in China.
(Alibaba.com 2016; Alibaba Group 2016c.)

The buyers on Alibaba.com are typically trade agents, wholesalers, retailers, manufactur-
ers and SMEs engaged in the import and export business and global sourcing. The sellers
are usually manufacturers, trading companies and combinations of both, as well as whole-
salers and distributors located mostly in China. (Alibaba.com 2016.) From the buyer’s
point of view, Alibaba.com is used for finding suppliers with desired products, or even raw
materials. The buyer can either search for products or suppliers with keywords, or browse
different product categories offered on the website. Based on this search or browsing, the
buyer can choose different products or suppliers for closer observation, and contact the
sellers after finding prospective options. The buyer can examine suppliers’ profile pages
for finding out more details about the seller, as well as the products they sell. Alibaba.com
offers different types of verifications for the suppliers, in order to make it easier for buyers
to find reliable partners. In addition, Alibaba.com provides the option to use a purchasing
agent free of charge. The purchasing agent helps the buyer with finding products and ne-

gotiating the terms with the sellers.

The image on the next page displays the front page of Alibaba.com (Figure 6). As dis-
played in the image, the different sourcing options can be accessed directly from the front
page. The search bar for searching for products or suppliers is located on top of the page,
and the offered product categories can be found from the left side of the page. The buyer
can also browse the suggested campaign products advertised on the front page. The far
top of the webpage contains simple instructions for using the platform. (Alibaba.com
2017.)

23



2

cing Solutions Services & Membership Help & Community

(Z Alibaba cor
Giobal irade starts here
Categories Prosucts Q Search o shoas o
My Alibabs Protection Favorites

NEW YEAR & x»

‘ NEW PRODUCTS S
2N « Great Selection « Verified Gold Suppliers s ‘ ‘
» . ";‘ Sourc ow i o » 3 ) 5\
‘\‘/ N }*’, v \\ Pa
X 7 ' 4
= ) = Ty
(ﬂ) Discover Products & Suppliers S
Chlegotics ({53 Request for Quotation O Wholesaler Market
One Request, Multiple Quotes Quick Sourcing at Fixed Prices
Home Storage & Organization 8 Apperel
BB, Jewelry & Watcne
curity
A
—_— 8
N m

Figure 6. Front page of Alibaba.com (Alibaba.com 2017)

As the Alibaba.com website is completely free of charge to use, it is a low-cost option for
many SMEs worldwide for finding partners and suppliers. Although Alibaba.com offers
some added value services against payment, such as the option to receive quotations
faster, the buyer can easily operate on the website without paying anything extra. This is

the reason why it is a practical and efficient global sourcing tool for SMEs worldwide.
Alibaba.com and its utilization is further studied in the guidebook found from the appen-

dices of this thesis (Appendix 1). The next chapter will introduce the process of writing the

guide and take a deeper look into its contents, offering more details about Alibaba.com.
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4 Project description: Alibaba.com sourcing guide

This chapter focuses on presenting the process of putting together the Alibaba.com sourc-
ing guide for Finnish small and medium sized enterprises (Appendix 1). The main objec-
tive behind the project of assembling the guidebook was not only to offer guidance for the
Alibaba.com sourcing process, but also to offer a better understanding of Alibaba Group
as a whole. This chapter will introduce the author’s idea behind the project, how the pro-
ject was planned, discuss why certain themes were selected and how information was
gathered, as well as describe the final product and its structure, and present a few devel-
opment ideas for possible future updates. To simplify the structure of this chapter, the

main themes it includes are:

Project starting point
Project plan
Project structure

Project methodology and progress

ok~ 0D PR

The final product

4.1 Starting point

The idea of a sourcing guide first came to the author’s mind when she started her intern-
ship at a Chinese sourcing company in the beginning of year 2015. This was the first time
that she was introduced to the sourcing business in China, and she did not have much
knowledge about the field nor how to start sourcing for products. The Chinese company
the author was working for mainly used Alibaba.com or some other similar websites for
sourcing purposes. During that time the author was not familiar with Alibaba Group and
did not even know a website such as Alibaba.com existed, as she had just moved to
Shanghai. At this point she hoped she had a compact guide with all the necessary infor-

mation about both sourcing and Alibaba.com.

After the six month internship was over, the author was able to obtain a permanent posi-
tion at the sourcing company, and stayed in Shanghai. This enabled her to gain valuable
experience on factory and product sourcing in China. Sourcing on Alibaba.com was part
of her daily work routine and she had developed her own sourcing processes. During al-
most two years the author had learned through experience what not to do on Alibaba.com,
and what the best ways to operate on the website were. The author then realized that she
had rare know-how about China-based sourcing that could be exploited by many small

and medium-sized enterprises in Finland. This was the first time she thought about writing
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a sourcing guide herself. However, as sourcing can be a very broad concept, the author
decided that the guide should focus on Alibaba.com based sourcing only.

Before the author started working on her own guidebook she had read Alibaba.com
guides and tips written by other authors, but she had not found comprehensive guidance
written by a Finnish person, nor in Finnish language. For this reason, the author saw the
need for a manual targeted especially for Finnish small and medium-sized enterprises.
However, she decided to write the guide in English, as the language used on Alibaba.com
is English and thus it made more sense to offer information in the same language, espe-
cially in the cases of some examples used in the guide. In addition, many parts of the
guidebook are not country specific and can be exploited in small and medium-sized enter-

prises around the world.

4.2 Project plan

As the idea of an Alibaba.com guide developed in the author’s mind, she started to pay
more attention to her sourcing tasks at work, and make notes about small details and tips
that could be added to the manual. Logically, the structure of the guide would follow the
order of the same sourcing process the author used on Alibaba.com, and the themes
would be selected based on this process. Having read multiple instructions online for us-
ing Alibaba.com, she decided that not only should her guide include basic information
about the website, but it should also contain details that other authors had not written
about. After all, she had the advantage of actually working for a Chinese company in
China, with Chinese colleagues. This would be the advantage her guidebook had com-
pared to manuals written by other authors. In order to make the planning process more

clear, the author decided to make a point-by-point project plan.

Figure 7 on the next page represents the initial project plan. The first step of the plan was
to define why the guidebook should be written in the first place. As previously mentioned,
the author felt that she could offer unique information to Finnish SMEs about Alibaba.com
based sourcing, as she had valuable work experience on the matter and she had not seen
other comprehensive guides targeted for companies of Finnish origin. Naturally, the main
purpose of the project was defined next, which was for the guide to function as an
Alibaba.com sourcing manual, with Finnish SMEs as the main audience. The author
wanted to target the guide for SMEs, since the initial purpose of Alibaba.com has been to
operate as a platform for companies with limited resources. The benefits of the guidebook

were stated as the following: a compact manual with the most recent and new information
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which other guides do not have, targeted for Finnish SMEs written by a Finnish person liv-

ing in China.
1. Why? 2. Main Purpose 3. Main Audience
Only a few Alibaba To offer guidance Finnish small and
guides targeted for about Alibaba.com medium-sized
Finnish SMEs based sourcing enterprises
6. Limitations 4. Benefits

5. Main Themes

Compact, details
which other guides do
not have, targeted for

Only Alibaba.com
based sourcing
from China, from

(Use the sourcing
process as a base

buyer's view for themes) Finnish SMEs
7. References 8. Project Timeline 9. Final Product
ok and colleaguen, November 2016 to finished guide
SUes, February 2017 5 !

online resources developmentideas

Figure 7. Initial project plan for the Alibaba.com sourcing guide

The main themes discussed in the guide would be selected based on the Alibaba.com
sourcing process the author used at work. The themes and structure of the guide will be

introduced in more detail in the next subchapter.

The author wanted to stress that the purpose of the guidebook was to function as a guide
for using the Alibaba.com website only for sourcing purposes. The guide would not in-
clude information about sourcing or procurement in general, nor would it contain infor-
mation on how to implement any sourcing processes. In addition, the guide would offer in-
formation about China based sourcing only, from the foreign buyer’s point of view. The
previously mentioned were the limitations the author decided to set for the project at the

planning phase.

As for the references that would be used in the guide, the author felt that her work experi-
ence would be enough for offering most of the information provided in the guide. The ex-
perience she had was gained during two years via individual work as well as via team

work and discussions with her colleagues. Therefore she did not feel the need to conduct
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an interview for the project, as she had obtained some of the knowledge from her col-
leagues throughout the years she had been working with them. Other references the au-
thor planned to use were online resources, such as articles and information provided by
Alibaba Group.

The author’s plan was to execute the project during the end of year 2016, starting from
November. The deadline was set to the end of February 2017, as the author felt that two
to three months would not be enough for her to finish the guide. She also wanted to make

sure there was enough time in case some alterations would have had to be made.

The last step of the author’s point-by-point plan was to evaluate the final product once it
would be finished. The evaluation would include the following information: how the final
product turned out to be, were the set targets met, was the project executed timely and
what the author would have done differently. The plan also included to come up with de-
velopment ideas for the guide, in case there would be a need to update it in the future.
The evaluation of the whole project and final product as well as its development sugges-

tions will be discussed in subchapter 4.5, as well as in chapter 5.

4.3 Project structure

The finished guidebook can be divided into five main themes: Alibaba Group,
Alibaba.com, Alibaba.com sourcing manual, recommendations for sourcing and
Alibaba.com risks. These five themes are divided into 9 main chapters, some of them with
additional subchapters. This chapter displays the structure of the guide’s 9 chapters and
discusses why certain concepts were chosen to be included. Figure 8 on the next page

displays the main themes introduced in the guide.

The book starts off with an introduction chapter which sums up the purpose of the guide
and its contents. The introduction chapter is followed by an overview of Alibaba Group, as
the author wanted the guide to contain general information about the company and its
businesses before introducing the Alibaba.com website and its properties. The author felt
that Alibaba Group was mostly known as some big Chinese company in her home country
Finland, and many people lacked the awareness about what the company actually does.
The brief company introduction would enable the reader to comprehend how big of an en-
terprise Alibaba Group actually is, and therefore gain the reader’s interest. The company
introduction contains the same details about Alibaba Group as the chapter 3 of this thesis,
which was the basis for writing the introduction in the guide. The introduction includes fi-

nancial details about Alibaba Group, such as its sales and profits, and it briefly presents
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the 9 main businesses Alibaba Group operates in addition to Alibaba.com. Online refer-
ences, such as Alibaba Group’s company website and annual reports, as well as news ar-

ticles were used in the writing process.

Alibaba Alibaba Sourcing Recommendations Alibaba
Group .com Manual for Sourcing .com Risks

- Company 4 ) & Product & ) 4 - Supplier ) - Scams

introduction - Structure of supplier search assessment -

- Alibaba's the website - Buyer tools - Product - Adg:sonal

bxls.ikr:e;ses and - Website users - Sourcing tips sampling broduct
ibaba.com ) \icirapi -
request
- NG A\ /. J

Figure 8. Alibaba.com guide structure and its five main themes

After presenting details about Alibaba Group, the guide continues to introduce the
Alibaba.com website in more detail. This third chapter comprises of information about the
website structure and its users, and introduces the main purpose of using the platform for
the two main user types. The two main users on Alibaba.com are buyers and sellers, and
the whole guide is written from the point of view of a Finnish SME. In general the buyers
on Alibaba.com are foreign or local Chinese companies, such as SMEs, trade agents,
wholesalers and retailers sourcing for suppliers and products, and the sellers are Chinese
suppliers, such as manufacturers, trading companies, or wholesalers and distributors. The
objective of the guidebook is to offer information about sourcing from Chinese manufactur-
ers and trading companies. The guide defines manufacturers as factories that manufac-
ture products themselves, and trading companies as businesses that sell products manu-
factured by others. Both are introduced as options for a Finnish SME to use. The author
used a few online references in the writing process, and in addition she wrote information

based on her own experiences of Alibaba.com and its sellers.
The fourth chapter introduces Alibaba.com sellers on a deeper level and presents how to

distinguish between the different supplier types and how to look for Alibaba.com issued

verification information about the sellers. The two supplier types discussed in the chapter
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are manufacturers and trading companies. Both types have their own benefits, which are
introduced in the chapter. Simply put, manufacturers often offer a lower price, but they
may not be able to offer good customer service for foreign buyers, whereas trading com-
panies have staff trained to do business with foreigners, but at a higher cost. A supplier
can also be a combination of a manufacturer and a trading company, and this combination
would be the best choice for an SME, as they often offer lower prices than trading compa-
nies, with the needed expertise. As the author was employed for a Chinese sourcing com-
pany similar to a trading company, part of her work duties included to find only manufac-
turers to cooperate with. For this reason she had gained experience on distinguishing be-
tween sellers, and the chapter was written mostly basis on this. The chapter also intro-
duces the verifications Alibaba.com suppliers can obtain in order to increase their per-
ceived reliability. The different types of verifications are issued by Alibaba.com, and the
suppliers can present certain icons on their profile pages. For this section of the chapter

the author obtained information from Alibaba.com website.

The fifth chapter moves on to discuss the different sourcing methods that can be used on
Alibaba.com. The chapter consists of information about the basic usage of the
Alibaba.com website and its properties from the buyer’s point of view. It contains guidance
for product and supplier search, how to browse product categories as well as how analyze
product pages, and how to exploit the buyer tools offered by Alibaba.com, such as the use
of a purchasing agent. It also discusses how the suppliers can be contacted. This section
was also written mostly based on the author’s work experience. She had used all of the
introduced methods at work, and decided to try all once again at work for writing down
each one’s features and benefits. Starting from the fifth chapter, the guide follows the
structure of a basic sourcing process which is introduced in chapter 7 of the guide, and

later in this chapter of the thesis.

After presenting how to search for products and suppliers, the guide continues to its sixth
chapter which discusses how to contact and obtain quotations from suppliers. It includes
suggestions about information that should be added to the quotation requests (inquiries)
and what type of language is recommended to use when communicating with the Chinese
suppliers. The author decided to keep track of her inquiries at work in order to find out
what type of language is the best to use. She had already realized before, that it was best
to keep the inquiries as short and simple as possible, in order to avoid misunderstandings.
She had noticed that the shorter inquiries she wrote, there was a higher chance for the
supplier to reply and provide all the requested details in one reply. The author noted that
the best way to ask questions was to number them and ask them point by point. She also

wrote down the most important questions that should be asked from the supplier upon
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making initial contact. The below figure 9 displays the recommended inquiry format, as
well as presents the questions that are suggested to be asked about the desired product.

Hi,

My name is xxx from a company called xxx. Our company is located in Finland and we are
specialized in the retail of all kinds of t-shirts on the Finnish market.

Could you please send us a quotation for your item xxx. Please include the following infor-
mation:

1. Please quote based on your MOQ

2. Please advise sample cost

3. Please advise production time

4. Please send additional product photos

5. Please quote your FOB price in USD and inform other payment terms

Thank you.
Best regards,

Name
Company
Email
Website
Phone

Figure 9. Recommended inquiry format

The seventh chapter contains general recommendations for Alibaba.com sourcing, as well
as introduces the author’s suggested sourcing process. Figure 10 on the next page is
used for displaying the structure of the sourcing process, and it is presented in the guide-
book alongside with brief introductions per each step. Simply put, the sourcing process
starts off from product search, followed by the investigation of the prospective product and
its supplier, who is then contacted by the buyer for a quotation request. The buyer can
and should contact multiple suppliers simultaneously, which leads to choosing the best al-
ternative for a supplier, sampling products and a possible visitation, as well as negotia-
tions with the seller. The next step is placing the order and making payment as agreed
upon with the supplier, after which the goods are shipped and the buyer should track lo-
gistics if possible. Upon receiving the goods, the buyer should inspect them carefully and
report any inaccuracies or faulty products to the seller, and take the required action. This
is where the basic process ends. The gray boxes displayed in the figure present the case
if the buyer plans to place regular orders to the same supplier, and/or the buyer did not
visit the supplier before placing the first order. The author wanted the information pre-

sented in the guidebook to follow the structure and order of the sourcing process.

The author wrote the recommended sourcing process on the basis of the sourcing pro-

cess her company used, and which had turned out to be the best way to operate. As the
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author was working in China and her company’s clients were in North America, she had to
change the process to be from the point of view of a Finnish buyer.

4 A 4 N ( B f I . ) Bu”d .
Search for a Sample products firitoorfdgfcvli:igt rela‘tlonshlp
desired product for quality P with the
. . . the supplier if li
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Browse the Choose the best regular orders?
results, select supplier after Negotiate the Visit supplier if did
the most feasible careful terms carefully not before 1st
L options ) | consideration | L ) order
f Investigate the ) " Follow up with ) f ) (Carefully inspect |
profile pages of the best options products when
the prospective and call them if Place the order received and
suppliers | necessary L ) . followup |
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Figure 10. Recommended Alibaba.com sourcing process

After displaying the recommended sourcing process, the seventh chapter continues with
general recommendations for sourcing on Alibaba.com. The tips or recommendations rep-
resented are associated with how to operate with the supplier as the buyer proceeds for-
ward on the sourcing process. The topics discussed are involved with supplier comparison
and research, requesting information from suppliers, product sampling, careful considera-
tion of whether to use a certain supplier or not, supplier visitations and getting to know the
Chinese culture. As for the references of this section, the author used Alibaba.com sourc-
ing guides written by two other authors, as well as her own knowledge. The author wanted
to introduce these general recommendations in their own chapter in order to stress the im-

portance of taking them into consideration in the sourcing process.

As the author felt that it is important for the reader to understand some aspects about the
business culture in China, she decided to add a cultural section in the chapter. The author
wanted the introduction to Chinese culture to be as brief as possible, but at the same time
comprehensive enough, which can be a bit challenging to achieve, as Chinese culture is
very complex. The author decided that only the most important and relevant topics should
be studied in the guide. In general, the section discusses how to build a successful busi-
ness relationship with a Chinese supplier, and what are the most important concepts the

Finnish company should be aware of. As relationship building is very important in China,
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this is stressed in the chapter. The concept of relationships in China is called guanxi,
which is further studied in the section. In addition, the chapter contains tips on how to
achieve a guanxi relationship with a Chinese person, and how to maintain it. The refer-
ences used in the chapter were articles about Chinese business culture in general, and
articles on what people had faced when doing business with Chinese people for the first

time.

The eighth chapter contains information about the risks that the buyer should take into ac-
count when using Alibaba.com. The chapter introduces examples of scams that may be
involved, and discusses how the buyer should safeguard oneself from these scams. The
most common scams presented in the chapter are involved with product quality and con-
tract issues, product certifications and additional fees that may apply. There may be risks
involved with shipping as well, but as shipping is handled by a third party, the author de-
cided not to discuss the risks involved with logistics in the guidebook. For this eighth chap-
ter the author had to do a bit more research, as she was not well familiar with all the risks
that may be involved with Alibaba.com sourcing from another country, as she had only
sourced for products in China, and she could easily find out whether a supplier could be
trusted or not. This was because she had easy access to visit the suppliers in China with
her Chinese colleagues, before making any decisions to cooperate with them. In addition,
often her Chinese speaking colleagues handled the negotiations with the suppliers. The
author did some research on Alibaba.com risks, and used articles and other sourcing

guides for references in the chapter.

The last ninth chapter of the guide contains conclusions. The conclusions were summed
up as the most important topics that should be taken into account in Alibaba.com sourc-
ing. The first topic discusses the importance of careful supplier assessment. The author
wanted to stress that by doing careful research about the supplier, the buyer can avoid
harmful scams or other mishaps. The next step is to try to build a relationship with the Chi-
nese supplier, since relationships play a significant role in Chinese business culture.
Thirdly, the buyer should always sample products before placing any orders. The samples
display product quality as well as the supplier’'s capabilities. The last conclusion is to make
realistic plans and calculations before starting a cooperation with a Chinese supplier. For
an SME with limited resources sourcing from China can be risky, especially if not planned
properly. In addition to other factors, the calculations should include travel costs, cost as-
sociated with quality assurance, damage control costs, consultancy costs (if required) and
supplier changing costs. After making proper plans and calculations the decision to source

from China can be made. Finally according to the guide, it may turn out to be that
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Alibaba.com sourcing is not the best solution for some SMEs. The conclusions were writ-

ten on the basis of what had already been discussed in the guidebook’s other chapters.

4.4 The final product

The author wrote the product, or in other words guidebook in about 4 months, which in-
cluded time spent on research and reading, in addition to writing. The project was begun
in November 2016 and finished in February 2017. As mentioned in the previous chapter,
the author did research for some sections of the guide at work, since the topics were re-
lated to her every day Alibaba.com sourcing routine. Other parts she mainly wrote based
on her work experience, and she used internet references which included articles and a
few sourcing guides written by other authors. The author felt that these resources were

enough to build the reference base.

As there were many topics to be included in the guidebook, the final version of the guide
turned out to be longer than the author had intended to. Initially the author had planned to
add a chapter about an example case of importing a product to Finland, but she decided
to leave it out as the chapter would have mainly included information about the guidelines
set by Finnish Customs, and therefore would not have been directly involved with
Alibaba.com. It is worth mentioning, that Alibaba.com itself never acts as a seller or ship-
per, and their website does not include any guidelines for this. In addition, import proce-
dures are often country specific, and the details are quite effortless to find from the Finnish
Customs’ website. The author had also planned to add a section about payment methods
with Alibaba.com suppliers, but as these are negotiated with the supplier, the author de-

cided not to include the topic in the guide.

The author is satisfied with the overall result of the guide. In the author’s opinion, the fin-
ished guidebook contains the most important and relevant information that a Finnish SME
should take into account when starting Alibaba.com sourcing for the first time. The author
would have wanted to make the guide even more specific for Finnish SMEs, but as most
of the Alibaba.com sourcing instructions are not country specific, she could not add more
details targeted especially for Finnish companies. For this reason she initially planned to
add the chapter for importing a product to Finland, in order to add more Finland specific
instructions. However, adding an import chapter could be one of the development ideas
for the sourcing guide. In addition, the payment methods could also be introduced, even if
they are supplier specific and negotiated case by case. The risks involved with each pay-
ment method could be studied as well. Further future development ideas will be presented

in the next chapter.
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5 Discussion

The purpose of this project-based thesis was to offer guidance for Finnish SMEs in the
use Alibaba.com for China-based sourcing, in the form of a guide. The theoretical frame-
work functions as the research base the author studied before writing the guide, and sup-
ports the need for the guidebook. This chapter will look into the author’s conclusions of the
whole thesis project, and present suggestions for its future development. Lastly, in the fi-
nal subchapter the author assesses the whole project and discusses the learning out-
comes she gained throughout the writing process.

5.1 Conclusions

This section will introduce the author’s conclusions on the basis of the theoretical frame-
work. In addition, it will discuss the aims set for this thesis and if they were able to be

reached.

It is clear that electronic commerce will have an even greater impact on peoples’ lives and
the way business is conducted around the world in the future. China is the leading country
on the field of e-commerce, thanks to the low labor costs, the huge amount of population
with endless demand for products and services, and Alibaba Group. Many other countries
have yet to adapt to the digital world of commerce on the same level China has, however
businesses around the world are already able to exploit the online marketplaces Alibaba
Group has to offer. As a company’s competitiveness is formed on the basis a competitive
supply chain, businesses worldwide have chosen to exploit Alibaba.com in their global

and China-based sourcing operations.

Many Finnish SMEs have yet to seize the opportunity to exploit the low-cost markets in
their sourcing operations. As presented in the theoretical framework, sourcing from low-
cost countries such as China, has a substantial positive impact on the competitiveness of
a company and on the economy. As the exploitation of global sourcing and supply chains
enable businesses to buy parts and intermediate products needed for manufacturing their
own products, companies are able to save costs and possibly enhance the quality of their
end products. In 2016 the two largest item groups exported by Finnish SMEs were ma-
chinery and products of electrical industry. The exploitation of competitive supply chains
could be valuable especially for the SMEs that manufacture items from the previously
mentioned categories, as parts needed for these types of commodities are often cheaper

to produce in low-cost countries. The utilization of low-cost markets could enable SMEs to
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manufacture products at a lower cost, enabling them to produce high quality, competitively
priced commaodities.

The production of competitive products by the utilization of low-cost country sourcing
could have a positive impact on the value of exports in Finnish SMEs. In 2016 about 20
percent of Finnish SMEs practiced exports, and almost the same number did imports. The
ratio between exports and imports in Finnish SMEs was deficit, as exports had a value of
2.1 billion euros, and the value of imports was about 4 billion euros. For the growth of the
national economy, exports should have a higher value than imports, as exports bring in
money and imports take money out of Finland. As previously concluded, by the exploita-
tion of low-cost country sourcing Finnish SMEs could have a chance to produce high qual-
ity products that could compete on other markets as well. However, increasing the imports

from low-cost countries would have some effect on the value of imports.

One of the options for low-cost country sourcing is China. As discussed in the theoretical
framework, China has been an important trading partner for Finland throughout the recent
decades. Although labor costs have been increasing in the country and manufacturing is
not as cheap as it used to be, China was still ranked as the most competitive manufactur-
ing nation in 2016, and the labor costs still are small compared to developed countries.
This is the reason why many larger Finnish companies still continue to do their global
sourcing from China, and it can be seen in the import and export values between the two
countries, as during the past years the trade balance has been deficit. In order to make
efforts to level out the difference, Finnish companies of all size could invest in technologi-
cal development and cleantech-field, as there is demand for know-how on these fields in
China.

Even if Finnish SMEs and the Finnish economy on the whole could benefit more from low-
cost country sourcing, there are multiple reasons why many Finnish SMEs have not ex-
ploited low-cost countries in their sourcing operations. The most common reasons being
the lack of resources, networks and knowledge about international markets. In addition,
China phenomenon is not a new concept, and during the past decade Finnish people
have worried that their jobs are taken away to China. However, nowadays internet pro-
vides endless amounts of information for free. The rise of electronic commerce has de-
creased the distance between buyers and sellers, and internet has enabled companies
around the world to connect with each other. Internet has changed the way business is
conducted, and will still continue to. As presented in the theoretical framework, Finnish
SMEs have already exploited digital services in their operations in order to reach new cus-

tomer groups, partners, and to offer better service to clients. The utilization of e-commerce

36



has proven to improve a company’s competitiveness and profitability, and the use of
Alibaba.com in global sourcing operations could lower the threshold for Finnish SMEs to
enter the international markets. By exploiting Alibaba.com online marketplace Finnish
SMEs could exploit the competitiveness the low-cost markets, especially China, has to of-
fer. As Alibaba.com is targeted especially for SMEs with limited resources, it is a viable
option for SMEs worldwide to start their China-based sourcing. May it still be a rather big
step especially for an SME to take, it is an opportunity to seek growth. After all, Finnish

SMEs are the backbone of Finland’s economy.

The primary objective of this thesis was for the guidebook to offer guidance on how Finn-
ish small and medium-sized enterprises can use Alibaba.com online marketplace for
China-based sourcing, and operate on the website for finding products and suppliers. The
objective was reached. The initial project or guide can be found from the appendices of
this thesis in Appendix 1, and the process of making the guide and its structure has been
introduced in chapter 4. The objective was able to be reached thanks to the comprehen-
sive research conducted prior to writing the guide, and the author’s personal interest, ex-
perience and knowledge about the topic. The guide can be used by Finnish SMEs that are
interested in starting to use Alibaba.com, but are not yet familiar with the website and its
features. Based on the author’s work experience on using Alibaba.com, she can state that
the guide contains the most relevant topics an SME should know before starting to use

Alibaba.com.

The secondary objective of the thesis was for the theoretical framework to support the
need and purpose of the guide, as well as offer background information for the project.
The secondary objective was also met. The author did comprehensive research on the
topic, and the theoretical framework contains recent details about the situation of interna-
tionalization in Finnish SMEs. Based on the information presented in the theoretical
framework the author concluded the following: by exploiting low-cost countries in sourcing
operations, Finnish SMEs could produce competitive products in high quality, which could
be exported to other markets. Alibaba.com could be used as a global sourcing platform for
finding suppliers and products from China. Although the China phenomenon is not a new
concept, the internet has changed the way business is done, and low-cost countries are
easier to reach and less resources are required. On the basis of this conclusion, the au-

thor states that the Alibaba.com guide is useful and it can be exploited by Finnish SMEs.
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5.2 Future development

The significance of internet and electronic transactions will grow to even larger proportions
in the future, and it can be sensed already in China. Millions of people use the services
provided by Alibaba Group in their daily lives, and the ecosystem is already changing the
way business is conducted. However, as the internet and e-commerce are rapidly devel-
oping, it can be challenging to keep up with the changes. This affects the guide conducted
for this thesis. Some of the information and guidelines it contains about Alibaba.com may
eventually expire, due to the fact that websites are updated and developed continually.
Alibaba Group is known for valuing the importance of customer service, and most likely
Alibaba.com will get updates and improvements in the future, in order to serve its users
even better than it does now. However, the main idea behind Alibaba.com as a SME
sourcing tool will most likely stay the same, and the website will only improve to be even

more user friendly.

Business in China has always been about relationships, but nowadays a shift towards
more loosely knit business relations can be seen, due to the rise of internet and new gen-
erations. As the importance of e-commerce is growing, in the future there may not even
be the need to form a relationship with a business partner, or even know the partner.
Moreover, there may not be a need to carefully check every supplier on an online market-
place. It could be that computers will do the search automatically based on the buyer’s re-
guirements and offer very precise information as a result, without the need for the buyer to

do research. The previously mentioned changes are however predictions for the long run.

For further developing the guide in the near future, it could contain detailed information
about importing a product to Finland, as previously stated in this thesis. In addition, it
could include instructions for shipping and logistics, and which freight forwarders would be
suggested to use. It could also discuss the most common payment types and which are
suggested to use with Chinese suppliers. Of course, the guide would then need to discuss
the risks involved with the new themes, such as payments. The guide could also be com-
bined with some of the themes presented in the theoretical framework, so that the guide
itself would contain the justifications for its need and purpose. The financial details about
Alibaba Group will expire, and these would need to be updated. In addition, Alibaba Group
will most likely grow even more in the future and own even more different types of busi-
nesses. In order to offer the most recent information about Alibaba Group and

Alibaba.com, the details would need to be updated frequently.
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5.3 Project assessment and learning outcomes

This thesis was written purely due to the author’s personal interest in Alibaba and
Alibaba.com based sourcing. The whole Alibaba Group and its online ecosystem had
grown to be a big part of the author’s life during the two years she had lived in China prior
to writing the thesis. As the author used Alibaba.com daily as part of her work duties, she
decided that she should write a guide targeted for Finnish SMEs. Ever since the beginning
of the project the author had a clear vision on how the guide itself would turn out to be, but
the theoretical framework turned out to be more demanding than the author initially
thought.

As presented in the thesis, the theoretical framework contains information the author re-
searched prior to writing the guide. However, as the author did comprehensive research
on multiple topics, she had trouble deciding which topics should be included. The author
decided to start the writing process from the guide itself, since it felt more natural for her.
Eventually as she proceeded on the project, she began to perceive the structure of the
theoretical framework as well, and determined that its purpose would be to support the
need for the guidebook. The author set the main themes as Finnish SMEs and internation-
alization, and e-commerce and Alibaba. The author would have wanted to study Finnish
SMEs’ trade with China, but as there was no information available about the topic, the

section discusses the China-based trade in Finnish companies of all sizes.

Framing the contents of the two themes caused the author some struggling. Probably the
theoretical framework would not have needed to study the most imported and exported
product categories in Finnish SMEs and between Finland and China, but as she did re-
search she became more and more interested in details. The author wanted to make the
guide as compact as possible, but at the same time comprehensive enough to make sure
that all the most relevant information about Alibaba.com sourcing was included. The au-
thor feels she was able to achieve this. The author learned how to handle large amounts
of material more efficiently and how to set limitations to research. The theoretical frame-
work contains very different information than the guide itself, and therefore the author read
through a lot of material in order to write the whole thesis. In the end, the author is satis-

fied with both, the theoretical framework and guide.

Lack of time also caused some difficulties to the author along the process. The author was
living and working in Shanghai during the time she was writing the thesis, and balancing
between work, spare time and thesis was demanding, as work hours in China can be a bit

hectic at times. Despite the few obstacles the author faced during the thesis project, she is
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happy with the end results and the fact that she was able to finish the thesis by the dead-
line she had set. In addition to enhancing her professional skills, the thesis project taught

the author how to schedule, plan and manage time more efficiently.

This thesis was written remotely from Shanghai, China from November 2016 to March
2017.
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1 Introduction

The aim of this guidebook is to offer information about using Alibaba.com as a China
sourcing tool in small and medium-sized enterprises (SMEs). What is Alibaba.com? How
to find and contact reliable manufacturers? How to distinguish between factories and trad-
ing companies? How to find products and suppliers? How to establish relationships with
Chinese suppliers? What are the risks involved? This guide includes answers to all these
guestions and more, as well as introduces Alibaba Group as a company.

The target audience are small and medium-sized enterprises, since Alibaba.com was ini-
tially generated to serve as a trading platform for small companies with limited resources,
and with small-scale sourcing needs. The guidebook can be used in SMEs of any nation-
ality, however it is primarily made for Finnish SMEs. In 2016 many Finnish SMEs were
willing to seek growth abroad, as the Finnish market is relatively limited (Malinen &
Seppénen 2016, 24-27). In addition, SMEs in Finland still do not exploit the global low-
cost markets in their sourcing operations as much as they should, in order to increase
their competitiveness (Ronkko 2013). The intention is also to raise awareness of Alibaba
Group and Alibaba.com in general, as they still are relatively unknown in Finland and

Finnish companies.

The initial purpose of this practical operations manual is to offer a comprehensive under-
standing on how to use Alibaba.com from the buyer’s point of view. In order to offer com-
prehensive guidance, the manual starts off with basic instructions, which include how to
operate on the webpage and where to source for products and suppliers, and how to lev-
erage the different buyer tools offered on the site. After the basic guidance, the manual
digs in deeper to what the buyer needs to take into account when dealing with Chinese
suppliers, and what is the recommended sourcing process and what risks may be in-

volved.

The author of this guidebook has a few years of sourcing experience gained in Shanghai,
China. Having worked for a Chinese-American sourcing company, the author feels that
she has comprehensive know-how on the usage of Alibaba.com. In addition to her own
work experience, the guide has been conducted based on information and knowledge
gathered from her Chinese colleagues, who all have several years of sourcing experience.
Other information sources include Alibaba Group’s webpages and additional materials, as

well as news articles and other online references.
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2 What is Alibaba?

We provide the fundamental technology infrastructure and marketing reach to help mer-
chants, brands and other businesses that provide products, services and digital content to
leverage the power of the Internet to engage with their users and customers. Our busi-
nesses are comprised of core commerce, cloud computing, digital media and entertain-
ment, innovation initiatives and others. Through investee affiliates, we also participate in

the logistics and local services sectors. (Alibaba Group 2016a)

Alibaba is a marketplace, a search engine and a bank, all in one. But that is not all.
Alibaba also provides a range of services, such as logistics, and cloud computing solu-
tions, which all combined have hundreds of millions of users. With these astonishing num-
bers, Alibaba is China’s — and also the world’s — largest online commerce company. In ad-
dition to Alibaba’s three main sites Taobao, Tmall and Alibaba.com, it operates multiple
other websites and businesses, which all form together the giant known by the name
Alibaba Group.

2.1 Alibaba Group éziﬁgﬁilggglal Group

Loao of Alibaba Group (Alibaba Group 2016a)

Alibaba Group was established in 1999 by a Chinese English teacher named Jack Ma.

The Hangzhou based company’s first website, English-language Alibaba.com, was estab-
lished during the same year. The idea behind Alibaba was to make it easier for small busi-
nesses to get connected, and above all, to do business more efficiently on both, domestic
and international markets. According to Ma, the name Alibaba was chosen since it is easy
for everybody to pronounce no matter where they came from —much like the different plat-

forms of Alibaba are effortless and easy for anyone to use. (Alibaba Group 2016a.)

Alibaba Group consists of 10 main businesses, which all form an ecosystem of market-
places and services, including banking solutions (Alibaba Group 2016b). By the end of
September 2016, Alibaba Group’s platforms had 439 million mobile monthly active buyers.
This means that there were 439 million buyers who were actively using only Alibaba
Group’s mobile solutions, excluding the desktop computer users. (Alibaba Group 2016c¢.)
Alibaba Group’s 10 main businesses are briefly introduced in this guide, since it makes it

easier to understand the whole ecosystem that Alibaba Group provides. However, almost
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all of these main businesses operate their own affiliates, which are not further introduced.
The main platform for this guide, Alibaba.com, is introduced last.

Alibaba Group’s core business is e-commerce in China via its two major commerce plat-
forms, Taobao and Tmall. Taobao is the largest business. It is a consumer-to-consumer
(C2C) marketplace much like eBay, and it makes money by selling ads, similar to Google.
Tmall is a business-to-business (B2C) premium marketplace with domestic and interna-
tional brand items, aimed at the middle class in China. (Investopedia 2014.) To give an
idea about the sales that Taobao and Tmall generate, in 2015 during the Double 11
Online Shopping Festival (much like Black Friday in the US) the sales of the two market-
places reached to US$14.3 billion, in just 24 hours (Business Insider 2015). In 2016 the
corresponding number was US$17.8 billion, also generated in 24 hours (Alizila 2016). The
total revenue of Alibaba Group was US$12.3 billion in 2015 (Alibaba Group 2015), and by
the end of the second quarter of 2016 (ended September 30th 2016), it reached US$5.1
billion (Alibaba Group 2016d). By the end of the corresponding quarter in 2015, the reve-
nue was about US$3.5 billion (Alibaba Group 2015). Needless to say that e-commerce is

booming in China.

On 19" of September 2014, Alibaba Group released its Initial Public Offering (IPO)
through New York Stock Exchange (NYSE: BABA), offering 14.9 percent of the company.
The IPO was considered particularly significant for its all-time high value, which was
US$21.8 billion, as well as the fact that it was listed for a company of Chinese origin.
(Chen, Mac & Solomon 2014.)

In 2016, the 5 major shareholders of Alibaba Group were:

Softbank (32.4 percent)

Yahoo (16.3 percent)

Jack Yun Ma, Executive Chairman (7.8 percent)

Joseph C. Tsai, Executive Vice-Chairman (3.2 percent)

Silver Lake Affiliated Entities (2.2 percent) (Investopedia 2016.)

Alibaba Claims Title for Largest Global IPO Ever With Extra Share Sales (Forbes 2014)
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2.2 Alibaba Group’s businesses

5 Taobao, launched in 2003, is China’s largest mobile C2C
5@ i m commerce platform. The website includes hundreds of mil-
lions products and services. The users can easily communi-

Taobao.com cate with retailers, as well as other consumers.

- Launched in 2008, Tmall is China’s largest B2C platform for
%;E brands and retailers. The shopping platform features mer-
THALL.COM chandise from international as well as domestic brands,
M aimed at providing a premium shopping experience.

Juhuasan (launched 2010) is a sales and marketing platform

? 'ﬁlj Em for flash sales, where Taobao and Tmall merchants can pro-

juhuasuan.com mote their brands and products by offering special discounts
and promotional events.

A Targeted at consumers worldwide, AliExpress is a global re-
Al I Express‘ tail marketplace founded in 2010. The idea of the platform is
Smarter Shopping, Better Ling: 10 €nable consumers worldwide to order products directly
from Chinese manufacturers and distributors.

Alimama (launched 2007) is a marketing technology platform
ﬂﬁlm that offers merchants on Alibaba Group’s marketplaces online

marketing services for computers and mobile devices. It also

enables sellers to do marketing on third-party websites.

1688.com online wholesale marketplace was launched in
JEROm 1999. It connects buyers and sellers in _China. It works as a
» 1c8scom Wholesale channel for merchants on Alibaba Group’s online

marketplaces, for sourcing products from domestic market.

Alibaba Cloud, launched in 2009, develops platforms for
c_ Alibaba Cloud cloud computing and data management. It provides ser-
aliyun.com vices for supporting Alibaba Group’s online ecosystem, as
well as for third-party customers and businesses.

Ant Financial provides financial and banking services for small
enterprises and consumers. It also operates other businesses,

%Méﬁ such as Alipay, which is a major payment platform in China.
For example, Taobao purchases are paid via Alipay.

Cainiao Network is a logistics data platform operator, which
Q provides real-time access to data for both consumers and
— merchants. It also provides logistics efficiency information for
CAINIAO R BM1E logistics service providers in China.
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Alibaba.com’
3 AIibaba.com Global trade starts here.™
Logo of Alibaba.com (Alibaba.com 2016a)

Alibaba.com can be considered as the most popular sourcing tool between Asian produc-
ers and European and American wholesaler and retailer businesses. Alibaba.com is the
leading platform for first time small-scale sourcing, and for small and medium-sized enter-
prises, who are just entering Asia and might not yet have established a network of con-
tacts within the area. Alibaba.com focuses on business-to-business (B2B) commerce and
wholesale partnerships, and it was the first platform that Alibaba Group established in
1999. The English-language site works as a wholesale platform between importers and
exporters from more than 200 countries around the world. The Chinese-language portal
1688.com was developed for domestic B2B trade in China. (Alibaba.com 2016b; Alibaba
Group 2016b.)

The buyers on Alibaba.com are typically trade agents, wholesalers, retailers, manufactur-
ers and SMEs engaged in the import and export business. The sellers are usually manu-
facturers, trading companies and combinations of both, as well as wholesalers and distrib-
utors. (Alibaba.com 2016b.) The seller types will be introduced in more detail later in this

manual.
3.1 Structure of the website

As this guide is targeted for Alibaba.com buyers, it will only include the instructions of us-
ing Alibaba.com and its tools from the buyer’s point of view. The seller-oriented pages and

operations will be excluded, and therefore will not be further studied.
The structure of the Alibaba.com website can be divided in to five different categories:

1. Product/supplier search

2. Offered product categories

3. Buyer tools (Buying Request Hub)
4. Seller tools

5. Support pages

From the buyer’s point of view, Alibaba.com is used for finding suppliers with desired

products. The Alibaba.com main site is open for free browsing for everyone, however an
account needs to be created, if the buyer wishes to leave sourcing requests and contact
suppliers, and use the integrated instant messaging system. Creating an account is free,

but the user needs to provide basic information, such as contact person name, company

53



name, telephone number and email address, as well as login information and a country of
origin. Opening an account is simple, and a must if the buyer wishes to communicate with
the suppliers. Value-added services are provided against payment. These services in-
clude such as receiving faster replies from verified suppliers. The next chapter introduces
the supplier types in more detail, and also what kind of verifications the suppliers are able
to obtain.

3.2 Sellers on Alibaba.com

The sellers on Alibaba.com can be manufacturers (factories), trading companies or combi-
nations of both. The manufacturers can also be wholesalers and/or distributors. As previ-
ously mentioned, this guide will only focus on Chinese manufacturers and trading compa-
nies. Manufacturers are factories usually only selling the products they manufacture, and
they are highly specialized in their own field of products. Trading companies sell goods
manufactured by others, and either trade many types of products from different catego-
ries, or are specialized in only one type much like manufacturers. Some of the trading
companies on Alibaba.com are independent companies, and some are owned by manu-

facturers. (Lazazzera 2015.)

Higher costs may apply when using a trading company, and many buyers wish to do busi-
ness without a middleman for this reason. However, many factories have no experience,
knowledge or even resources for exporting products abroad, and in this case using a trad-
ing company may be a rational option. Especially for a foreign SME also lacking the expe-
rience in international trade. However, even some trading companies do not have the ex-
pertise, and therefore they offer no added value to the buyer, only higher costs. The com-
bination of a manufacturer and a trading company is often a factory that has expanded
their operations by not only manufacturing products, but also exporting them. This kind of
partner could be optimal for an SME, if the company lacks expertise in international trade,
bearing in mind, that higher costs may be involved. However, the manufacturers with ex-
port rights may also be trading products from the same category, manufactured by other
factories. This is why it is important to compare the costs with different sellers and know

how to distinguish between the supplier types.
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4 Distinguishing between sellers

There are millions of suppliers selling millions of products on Alibaba.com. One would
think that it is easy to find a supplier, but the hard part is to find the right one. In the end, in
most cases it comes down to the costs. This is why it is important to request quotes from
multiple prospective suppliers, and possibly compare the costs of trading companies and
manufacturers. This is a good option for an SME that is not certain whether to use a mid-
dleman or to go directly to a factory.

4.1 Supplier information

The first thing to do is to examine the seller's name. The company name usually indicates
if the supplier is a factory, a trading company or even a scam. The sourcing phase for
suppliers and products, and also scams will be examined in more detail in chapters 5 and
8. The buyer should study if the seller's name is in par with the product category or busi-
ness they offer. For example, a name such as “Shanghai Bright Trading” does not say
much about the supplier, and the “Trading” indicates that the seller is a trading company.
A name like “Shanghai Bright Clothing Manufacturing” is less likely a trading company,
since it is limited to a certain segment of products, and the word “Manufacturing” indicates
that the supplier is a factory. A name with “Import and Export Company” is always a pri-

vate trading company, or a factory owned trading business.

The second step is to investigate the supplier’s profile page. An example of an
Alibaba.com supplier’s profile page is pictured on the next page. The profile page can be
viewed after the buyer has searched for a product or a supplier, and opened the supplier's
Alibaba.com page. The profile page indicates information about the supplier, such as the
business type. Even if the supplier is marked as a manufacturer in the profile, it can still be
a trading company. That is why the supplier's whole Alibaba.com page needs to be exam-

ined carefully.

The third step is to check the supplier's main products from the profile page and also
browse through their offered products from their own product categories. If the categories
are limited to for example only shirts, the company could most likely be a factory. The
number of employees usually separates a manufacturer from a trading company, as man-
ufacturers often have more employees. Trading companies are generally employed by a

little less or a little over 10 employees. The suppliers’ have a short company introduction
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in their profile, which is also worth reading through. In this introduction the sellers often in-
form if they do OEM, ODM (Original Equipment Manufacturing and Original Design Manu-
facturing) and custom labeling. These are usually signs that the seller is a factory.

Dongguan City Hui Lin Apparel Co., Ltd)@ ¢ @ chatNow!
4]

This supplier has been verified onsite by world-leading inspection company, SGS 6

2
CBusiness Type: ) Manufacturer, Trading Company
Location: Guangdong, China (Mainland)
3 Dress, T-shirt,Pants Hoodies, Swimwear
Ownership: Private Owner

Total Employees: 51-100 People

Total Annual Revenue: 2016 USD 3650683
Year Established: 201
Top 3 Markets: Morth America 52.86%

Oceania 20.30%
Western Europe 16.92%

A supplier’s profile page (Alibaba.com 2016c)

One option is to check whether the supplier has received verifications from Alibaba.com or
a third-party verification company. However, the seller may have only some information in
their profile verified. In the case of the example picture above, the company has been veri-
fied as a manufacturer and a trading company, and all their other details have been veri-
fied as well. The verifications have been obtained through Alibaba.com’s and SGS
Group’s visits to the supplier’s premises. SGS Group does product testing and factory ver-

ifications. The next chapter introduces the seller verifications in more detail.

Lastly, if the buyer is unclear whether the seller is a factory or a trading company, the
buyer can contact the supplier and simply ask, although a clear answer cannot always be
expected.

4.2 Supplier verification

The suppliers on Alibaba.com can obtain a number of different verification diplomas is-

sued by Alibaba.com, in order to increase their perceived reliability. The five verifications
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offered by Alibaba.com are: Trade Assurance, Assessed Supplier, Gold Supplier, Onsite
Check and A&V Check (Alibaba.com 2016d).

Trade Assurance status may be granted to a supplier based on the supplier’s qualification
status and volume of transactions. The status means that Alibaba.com covers buyers with
100 percent payment protection with the selected Trade Assurance suppliers. If the seller
breaches the Trade Assurance terms, which include timely shipment of products and
product quality, Alibaba.com compensates the amount to the buyer. (Alibaba.com 2016d.)
The suppliers with Trade Assurance can be identified with the Trade Assurance icon (dis-
played below).

Trade Assurance

Trade Assurance icon (Alibaba.com 2016d)

Assessed Suppliers have been verified by a third-party company, for example by SGS
Group. Being an Assessed Supplier on Alibaba.com means that the supplier has been
verified to supply the items they display on their website. (Alibaba.com 2016d.) Assessed

Suppliers can be identified by having the below type of verification icon on their profile

page.

This supplier has been verified onsite by world-leading inspection company, §GS§ SGS Group

Verified Assessed Supplier identification icon (Alibaba.com 2016d)

The Gold Supplier verification diploma is a paid for premium type membership for suppli-
ers on Alibaba.com. It offers benefits, such as promotion and exposure. All Gold Suppliers
must pass an Onsite Check conducted by Alibaba.com before obtaining the Gold Supplier
status. Once the supplier is approved for the status, they can display the Gold Supplier
identification icon on their profile. The number of years a member has been a Gold Sup-

plier is displayed next to the icon. (Alibaba.com 2016d.)

2YR (@) Gold Supplier

Gold Supplier identification icon (Alibaba.com 2016d)

Onsite Check is a verification diploma issued to Chinese Gold Suppliers. The diploma ver-

ifies that the supplier's premises have been inspected by Alibaba.com’s staff, to ensure
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that actual onsite operations exist there. (Alibaba.com 2016d.) The icon below is dis-

played on the suppliers’ profiles.

@o Onsite Check

Onsite Check icon (Alibaba.com 2016d)

A&V Checked suppliers are Gold Suppliers, who have passed authentication and verifica-
tion inspections conducted by both Alibaba.com and a third-party verification company
(Alibaba.com 2016d).

*# ARV Check

A&V Check icon (Alibaba.com 2016d)

The buyer should look for the above verification icons from the suppliers’ profile pages, in
order to find reliable trading partners. In addition of increasing the sellers’ credibility, the
icons often indicate if the supplier is actively using Alibaba.com, and will most likely reply

to inquiries faster.
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5 Sourcing methods

Alibaba.com sourcing can be done by searching for products or suppliers, or by browsing
the offered product categories, or by sending quote requests via the Buying Request Hub.
This chapter will introduce these three Alibaba.com sourcing methods.

5.1 Product and supplier search

The below picture indicates the home page of Alibaba.com. The search bar is located di-
rectly on the top of the page (circled in red in the below picture). The buyer can choose

from a drop-down menu if he/she wishes to search for products, suppliers or quotes.

fZAlibaba com Sourcing Solutions Services & Membership Help & Community
‘Global rade starts here

Products ~  What are you looking for. Q Search Signin' JoinFree (V'] Order
My Alibaba Protection

Products

Categories

Suppliers
Irade Assurance

Quotes

« High value service

| Products v

e e o0 0
Products

T Suppliers Manage Orders Online {”'s”] Access Secure Trade Services
. = S~
L) owes  rance
leadlng Trade Assu V’ Buying Request Hub C Wholesaler
The Right Suppliers. Fast Quick Sourcing at Fixed Prices

« Order protection e« High value service

.
T— Fyg—

Alibaba.com front page and search bar (Alibaba.com 2016a)

The buyer can type any type of search word, and the website will show results much like
searching on Google. After typing in the desired search word, for example ‘t-shirt’, and
clicking the ‘search’ button, the results will show a list of products from different suppliers,
or if searched for suppliers, it will list a range of merchandisers that manufacture or sell t-
shirts. The buyer can then examine the list, and view each product and producer by open-
ing their offering page. If searched for quotes, the page will display different t-shirts and
indicate how many quotes have been requested for a certain item. Then the buyer can re-

guest instant quotes from the suppliers.

The buyer can filter the results by narrowing them down to as close as possible to the de-
sired type of shirt. For example, it is possible to choose the type of apparel (men’s t-shirts,
plus-size t-shirts...), features and material of the shirt (100% cotton, polyester...), technics
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used on the shirt (printed, plain dyed...) and type of the sleeves as well as the design of
the shirt. The search result filter options depend on the searched item. If searched for sup-
pliers, the results can also be narrowed down to certain types. The suppliers can be fil-
tered for example by the top 3 markets they sell to, their total revenue, location and num-
ber of employees, as well as by certificates issued to the supplier. The filter options for
guote search are very similar to the options for product search.

The search method is optimal for a buyer who has a clear understanding of what he/she is
looking for, and is sourcing for a very specific type of item or supplier. The search bar ena-
bles the buyer to type in very detailed keywords, which can be essential for finding a prod-
uct with certain specifications.

5.2 Product page

After searching for a product and browsing the result list, the buyer can open a product
page for the desired product. The product page naturally includes information about the
product, and the seller’s contact information. It also displays what verifications the supplier
has received and the available payment options. The payment options will not be further
studied in this guide, since they are always negotiated with the seller. The product page
also displays information such as Minimum Order Quantities (MOQs), the selling price and
applied incoterms. However, these rarely are the actual prices and the buyer should not
rely that the information about price and selling terms are correct. In most cases the prod-
uct page pricing is only indicative. The buyer should always contact the seller to receive
correct information, and therefore be able to gather a list of potential trading partners. The

below picture displays an example of a supplier's product page on Alibaba.com.

I N " China manufacturer wholesale blank men white fashion t-shirt
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View larger image
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(o« Payment protection (o3« On-time shipment (gx Product quality protection

) ok
e . oA | Payment: visa @2 TT eChecking More

shareto: @ EJ B

77 Add to My Favorites

A supplier’s product page on Alibaba.com (Alibaba.com 2016c¢)
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5.3 Offered product categories

The second sourcing method is to browse through the offered product categories. The of-
fered product categories can be found on the front page below the search bar (a picture is
displayed at the end of this page). There are a total of 12 different product categories
(Alibaba.com 2016a), and each have their own subcategories. For example, the Machin-
ery, Industrial Parts & Tools —category has 4 subcategories: tools, machinery, measure-
ment and analysis instruments and mechanical parts and fabrication services. Each of
these 4 categories have their own subcategories to choose from. For example, the ‘Tools’
—category has such subcategories as power tools, garden tools, tool sets and so on. This
is helpful for a buyer who wants to examine a more specific item category, but is still not
quite clear on what he/she is looking for.

Once the buyer has opened a desired category, the page shows a list of the products.
However, there can be thousands of results and hundreds of pages to browse through.
Luckily these results can also be filtered to narrow down the list. The filter options are
much similar to the ones on the search method, of course depending on the item

searched for.

The category search approach is ideal for those buyers who lack a clear understanding of
what they are looking for, and want to browse for different options or bargains. The cate-
gory sourcing method can be more time-consuming than using the search option, as it re-

quires time for browsing.
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5.4 Buying Request Hub

The Alibaba.com Buying Request Hub is a tool that can be used for requesting instant
guotes within 24 hours, from multiple sellers. This can be useful if the buyer is looking to
explore between many different suppliers, and wants to spend less time browsing through
the search results or offered product categories.

There are three methods to use the hub. The first method is to send a buying request (a
picture is displayed below), which is done by filling in a form with details of the sought item
and then submitting the form, which will then be automatically filtered and sent to multiple
suppliers. The suppliers usually contact the buyer through Alibaba’s integrated messaging
system. This enables the buyer to find potential suppliers with great efficiency. However,
usually the request is met with a large quantity of responses, out of which most can be
somewhat or completely useless or unsuitable, also depending on the complexity of the
desired product. The buyer can purchase value-added services in order to receive quota-
tions faster, or receive an extra amount of offers.

Complete Your Buying Request
Enter product name Enter QTY
P sl serds of products you ar king for Paves & Q
and units
Upload attachments ———g + o

p " .
Upland Specify re-
Dear Sir/Madam, QUirements

I'm locking for products with the following specifications:

Remaining: 7922

Other Requirements ~

nchude U price, payment berms, et

FOB W Preferred | e usD Ly

Additional information | —=-igkna

T L

Submit Buying Request
15 | agree to share my Business Card with quoted suppliers.

1@ | have read, understood and agree to abide by the Buying Request Posting Rules

Buying request form (Alibaba.com 2016e)
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The second option is to use the search function and choose ‘quotes’ from the drop-down
menu instead of products or suppliers. The result page will display items from different
suppliers, and the buyer can then send quote requests just by clicking one button. This
method can be useful if the buyer is not sourcing for a very specific type of item.

The third option available is to use an Alibaba.com provided purchasing agent (PA). The
service is free of charge, and the buyer can choose the agent from a list provided on the
website. The buyer can explore the list of agents and make the decision based on the
agent’s field of expertise, language skills, how many requests the agent has previously re-
ceived, and by his/hers average response time. The agent can be contacted via the inte-
grated messaging system by filling out a form with the sought product specifications, after
which the agent will search and select suitable suppliers. The agents also provide other
services such as order management and product inspections. The purchasing agent ser-
vice is optimal to those buyers who are new to online purchasing, or have not done busi-
ness with Chinese suppliers before. The agents are Chinese, therefore their service can

be extremely useful for China newcomers.
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6 Requesting quotations

The buyer can use any of the previously mentioned tools to contact suppliers. In addition,
many suppliers have their email contacts available, and this is also one way to get in
touch. Whichever contacting method the buyer wishes to use, it is good to keep in mind
that most sellers on Alibaba.com may not have proficient English skills, and will in some
cases use a translator program to communicate. For this reason it is important to keep the
emails and messages as simple and as short as possible to avoid misunderstandings. As
previously mentioned, even if the suppliers state a price for a product on their Alibaba.com
page (such as $1-$3/ per unit), these rarely are the actual prices. That is why the sellers
should always be contacted for receiving the correct price, before making any decisions.

There are a few points that should be included in all initial contacts with the suppliers.

Introduction. The buyer is not the only one who wishes to receive company information.
It is good to include a small introduction about the buyer’'s company in the beginning of an
email. For example, the introduction should include the company name, type of business,

country of origin, which market the products will be sold to and detailed contact details.

Minimum Order Quantities, MOQs. Many suppliers on Alibaba.com offer products based
on their MOQ for items. Even if the buyer has a certain amount he/she wishes to order, it
may be below the supplier's MOQ. It is always good to ask the seller about their MOQ for
the desired products. If the MOQ is much higher than the buyer can afford, it is good to
ask if the seller is willing to negotiate it lower. The result depends much on the seller and

type of product.

Sample pricing. The buyer should inquire what kind of pricing policy the supplier has for
samples. Some suppliers offer them free of charge, some request a retail price, and some
are willing to offer a discounted rate. Product sampling will be introduced in more detail in

the next chapter.

Production time. Depending on the buyer’s business, it may be crucial to know how long
the production will take. In any case, it is good to ask the supplier how long it takes to

manufacture the desired product. Lead time can also be requested.
Requesting pictures. It is always a good idea to request additional product pictures from

different angles. This in first helps to determine whether the supplier has the desired qual-

ity and competency for production.
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Currency and terms. Some suppliers may offer their prices in Chinese RMB unless oth-
erwise noted. The currency used is usually US dollars. As for the incoterms, most of the
suppliers quote their products Free on Board (FOB) or Ex Works (EXW). To put it simply,
FOB includes the basic freight charges and EXW cost is without any costs for shipping
(Investopedia 2015). Some of the suppliers may ask the buyer to pay for the full order up-
front, but most will set the terms as 30% payment before production and the balance must
be paid upon shipping. The buyer can also state his or hers requests and try to negotiate
with the seller.

A good option is to list and number all the questions and requested information in the
email. An example of an email template is pictured below. This example is conducted for
structural purposes, the content such as order quantity varies depending on the buyer and
sought product.

Hi,

My name is xxx from a company called xxx. Our company is located in Finland and we are spe-
cialized in the retail of all kinds of t-shirts on the Finnish market.

Could you please send us a quotation for your item xxx. Please include the following infor-
mation:

1. Please quote based on your MOQ

2. Please advise sample cost

3. Please advise production time

4. Please send additional product photos

5. Please quote your FOB price in USD and inform other payment terms

Thank you.
Best regards,

Name
Company
Email
Website
Phone

The numbering of the requests and questions makes it easier for the supplier to provide
answers point by point. As it is clear from the above template, the language should be

simple and it is good to keep the sentences as short as possible.
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7 Recommendations for sourcing

This chapter discusses some general recommendations for the Alibaba.com sourcing pro-
cess, as well as displays the suggested sourcing process itself. The sourcing process will
be introduced first in the next subchapter, in order to clarify some of the general recom-
mended guidelines, which study a few of the topics of the process in a deeper level.

7.1 Recommended sourcing process

( ) f ) [ Before placing | B-u"d i
Search for a Sample products . placing relationship
) . first order, visit ith th
desired product for quality P with the
- . . the supplier if li
(or supplier) inspection ; supplier
possible
. J . J
N\ p < p N Plan to place
Browse the Choose the best regular orders?
results, select supplier after Negotiate the Visit supplier if did
the most feasible careful terms carefully not before 1st
L options ) | consideration | L ) order
f Investigate the ) " Follow up with ) f ) ( Carefully inspect |
profile pages of the best optlor?s Place the order produ_cts when
the prospective and call them if received and
 suppliers _ necessary L ) . followup |
f ) f Compare the ) f ) f )
Contact the most contacted Make payment _—
. - . as per Track logistics
suitable suppliers suppliers and ask t
questions agreemen
. J . J . J . J

The above figure displays the order of the recommended sourcing procedures. Simply
put, the sourcing process begins with the product search, followed by the browsing of the
results page. The buyer should then select the most prospective products and suppliers
for closer observation, and carefully study their profile pages and product information. Af-
ter the buyer has selected the most feasible options, he or she should contact the suppli-
ers to request pricing and more details about the desired item. The buyer can and should
contact multiple suppliers simultaneously, after which the next step is to choose the best
option among them, and request product samples. After product sampling, the buyer
should visit the supplier in China, if possible. During the visit the two parties can negotiate
the terms more effectively than online. After the terms are agreed upon, the next step is
placing the order and making payment as per agreement, after which the supplier ships
the goods and the buyer should track logistics if possible. Upon receiving the goods, the
buyer should inspect them carefully and report any inaccuracies or faulty products to the

seller, and take the required action. This is where the basic sourcing process ends. The

66



gray boxes presented in the figure display the case if the buyer plans to place regular or-
ders to the same supplier, and/or the buyer did not visit the supplier before placing the first
order.

The next subchapter discusses recommendations for parts of the sourcing process more
deeply.

7.2 General recommendations for sourcing

After finding and contacting prospective suppliers, it is important for the buyer to recognize
some general sourcing recommendations that are worth taking into account. This follow-

ing chapter will focus on the most important ones.

1. Compare suppliers

The buyer should try to find as many potential suppliers as possible for weighing different
options. This means contacting a lot of suppliers. It is not always about the price the seller
offers, but the MOQs and terms are also important factors. It is also a good idea to try to
find prospective producers from different areas in China for price and quality comparison.
This offers a better understanding of where the cost for production is the most competi-
tive. If possible, the buyer should then focus on potential producers from the same area

for visitation purposes.

2. Request information

As mentioned, it is vital to examine the seller’s profile page carefully. More importantly, the
buyer should try to gather a sufficient amount of information when narrowing down the list
of potential suppliers. This means asking a lot of questions about the seller’s business and
their products. For example, the buyer can ask for a copy of the seller’s business license
(a document which all companies in China must have) and request a phone number and
actually contact the supplier by calling or via Skype. Additional photos of the facilities and

products may also be requested. (Lazazzera 2015.)

3. Sample products

The buyer should always request samples to check the product quality before placing any
orders to suppliers. Most sellers offer samples against payment. Some suppliers may offer

samples free of charge, if they have the requested products available in their inventory.
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This of course does not apply to custom made items. The buyer should carefully consider
the sample size, since it is risky to determine the product quality based on just one or two
pieces of sample products. For an SME the sample size should be relatively small to
avoid any economic losses it the products turn out to be bad, however large enough to de-
termine if the supplier is capable of producing quality products (Hulkko, 15).

It is important to note that the samples may not represent the product quality for mass pro-
duction, as the samples often represent the very best quality the supplier can deliver
(Hulkko, 15). If the buyer is planning to use the same producer for future orders, it is es-

sential to pay a visit to the manufacturer’s premises at the latest after the first order.

4. Consider carefully

If the buyer senses that something does not feel right and feels too good to be true, it usu-
ally is. If the prices are way off from the quotations received from other suppliers, there is
most likely something wrong. If the deal does not feel right, the buyer should always be

ready to walk away. (Lazazzera 2015.)

5. Visit the supplier(s)

There are multiple reasons for visiting the supplier in China. First of all, it helps when de-
termining whether to use the supplier in terms of product quality. This can be easier after
the buyer has seen the manufacturer’s actual production premises. The second is purely
for communication reasons. Communication via emails, Skype and even Alibaba.com can
consume a lot of time and different time zones even prolong the process. It may be diffi-
cult for an SME to gain the needed attention from the supplier to reply to every email and
guestion timely, since the seller has to answer to the same questions from all their clients.
Additionally, most Chinese companies still prefer doing business face to face rather than
online (Chinet 2016).

One option is to visit a trade fair in China. This is a good option for meeting with multiple
suppliers simultaneously. For example, Canton Fair is a large trade fair held in Guang-
zhou, China twice a year. Many Chinese suppliers attend the fair. The Canton Fair has
multiple phases, in which suppliers with different product categories can present their

products.

A visitation to the Chinese supplier should be planned for either before the first order after

product sampling, or after the initial order if the buyer plans to use the same supplier for
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future orders. It would be ideal to gather a few prospective suppliers from the same re-
gion, which all are then convenient to visit during the same trip, and then choose the most
suitable producer among them. However, before the visitation the buyer has to plan ex-
tremely carefully the product requirements and specifications, and how much the buyer
plans to pay. This enables the negotiations to proceed more effectively. It is also viable to
consider using a third party Chinese representative, or going directly for a Chinese trading
company, in order to bring more cultural understanding to the negotiations (Lazazzerra
2015).

6. Get to know the culture

In order to attain successful relationships with Alibaba.com suppliers, it is vital to under-
stand some aspects of Chinese business culture. As Chinese and Finnish business cul-
tures differ from each other greatly, the cultural obstacles are often the first that Finnish
companies have to face when doing business in China, or with Chinese people. Finnish
companies often fail to understand the complexity of the Chinese culture and market.
(Mansikkamaki 2015). This guide will briefly introduce a few of the most important con-
cepts of Chinese business culture, without going into too much detail, due to the fact that

Chinese culture is very complex and the way of conducting business varies regionally.

Confucianism beliefs, which are based on the concept of harmonious relationships, have
had a major influence on business culture in China. In fact, the primary concepts in Chi-
nese business culture are long relationships and trust. Guanxi and the concept of face
play a huge role in the Chinese business world. (Chinet 2017.) Guanxi means a network
of relationships generated to provide support and cooperation among the parties involved
in doing business, and it applies to people’s personal lives as well. The axiom “it’s not
what you know, but who you know that’s important” and the mentality “you scratch my
back, I'll scratch yours” are perhaps the best ways to describe guanxi. (Investopedia
2017.) Simply put, guanxi means the trading of mutual favors between two individuals or

businesses.

One perception is, that since China has lacked a strong rule of law for millennia and the
law has not always provided the legal protection it should, people had to build another
ways for ensuring trust among people for personal and business matters. A person’s face,
or in another words reputation, is important to maintain among the people in one’s guanxi
network. For the sake of maintaining face, Chinese people will not take advantage of a
person inside their guanxi circle. This is because eventually everybody inside the network

would find out what the person has done, and therefore he or she would lose face and
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lose the respect of others. (Goh & Sullivan, 2011.) In addition, not responding to another
person’s request of a favor can be highly damaging to one’s face and guanxi network.
Traditionally two businesses in China are expected to know each other well before engag-
ing in any business matters in order to build trust and good guanxi. The way business re-
lationships are built in Finland, where meetings are held with the discussion of a business
matter as the main agenda, may seem very frank and untrustworthy to a Chinese partner.
In general Chinese businesses get to know each other by holding many business meet-
ings and banquets, where business proposals are not the main objectives. The aim of
these meetings and dinners is to build good guanxi with each other (Dramer 2016). Deci-
sion making often takes a long time in Chinese companies, since the person who makes
the final decision may not be present at a business negotiations, or simply due to the fact
that the company is not in a hurry to make a decision (Chinet 2017). For Finnish busi-
nesses with the “business is business” mentality this may seem as intentional procrasti-
nation, but Chinese businesses often want to discuss business matters internally after ne-

gotiations, in order to make sure that no mistakes are made.

For a foreign company it may be difficult to achieve long lasting and tight guanxi relation-
ships with Chinese business partners, especially if the company does not have a strong
presence on the Chinese market (Goh & Sullivan, 2011). However, as one-time transac-
tion based sourcing partnerships have become more and more common especially among
younger generations, more loosely formed relationships with much less emphasis on
guanxi and face are emerging. However, if the business relations continue and develop to

long-term partnerships, the old business practices usually remain.

Nevertheless, the buyer should make efforts to build good guanxi with the manufacturing
partner. As the business culture in China is very relationship-oriented, company visitations
are a must for long-term partnerships. These visitations that should be conducted rela-
tively often, are a good opportunity to establish personal relationships with the core repre-
sentatives of the business partner. Gift giving is a solid approach and it is an essential part
of Chinese business culture, however rules and guidelines apply. For example certain
items such as clocks and knives are never given as gifts, and numerology plays a part as
well. Four pieces of something is never good, since the pronunciation of the number four
sounds like the word for death in Chinese. Number eight on the other hand is considered

to be a lucky number. (Fox, 2008.)
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Stay connected

Send small gifts occasionally
Ask for small favors to keep
relationship active

Host get-togethers time to
time

Remember to send greetings
on major Chinese holidays
Get to know some personal
details about the core execu-
tives of the partner company

Do not show anger or other
negative emotions and avoid
confrontations

Try to give a negative answer
in a gentle, indirect manner
Do not criticize a person in
front of others

When asking for a favor, be
sure that it equals the prior
received engagement in

value
(Fox, 2008)
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8 Risks on Alibaba.com

There are always risks present when sourcing from China, especially for foreign compa-
nies that are just starting their international sourcing operations, and are therefore lacking
the much needed experience on the field. The most common risk factors to be dealt with
Alibaba.com sourcing are involved with trust, quality control, frauds and scams (Alibaba
Fraud 2013). Risks affiliated with shipping may also be involved, however as shipping and
logistics is handled by a third party (for most part), the risks will not be studied in this
guide. The purpose of this chapter is to offer general information about the most signifi-
cant risks involved in the Alibaba.com procurement process. This chapter will present the
most common scam types that may occur when using Alibaba.com, as well as offer tips

on how the buyers can safeguard themselves from them.

As Alibaba.com is a world-wide platform where buyers and sellers meet, it is inevitable
that scamming on some degree happens. Most of these scams can be avoided by using
common sense, and by carefully investigating the sellers before placing any orders. First
of all, the easiest way to verify that the seller can be trusted, is to follow the instructions
presented in chapter 4 of this guide. It is important to look for the verifications issued by
Alibaba.com, and to carefully examine the supplier’'s profile page for detailed information
about their company. However, it cannot be stressed enough, that the most significant
precaution the buyer can take, is to use common sense. For example, if a supplier claims
to sell branded products, such as Samsung or Gucci, these are fake items and illegal in
99 percent of the cases. Manufacturers of such products are not allowed to sell branded

products on Alibaba.com. (Minalto 2015.)

The European buyer should be careful with products that need to comply with the EU
product safety standards and labeling requirements. Items such as electronics have strict
safety regulations. It is important to check with the supplier if their products have passed
the required testing for obtaining a certificate which proofs that their products comply with
the EU standards. The buyer should request the testing report and certificate for closer
observation. Obtaining such certifications granted by a third party can be expensive for
the Chinese manufacturer, and therefore many suppliers have not acquired such certifica-
tions. If the supplier is not willing to offer a test report, they most likely have not obtained
any, even if they claim so. Importing non-compliant items to EU is illegal. (Chinalmportal

2017.) Luckily some suppliers are eager to display the certifications they have received,
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even on their Alibaba.com profile page. The buyer should never do business with a sup-
plier that refuses to offer certifications if requested. In general, if the seller refuses to offer
any basic information or even samples, they should not be trusted.

Scammers on Alibaba.com are rarely the type that take all the money and never deliver
the goods. For example, there may be scammers that offer samples in good quality, but
when the buyer receives the actual order, the quality of the goods is unacceptable and
completely unusable. This could happen if the buyer places a small order and pays for the
whole order before the supplier has even manufactured the goods. The scammer then
claims that the trade was completed as agreed upon, and that they cannot be held directly
responsible for any criminal activities. (Chinalmportal 2017, Hulkko, 18.) It is important to
negotiate the payment terms so that a part of the payment is done before manufacturing,

and the balance once the goods are ready to ship. Once again, common sense is the key.

Some manufacturers may try to add additional fees that are not stated in the trade con-
tract. Such fees may include Paypal transfer fees, additional material fees, packaging fees
or shipping fees. While these are not incorrect, they may come as a surprise for the buyer
after the deals and calculations have already been made. (Hulkko, 24.) The solution for
this is to carefully negotiate the terms and check with the supplier that there will not be
any more fees after the initial payments are done. The importance of careful negotiations

cannot be stressed enough.

As previously stated in this guide, it is essential to make detailed contracts with the seller.
However, the first step the buyer can take in order to avoid any scams and surprises is to
carefully check all the verifications the supplier has obtained on Alibaba.com, and contact
them to ask as much questions as possible. This is the best way to figure out whether the
supplier can be trusted or not. The general rule is, if something sounds too good to be
true, it usually is. Often large, more professional manufacturers may have higher costs,
but these suppliers could be more reliable than small manufacturers with lower costs.
Usually large factories have experience in working with foreign companies, and offer pro-
fessional customer service. Smaller suppliers may not have the resources to hire staff with
proficient English skills, and may not operate as professionally. For this reason it may be a
good option for an SME to do business with a more professional partner, especially if the
SME is sourcing for the first time from China. The lowest cost is not always the best option
to go after. Nevertheless, the general rule in Aliababa.com sourcing is to use common

sense, and paying attention to details.
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9 Conclusions

Based on the guidelines presented in the previous chapter, the most important conclu-
sions are listed as following:

Investigate suppliers carefully

The importance cannot be stressed enough. By carefully investigating the suppliers’
Alibaba.com profiles and asking questions, the buyer is more likely to find reliable, profes-
sional partners and avoid scams and other mishaps. Research should be done as much
as possible.

Build a relationship with the Chinese partner

Relationship building is essential, especially if the buyer wishes to cooperate with the
same supplier in future. Honest suppliers prefer to know who they do business with, much
like the buyers are willing to do as well. Visiting the supplier in China builds trust among
both parties.

Always sample products

The buyer should always request samples before placing an order. In general, samples
offer an understanding of the supplier’s best quality, which should be kept in mind during
decision making. If the sample quality is not sufficient, the item quality may drop even

more in mass production. In this case it is worth looking for a new supplier. (Hulkko, 28.)

Make realistic plans and calculations

The buyer should remember to take into account the following factors when calculating
whether to source from China: travel costs, cost associated with quality assurance, dam-
age control costs, consultancy costs (if required) and supplier changing costs (Hulkko,
29). These costs could still be relatively big for an SME, and it is good to consider if sourc-
ing from China is the right choice after all, even though Alibaba.com has made the global

sourcing process significantly easier.
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