Management Theories and Business Models
Winnie Lo
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Key takeaways

Penetration of B2C e-commerce in China’s Internet not only connects the buyers and the
tier 1 and tier 2 cities is getting closer to 90%, sellers living in cities, but also releases the
while the potential of e-commerce business potentia| of rural e-commerce market

in lower tier cities remains large

The path of China’s B2B commerce is not as smooth as B2C’s. However, with the aid of technology
and the changes in business environment, it is believed that China’s B2B sector is the next blue

ocean
Chinese online shoppers are fond of Internet enables small- and medium-sized
imported goods. Import e-commerce is enterprises, and even prosumers, to join the
growing fast in China, while its scale is global trade market. Chinese enterprises are
one-fifth of the scale of export preparing for the era of global e-commerce
e-commerce




Internet facilitates borderless trade

Tier 1 and Tier 3 cities
Tier 2 cities or below

\ China market/
. Global market

moEl e

Rural counties/

villages

Business to Consumer B2C Business to Business B2B
Development of e-commerce:

Source: compiled by Fung Business Intelligence 3



E-commerce in China

Tier 3 cities
or below

Tier 1 and
Tier 2 cities

China market

Business to Consumer B2C Business to Business B2B
Development of e-commerce:

Low High Low High



China

e-commerce

The rise of budget smartphones and mobile technology N
change the way of communication

In China (2013)

TR ITAT TR ITAT

China World
Population 1.396 billion 7.2 billion
Internet users 688 million 3.2 billion
- Smartphone users 620 million 2.0 billion
- Internet users in rural areas 195 million -

Source: China Internet Network Information Centre (CNNIC), compiled by Fung Business Intelligence



China

e-commerce

... and change the way of transaction in China N\
There are more than 400 million online shoppers in China

Tier 3 cities or below Tier 1 and 2 cities

Share of

national GMV*: 50. 1% 49.9%

Growth of online shoppers: Penetration of e-commerce**:

Tier 3 cities or below Tier 1 and 2 cities Tier 3 cities or below Tier 1 and 2 cities

* GMV = Gross merchandise value
** Penetration of e-commerce is the percentage of online shoppers to total internet users (aged 13 or above) * N=2616 6
Source: Mckinsey, China Digital Consumer Survey Report 2016, compiled by Fung Business Intelligence




B2C & B2B

Major B2C and B2B e-commerce platforms in China N
4 N 4 )
B2C B2B
! Integrated e-commerce platform | ( Integrated e-commerce platform \

C’L'l‘%;!:;!; Yo b

ﬁ%oﬂm 5180le!

www. 51sole. com

&3 come '%MJS SUNING 755 @ wmeTr 23N

GongChang.com
Vertical e-commerce platform Vertical e-commerce platform
HSTYLE | mn .
HHRE iuxian, $$ @ WWJM%%FC % zhaogang.com
Textile Steel

Baby care

4 SAKEN @ nmzem -

www.myplas.com '.'

FMCG PIastlc

_ Y, . J

\, 4 \, /

Icon source: Internet 7
Source: compiled by Fung Business Intelligence



B2C

With the development of nationwide logistics, the footprints of \&commerce

e-commerce players extend to non-Tier 1 cities o
E-commerce parcels delivery are mainly handled by express courler* N

Top Cities 2015 Revenue of express _/____,,--f' i\ /
30 delivery (RMB billion) | ~ |
31 Shanghai 455 — “~ i (
5 2 Shenzhen 223 /_/"_" |
g 3 Guangz,h.o.uj 196 \\_,‘ J "';;
= 4 Beijing 182 \ I.-"“—-—-" - N
5 | Hangzhou 144 M g
g 6 Suzhou 89 RN S . ._,'\_f.:
E 7 .Donggu'an 85 . ) :-. - e /
5 8 Jinhua .(.YIWU) 77 . -"Béijing 7 ( ~
@ 9 Nanjing 60 S el O"'ﬁ <
£ 1 Chengdu 45 T | Tlanjln o -
N1 Tianjin 44 i OJmérr Q'Ifsjngtao
o 12 Wuhan 43 ' 1 ’ b 7
Ton Ningbo a0 . ' Zhengzhou
14 Zhengzhou 38 S X' an o
15 Wenzhou 35 S ',;_
16 Quanzhou 33 S .
17 Sugian 33 ® Chengdu, Wuhan Hefeﬁ%fﬁ?f {Pshanghai
18 Wuxi 31 20} PR B Y Ongbo
19 Chongging 29 Chongqmg B ¥ YI\\NUO QTa|zhou
20 Tsingtao 28 IRy S ChangshaO y . Wenzhou
21 Foshan 27 ot ey "; F h S Annual revenue of
22 Jiaxing 27 g Qua:nzuhzoS(ujQ . express delivery
2 Xiamen = S Foamen© S| (RMBbillion)
24 Taizhou 24 o [
25 Jinan 23 <L Guangzhougoonggudn | ©-100
" ( Foshan fenzhen ‘I\Jf( © <100, 240
26 Hefei 22 NP © <40
27 Xi'an 21 “\ g — Zhongshan
28 Fuzhou 20 ~
29 Changsha 20 C J
30 Zhongshan 19 .

* The development level of e-commerce business of a city is based on the proxy of the revenue of express delivery of that city
Source: State Post Bureau, compiled by Fung Business Intelligence



The growth of e-commerce business in lower tier cities )N

is even faster*

Revenue of express
Top 30 Cities delivery (% growth)
2015 vs. 2014
é 1 Shanghai 26
O 2 Shenzhen 32
; 3 Guangzhou 23
[ 4 Beijing 23
o 5 Hangzhou 41
<_;3 6 Suzhou 41
L 7 Dongguan 46
) 8 Jinhua (Yiwu) 44
a 9 Nanjing 46
5 10 Chengdu 28 N
2 R Wuhan 44
13 Ningbo 31
15 Wenzhou 43 ot
16 Quanzhou 26
17 Sugian 52
18 Wuxi 49
19 Chongging 43
20 Tsingtao 35
21 Foshan 39
22 Jiaxing 37
23 Xiamen 26
Taizhou

Xi'an
28 Fuzhou 15
29 Changsha 20
30 Zhongshan 53

B2C
e-commerce

Xidn@ L
Zhengzhou

\“‘JL_.Heﬁm
“  Wuhan

OChengdu
3 o i .

o
Chongqmg

. ChangshaO
\ ;Euzhoud/

Quénzhou

o /? Annual growth rate:
Guang;f{ou Dongguan ( / ©>60%
/KA Foshan @,Sﬁeﬁzhen &4 0 <60%, 240%
z/ﬁwongshan 0 <40%

r’“’%
_/

* The growth of e-commerce business of a city is based on the proxy of the revenue growth rate of express delivery of that city

Source: State Post Bureau, compiled by Fung Business Intelligence



People living in the lower tier cities are becoming wealthier

B2C
e-commerce

By 2020, nearly 100 million consumers in China’s non-Top 100 cities earn
more than RMB 12,000 every month

According to the Boston
Consulting Group, China’s
households are classified into
five classes in terms of
monthly income

A\

>RMB 23,000

Upper class

RMB 12,000 — 23,000

Upper-middle class

RMB 8,000 - 12,000

New middle class

RMB 5,000 — 8,000

New middle class

<RMB 5,000

Low income

Monthly income

5

Source: Boston Consulting Group, compiled by Fung Business Intelligence

The number of upper & upper-middle income consumers
in China’s non-Top 100 Cities

2015

2020

45 million
consumers

98 million
consumers

The number of cities that more than 100,000 upper and
upper-middle class consumers are living in

2013

2020

10



B2C

e-commerce

Top 5 best selling categories in China’s B2C e-commerce

g FMCG

- 5‘
Z FMCG

iy .3

AN

- Books &
3C products audio-visual
Apparel & parts Apparel products

& shoes 2013 & shoes 2015

AN

Iy

Game/ —n
Topup cards 3C products

=m & parts
A B
— v

Home
Bags appliance

11

Source: China Internet Network Information Centre (CNNIC), compiled by Fung Business Intelligence



B2C

e-commerce

Why does B2C e-commerce expand so rapidly in China? N

Apart from the emerging middle class in China and the ease of buying due to mobile technology,
there are two other important factors facilitating the growth of B2C
e-commerce:

1. Payment: The invention of escrow mechanism (e.g. Alipay, Tenpay) resolved the ‘trust’ issue.
Online shoppers can verify the goods before releasing money to the seller; and sellers are
guaranteed to receive money before sending out the goods under normal situations

Shopper confirms
acceptance of

Transaction

Shopper places IR 32855?; $to
order online Alipay/ Tenpay

refund from

Alipay/ Tenpay

2. Logistics: Indeed, internet links up the information flow between people. However,
e-commerce is just a dream without the support of logistics handling and last mile delivery.
Efficient logistics management is crucial to facilitate the physical flow of goods transacted
between buyers and sellers

Source: compiled by Fung Business Intelligence 12



In contrast, the path of China’s B2B commerce is not
as smooth as B2C’s

* Inthe beginning, China’s e-commerce players started with B2B model. Jack Ma’s
1688.com was one of the pioneers in the domestic B2B e-commerce sector, which
served as a yellow page of Chinese vendors

* Anonline yellow page or simple matching platform without managing the
complicated supply chain cannot satisfy the traditional offline stakeholders

e Also, the requirement of B2B online buyers are far more sophisticated than that of
B2C online shoppers

 The more complicated supply chain, the more difficult and costly for running B2B
e-commerce business

Product price
Minimum order quantity

Level of product
customization

Buyer’s decision

Buyer’s loyalty
Risk of transaction

Source: compiled by Fung Business Intelligence

B2B B2C
* Lower, wholesale price * Higher, retail price
* Higher * Lower, maybe as low as single unit
* Higher, buyers maybe involve in the stage of * Lower

product design and development

* Complex, tendering for high value order is * Straight forward

needed

* Higher, buyers stick to trusted supplier base * Lower, buyers are relatively price-driven
* Higher for bulk order * Lower for buying single unit

13



Challenges facing B2B e-commerce players

* Over the past decade, B2B e-commerce is slowly evolving from being a simple
yellow page platform to providing matching and some trade-related services.
There were quite a lot of challenges facing the online players:

Hesitation for sellers to Lack of reliable B2B Complicated supply
openly disclose their online payment system chain and product
product wholesale price customization

and detailed

specifications online

Uneasy to build trust Buyers and sellers build

between buyers and a direct business

sellers without offline relationship and bypass

interaction the online e-commerce
platform

14

Source: compiled by Fung Business Intelligence



Prospect of B2B e-commerce

Source: compiled by Fung Business Intelligence

* With the aid of technology and the changes in business
environment, it is believed that China’s B2B sector is the
next blue ocean. The key drivers:

Digital manufacturing facilitates an agile supply chain with a
lower cost of production. Some sellers are able to sell their
goods profitably with a lower minimum order quantity. To
certain extent, the lines between B2B and B2C are blurring

More third party B2B payment systems are available in China
Logistics coverage has improved much

More and more young entrepreneurs emerge in China, they
grow up in the internet era and heavily involve in B2C e-
commerce. They are more open to B2B online transaction than
their former generations

* Today, more and more B2B e-commerce platforms are found,
both integrated and vertical platforms. Some are able to
aggregate third-party service providers, provide value-added
services and manage the whole supply chain

15



B2B

e-commerce

More and more small enterprises set up their stores
on online B2B marketplace

Consumer products

Jewelry Portable battery

Bracelet Shoes accessories

Seasoning spices o Ceramic crafts

Scarf Mobile chargers

=th &
QO

Industrial products

# = Integrated circuit

Connector Paper box

@ Stickers

The sectors with the fastest growth rates in terms of the increasing number of online sellers in 2015

Paper bag

Non-woven bags Plastic mold Plastic bottle

OO ®©O

O

16
Source: Alibaba, compiled by Fung Business Intelligence



Rural e-commerce in China

Tier 1 and
Tier 2 cities

\ China market/‘

Tier 3 cities
or below

moEl e

Rural counties/

villages

Business to Consumer B2C
Development of e-commerce:

Low High

Business to Business B2B

17



Rural

e-commerce

Internet not only connects the buyers and the sellers N\
living in cities, but also releases the commercial potential of
rural area

2015

METereren

ATATATET v BTETET T

Internet users in city: Internet users in rural area:

493 million 195 million

Annual growth: 4.8% Annual growth: 9.5%

RMB 382.3 billion

2014 2015 2016e 2017e 2018e

Gross merchandise volume for rural e-commerce in China

18

Source: Analysys, 2016, compiled by Fung Business Intelligence



Rural

e-commerce

Drivers for the expansion of rural e-commerce in China N\

Nationwide:

 Comprehensive coverage of internet infrastructure
 Improved logistics connectivity

* Government support

For rural shoppers buying goods from cities:

* Rising income level

* Therise of budget smartphones

* Poor traditional retail presence in counties and villages

For urban shoppers buying goods from rural areas:

* Concerning food safety issue, and more shoppers tend to buy fresh
produces direct sourced from farm via online channels

* Concerning healthy issue, and more shoppers are fond of organic food
with authorized certificate via easily traced online sellers

Source: compiled by Fung Business Intelligence 19



Lots of e-commerce platforms link up the supplies
between cities and villages

Rural Areas

—

(" N\
B2B AGRICULTURAL Selling seed, fertilisers, pesticide, machineries, etc. to farmers
SUPPLY PLATFORM ‘ ,
I =7cl2 MWER—M
?’-"@‘:‘g ync365.com
N

B2€ COMPREHENSIVE Fresh produce for the cities and consumer goods for rural areas

PLATFORM

201755 R Yy 1)
cun.taobao.com ID.COM 537 suning.com

4 4
B2B FOOD SUPPLY PLATFORM B2C FRESH FOOD PLATFORM
Fresh produce for the cities Fresh produce for the cities
QA

L] —El || ARkE SeD)mEms

DACHUWANGKdS s-=m wwn® | | penlaicom 7 3"

Icon source: Internet

,M IR | HER
F)EFR FARMUNK % | BE
)77

Source: compiled by Fung Business Intelligence

Rural

e-commerce

Cities

20



E-commerce giants are tapping into the rural e-commerce
market
Case 1 — Alibaba’s coverage in rural area

Cun.Taobao Presences in rural area Service coverage
service station * Set up more than 1,300 Taobao Consumer goods for rural market:
villages and 135 Taobao towns in Order and shipment arrangement,
18 provinces escrow services, return goods
* The number of partners and services

helpers working for Cun.Taobao

are expected to reach 120,000 by Fresh produce for cities:

the end of 2016 Product photp takl'ng,‘preparlng
product details, shipping, loan
services
Finance Ant Financial Service Group provides rural financial services
Logistics * By partnering with Haier Goodaymart, Cainiao’s network delivers household

appliance to 95% of China’s counties
* Most of the deliveries are conducted by the State Post Bureau’s network

Icon source: Internet 21
Source: compiled by Fung Business Intelligence



E-commerce giants are tapping into the rural e-commerce
V==

market

Case 2 —JD.com’s coverage in rural area M
g JD.COM R
JD.com’s Presences in rural area ) fService coverage
county-level * Set up a team of 290,000 * Order and shipment arrangement,

service centre

JD appliance
team

promoters for online business
matching

* Establish 1,800 county-level
service centres for selling goods to
rural area

* Develop over 600 online stores on
JD.com selling local favourities
from various counties/ villages

N\

J

product photo taking and
preparing product details, rural
finance, training to rural e-
commerce users, promote
membership scheme, liaise with
government

N\

\

-

Finance

Logistics

Icon source: Internet

maintenance services
\

Set up over 1,600 service centre to assist the rural residents in buying
electronic appliances online, and provide delivery, installation and

[JingNongDai provides rural financial services

[JD'S self-operated logistics team is responsible for the delivery to counties,

covering 70% of entire nation

Source: compiled by Fung Business Intelligence

;/u\—/\

22



Cross border e-commerce

China market

Global market

Business to Consumer B2C Business to Business B2B
Development of e-commerce:

Low High Low High .



More Chinese consumers buy overseas products
via online platforms

* In 2015, Chinese tourists spent more than RMB 1.2 trillion when travelling abroad,
due to

— A shortage in high quality products sold in local stores

— Counterfeit products and product safety issues of local goods

* In recent years, cross-border e-commerce (import) platforms have emerged and
are well-accepted by local consumers. On top of the huge demand, two key drivers:
— The government has introduced a series of policy aiming at

developing import e-commerce since 2012

— More authorized import e-commerce platforms
start operation and drive down the transaction costs
(e.g. logistics, customs, online payment, etc.)

RMB 1.9 trillion

2012 2013 2014 2015 2016e  2017¢  2018e

Gross merchandise value of B2C import e-commerce ”

Source: iResearch, compiled by Fung Business Intelligence



Business models of import e-commerce

Import

e-commerce

B2C
/ N/ AV N
; Experiential
Integrated e-commerce plaiform Yerfiss| P
e-commerce store
. plaiform 020
EJ Marketplace Hybrid Self-operated
o
wn oy — = D i P ==— s
2 7 Im E PR <7 RIS IR 08 B miacom ||XSFEER|  ©
_g |:"> THALL GLOBAL » i . Baby products Inside bonded =
S TS 1043 ' '. zones 2
_g m;‘ﬁﬁﬁ a@;On.Cn .5 BEENMERD ﬁ% ﬁ%%iﬁﬁ rﬁ% GBHUL. COM I::>LCO)
% . Cosmetics Inside department o
5 rnu?%m iEohm (53 4T im il Trend: stores o
—_— sun|ng_com www.kaola.com . s 32
© Vertical platforms ﬁ =
"g ‘g ﬁg * @ i‘l PE graduaII\F/) moving %11&125:1;1 _LC)
oc O BE?“"”““-‘“"' towards integrated Bonded stores
~
'8 platforms in the city
(- \ AN AN v
(©
= B2B
£2 EpE — o £
a0 U fnid) v @ o £
Q I:[‘> hao9shang.com I:> U — I:'l> GC) S
S £ © = un
92 gg.xmm;,f&oﬁ’z Food & beverage < £ c
\ y, O - © S

Icon source: Internet
Source: compiled by Fung Business Intelligence
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Import

e-commerce

B2C import e-commerce: government policy [\

Under the supervision of China customs,
Chinese shoppers can buy overseas
goods via authorized import e-commerce :
platforms and have their orders shipped .. . Tianjin _
through the 10 pilot zones [N .

Pt

Different tax policies

. . o e SN s S shanghai
General import (B2B) Tariff + VAT*+ Consumption tax Lo d
angzhoug@P
S R Ningbo

Bonded area import/ VAT*70% + Consumption tax*70% Chongqmg1 . ",
Direct mail (Depends on the product categories) ,I._-_’ FUZH'-O-]J
(Via B2C import o L ; Pingtan @
e-commerce platform) P o W

Personal postal articles Personal parcel tax Guangzpbu ~ &
(Not via B2C import (Depends on the product categories) Shéﬁz A

e-commerce platform)

*VAT=Value-added Tax O

Source: compiled by Fung Business Intelligence

26



Import
e-commerce

B2C import e-commerce: top 8 popular product categories kN

Popularity of top 8 product categories by age group and city tier

By age group By city tier

19-22  23-35  3-s0  s1-70 gl QW2 O3 Tedd
baby products @ PhED dd Hh | Bh BB Hdhdd dddd
And ooty GaeReREh Godhdn GRERER Goeheh GheReRee CIENER Cadhdads W
3Healthproducts  GLch  Gheh  GReheh hebehdh dhdheheh e dhen cal
Ivineand o) BB DRHD GhDD dddd s @& e
andbags %% coghehel e e Ghdhds (iR dReReR B B
goodsehold Ry el  BRRE @R e Sdds  dhee daed
autdoor D dd  Bhd  ddh | R ched  hdhdd dadhel
Spphance i~ Gge  CRERERER Ghebdaes GRdheReR dodheR &R &

* The level of popularity increases with more @& 27

Source : Tmall.HK, CBNData, 2015, compiled by Fung Business Intelligence



Import

e-commerce

B2C import e-commerce: popular product sources (\

US Germany " France
w 48.0% * 16.6% 4.4%
# Japan ¥ NewZealand ltaly
o 153 S 98% 2.0%
S Korea Q" ) Hong Kong & Taiwan Spain
’ 31.8% ks ' 9.1% 0.3%
“ RAustralia ; UK Thailand
: 18.6% 14% 0.3%

28

Source: China Internet Network Information Centre (CNNIC), compiled by Fung Business Intelligence



Import
e-commerce

B2C import e-commerce: a competitive, fragmented market I
Thousands of players are competing for B2C import e-commerce market. The
GMV* of the top 9 players only accounted for 2.5% of the total market value

GMV in 2015 (est.) o GMmV ® Market share %
Top10 O ¢ 0.9% 1 0:9%
_ 1 0.8%
1 0.7%
® 0.6% 1 0-6%
41 0.5%
1 0.4%
0.2% 0.2% 0.2% 0.2% 1 0.3%
0.1% 0.1% 0.1%] 0-2%
- i i_- 0.1%
S 0.0%

GMV of B2C import e-commerce (RMB 100 millions)

*GMV = Gross merchandise value 29

Source: Citic securities, compiled by Fung Business Intelligence



Import

e-commerce

B2B import e-commerce: popular product sources N\

e According to 1688.com, the largest B2B online sourcing marketplace, popular
products are sourced from S Korea, Japan and France. Also, overseas food supplies
are the most welcomed products in China

,j* Japan " France

."'

Chips @ Chocolate @ Red wine
: : -3 Cheese and
@ Facial mask O Instant drinks el e
@ Toothbrush @ Biscuit @ Perfume and
fragrance
Household Distilled water and
Bowls and plates .
products mineral water

30

Source: Alibaba, compiled by Fung Business Intelligence



Import &
export

Import e-commerce is growing fast, while its scale
is one-fifth of the scale of export e-commerce

Sale value of cross-border e-commerce in China

100%
90%
3
80% =
OEJ [}
n (S)
[} =
S £ o
— Ll
70% = 8 s E
= b S E
13 =
o
0% 1% © 5
| 2 o
. g 2 E S
50% RO &
> 0O S5 v
x 55
40% o X o =
€ in 1 e
Em o X
ISIK-)) €
30% | qu
(0] | (V)
3,9 O ©
C oo O o
8_.5 v O
=) +~
0 )
20% 8 S S £
o o s
O xX C
3 ¥ 3
10% o
(8]
@©
0%

2010 2011 2012 2013 2014 2015 2016 2017

O Import ! Export
31

Source: iResearch, compiled by Fung Business Intelligence



Export

e-commerce

Business models of export e-commerce

B2B
- N N
Integrated e-commerce plaiform Vertical
e-commerce
" platform
bl
°3>J~ Marketplace Hybrid Self-operated »
(%]
o iy Q
= €L easiachinery) 2 E
S Allbaba com (0 a
S Global trade starts Industrial machinery "q-j c
— -~ (@)
2 |::> globalzsources K 1E @ soscusste | SAMM Ydress $€ E:> o I::> O
(e m " Ih’ymf'iate Apparel (O] %
< = Bk M oM A WA Volume Wholesale Gadgets ) ) & Q
% N WWW.OSELL.COM ggﬁégylngcom G>J )
Q ade-in-Chin.g:_com EIec;cronics, apparel O g
= ‘"—:n # & b 3
= \ A\ y
O
qg B2C
C 4 AV 4 N\
£ : === | SAMMYdress 3% o 8
o Alix2Xxpress == Aooarel Q £
7 D Lightfithebox  deaterrerme 25
& DH com Evérbuying.com g2
g ) MadelnChina.com Electronics, apparel O 8
D A 4\ V
Icon source: Internet 32

Source: compiled by Fung Business Intelligence



Export

e-commerce

Most of the export e-commerce players used to adopt a AN
B2B model, while more players adopt a B2C model in recent years

mB2C mB2B
1.2% 1.3% 1.0% 8.6% 9.4% 9.6% 10.0% 10.5%
2008 2009 2010 2011 2012 2013 2014 2015e

33

Source: Citic securities, compiled by Fung Business Intelligence



Export

e-commerce

Buyers of China’s export e-commerce platforms are not IS
restricted to developed countries, but also from emerging
countries

/,/ \\\\
g \ o
a o W e 2
\ 1 k28 > ~
\\ . ,/ S
Japan §
o F
% Y, Korea §6-8%
\\ B
E N
1

4.4%

% share of buyers using China’s export e-commerce platforms

34

Source: Analysys 2016, compiled by Fung Business Intelligence



Export

e-commerce

Around 40% of the sellers on China’s export N\
e-commerce platforms are from Guangdong province

Sellers of China’s export e-commerce platforms

Guangdong 39%
Jiangsu 15%
Zhejiang 11%
Shanghai 8%
Fujian 6%
Beijing 4%
Shandong 4%
Tianjin 2%
Others 11%

Lol o Bk oL o B oL Ol ol oJ o

35

Source: Analysys 2016, compiled by Fung Business Intelligence



Export

e-commerce

Hot items in export e-commerce (\

5%
/4
3C products Apparel & Outdoor Beauty & Jewellery
accessories products health
Furniture & Shoes, hats & Mother, baby Auto parts Lighting
gardening bags products & toys

36

Source: Analysys 2016, compiled by Fung Business Intelligence



Export

e-commerce

Aliexpress wins in the B2C export e-commerce market [\

480
28 14 20
"c, ‘OO ///é «OQ
& @ o7 N
o & 4 o°
\\‘@“' ‘(’\\Q %@i“z O
Ly RS

Gross merchandise value of B2C export e-commerce in 2015 (RMB 100 million )

37

Source: Citic securities, compiled by Fung Business Intelligence



Borderless trade

38



Borderless

trade

The Internet facilitates borderless trade N\

* Big corporations used to dominate the global trade market

* Now the Internet enables worldwide small- and medium-sized enterprises
(SMEs), and even prosumers, to trade with each other.

S
.‘ Micro Enterprises/
Real ¢ ' Prosumers
Economy .
°.

Small- and medium-sized
Enterprises (80%)

Large Enterprise (20%)

Source: compiled by Fung Business Intelligence 39



Roadblocks for the Internet-enabled borderless trade

* However, there are still some roadblocks for the SMEs to run
their global business. For instance,

— Complex trade regulations and rules

— Burdensome customs clearance

— High-cost cross-border logistics

— Unavailability of convenient payment solutions

— Lack of access to information

* To breakthrough the roadblocks, some changes in regulatory
level are needed.

* Alevel playing field of global e-commerce is necessary for
SMEs

* To a certain extent, every roadblock is also an opportunity to
third-party service providers

Source: compiled by Fung Business Intelligence 40



Borderless

trade

Roadblocks for the Internet-enabled borderless trade are I
opportunities to third-party service providers

China’s third party services providers in e-commerce

Integrated services Payment services Financial services
Doy wivem  Eemes B3z © W
/, > CHINA CITIC BANK
| Taks
PayPal F’j
VISA Masle'ra;'& @ mﬂ ’o .@ SEE%-FY%E.
I @ [ E®XHER PING AN BANK HEREBT
SPD BANK
IT supports and others Logistics services
Kingdee 2 py
g ﬂ f FedEx [Hoe (SF)express
—ROEE X § M 7§ S

. F—— — D-MCARK —
Z.l ==

UNI TED STATES
N "_H Dl‘z) B POSTAL SERVICE.
e . aPX
ﬂ
ch E P IS AL 35 03
CHINA POST ALOG ALOG v?cuumgcv LOGISTICS

Icon source: Internet 41
Source: compiled by Fung Business Intelligence
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Borderless

trade

E-commerce giants are preparing for the era of global e-commerce
Case: Apart from signing numbers of strategic agreement with overseas government
and companies, Alibaba Group is expanding its global business footprint via

acquisition in the past few years
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Business innovation in China

Last report

' Part 1: Embracing new opportunities by adopting 020 strategies
& building business ecosystem

This report

' Part 2: Internet-enabled borderless trade

Forthcoming

Part 3: Customization: A reality under the fourth
industrial revolution

Part 4: Sharing economy: A disruption to the traditional market
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