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INTRODUCTION

The purpose of this paper is to analyze Alibaba.com as a tool for the internationalization
of Made in Italy small-medium enterprises (SMEs) in the B2B sector, with a particular
focus on the internationalization towards China. Nowadays, from the point of view of any
enterprise, China is seen as the new market to invest in because of the purchasing power
and vivacity of its consumers, that have no equal in any other part of the world. After the
1987 opening up reforms put into practice by Deng Xiaoping, the Asian country started
a path towards innovation, in order not only to keep up with the rest of the world but to

become one of the leading economies, a goal which the country has abundantly achieved.

The interest towards the Chinese market is also present in Italian enterprises, especially
in the ones connected with the Made in Italy, because the products that recall a sense of
Italianiness are positively welcomed in China. Of course, the first to internationalize
towards China were the multinational companies that through their presence contributed
to the creation of an interest towards Italian products in the Asian country, that later on
was translated into an increased trade volume between the two nations. Recently, Made
in Italy SMEs began to consider the Chinese market as a destination for their
internationalization process, and this impulse towards China resulted in an increasing
willingness of the Italian government in helping this kind of enterprises to internationalize
their businesses. On one side they represent a consistent part of the Italian economic
framework and therefore their success can contribute to the national economy, on the
other side Made in Italy products are Italy’s ambassadors abroad, conveying the Italian
lifestyle’s values. The Italian governmental entities involved the most in this
internationalization wave are ITA, ICE, SACE, SIMEST: all these institutions, in their
own field of action, offer proposals and plans created ad hoc to help Italian and Italian

SMEs internationalize towards their chosen destination, including China.

Moreover, in order to further help enterprises in the last 3 years the Italian government
made some deals with Alibaba Group, the group that owns the famous e-commerce B2B
platform Alibaba.com and other apps and services that compose the Alibaba ecosystem.
In detail in 2018 the two entities signed an agreement that consisted in the creation of a
portal dedicated to the Made in Italy products on the B2C platform T-mall Global named

“HelloITA”. Then in 2020 the agreement between the two entities evolved, including the
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creation of another portal for the promotion of Italian products and companies on the B2B
platform Alibaba.com, named “Made in Italy pavilion”. These kinds of initiatives,
especially the latter, are the conceptual basis for the creation of this paper, because they

are the first agreements of this kind the Italian government signs with Alibaba Group.

However, even though the initiatives listed above are all valid options and support
mediums for enterprises, the risks embedded in internationalization are still numerous
and difficult to overcome because they can affect a lot of aspects of the life of an

enterprise, making effective risk management a priority.

In light of all the above, considering the characteristics of the Italian SMEs and their
products and considering this strong interest towards China, the purpose of this paper is
to understand if Alibaba.com, the Chinese B2B e-commerce can be a tool for the
internationalization towards China of Made in Italy SMEs. This paper is structured as

follows:

The first chapter entirely aims to give an overview of the Italian industrial landscape, in
order to adequately understand the situation of Italian SMEs. After a description of the
Italian economic landscape’s facts and figures, the focus moves to the reasons why Made
in Italy SMEs wish to internationalize their businesses towards China, describing the
main features of the Chinese market that attract foreign businesses. Lastly, for the purpose
of giving a complete picture of the situation of Italian SMEs, a brief analysis of the Italian
government agencies involved in the internationalization of Italian enterprises like ITA,

ICE, SACE, SIMEST, is carried out.

The second chapter is fully dedicated to the description of Alibaba, as Alibaba Group and
then as the e-commerce B2B platform Alibaba.com, with the objective of pointing out
and explaining its relevance in relation to the subjects of this paper, namely the Made in
Italy SMEs. After a brief description of the two sides of Alibaba, their history and main
features relevant for B2B commerce, the subject of the analysis will shift to the
cooperation between ICE and Alibaba for the promotion of the Made in Italy in the B2B
platform Alibaba.com.

The third and last chapter analyzes the risks of the internationalization process and the

effectiveness of Alibaba.com in offsetting them. More in detail in the first part the
8



definition of risk and the risk management process are deeply examined, with a focus on
the two main risk management frameworks ISO31000 and ERM in order to understand
the obstacles a SME wishing to internationalize its businesses might face. Then the focus
moves from a broader point of view of risk management to a more detailed description of
the risks embedded in China as a country, until arriving to the purpose of this paper: the

analysis of Alibaba.com as a tool for the internationalization of Made in Italy SMEs.



Cap. 1: Overview on Italian government’s endorsed agencies that can help Italian

companies during the internationalization process: ITA, ICE, SACE, SIMEST.
Cap 1.1: The Italian economic situation and structure in detail.

Nowadays analyzing the economic situation of a country is extremely difficult since the
COVIDI19 epidemic brought enormous consequences for the economy of most of the
world’s countries, and this difficulty also applies when it comes to the analysis of the
Italian economic situation. Nevertheless, there are some characteristics of the economic
system that are fixed and can help understand the challenges that a certain country might

or might not face every day.

The Italian economy is mainly driven by the secondary sector (21.42% of the GDP) and
the tertiary sector (66.27% of the GDP) that together account for 87.69% of the total GDP
in 2019!. The secondary sector’s main sub-sector, in terms of GDP creation, is the
manufacturing sector. This sector’s characteristic is that it is mostly composed of family-
owned small-medium enterprises (hereby after referred as SMEs) that produce high-end
luxury products and are normally located in the heavily developed northern region of the
country. The tertiary sector’s main strength is the tourism sub-sector, since the whole
peninsula is a common holiday destination not only during the summer but all year long.
Even though the primary sector doesn’t carry a lot of weight in the Italian economic
situation, agriculture still employs 4% of the workforce and Italy is the first producer of

wine in the world?.

For the purpose of this paper, since the main focus is on SMEs and their
internationalization process, a further clarification on the definition of enterprise is due.
According to the EU Commission, as shown in the Table 1, a small enterprise is an
enterprise who has less than 50 staff members, a turnover less or equal to 10 million euros

and a balance sheet total less or equal to 10 million euros, while a Medium enterprise has

1 (Statista , 2021)

2 (Nordeatrade, 2021 )
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less than 250 employees, a turnover less or equal to 50 million euros, and a balance sheet
total less or equal to 50 million euros®. The criteria that the EU commission took into
consideration when deciding how to divide the enterprises into categories were staff
headcount and turnover or balance sheet total, but it is important to notice that if a
company is part of a larger group, in order to understand in which category of enterprise

it belongs to, it also has to calculate the data from the whole group?.

Company category | Staff headcount | Turnover | or | Balance sheet total

]

Medium-sized <250 <ES0mM  |€€43m

Small <50 <€E0m  |<€10m

Micro <10 <€2m <€2m

Table 1: EU Commission definition of enterprises
Source: EU Commission, Commission recommendation of May 2003

Regarding the Italian secondary sector, according to ISTAT’s enterprises permanent
census of 2019, two third of the Italian enterprises (the 79,5% of the total) are
microenterprises, 187 thousand (the 18,2% of the total) are small enterprises, and the
remaining of them (2,3%) are medium or big enterprises’. Even though, as shown above,

microenterprises represent the majority of the Italian enterprises, for the purpose of

3 (European Commission, 2021)

4 [bidem.

5 (ISTAT, 2020) translated by the author.
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simplifying and avoid confusion, in this paper they will be included in the SMEs category
since most of the literature includes them in that category when it comes to receiving

funds or getting help to internationalize their businesses.

In light of the aforementioned facts and analysis of the Italian economy, it is needless to
say that the 2008 economic crisis hit Italy harshly and its consequences are still affecting
the Italian economy at large, especially considering the great deal of troubles the
COVID19 epidemic brought. According to the Italian economic journal “Il Sole 24 ore”
“(ten years after the 2008 financial crisis) Italy didn’t stop but proceeded with an
exasperating slowness™. In order to invert this negative trend, the Italian government
decided to launch the “Industry 4.0” plan, following the example of Germany, United

States and France.

“Industry 4.0” is the name of the worldwide fourth industrial revolution plan that
promotes the digitalization of the industry in order to achieve the maximum efficiency
and productivity during the production process, using new technologies such as cloud
sharing, Al, big data analytics, 3D printing and so on’. Looking closely at the Italian
implementation of the plan, there are some interesting features that can further help the

comprehension of the scope of this paper.

The Italian version of “Industry 4.0”, among other initiatives, includes a set of
facilitations that closely benefit Italian SMEs, the country’s productive heart, like hyper-
depreciation measures and super-depreciation measures, and tax deduction®. Moreover,
in the plan’s initiatives accompanying guidelines, the government stresses that an

investment of 0,1 billion of public funds will be done, focusing on digital selling chains

6 (Il Sole 24 ore, 2017) translated by the author.

7 (Il Sole 24 ore, 2017) translated by the author.

8 (Ministero dello sviluppo economico, 2017) translated by the author.
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and the enhancement of the support given to SMEs, in terms of technological centers,

workshops and training’.

In this scenario of pursuit of technical innovation, it is worth mentioning the connection
between the Italian “Industry 4.0” plan and the “Made in China 2025 plan, this idea was
promoted by the president of Italy -Sergio Mattarella- during his latest visit to China.
“Made in China 2025 is a 10 year-long action plan promoted by the Chinese government
in order to implement the manufacturing sector!'®. As a consequence, in the last few years,
the number of Chinese-Italian joint ventures in the technology and information fields,
increased at prodigious pace. As an example, we can look at the partnership between
Telecom Italia - a communication company - and the Chinese giant tech company Huawei.
A key point of this endeavor included the opening of a research center in Italy, whose

workers are 80% locals'!.

Taking into consideration the above-mentioned facts and figures it is safe to affirm that
China is indeed playing a key role in helping the Italian economy, by being a resourceful,

active business partner, and is most likely to continue to do so in the upcoming years.
Cap. 1.2: Why getting international towards China.

Being present on an international market seems the logical and necessary strategy for any
company that aims to gain a leading role in any market, including its own domestic market.
However due to cultural geographical linguistics barriers, language differences and so on,
being able to successfully carry out the duties typical of an international market, is not as
easy as it might seem, let alone enter the coveted Chinese market. For these reasons the
Italian government created various agencies and entities with the aim of increasing the
internationalization level of its companies. These agencies’ main task is to support the

internationalization process of Italian companies towards the rest of the world, including

9 Ivi p. 18 translated by the author.

10 (Cinitalia, 2017) translated by author

11 Ibidem.
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China. The most important since they are endorsed by the Italian government are SACE,

SIMEST, ICE, ITA.

The reason why a lot of Italian companies choose to open themselves up to China is easily
explainable by looking at the figures regarding its economy, and most importantly its
import trends. Regarding China’s economy figures it is important to distinguish between
pre pandemic and current figures since the COVID19 epidemic also greatly impacted

China’s economic system.

Before the COVID19 epidemic of late 2019, China’s GDP was 99,086.5 billion yuan, and
the total value of imports and exports was 31,544.6 billion yuan, of which exports were
17,229.8 billion yuan and imports were 14,314.8 billion yuan'2. According to the National
Bureau of Statistics of China’s press release of January 2020 “Generally speaking, the
national economy in 2019 has sustained the general stable momentum by pursuing
progress while ensuring stability. However, we should also be aware that the global
economic and trade growth is slowing down, the instability sources and risk points are
increasing, the structural, systematic and cyclical problems at home are intertwined and

the economy is facing with mounting downward pressure”!3.

In 2020 after a year of lockdowns and restrictions the situation was the following: the
GDP was 101,598.6 billion yuan, up by 2.3 percent over the previous year'4, the total
value of imports and exports was 4,564.3 billion yuan, down by 15.7 percent over that of
the previous year. The export value of services was 1,935.7 billion yuan, down by 1.1

percent. The import value was 2,628.6 billion yuan, down by 24.0 percent!>

As the pandemic is still affecting the economic life of China, as well as the economic life

of other countries, it is impossible to predict the economic trend for the next year with a

12 (National Bureau of statistic of China, 2020)
13 Ibidem.

14 (National Bureau of statistics of China , 2021)

15 Ibidem.

14



high degree of certainty. But focusing on the overall data, China did great in 2019 and its
response to the pandemic, in 2020, is not only positive but also shows a growing GDP,
which is an encouraging data for those companies aiming to keep exporting to China and

also for those who are yet to enter the Chinese market.

Looking at the import trend there are a lot of factors that are interesting for the Italian
companies that wish to export to China. First of all, as 0o£ 2019 China’s was already Italy’s
main Asian trade partner and ninth trade partner overall, representing the 2,7 percent of
Italian total exports, the equivalent of $14.5 billion!®. Moreover, the Chinese government
announced that “in order to coordinate the use of domestic and international markets and
resources, and keep improving the quality and level of supply, and promote an efficient
circular national economy, starting from January 1, 2021, China will implement
temporary import tariff rates lower than the most-favored-nation (MFN) tax rate on 883

commodities”!’

. Lastly, it is fundamental to take into account the positive perception
which “Made in Italy” carries in China. That is what that ultimately drives Chinese
consumers to choose Italian products, hence making the demand for Italian goods
skyrocket. For example, in 2018 among the leading luxury brands in China, -based on the
Digital 1Q index-, there were 2 Italian companies: Gucci, ranking fourth and Bulgari
ranking second'®. In the same year China imported $44083 billion US dollars of Italian
food products!®, and this trend is set to increase in part thanks to the influence of the “One

Belt One Road” initiative, of which Italy is a participant.

16 (Workman, 2020)

17 (Ministry of Finance of the People's Republic of China, 2020) translated by the author.

18 (Statista , 2018)

19 (Statista , 2021)
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Table 2: Cross-border retail ecommerce sales in China 2014 - 2020

Source: Alizila 2017 (Alibaba Group)

Since in the purpose of this paper is to analyze Alibaba.com e-commerce platform’s
relevance as a tool for the internationalization of Italian SMEs towards China, it is worth
mentioning that the cross-border e-commerce, which consist in an e-commerce that
allows consumers in general to buy products in websites outside their own country, is
rapidly increasing in China?’, making it more and more profitable to be online in a

platform who offers visibility in the Chinese market.

With the COVID19 epidemic the Italian economy suffered a deep crisis, but the demand
of Italian goods, especially from China, almost didn’t stop. According to “Sole 24 ore”,
“among the other export markets, the leap towards China stands out, with an increase of
35%of exports, (compared to pre-Covid period) [...] If in December (2020) this trend will
continue, we can expect the purchase of Made in Italy item’s trend to increase, a result

we couldn’t even think of months ago?!.”

20 (ICE, 2017) translated by the author.

21 (1l sole 24 ore , 2020)
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At present, the Italian economic situation is still recovering, but it is undoubted that the
internationalization towards China of Italian SMEs is going to be a fundamental tool for
the development of the Italian industrial sector. Going towards this goal, the Italian
government, in addition to the aforementioned organizations, did an excellent job in
creating partnerships with Chinese tech companies such as Alibaba Group, in order to
increase the connections with the Asian country and guarantee Italian companies that

wish to internationalize its markets to China an easier path.

Cap. 1.3 Italian Trade and Investment Agency (ITA) and the Agency for the
promotion abroad and internationalization of Italian companies (ICE)’s history and

main tasks.

Before starting to describe these two agencies’ history and tasks, a further clarification is
due: the Italian Trade and Investment Agency (ITA) and the Agency for the promotion
abroad and internationalization of Italian companies (ICE) are the same agency. The
abbreviation ITA is mostly used outside Italy since it indicates the services that the agency
offers for foreign companies that want to invest in Italy, while the abbreviation ICE is
normally used in a domestic context to define the services tailored for the domestic
companies looking for internationalization. For the purpose of simplifying and avoiding
unnecessary confusion, from now on the aforementioned agency will be referred to as

ICE.

ICE was founded by Alberto Pirelli and Felice Guarnieri in 1926 under the name of

“National Institute for export” 2

with the main aim of what today would be referred to as
a tool to support Italian companies’ internationalization. At that time, the main tasks of
the agency were the organization of fairs, and post fair services such as a collection of
contacts, information, and laws on the matter of export?’. In the years following the end

of WWII, a lot of representative foreign offices were open first in Europe and then

22 Istituto Nazionale per I’esportazione (INE), translated by the author.

23 (ICE, 2007) translated by the author.
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worldwide, including the Beijing office in 1964 and Moscow office in 1966%*. Nowadays
ICE counts 78 offices divided in points of correspondence, coordination offices and

regular offices and also two main offices in Italy, one in Rome and one in Milan?’.

ICE is composed of four main offices namely legal affairs support office, foreign network
management support office, strategic planning and management control support office,
communication support office for external and institutional relations. Each of these main
offices has it is own director?®. In addition to these four offices, there are other offices
that also have strategic tasks like the coordination and production office for Made in Italy
and marketing coordination office?’. From 2019 the president of this agency is Carlo
Ferro who is also an advisor of the European Commission by being a member of the

IPCEIC, the Strategic Forum for Important Projects of Common European Interests?®.

ICE offers a wide range of services to all kinds of Italian companies that wish to
internationalize their business. These services are divided in two sections: services to get
acquainted to foreign markets and services to develop the business in the world. The first
ones are free of charge and easily accessible on the agency’s website, so that companies
can get a glimpse of the general economic, social, political situation regarding the country
they want to invest in and at the same time can find practical tools and important
information about product statistics in the foreign market, international funding available
for them, international contests and so on?’. It is worth noting that, as it is specified in the

catalogue of services published in 2020, some of the services in the section services to

24 Ivi p. 527 translated by the author.

25 (ICE, 2021) translated by the author.

26 (ICE, 2021) translated by the author.

27 Ibidem.

28 (ICE, 2021) translated by the author.

29 (ICE, 2021) translated by the author.
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get acquainted to the foreign market used to be available for a fee, but after April 2020

are free of charge™.

The section of services to develop the business in the world that the agency offers, on the
other hand, are not free of charge, companies who needs them can ask for a quotation.
These services are more customized and aim to find the best solution for a specific
company according to its situation. They include: classified information on foreign and
Italian companies such as contact information, business name, liquidity and solvency,
organization of fairs, workshops, press conferences and advanced consulting services
especially to help companies to invest in a foreign country, to research for local
employees to hire and to create a communication strategy on the foreign means of

communication3!.

Moreover, some of the aforementioned services, such as research of foreign partners and
clients, research of a foreign investor, and use of ICE’s structures, starting from April
2020 are free for companies that have maximum 100 employees (SME’s) and are the final
user of the ICE’s service®2. This shows an important trend, that as Carlo Ferro said “The
new catalogue of services is the best way to help the system to increase the number of
exports, which is the main target of the agency. By doing so we want to address one of
the structural deficiencies of the Italian SMEs, where normally there is a high level of
savoir faire and care of the product, but a strong organizational weakness and lack of

tools to grow in the export sector’™>,

As mentioned above the ICE agency also offers services, mostly informative, to foreign
companies that wish to invest in Italy in order to make it easier to find the perfect Italian

business partner. In 2018 ICE published two dossiers written in Chinese respectively

30 (ICE, 2020) translated by the author.

31 (ICE, 2021) translated by the author

32 Ibidem.

33 (Arsutoria magazine, 2020, p. 1) translated by the author.
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“Invest in Italy: the right time and place to create great opportunities” and “Doing
business in Italy 2018 guide”**. The first dossier gives a broad presentation of the
opportunities in Italy, underlining the strengths of Italian economy such as the export
potential of Italian companies, the manufacturing potential, infrastructure potential and
so on3>. The second dossier is more technical and aims to help Chinese companies
navigate the Italian business environment by giving detailed information on aspects
ranging from the Italian accounting system to the rules and regulations about working

hours3°.

In conclusion it is safe to say that this agency and its services are very useful for all kinds
of companies, let alone SMEs whose resources are limited and cannot afford to fail their
internationalization process. At present, 1408 Italian companies are included in the ICE
database that directly allows foreign companies to see their information to create a
possible partnership®’. This number does not take into consideration Italian companies
who use the ICE’s services to export without relying on a partnership, so the real number

of Italian companies is higher and in continuous growth.

Cap. 1.4 Institute for Insurance Services of Foreign Trade (SACE) and Italian

Society for Mixed Enterprises Abroad (SIMEST) history and tasks.

Unlike the aforementioned two agencies, the Institute for Insurance Services of Foreign
Trade (SACE) and the Italian Society for Mixed Enterprises Abroad (SIMEST) are two
different entities, even though they work together in order to help the internationalization
of Italian companies. In this scenario, it is also worth mentioning the role played by the

Cassa Depositi e Prestiti group (CDP), that is deeply connected to the tasks of the two

34 (ICE, 2021)

35 (ICE, 2018) translated by the author.

36 (ICE, 2018) translated by the author.

37 (ICE, 2021)
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entities mentioned above. For the purpose of simplifying, the three companies will be

referred to as SACE, SIMEST and CDP.

SACE was founded in 1977 as a special section of the “National Institute of Insurance?8”,

with the name of Special Section for Export Credit Insurance, and only in 1998 adopted
the current name of Institute for Insurance Services of Foreign Trade’**°. In 2004 it was
converted in a joint stock company, whose totality of shares are controlled by the Ministry
of Economy and Finance*!'. Lastly, in 2012, SACE and its subsidiaries, including
SIMEST, became part of the Cassa Depositi e Prestiti group who acquired all the shares

from the Ministry of Economy and Finance*?.

SIMEST is a public limited company that was founded in 1990 by the Ministry of Foreign
Trade, in order to further help promote and develop Italian companies through the
internationalization of their activities®’. Its main shareholders are SACE, who owns the
76% of the totality of shares, and a group of Italian bankers and entrepreneurs*. Together
with SACE, they represent the internationalization and export hub of the CDP group,
named “Polo Export”, in order to collect all the resources available for Italian companies

who desire to enter the international market and grow, all in one place®.

38 Isituto Nazionale Assicurazioni (INA), translated by the author.

39 Sezione speciale per 1'Assicurazione del Credito all'Esportazione (SACE) translated by the author.

40 (Treccani, 2021) translated by the author

41 (SACE, 2021) translated by the author.

42 Ibidem.

43 (SIMEST, 2021) translated by the author.

44 [bidem.

45 [bidem.
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Cassa Depositi e Prestiti was founded in 1850, by the parliament of the Reign of Sardinia
with the main aim of helping the economic and social development of Italy, especially in
the immediate years after the unification of the Peninsula*®. In 2003 it changed its status
from public administration to a more private form of a public limited company, whose
70% of shares belongs to the Ministry of Economy and Finance, and the remain 30% is
owned by 66 foundations originated by banks*’. Besides SACE and SIMEST, acquired
in 2012, the CDP group participates in other Italian well-known societies like Fincantieri,

Treccani, Poste Italiane, Eni and so on*.

SACE, SIMEST and CDP have a similar governance structure that comprehends a board
of directors, in charge of the main decisions, a large number of internal committees and
organs and a management team**3%! The three presidents’ names are Rodolfo Errore

(SACE)*?, Pasquale Salzano (SIMEST)??, Giovanni Gorno Tempini (CDP)>*.

Looking more in detail at the various tasks SACE and SIMEST offer to their clients, it is
possible to divide them into two different main areas, but of course when it comes to
actually help companies and SMEs, the two entities cooperate in order to give the best

service and obtain positive results. Regarding the main tasks of CDP, for the purpose of

46 (Cassa Depositi Prestiti, 2021)

47 Ibidem.

48 (Cassa Depositi Prestiti, 2020)

49 (SACE, 2021) translated by author.

50 (SIMEST, 2021) translated by author.

51 (CDP, 2021) translated by author.

52 (SACE, 2021) translated by author.

53 (SIMEST, 2021)translated by author.

54 (CDP, 2021) translated by author.
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this paper, it is sufficient to say that it mainly works as a bank, supporting the

development of the Italian economy through the societies that belong to its group.

SACE’s main business area is the insurance field, with a special focus on the export and
all the issues that might arise when operating in a foreign country. On a general level the
main services offered are credit insurance, financing and investments, construction
protection, advisory clients and markets>. Since the Italian economic industry is mostly
made of SMEs, among the aforementioned services, there are some that are designed by

taking into consideration their necessities and weaknesses.

An example of this is the “Export UP digital insurance”, a pay insurance that can help
exporting companies, especially SMEs, to grant to their clients deferred payments,
neutralizing the credit risk>®. This tool can be very important for SMEs, since they have
limited resources in terms of cash and need an efficient management of their Working
Capital in order to survive and prosper. By neutralizing the credit risk, this kind of
enterprises can partially avoid and or contain the liquidity risk, which happens when an
institution is not able to buy or sell its own assets or securities without suffering a loss,
and therefore is not able to convert them into cash and meet its short-term financial

obligations.

Another example is the “Education to Export program” created for those SMEs that need
an active support when it comes to internationalization because of the obstacles they
might encounter. The advantage of this program is that it is completely free of charge,
and it is delivered through different courses, divided according to the level of expertise

and also offers meetings calibrated to assess the needs of the SMEs”’.

As mentioned before SACE is part of the CDP group but is also a shareholder of SIMEST,
but it is necessary to mention that SIMEST is not the only entity participated by SACE.

55 (SACE, 2021) translated by author.

56 (SACE, 2021) translated by author.

57 (SACE, 2021) translated by author.
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As a matter of facts SACE is composed of different societies and each of them has its
own governance scheme, and it is in charge of specific tasks in the insurance field. SACE
BT is specialized in short term credit insurance, sureties and construction risk protection
and owns the 100% of shares of SACE SRV, a society specialized in commercial
information and credit recovery services>®. SACE Fct, another SACE’s controlled society,
it’s a factoring society whose main aim is to support liquidity and strengthen the cash

flow management of Italian companies™.

SIMEST’s main business area is way broader than SACE’s, since it assists the companies
throughout the whole internationalization process, helping them obtain the support they
need. Normally, SIMEST operates as follows: it conducts a feasibility study on the
potential market then creates plans in order to insert the company in the foreign market
desired and at the same time encourages the participation in fairs (specially for SMEs)%°.
Once the brand is known it then offers export credit, capitalization of the exporting SMEs
and technical assistance programs, in order to increase the commercial presence of the
company’s brand®!. Lastly, there is the equity part of the process: because of its nature of
public limited company, SIMEST can directly participate in the capital of EU and non-
EU companies following these criteria: if the company is an extra EU company,
SIMEST’s participation to the capital of the company can arrive up to 49% and cannot in
any case exceed the one of the Italian company in the partnership, if the company has its
statutory seat in EU, SIMEST participation can be up to 49% of the capital of the Italian
company or of the one based within the EU®2. Moreover, for companies who wish to
invest in strategic areas, there is the possibility to obtain further monetary assistance by

the participation of the “Venture Capital Fund” in the companies’ capital, even though, if

58 (SACE, 2021) translated by author.

59 (SACE, 2021) translated by author.

60 (Confimprese, 2016) translated by author.

61 Ibidem.

62 Ibidem.
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summed to SIMEST participation, it cannot exceed the 49% of the foreign company

shares and the quotas of the Italian company®.

Since it follows companies from the beginning to the obtaining of the level of
internationalization desired, and it is participated in large part by SACE, SIMEST is

764 However, the

involved as well in the aforementioned “Education to export program
cooperation with SACE doesn’t end there, as mentioned before these two entities are part
of the “Polo Export” of the CDP. The services that it comprehends are the same as the
services offered by the two entities, but this hub works as the starting point for any
enterprise who wishes to export and become international. It is worth mentioning that in
order to further simplifying the process of accessing these services, the Italian Ministry
of Foreign Affairs and International Cooperation created a new website portal where the
efforts of ICE, SACE, SIMEST are jointed together®®. Here the export process is divided
into 7 steps: getting ready to export, identify the target countries, plan the entry into the
market, promote and digitalize the business, negotiate the commercial contract, manage
the liquidity risk, keep growing®. Every step comprehends a list of services and tools

available to the companies that are offered by ICE, SACE or SIMEST according to the

nature of the service itself.

In conclusion, it is safe to say that the path to internationalization for Italian companies,
SMEs included, is getting more and more accessible since there are plenty of tools and
solutions promoted directly by the Italian government. Of course, some of the factors that
make export and internationalization challenging, are still present and keep defying
Italian companies such as cultural differences, liveliness and peculiarity of the foreign

markets and so on. However, in some cases, like the internationalization path towards

63 vip. 7

64 (SIMEST, 2021)

65 (Ministero degli Affari Esteri della Cooperazione Internazionale, 2021)

66 Ibidem.
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China, besides the afore mentioned governmental agencies that offer help, is also possible
to adopt a different strategy and resort to platforms such as Alibaba.com as it will be

analyzed in the following chapter.
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Cap. 2: Alibaba and its relevance for Italian SMEs’ internationalization process.

towards China
Cap. 2.1: Alibaba group history and features.

Nowadays, when looking at China as a market of destination for a product, from the point
of view of any size of enterprises, it is almost impossible not to mention the website
owned by Alibaba group, Alibaba.com, many times wrongly called the “Chinese
Amazon”. In order to better understand some of the key features of this world-wide
famous website, that might further help the internationalization of the Italian enterprises

(in particular the SMEs), it is important to take a close look at its history.

Alibaba group (FTEEEE £ H Ali baba jituan) was founded in 1999 by the nowadays
famous Jack Ma (& Mayun) and other 18 founders in his apartment in Hangzhou,
China. The group first activity was launching Alibaba International Station (fo] &2 2 2
FRuf ali baba gudji zhan)whose main feature was being an English language international

wholesale trade market, and Alibaba China Exchanging market for domestic wholesale
trade (fIEEE S EIRX S T All baba zhonggud jidoyi shiching), now called

1688.com ¢’.

From 1999 on, the group was protagonist of a skyrocketing growth passing through a set

of important milestones like the launch of Taobao marketplace (8= [ Tdobdo wing) in
May 2003, and the creation and successful promotion of the Alipay digital payment (3%
ff= Zhifubdo) system in December 2004%. Among the various milestones, it is worth
mentioning the founding in April 2008 of Taobao Mall, today known as Tmall (K3

Tianmao), in order to further implement Taobao services: Tmall was so successful that

only 3 years later in 2011, it became an independent platform (still under the ownership

67 (Alibaba Group, 2021) translated by the author.

68 Ibidem.
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of Alibaba group)®. Getting closer to the present day, there are other important goals that
the group achieved. Among them there was the quotation of the company on the New
York Stock Exchange in 2014, an event who made history since the company offered the
then largest Initial Public Offer (IPO), surpassing the IPO offered by the Agricultural
Bank of China on its debut in the Hong Kong Stock Exchange’®. Going public on the
NYSE is a milestone for almost every company given the history and legacy of the New
York Stock Exchange, let alone the striving for international recognition Alibaba. The
importance of this event and its consequences for the group were underlined by Jack Ma,
who on that day commented “What we raised today is not money, it's the trust. It's the

responsibilities that we have.”!

When analyzing Alibaba’s group history, it is impossible not to mention the successful
rebranding in 2014 of the mentioned above digital payment system Alipay, that became
an independent entity from Alibaba in 2011 but is still under the control of Jack Ma’2. The
digital payment system is now a brand part of the Ant Group (235 ££ ] Mayi jituan) also
founded in 2014 by Jack Ma and affiliated with Alibaba Group, that comprehends six
different entities active in the finance field that aim to offer a variety of financial services

for different consumers, namely Alipay, Yu’e Bao (RZ1E Yu'é¢ bdo), Huabei (£ Hua
bei), Xiang Hu Bao (18 B # Xianghu bao), MY bank (W 4R 1T Wang shang yinhang),
Zhima Credit (Z#£{5 A Zhima xinyong)”®. This group became widely known lately

because of the unexpected postponing of its listing on the Shanghai Stock Exchange and

Hong Kong Stock Exchange, due to a sudden change in listing regulation announced by

69 Ibidem.

70 (Forbes, 2014)

71 (NYSE, 2014, p. 1)

72 (Reuters, 2014)

73 (Ant Group, 2021)
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the two stock exchanges, just 48 hours before the actual listing’*. Of course, the goals and
milestones of Alibaba are more than the ones described above, since the group
participates in a large number of successful societies as shareholder or affiliate, like in

the case of Ant Group.

Alibaba’s group main businesses cover different aspects of daily life, from eating to
entertaining, from working to shopping. Except the aforementioned Alibaba.com, “the

leading wholesale marketplace for global trade”’*

, whose services can be very important
for the internationalization process of Italian SMEs towards China, there are other
interesting businesses and services. Generally, these businesses of the group can be
divided in two categories: the marketplaces and ecosystem, according to the kind of

services offered.

1688 MOEZ YOUKU

BDE  TMAEE BRD

Taobao FRESHIPPO

© DingTalk ..:(.. alimama (=) Alibaba Cloud

Express .I.azoda €2 Alibaba.com

Smarter Shopping, Better L ing!

Image 1: Alibaba’s group services

Source: Alibaba.com

In the first category there are Taobao a B2C marketplace for small businesses and

individuals, Tmall a more international B2C marketplace where international brands can

74 (11 Post, 2020) translated by the author.

75 (Alibaba Group, 2021) translated by the author.
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open their virtual shops, Freshippo(& & Hé md) Alibaba’s own grocery retail, AliExpress

a global marketplace for consumers to buy directly from Chinese manufacturers and
distributors, Lazada a fast-growing e-commerce platform in the South-East Asia,
Alibaba.com and 1688. Each of these platforms offers a unique service with its own perks
but ultimately aimed at selling’®. In the second category there are services that compose

the ecosystem such as Ele.me ({&7T 4 Ele me) an on-demand food delivery service,
Youku (fCEE Youku) a well-known Chinese online video platform, Dingtalk (§7] %]

Dingding) a digital collaboration platform mostly also used in schools, Alimama a
platform that matches the marketing necessities of merchants and the media resources
offered by Alibaba, Alibaba Cloud that sells cloud services to consumers worldwide and

lastly Cainiao (325 Cainido) that offers logistic services for shops both internationally

and nationally”’. In light of all written above, from the point of view of any size of
enterprise wishing to internationalize towards China, it is important that they acquire
some knowledge about the whole Alibaba group ecosystem, not only the platform
Alibaba.com, since all the platforms and services above have the ability to influence every

aspect of the Chinese consumers’ life.

In order to better understand why Alibaba.com can be a useful tool for the
internationalization of Italian SMEs, specially towards China, it is fundamental to
underline the weight and importance that Alibaba Group carries in its own country from
a statistical and financial point of view. According to a Statista report published in April
2021, the consolidated revenue of Alibaba Group from the financial year 2010 to 2020,
is not only in continuous growth but in 2020 (taking into consideration the fiscal year
ending in March 2020), a very difficult year because of the Covid19 pandemic, it reached
consolidated revenues of nearly RMB509.7 billion’8.

76 Ibidem.

77 Ibidem.

78 (Statista, 2021)
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Moreover, looking at the December 2020 quarterly results of the group, as in Table 2, it
shows that the Operating Cash Flow was RMB103.208 million, which means a 7%
increase compared to the RMB96.505 million obtained in the same quarter of 2019, that
leads to an efficient management of the group’s activity, from a financial point of view
7. Another important signal of growth, showed in the same quarterly results, is the
increase of the Free Cash Flow from RMB78.279million (US$14.745 million), to RMB
96.210 million, which underlines once again that the company is in a financially good
shape, and is going to be able to invest more money than the previous year in other
businesses®’. By using the words of Wu Wei, Chief Financial Officer (CFO) of Alibaba
group: “We kept maintaining a steady growth in this quarter, with revenues increasing
up 37% from the previous year, and an adjusted EBITDA that increased 22% from 2019.

Strong Free Cash Flow allows us to further invest in strategic areas’®'.

Three months ended December 31 Nine months ended December 31

2019 2020 2019 2020
RMB MM RMBMM % YoY RMBMM  RMBMM % YoY

Operating Cash Flow ™ 96,505 103,208 7% 178,443 207,603 16%

Less: Purchase of property (excluding land

0, 0,
use rights and construction in progress) (5,749) (4869)  (15)% (20,781) (30117) 45%

Less: Acquisition of licensed copyrights(t) o 0
and intangible assets (5,274) (15)  (100)% (10,120) (1,733) (83)%

Less: Changes in the consumer protection 0 0
fund deposits (7,203) (2,114)  (71)% (12,414) (2,433)  (80)%
Free Cash Flow 78,279 96,210 23% 135,128 173,320 28%

Table 3: Free Cash Flow & Capital Expenditures

Source: Alibaba Group 2020 quarterly results

79 (Alibaba Group, 2021)

80 Ibidem.

81 (Alibaba Group, 2021, p. 1)
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The success of the whole Alibaba group ecosystem is also partially due to two factors that
are deeply tied to China itself: the Great Firewall and the digitalization process. The first
factor, the Great Firewall (Bfj X 4<35 Fanghud Changchéng), influences every aspect of

Chinese people’s daily life since it is basically “a system that prevents access to websites
deemed undesirable by the government of the People's Republic of China”®2. This system
was defined by Deng Xiaoping as a way to block the “flies” from coming in since as he
said at the beginning of the 80’s: “If you open the window for fresh air, you have to expect
some flies to blow in®,” a metaphor to describe China’s opening to the world. The creation
of this sort of incoming barrier ended up helping the creation of Chinese’s hi-tech giants,

as Giada Messetti, a famous Italian sinologist and author wrote: “The most important

enterprises in this field (technology) are Baidu (& /& Bdidu) Alibaba and Tencent( /&1l

Téngxun), also known as BAT, since they were helped by the block imposed by the
Chinese Communist Party on foreign hi-tech enterprises and at the same time were
facilitated in getting listed on foreign markets and in the access to foreign capitals to
expand their home market”®*. Considering that the Great Firewall helped the BAT to
grow, is also true that it can be a barrier for foreign enterprises, let alone SMEs who have
less means for internationalization, making Alibaba.com a more and more interesting tool

to enter the Chinese market.

The second factor is the digitalization process that is reshaping China at a fast pace,
involving almost every part of people’s life. With almost 98,6% of people being able to
access the Internet, China is the largest Internet market in the world®, and this high
percentage is mostly due to the huge infrastructure system that the Chinese government
provides, making it possible to actually be connected to the Internet. In 2020, China’s

Internet of things (IOT) industry, defined by the Cambridge dictionary as “objects with

82 (Collins, 2021)

83 (Torfox Stanford, 2011, p. 1)

84 (Messetti, 2020) translated by the author

85 (CIA, 2021)
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computing devices in them that are able to connect to each other and exchange data using
the internet.”%°, exceeded 1.7 trillion RMB in value®’. Of course, all the data above would
be useless if not accompanied by a series of services and benefits that can ultimately
encourage Chinese consumers to be connected, promoting innovation and pushing the
technology sector to improve. In this scenario the role played by Alibaba Group’s
businesses described above is more than fundamental since they cover every aspect of
life, and this is what makes the understanding of them essential for any kind of enterprise

wishing to internationalize to China.
Cap. 2.2: Alibaba.com relevance and features.

In light of all the above, it is easy to understand the relevance that the Alibaba Group has
in China, and as a consequence the huge role that Alibaba.com can play in helping SMEs
internationalization process, specially towards China, since otherwise it is very difficult
for them to enter the Chinese market. Hence, for the purpose of this paper a further
analysis of Alibaba.com main services and features is due, taking into consideration the

point of view of an Italian SME.

Alibaba.com is defined by Alibaba Group as “China’s leading integrated international

online wholesale marketplace in 2019 by revenue.”*8

, and as of today it still is the biggest
B2B e-commerce marketplace in the world, with a market cap of over 400 billion dollars
covering 80% of online sales in China®. With its motto stating “Anytime, anywhere”
Alibaba.com makes it possible for buyers to get more than 40 categories of products in

more than 190 countries, working as a marketplace platform®. Looking at the domestic

86 (Cambridge dictionary, 2021)

87 (China Academy of Information and Technology, 2020) translated by the author.

88 (Alibaba Group, 2021) translated by the author.

89 (e-commerce Germany, 2021)

90 (Alibaba.com, 2021)
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Chinese wholesale market, its only competitor JD.com (FXZs Jing dong) has a limited

B2B channel selling mostly industrial products®!, and does not seem to pose a threat to

Alibaba’s leading position.

As written in the aforementioned Alibaba Group December quarterly report, Alibaba.com
and 1688.com (the domestic wholesaler) contributed to the growth of the Alibaba group
businesses, since the two wholesale marketplaces and the other core businesses (retail
businesses, logistics and so on) generated an increase YoY of 38%, consisting in
RMB195.541, which is also 89% of the total revenue®>. Moreover, when looking at the
total revenue breakdown of the last quarter (3 months ended in December), the
international commerce wholesale shows an increase of 53% YoY, that accounts for
RMB3.762 the 2% of the total core businesses”®, which is a fairly good performance
considering how the Covidl9 epidemic’s significantly hit the economy worldwide,
making it difficult to trade internationally and in some sectors significantly lowering the
trade volume. As shown in Table 4, in 2019 in the same quarter analyzed above,
international wholesale commerce was accounting for the 1% of the revenue of the core

commerce, RMB2.457, showing a YoY growth of 13%°*.

91 (The Passage, 2018)

92 (Alibaba Group, 2021, p. 9)

93 Ibidem.

94 (Alibaba Group, 2020, p. 5)
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Total Revenue Breakdown Three months ended
Three months ended December 31, 2019) Total Revenue Breakdown December 31, 2020
RMB MM % of R YoY % RMB MM %of Total % YoY
Core commerce: China commerce retail 153,679 69% 39%
Ch'C"a t°°mme'°e retal X 61235 % 5% - Customer Management & 101,919 46%  20%
- Lustomer managemen " 0 ; 2
- Commission 23,409 14% 16% Others 31,760 2% 100%
- Others* 25,814 16% 128% China commerce wholesale 381 2% 14%
110,458 68% 36% International commerce retail 10,158 5% 37%
China commerce wholesale 3,365 2% 25% International commerce wholesale 3,762 2% 53%
International commerce retail 7,396 5% 27% - . X
International commerce wholesale 2,457 1% 13% Cainiao logistic servufes 11,360 5% S1%
Cainiao logistics services 7,518 5% 67% Local consumer services 8,348 4% 10%
Local consumer services 7,584 5% 47% Others 4,403 2% 63%
Others 2,697 2% 88% | | Total Core Commerce 195,541 89%  38%
Total core commerce 141,475 88% 38% [ | cloud Computing o 16,115 7% 50%
Cloud computing 10721 7% 62% Digital Media and Entertainment 8,079 4% 1%
Digital media and entertainment 7,396 5% 14% | | Innovation Initiatives and Others 1349 0% 9%
Innovation initiatives and others 1,864 0% 40% | | Total Revenue 221,084 100% 37%
Total 161,456 100% 38% | | Total Revenue (excl. SunArt) 205,658 27%

Table 4: Alibaba Group Total revenue Table 5: Alibaba Group Total revenue
breakdown 2019. breakdown 2020.

Source: Alibaba Group®. Source: Alibaba Group.

The figures above help understand why, from a financial point of view, joining
Alibaba.com marketplace can be a profitable investment for any kind of company since
the whole group shows a positive trend and continuous growth year after year. But of
course, behind the choice of whether or not to join a marketplace or partner with a foreign
entity in order to internationalize a company’s business, there is more than just the
financial aspect because the risks that might come from it are more than just financial

risks.

In order to understand why a lot of companies have already chosen Alibaba.com as their
main platform to sell worldwide, and also in China, it is fundamental to take a look at the
services provided. However, before analyzing them, it is important to understand

Alibaba’s business model since by doing so it is possible to have a clearer vision of the

95 The Tables 4 and 5 was modified by the author with the purpose of focusing the attention on risk

assessment
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advantages or disadvantages of the marketplace, and consequently take better any further

decision in that matter.

Nowadays, Alibaba.com is widely known in western countries, as “The Chinese Amazon”
but this definition, often also found in national newspapers, is wrong. If it is true that
Amazon is the leader e-commerce platform in the West market, which implies that it has
the same role as Alibaba.com in the East, it is also true that the two e-commerce platforms
have different business models and different characteristics in order to better serve its
large number of consumers. The first characteristic of Alibaba.com’s business model is
that it focuses more on the B2B area, since in the Group there are already two platforms
covering the B2C field, Tmall and Taobao focusing more on the retailing sphere,

involving also international brands.

The second fundamental characteristic of the business model is how Alibaba.com
manages its businesses since it does not have an inventory of its own. The company
operates as a virtual mall, providing wholesalers and retailers with a platform to connect
with their potential clients®®, therefore it is safe to say that Alibaba.com does not directly
enter the competitive market, it just facilitates the buying process connecting buyers and
sellers. This is an important factor because it affects directly the financial management of
the company: by not having a warehouse or inventory, Alibaba’s operating margins and
profit margins are higher than companies who have large inventories to manage like

Amazon’’.

The third characteristic of Alibaba.com business model lies in its usage of the consumer
data it retrieves from its websites and apps belonging to its ecosystem, a fundamental tool
for the prosperity of any kind of business activity, let alone for an e-commerce of the size
of Alibaba.com. By being present in almost every aspect of life, the Alibaba Group is able
to offer a seamless experience to the consumers and at the same time offers a complete

set of data to the merchants: it collects the shopping habits of consumers when visiting

96 (FEMR HuXiu, 2017) translated by the author.

97 (Macrotrends, 2020)
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its various websites and collects them under a unified ID?®. By doing so merchants,
wholesalers on every platform owned by Alibaba Group, including Alibaba.com can
improve their Return On Investment (ROI) and conversion rate®, by for example
promoting a certain product when the people belonging to the marketing segment more
profitable for the seller are surely online and so on. This system is called “UNI marketing”
and as Alibaba’s Chief Marketing Officer Chris Tung: “By combining its massive data
assets, businesses can identify, segment and build tailored content for the best results "%,

and this is a great opportunity for any kinds of merchant wishing to gain a share of

Chinese market.

As underlined in the paragraph above, it is undoubtable that the large pool of data
retrieved for merchants and companies who join Alibaba.com can be an efficient tool also
for foreign SMEs wishing to internationalize their business, but it is not the only service

that the company offers to them since the internationalization process is much complex.

Like the services provided by SACE, SIMEST and ICE, the first tool offered by
Alibaba.com aims to help the companies to understand if the internationalization of their
business towards a country and consequently a market, can be a feasible option in terms
of hypothetical market response to the product itself. In the specific case of the Chinese
marketplace, in the website there is a search box where the seller can input the category
of the product the company wishes to sell and get some information about the category
itself, like the size of the actual market, the top buying countries and also the saturation
level of the market for that category!?!. Taking into consideration that Alibaba.com has

13.792.223 active buyers worldwide and gets 318.680 product inquiries daily and it is

98 (Fintech ranking, 2017)

99 Ibidem.

100 (Alizila, 2017, p. 1)

101 (Alibaba.com, 2021)
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represented in more than 190 countries'??, getting a preliminary understanding can be a
P g gap y g

deal breaker when it comes to carry out a risk and benefits analysis of joining the website.

Once the option of selling on the website is deemed feasible and the seller decides to join
the marketplaces Alibaba offers a “90 days on-boarding program”: a period of time where
the seller will receive the help of Alibaba.com team in every aspect it may be needed like
the setting up of the storefront, posting attractive pictures of the product, improving the

response to inquiries and so on!'%?

. The main concept is that after these 90 days period of
time the e-shop created on the platform becomes a reflection of the real-life brand,
including every aspect of that company’s business, giving potential clients a complete
description of the company, they are about to buy from. This high level of customization
is carried out through product showcases, keyword advertising, request for quotation
(RFQ), sitewide promotions, and backed up by deep analytics tools that give practical

information on which strategy is better to adopt and which product is performing better!%.

In addition to the services provided above, the platform also has various tools that can
help businesses to keep in touch with potential customers in order to increase loyalty and
encourage repeating sales. Considering that on Alibaba.com it is possible to find
wholesalers and merchants from all over the world, the platform comes with a built-in
translator so that it is possible to carry out a seamless conversation no matter the language

spoken by the customer!??,

Moreover, from the point of view of a SMEs there are other features that can be very
useful, like the possibility to set Minimum Quantity Orders (MOQ) and most importantly
the zero commission (in most countries) taken by Alibaba.com on the sales, which allows

the companies to keep the totality of revenues, unlike most of the same kind of

102 Ibidem.

103 (Alibaba.com, 2021)

104 (Alibaba.com, 2021)

105 Ibidem.
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marketplaces!®. For example, Amazon’s referral fee can vary from 8% to 15% per
product, according to the different product categories, not including other possible fees
such as inventory fee or high-volume listing fee!®’, and of course this can be a heavy

discriminating factor if not offset by other benefits.

The aforementioned services are all part of a service package that can be purchased by
the seller according to its needs, which is also Alibaba.com source of profit. On the
website there are two kinds of packages, basic and premium, and the fee of both of them
is collected in 2 different payments, one to Alibaba.com and another to a certified service
partner, respectively $2,399 /year for the basic account and $4,199/year for the premium

account, 108

. The main difference between the two basically lies in the price and in the
quality of the service, since in terms of quantity the two of them offer the same number
of services, so that even by choosing the basic package a company can still be able to
carry out a successful business. For examples, in the premium account the Keyword Ad
Spend, which is the money present in the keyword advertising account used to make the
product appear in customers searches, is higher than the one of the basic accounts, or

when considering customer service in the basic account it is only carried out by e-mail

while in the premium package a dedicated account manager is designed by the platform!?°.

However, in order to make the marketplace trustworthy and safer, Alibaba.com
elaborated a system that makes it easier for buyers to choose between the sellers by
dividing them in 3 categories, that also appear in the search filter in the website: Gold

Suppliers, Verified Suppliers and Trade Assurance suppliers!!?.

106 (Alibaba.com, 2021)

107 (Amazon, 2021)

108 (Alibaba.com, 2021)

109 Ibidem.

110 (Alibaba.com, 2021)

39



While Trade Assurance suppliers are suppliers that accept payments using Alibaba.com’s
payment portal obtaining Alibaba.com protection !!!, the difference between Gold
Supplier and Verified Supplier is more complex. The Gold supplier is a Supplier who by
paying an extra membership fee gets the possibility to show the Gold Supplier badge in
its homepage, which means that its business is reliable under various point of view, passed
through an Authentication and Verification check (AV Check) carried out by a third-party

entity!!?

. The Verified Supplier, on the other hand are suppliers whose business has been
assessed by third party institutions in their totality, including management system,
production capabilities, and process controls!'!®. The Verified and Gold Supplier badge
cannot co-exist except in China where all the suppliers need to have the Gold Supplier
badge, while for example, it is possible for a supplier to be a Trade Assurance Supplier

and at the same time being a Verified Supplier or Gold Supplier.

Gold Supplier

\/er|f|ed Verified Supplier

Trade Assurance
Supplier

Image 2: Suppliers identifiers on Alibaba.com

Source: Alibaba.com

111 Ibidem.

112 (Alibaba.com, 2021)

113 (Alibaba.com, 2021)
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In conclusion, after analyzing the Alibaba Group as well as its marketplace Alibaba.com
from the point of view of a SMEs, taking into consideration all the relevant aspects such
as finance, economic performance and last but not least popularity in China, it is safe to
say that in theory the B2B platform can be a viable tool to help Italian SMEs to
internationalize its business, specially towards China. Moreover, as it will be explained
in the following chapters, lately Alibaba Group’s interest towards Italian companies has
increased greatly and consequently led to some initiatives that directly involve and favour

the Italian SMEs, the essential component of the Made in Italy.

Cap. 2.3 Alibaba Group and ICE cooperation for the internationalization of the

Italian SMEs through Alibaba.com.

As described above Italian SMEs are the backbone of the Made in Italy, one of the main
engines of Italian economy, so in the last years the Italian government through various
partnerships put a lot of efforts and resources in finding effective ways to support them
during their internationalization process. When it comes to internationalization towards
China, ICE and the Italian government, except the services provided by SACE, SIMEST
and ICE itself, were also able to create some important partnership with Alibaba Group
with the main aim of making the Chinese market as easy to enter and as profitable as

possible for Italian enterprises, which also includes SMEs.

The two main partnerships between the two aforementioned entities were “HelloITA”
and “Made in Italy pavilion”, the first one for the promotion of Made in Italy enterprises
in the Chinese market for the B2C sector and the second one for the B2B sector. Even
though the purpose of this paper is to analyze Alibaba.com as a tool for the
internationalization of Made in Italy SMEs towards China, for a better understanding of
the partnership, it is also worth taking a closer look to the B2C initiative since it works as

the basis for the following partnerships.
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“HelloITA” was the first country-project with Alibaba Group, bundling 80 Italian
companies (some of them were already present on the Chinese platform), of which more
than the 50% were SMEs, in a virtual hub on the Alibaba Group owned B2C platform
Tmall and Tmall Global!!4,
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Image 3: “HelloITA” homepage on Tmall.

Source: Hellolta.

Basically, it is a virtual showroom where the Chinese consumers can directly find the
products of the Made in Italy enterprises who joined the platform, that are accurately
promoted through dedicated content in order to increase the word of mouth between
Chinese millennials, that are the marketing segment more prone to digital purchases and
online shopping!!>. Furthermore, the initiative also includes the use of the aforementioned

Alibaba’s UNI marketing system so that the Made in Italy can get a higher visibility when

114 (ICE, 2018) translated by the author.

115 Ibidem.
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it comes to Chinese consumers browsing through the platform'!¢ and also the use of the
cross-border export canal, which allows Italian enterprises to manage the logistics
process from Italy, a better solution than being directly present in China in terms of
labeling, authorizations and other regulations ''7. Until now, the partnership has been very
successful and was renewed for the second edition in 2021. In 2019 the “HelloITA”
virtual hub was rated by Tmall among the best Brand Hubs in 2019 gaining 146.000
followers, collecting 100+ e-stores, and 16.5 millions of web pages visited by

consumers''8.

The “HelloITA” project is not only the predecessor of the “Made in Italy pavilion”
initiative, is also part of a larger number of initiatives that involve ICE and other
marketplaces in 15 countries with the main aim of speeding up the Italian companies’
access to digital marketing resources !'”, nowadays a fundamental tool for those

companies who wish to be international and sell worldwide.

After witnessing the success of “HelloITA” partnership for the B2C, considering that
Italy’s B2B online export is worth €132 billion, representing the 28% of the whole Italian
export'?’, on the 23 November 2020 ICE and Alibaba Group signed a Memorandum of
Understanding (MoU), that officialized the partnership between the two entities above for
the creation of the “Made in Italy pavilion” in the B2B platform Alibaba.com. The event
was held entirely online, the signing took place in presence of the Ministry of Foreign
Affairs and International Cooperation Luigi Di Maio, Manlio Di Stefano Undersecretary

of State at the Foreign Affairs and International Cooperation, Carlo Ferro president of

116 Ibidem.

117 (ICE, 2021)

118 vip.2

119 (ICE, 2020) translated by the author.

120 (Alibaba.com , 2020, p. 2) translated by the author.
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ICE, Alibaba Group’s General Manager for Southern Europe Rodrigo Cipriani Foresio

121 and some of the enterprises that were interested in the project.

The main goal of this partnership, like the one set for “HelloITA”, is to promote the Made
in Italy in the Chinese market by involving and including the Italian SMEs, that represent
the excellency of the Made in Italy industrial sector, being present and offering high end
products and services in different fields, from clothing to food and beverage to machinery
to beauty. Moreover, as Rodrigo Cipriani Foresio, representing Alibaba Group, said
during the launch ceremony of the platform: “The renewal of our cooperation with ICE

122 that made essential

arrives during an extremely delicate phase for the Italian economy
for companies to rethink in a more digital way their strategy and operations. Together
with ICE, Alibaba Group underlines its efforts to support Italian enterprises and
entrepreneurs with solutions and tools that can reinforce their path of expansion in the
global markets, bringing the excellency and uniqueness of our country around the world

thanks to the online commerce '3,

In China the partnership between Alibaba Group and ICE was defined by the newspapers
the Italian version of the Chinese “Spring Thunder plan” (ZF & 11X/ Chiinléi jihua) which

is a special plan promoted by Alibaba Group in 2020 to help Chinese SMEs to overcome
the difficulties that the digitalization process brought up'?*. This plan comprehends a
series of measures that aim to create new demand, new supply, new trade opportunities

for the Chinese SMEs!?,

121 (ICE, 2020) translated by the author.

122 The author of the speech refers himself to the Covid19 derived economic crisis.

123 Ibidem p.1.

124 (Xinhua net , 2020) translated by the author.

125 Ibidem.
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In light of the analysis of the Alibaba.com figures and features described in chapter 2.2,
and the weight B2B export carries in the Italian economy, and all of the above, it is easy
to figure out why ICE choose to sign a MoU with the platform, but in order to understand
the potential and impact that this initiative can have on SMEs, it is necessary to take a

close look at the criteria for the participation and at the services offered.

Since this is the first time an initiative of this kind is promoted, at the moment the access
to the services is guaranteed only to 300 SMEs who belong to one of the three different
product groups allowed: agri-food and wine, apparel and design and industrial
technology 6. Moreover, these enterprises need to fulfill other requirements such as
being the direct producer of the products in the above mentioned categories, having the
statutory seat in Italy and brands that carry the Italianiness, having the possibility to
provide an English speaking resource that will be in charge of managing the project, being
able to upload at least 15 product pages, already having a website with an e-commerce,
being in possession of the intellectual property rights of the enterprise own brand, and an

export revenue on the current fiscal year!?’.

Once a SME is in possession of the above-mentioned requirements and falls in the 300
spots to be part of the initiative, it will be offered a wide range of services that aim on one
side to ease the creation of the shop on Alibaba.com on the other side to increase the
revenues of the SME. The main services provided are: highly customizable unlimited
showcase on Made in Italy pavilion where the seller can show its products with a complete
description and technical information, linguistic mediation using the Alibaba.com
automatic translator, dedicated customer care with an assigned by Alibaba.com account
manager, and a personalized marketing campaign to be summed to the general marketing
campaign Alibaba.com will be doing about the “Made in Italy pavilion”!?®, In addition,

and within the scope of this partnership, Alibaba.com offers other measures to support

126 (ICE, 2020) translated by the author.

127 Ibidem.

128 (ICE, 2020, p. 11) translated by the author.
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the Made in Italy which include an additional 20% of the budget settled for its general
Made in Italy campaign to be allocated for SMEs, smart marketing tools (using Al
technology), insights and analytics on the performances of the company and some
webinars in order to help the resource in charge to better manage the e-shop!?’. Moreover,
all the enterprises participating in the initiative will receive the Global Gold Supplier
advantages without having to pay the membership fee that will be entirely covered by
ICE for 24 months'?°. Besides the advantages described in Chapter 2.2, the Global Gold
Supplier membership also allows the members to retrieve from the platform the contact
information of buyers, to actively send quotations without having to be passively waiting
to be contacted by the buyers, and lastly to access and being able to respond to the needs
of “Quality Buyers” category (a special category of buyers that usually use RFQ channel
for buying on the platform and received this positive badge according to their buying

behavior)!'3!,

Taking into consideration the point of view of an Italian SMEs wishing to join the
initiative and appear in the Made in Italy pavilion on Alibaba.com, the services above can
be really helpful since they cover almost every aspect of the setting up and management
of an e-shop on the marketplace platform. The only kind of services not provided are
logistics, certifications and registration of products and costs derived from the
commercial agreements because all of this are not included in the project and are to be
directly discussed with the buyer or responsibility of the Italian company in the case of

certifications and registrations!*2.

129 (Alibaba Group, 2020, p. 10) translated by the author.

130 cit. (ICE, 2020)

131 (Alibaba.com, p. 4) translated by the author.

132 Cit. (ICE, 2020, p. 12) translated by the author.
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Made in Italy pavilion

Image 4: “Made in Italy pavilion” homepage on Alibaba.com
Source: Author.

Lastly, there is one factor to take into consideration in order to give a complete picture of
this initiative and its relevance for Italian SMEs: the Covid19 epidemic and how it shaped
the commerce worldwide as Luca Curtarelli, Alibaba Group manager for Italy said: “The
Covid epidemic made the buyers behavior change in favor of the digital, and there is no
way back 33, In this climate of sanitary and economic crisis the B2B sector suffered way
more than the B2C because if there are no fairs to be held consequently there are less

business occasions!3*.

In conclusion, it is safe to say that an agreement like this, sponsored by big entities like
Alibaba Group and ICE, can not only be a solution to help SMEs in this difficult time but
also in a future of economic stability can still be a viable alternative to traditional
commerce specially for the internationalization of SMEs in markets like China. However,
as it will be explained in the following Chapter 3, the amounts of services offered by
Alibaba.com, and the advantages of the “Made in Italy pavilion” are positive factors to

take into consideration when deciding the internationalization path of an enterprise but

133 (Industria Italiana, 2020, p. 1) translated by the author.

134 Ibidem.
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they become ineffective if they do not offset the business risk or at least a part of it that

the company might face.
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Cap. 3 The risks of the internationalization process and the relevance of

Alibaba.com in offsetting them.
Cap. 3.1 The definition of risk, its main types and their relevance for SMEs

As underlined above no matter the advantages that Alibaba.com as a platform can offer,
the internationalization process itself, in this case towards China, is still full of risks from
the point of view of any company. The business literature is full of cases of enterprises
who failed their first attempt to enter the Chinese market, because of some mistakes that
were made during the internationalization decision-making process. But then, in some
situations thanks to the size of the enterprise and mostly thanks to the assets and resources
they could afford to re-invest in internationalization, correcting the mistakes made, some
enterprises were able to finally win the favor of Chinese consumers. Unfortunately, this
kind of learning through experience process for internationalization is not always possible
for SMEs that cannot afford to fail since the failure of their businesses’
internationalization can negatively impact the financial side of the whole enterprise.
Therefore, in light of all the above it is essential, for the purpose of this paper, to describe
and analyze the business risk at large, with particular regard to the needs of the SMEs and

the characteristics of the internationalization process towards China.

Firstly, since this paper concerns Italian SMEs in an international setting, definitions are
essential to understand business risk and all its components, therefore in order to avoid
unnecessary confusion, all the matters regarding definitions, rules and regulations written
below are taken from ISO31000, an international guideline for risk management for
organizations published by the International Organization for Standardization (ISO),
“worldwide federation of national standard bodies”!*>. Whenever this is not possible, or
there is an Italian standard or rule that applies specifically to Italian SMEs, the UNI
ISO31000, which are the rules and norms published by the Italian Organization for
Standardization (UNI) (that refer to the ones of ISO31000), will be taken into

consideration.

135 (ISO, 2018, p. I)
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According to the ISO31000, the definition of risk is the “effect of uncertainty on
objectives” with effect intended as “a deviation from the expected. It can be positive,
negative or both, and can address, create or result in opportunities and threats”!%¢.
Normally, when speaking about risk management, risk is described through the risk’s
source, potential events that might arise from it, consequences of the events and likelihood

of this events to happen'®’

, since on a practical side when managing risks the official
definition is not so useful and those above are the factors that can be analyzed and
modified if necessary to manage the risk. More in detail, risk source is defined as an
“element that alone or in combination has the potential to give rise to risk”, event as
“occurrence or change of a particular set of circumstances”, consequence as “outcome of

an event affecting objectives”, likelihood “chance of something happening™!38.

[TYPES OF RISKSJ
J | )

Image 5: Types of risks

Source: Elaboration by author

136 Ivi. p. 3

137 Ibidem.

138 Ibidem.
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Of course, when speaking about business risk it is necessary to divide it in different macro
categories since business risk is a very broad term and every business category has its
own features and consequently its own kind of risks. The risks categories that are common
to a wide range of enterprises and consequently a wide range of business areas, as shown
in Image 5 above, are financial risks, strategic risks, compliance risks, operating risks,

pure risks!3’.

The financial risk is the first one that is perceived by every enterprise since it regards the
monetary side, including the liquidity risk which happens when an institution is not able
to buy or sell its own assets or securities without suffering a loss, the credit risk which is
the risk of incurring in losses due to the insolvency of the counterpart and lastly market
risk which is linked to the value of assets and liabilities following the changes in market
conditions'*’, The strategic risk is also somehow related to the market and its behavior
since this category includes all the risks that might threat the competitive position of the
enterprise and the achievement of the objectives like macro-economic variables,

innovation of the technologies, the existence of new players in the market and so on'#!.

The compliance risk is the risk tied to a hypothetical lack of compliance to rules,
regulations and laws both outside and inside the enterprise that can ultimately lead to
criminal sanctions, economic losses and in some cases damages to the reputation of the
enterprise at large!#?. Talking about rules and compliance, the operating risk is also
connected to the compliance risk since it is the risk of losses inherent to the operational
process of the enterprise and it comprehends everything from fraudulent behavior of the

managers, incorrect functioning of the inner process, human errors and so on'#. If the

139 (Assolombarda, 2011, p. 5-10) translated by the author.

140 vi. p.7

141 vi. p.6

142 vi.p.9

143 vi. p.8
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operating risk focuses more on the internal aspect of the enterprise, the pure risk on the
contrary includes all the external events that can negatively impact the enterprise like
robbery, theft, natural disasters, also known as insurable risks, since it is possible to buy
an insurance policy to mitigate the losses that might arise from the happening of these

events!#,

In addition to those described above, it is important to acknowledge that since every
business is inserted in a dynamic and changing environment, the risks might not only vary
but at the same time it is possible to witness the creation of new ones. According to the
Allianz risk barometer, an annual survey that analyzes the business risks companies face,
in 2020 in Italy the risks that have been perceived as most dangerous are: supply chain

disruption, cyber incidents and brand image loss as shown in Table 6'4°,

¢ ) TOP1ORISKS  wn
IN ITALY © Business interruption (incl. supply chain disruption) 51% 14
Source: t r & @ Cberinc { & . ! 49%
] 29%
[ - JN 20%
o - 19%
o 19%
a .
0 -~ 14%
o 13% NEW
o 12%

Table 6: Top 10 risks perceived by enterprises in Italy in 2020

Source: Allianz Global Corporate & Specialty

144 Ivi. p.10

145 (Allianz, 2020) translated by the author.
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The reason why these risks occupy the first places in a scale of danger lies in the
characteristics of the 2021 world’s socio -economic lifestyle of consumers and enterprises,
making the more traditional risks, like natural catastrophes moving to the bottom of the
list. Considering that the demand of products is now global more and more brands need
to have a global supply chain and the disruption of any part of it can have huge
consequences on the volume of sales. In addition to this in order to reach more clients and
increase their revenues, brands rely more and more on e-commerce and websites and
therefore it is important to avoid any kind of cyber incident because not only can lead to
economic losses, but it can also negatively influence the image of the brand, pushing
away potential clients. Moreover, the Table 3 also shows the creation of a new category
of risk perceived which is the fear towards macroeconomic developments, a direct
consequence of the Covid19 economic crisis that not only is still damaging the economy
at large but is also influencing the way countries decide and manage their economic

policies and programs.

Another risk that arose thanks to the Covid19 epidemic is the smart working risk. Smart
working is defined by the Italian Ministry of Labor and Social Policies as “agile work (or
smart working) is a modality of execution of the subordinate employment relationship
characterized by the absence of time or spatial constraints and an organization by phases,
cycles and objectives, established by agreement between employee and employer”!#®, In
this particular case, the risks are mostly tied to the actual IT tools used for the smart

working and the execution of the tasks!'4’

, since in order to face the emergency enterprises
did their best to promptly adapt themselves to this new style of work but they did not

always have the means to do so.

Focusing more on SMEs, it is important to mention that some types of risks weigh more
than others because of the size of the enterprise itself. In this sense, the first type of risk

that comes to mind in relation to SME:s is the financial risk: by having less economic

146 (Ministero del lavoro e delle politiche sociali, 2021) translated by the author.

147 (Risk management 360, 2020) translated by the author.
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means every risk in the financial risk subcategories (liquidity risk, credit risk, market risk)
can greatly damage the enterprise’s cash flow, and consequently the ability of the
company to create profit is at stake. For example, if a SME has some liquidity issues
because of the changes in the market, and faces an insolvent client, chances are that the
cash flow will be greatly damaged, because the company is not able to convert assets in
cash and therefore is not able cover the losses due to the insolvency of the client. The
same damage might happen if the company in order to stay competitive in the market, is
obliged to further extend the credit period to its clients, long surpassing the limit that

could guarantee a balance in trade receivable and trade payable.

Another type of risk that can greatly influence SMEs is the operational risk because any
type of incident that happen inside the company can not only damage the production itself
and lead to unplanned expenses for solving the problem and delays in delivering the
product to the client, but also greatly damage the image of the enterprise!*®. In the case
of nowadays SMEs having a positive corporate identity or even better a positive brand
image is getting more and more important because it is the only factor, except their
product or service, that they can show to prospective buyers, since in terms of turnover,
size and so on, they cannot compete with multinationals or big companies. Taking this
into consideration, the link between the brand image and the strategic risk is very
straightforward: if the corporate image and reputation of a SME is perceived negatively
on the market, it is easier to lose market strength, making the likelihood of some errors

due to the strategic risk very high.

The totality of risks mentioned above can be considered as standard risks, but if taking
into consideration enterprises who wish to internationalize themselves, a further analysis
is due since there are some risks that can be perceived more or only in relation to an
international business setting. In this sense, the most common ones are political risk,

cross-cultural risk, commercial risk, currency risk as shown in Image 6.

148 (American Express, 2019)
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Image 6: Types of risks for international businesses
Source: author’s elaboration

Political risk is quite complex to define and there are various definitions in the relative
literature, the most complete describes political risk as “discontinuities in the business
environment deriving from political change which have the potential of affecting the
profits or the objectives of a firm”!#°, It normally depends on the kind of business
involved and comprehends different types of risks: risks to personnel like kidnapping,
sabotage and terrorism, assets risks which includes general nationalization, specific
expropriation restrictions on ownership etc, contractual risks that comprehend changes in
contractual conditions due to changes in legislation or violence (including revolution or
coup d’état), risks to operation referring to labor relations, taxation and restrictions on
labor or technology transfers, and lastly transfer risks which entails exchange controls,

profit repatriation etc.!>°

149 (Luiss Guido Carli, 2013)

150 (Britannica, 2017)
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Cross-cultural risk can be defined as “the opportunity or loss faced by a firm related to an
understanding or lack of understanding of its internal or external cultural environment”,
with internal cultural environment meaning the human resource management inside the
enterprise and external cultural environment indicating the foreign labor market, product
market and so on'>!. This kind of risk might seem easy to assess and manage but actually
in the business literature is full of cases of businesses not being successful in a foreign
market because of culture related issues: culture does not only affect the foreign market
in terms of consumer behavior, but it also influences the life and behavior of local workers,

that might become the work force of that enterprise.

Commercial risk is a very broad type of risk because it includes everything related to the
commerce in the foreign country that is not already under the political risk or cultural or
foreign exchange risk, which means that is very similar to the strategic risk mentioned
above. It is defined as “a firm potential loss due to poorly developed or executed business

strategies, tactics or procedure”!>?

, and includes errors in market entrance, pricing,
creation of advertisement, weak partner and so on, basically everything related to the
selling of the product abroad. Normally the failure of a marketing campaign if it happens
in a domestic context can cause economic losses, but if it happens in a foreign context
can have more serious consequences because the expenses are greater in terms of logistics,

production and advertisement itself.

Lastly, currency risk or foreign exchange risk is described as the “exposure faced by
investors or companies that operate across different countries, in regard to unpredictable
gain or losses due to changes in the value of a currency in relation to another currency”!>3.
Of course, this risk might be hedged by investors by buying financial options, like a
forward contract, so that even if the exchange rate becomes unfavorable to the investor

or company, the price paid remains the same of the day the contract is purchased, a huge

151 (Firsova, Vaghely, & Arcand, 2015)

152 (Cavusgil, 2014 , p. 12)

153 (Corporate finance institute, 2021)
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advantage in periods of exchange rate volatility. Obviously, the fact that there are hedging
solutions can only mitigate the likelihood or the consequences of this kind of risk because
for examples buying a financial option has its cost so in some cases might not be
economically convenient because of the expensive price of the option to purchase it and
it is better to stay at risk, and it is the investor or the enterprise’s Chief Financial Officer

(CFO) task to decide.

Focusing more on the situation of SME:s, it is obvious that the above-mentioned risks can
greatly influence them, not only in terms of real damages that might arise if the risk comes
true, but also in the lack of resources available to hire personnel that can assess or be
consulted about potential risks. In the case of foreign exchange risk for example, a survey
conducted by the Association of Chartered Certified Accountants (ACCA) shows that
“medium-sized enterprises (SMEs) with international activities are significantly exposed
to foreign exchange (FX) risk — typically around 19% of revenue!>*”. This happens
because of the market’s volatility but also because of the lack of access to relevant skills
which means that SMEs might be “resorting to overly expensive hedging methods or

taking their chances without hedging”!%>.

In conclusion, talking about risk, the situation for international or wishing to be
international SMEs is not optimal because like all the kind of SMEs they are subject to
the risks related to the business sphere and the international business sphere, but unlike
them SMEs might suffer more on the practical side when a deviation from the expected
happens. Luckily it is possible to manage, assess and prevent most of the above-
mentioned risks through risk management and its activities, lowering the likelihood of

any risk to happen.

3.2 Risk management process.

154 (ACCA Global, 2013)

155 Ibidem.
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The framework that allows companies to manage, assess and prevent the risks described
above is called risk management. It is defined by ISO31000 as “the coordinated activities
to direct and control an organization with regard to risk”!¢, but in order to better
understand what risk management is really about another definition can be used, namely
“the totality of processes through which enterprises identify, analyze, quantify, eliminate

157

and monitor the risks that are connected to a determined productive process'>’. The main

aim of this discipline is “to minimize the losses and maximize the effectiveness and

158

efficiency of the productive process”'>°, so that it is possible to lower the likelihood of

risks to happen and ensure a smooth as possible economic activity.

Before diving into the analysis of risk management, including the difference between the
various standards and methods of application in the following chapters, two premises are
due. The first one is that the whole concept of risk management revolves around the fact
that it is a process and therefore is not only an ongoing activity, but it also consists of
different steps. The second one is that it is important to distinguish between traditional
risk management practices and more modern risk management practices such as the
framework proposed by the ISO or the ones proposed by the Committee of Sponsoring
Organization of the Treadway Commission (COSO) in order to have a more complete

view of the whole risk management.

Generally speaking, the risk management process is composed of 5 steps, no matter the
kind of framework that a company chooses for managing its risks, and as written in the
chapter 3.1, for the purpose of clarity the definitions, when possible, will be taken from

ISO31000 risk management guideline. According to ISO31000 the five steps that

156 (ISO, 2018, p. 3)

157 (Borsa Italiana, 2010)

158 Ibidem.
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compose the risk management process can be divided into risk assessment and risk

treatment and monitoring!>°.

In order to better understand the process as a whole it is important to clarify two concepts:
risk criteria and internal external context because these terms are at the basis of the whole
process. Risk criteria are the criteria choose by the enterprise “to evaluate the significance
of risk and to support decision-making processes” and they “should reflect the
organization’s values, objectives and be consistent with policies and statements about risk
management”!'®, Internal and external context instead is defined by ISO31000 as “the
context in which the organization seeks to define and achieve its objectives” and of course
they “should reflect the specific environment of the activity to which the risk management

process is to be applied”!®!.

:
!
§
:
:

Image 7: Risk management process with focus on risk assessment

Source: ISO31000 guideline!®?

159 (ISO, 2018, p. 6)

160 Ibidem.

161 Ibidem.

162 The Image 7 was modified by the author with the purpose of focusing the attention on risk assessment.
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Risk assessment includes risk identification, risk analysis and risk evaluation and as
written in the afore mentioned guidelines, it “should be conducted systematically,

iteratively, and collaboratively drawing on the knowledge and the views of the

stakeholders!®3.

Risk identification main purpose is to “find, recognize and describe risks that might
prevent an organization from achieving its objectives”, taking into consideration some
key factors and the relationship between them, like cause and events, threats and
opportunities, vulnerabilities and capabilities, changes in the external and internal context,
indicators of emerging risks, the nature and value of assets and resources, consequences
and their impact on objectives, limitation of knowledge and reliability of information,
time-related factors, biases, assumption and beliefs of those involved!®*. In order to
identify risks, there are different techniques available that enterprises can use according
to their necessities and characteristics such as typology of business. Generally speaking,
the most common ones are brainstorming, interviews, checklist method, scenario analysis,
what if technique and so on'®, because they are more general and can be applied to
different kind of businesses whereas for example in Italy Hazard Analysis and Critical

Control Points (HACCP) is only suitable for companies who work in the food industry.

Risk analysis is the second step of the risk management process, whose purpose is “to
comprehend the nature of risk and its characteristics including, where appropriate, the
level of risk. Risk analysis involves a detailed consideration of uncertainties, risk sources,
consequences, likelihood, events, scenarios, controls and their effectiveness. An event

can have multiple causes and consequences and can affect multiple objectives.”!%6.

163 Ibidem.

164 Ibidem.

165 (Punto sicuro, 2015) translated by the author.

166 Cit. (ISO, 2018, p. 6)
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Impact

Negligible Minor Moderate | Significant Severe
| Very Likely Low Med Medium Med Hi g g
Likely o Low Med Medium Med Hi g
J:
% Possible 0 Low Med Medium Med Hi Med Hi
=
Unlikely 0 Low Med | Low Med Medium Med Hi
Very Unlikely 0 o Low Med Medium Medium

Table 7: Risk analysis matrix
Source: Corporate Compliance Insights

If done properly, it should take into consideration various factors beyond the ones
mentioned in the definition, namely complexity and connectivity, sensitivity and
confidence levels and time-related factors and volatility, since by providing an input to
risk evaluation, which is the following step of the process, it is important that risk analysis
has an as complete as possible view of the risk analyzed!¢’. Normally the outcome of risk
analysis is the risk matrix, a matrix obtained by crossing the likelihood of the risk, and
the risk impact on the objectives in order to understand the exposure of the risk!¢®, that

will be then evaluated in the following step of the risk process.

Risk evaluation is the third step of the risk assessment and is carried out by “comparing
the results of the risk analysis with the established risk criteria to determine where

additional action is required” and then the outcome of this analysis will be communicated,

167 Ibidem.

168 (Project Management Institute, 2008)
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recorded and validated by the upper levels of the organization'®, also referring to the
matrix used for analysis. The outcome of the evaluation can lead to different decision
such as doing nothing and stay at risk, consider risk treatment, deepen the level of analysis,
maintain the existing controls, reconsider objectives!”’, and if the company has purchased
an insurance policy it is also possible for it to decide to transfer the negative consequences

of the risk to the insurance company'’!.

Once the risks are analyzed and evaluated it is time to treat the risk which consist in
“selecting and implement options for addressing risks” and this is done by firstly
“formulating and selecting risk treatment options, planning and implementing risk
treatment, assessing the effectiveness of that treatment, deciding whether that risk is
acceptable, if not acceptable taking further treatment™!’2, The risk treatment phase is very
complex, since it encompasses a large number of options that aim at treating the risk in
the best way possible but range from changing the likelihood of the risk, to removing the
risk source or increasing the risk in order to pursue a better objective and so on!’?, making
it very difficult for the Chief Risk Officer (CRO) to decide how to manage risk. In this
sense it is important also to mention that sometimes risk treatment might not be as
effective as forecasted and could give rise to unexpected consequences and introduce new
risks that need to be managed'’*. Moreover, during this process of planning and

implementing it is important to also take into consideration all the direct and indirect costs

169 Cit. (ISO, 2018, p. 6) translated by the author

170 Ibidem.

171 (Clear risk, 2018)

172 Cit. (ISO, 2018, p. 6)

173 Ibidem.

174 Ibidem.
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and benefits of risk management including the ones that cannot be measured in financial

terms'’>, so that it is possible to avoid not treating a risk for budget reasons.

Risk monitoring and review is the step that immediately follows risk treatment with the
main purpose of “assure and improve the quality and effectiveness of process design,
implementation and outcomes”!’®. Tt is an ongoing activity that has to monitor every
aspect of the risk management process, it should become an integral part of the enterprises’
activities for measurement and reporting and performance management !”’in order to
obtain a seamless management of the overall business by taking risk under control.
Monitoring and review include on one side understanding and discovering changes in the
internal and external context, including factors that might lead to a change in risk criteria
and to a revision of risk treatments and consequently the enterprises priorities!’®. On the
other side it also includes analyzing and learning from risk events of any kind, including

the ones with a negative outcome or a near miss outcome!”.

Going back to the Table 7, after having analyzed the whole risk management process in
detail, it is important to underline that the totality of the process needs to be recorded and
communicated to stakeholders and investors so that the decisions can be timely made. In
addition, it is important to mention that the steps analyzed above are standardized but it
is possible to find a different division of the tasks according to the guidelines that each
enterprise decides to follow and also according to the decisions of the CRO which is in

charge of the whole process.

175 (European Union Agency for Cyber Security, 2021)

176 Cit. (ISO, 2018, p. 6)

177 Ibidem.

178 (Chartered Accountants, 2021)

179 Ibidem.
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Even though any kind of enterprise adopts risk management techniques, it is worth noting
that it is very hard to find a well-structured risk management in SMEs where in most of
the cases the risk management process is based on the feelings and sensations of the
manager-founder of the enterprise!®’. In the last years the role of CRO got increasingly
popular in larger enterprises where normally is occupied by an executive who by having
an integrated view of the risk at company level and group level is in charge of the

evaluation of the totality of the risks,!8!

and consequently can decide how to mitigate
them. In SME:s this role might have a different collocation since the number of executives
is smaller and it is not unusual to find the CRO employed by the Chief Financial Officer

(CFO)'®2,

In conclusion, it is safe to say that the risk management process is very complex but at
the same time if implemented in its totality it analyzes the whole life cycle of the risk,
from its individuation to the treatment to mitigate it, becoming an essential tool for a
seamless and smooth business management at large. Implementing a strategy to offset
risk is fundamental for any kind of enterprise, let alone SMEs with an international market
where the increase in the risks is not always proportional to the economic means, and
therefore it is necessary for the survival of the enterprise itself to avoid risks. Moreover,
as it will be explained in the following sub-chapter, the discipline of risk management
itself is characterized by a constant push for innovation in order to keep up with the
business world, and this can be seen in the creation and continuous update of standards
like the aforementioned ISO31000 and Co.S.O. that proposed the worldwide known
Enterprise Risk Management framework (ERM).

Cap. 3.2.1 The different risk management processes: Enterprise Risk Management
(ERM) and 1S031000.

180 (Fornara & Redaelli, 2012, p. 4) translated by the author.

181 (Banca d'ltalia, 2011) translated by the author.

182 Cit. (Assolombarda, 2011, p. 12) translated by the author.
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After the 2008 economic crisis that reshaped economy and the market, not without
negative consequences, the risk management at large became more and more important
and started its transition from a reactive style to a more proactive style, since there is the
shared belief that not assessing risks that at that time were in plain sight was part of the
reason why the whole crisis precipitated!®*. This necessity for a more proactive risk
management that is able to anticipate the risks and treat them instead of reacting once
they happened, from the point of view of the enterprise was translated into a broader
involvement of the executives, other than the risk control department, into the risk
management process'®*. Another consequence of this shift in the perception of risk and
risk treatment is the increasing attention given to new risk management frameworks such

as Enterprise Risk Management (ERM) and the ISO31000 after the 2008 crisis.

Traditional Risk Management Enterprise Risk Management

Segmented / Departmentalized Holistic approach

Each department/business unit/silo deals with own | Emanates from the "top" - typically the Board of
risk Directors

Little or no knowledge of overall organizational risks | Broad perspective on overall organizational risks

Focus is on preventing loss within the business unit | Focus is on lowering risk, increasing sustainability
(tactical) and providing savings/value across the entire
organization (strategic)

Manages uncertainties around physical and financial | Assesses entire asset portfolio including intangibles
assets such as customers, employees, suppliers, innovative
processes, proprietary systems

Solutions to mitigating risk based on each silo's Solutions to mitigating risk based on strategy-setting
expertise and decision-making skills across the entire organization

Table 8: Differences between Traditional Risk Management and Enterprise Risk

Management

Source: Mondaq.com

183 (Harvard, 2018)

184 Ibidem.
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Before diving into the analysis of the two frameworks and their differences, it is worth
describing traditional risk management (TRM) and its characteristics since it can help
having a deep understanding of the innovation and changes that the modern risk
management with frameworks such as ERM brought. As a matter of facts according to
the literature on this field of study, TRM and ERM are two antithetical risk management
strategies, as shown in Table 6 above, and as it will be explained in the following
paragraph, this difference is mostly due to the time in which the two frameworks were

implemented

TRM was mostly adopted in the 70’s, focused on what at the time were the main risks,
namely financial risk and accidental risk. Then it evolved covering more risks according
to the changes in the market and also in the way business is conducted but still keeping
its main features'®>. TRM focuses largely on pure risks, also known as insurable risks,
that can be transferable to a third party through the purchase of an insurance policy, and
therefore it is more effective in assessing financial risk and accidental risk because of
their transferability!®. On a more practical side the main feature of this type of risk
management framework is a high level of departmentalization, which consists of
managing risk within the business unit or “silo”, having little or no knowledge about

organizational risks at large'®’

. Moreover, TRM is characterized by a reactive approach
to risk that focuses on managing losses and avoid threats, making it difficult for
enterprises to see the opportunity that can go beyond the risk!'®8, something that is very

common in nowadays enterprises

In addition to the lack of recognizing of opportunities, there are other reasons that made

enterprises decide to adopt new frameworks or processes like ERM or ISO31000 as their

185 (Cican S. , Comparative study on traditional risk management and enterprise risk management, 2014)

186 Ivi. p. 280-281

187 (Mondag, 2017)

188 Cit. (Cican S. , 2014, p. 281)
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main risk management framework and can all be connected to the fact that the business
world, the market and the way enterprises participate in all of them changed a lot from
the 70’s when TRM was conceptualized. For examples, nowadays risks are much more
complex and most of the times are interdependent one from another due to the progress
in technology, the globalization and so on, a progress that also enabled the individuation
and quantification of risks that was not possible before!®’, making it even more necessary
to have a proactive approach to risk. In addition to this, it looks like enterprises are
increasingly willing to share their risk management knowledge with companies other than
their direct competitor'®®, making risk management and its implementation a subject to
go public, engaging in a conversation that did not exist before. As a consequence of the
changes in society at large two different frameworks were published in the early 2000:

Enterprise Risk Management and ISO31000 risk management guidelines.

In 2004 the Committee of Sponsoring Organizations (COSO), whose mission is to “to
provide thought leadership through the development of comprehensive frameworks and
guidance on enterprise risk management”, published the “Enterprise Risk Management
(ERM)-Integrated Framework™®!. This framework was then updated in 2017 with the
new version called “Enterprise Risk Management — Integrating with Strategy and
Performance” (from now on referred as ERM) in order to follow the changes in society
and most important in the business environment, pointing out the risks in the strategy

setting and during the performance!®?.

ERM is defined by COSO as “a process, effected by an entity’s board of directors,
management and other personnel, applied in strategy setting and across the enterprise,

designed to identify potential events that may affect the entity, and manage risk to be

189 (Djordjevic, 2012, p. 125)

190 Ibidem.

191 (COSO, 2021)

192 (COSO, 2017)
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within its risk appetite, to provide reasonable assurance regarding the achievement of
entity objectives™??, Even though the purpose and definition of 2004 and 2017 ERM are
the same, for the purpose of this paper, the version described will be the latest one
published in 2017, but in order to understand the developments present in that edition a

brief presentation of the 2004 edition will be described in the following paragraph.

In the 2004 ERM version, the risk management process is divided into 8 different
components namely, internal environment, objective setting, event identification, risk
assessment, risk response, control activities, information and communication, and
monitoring with the main aim of helping the enterprise to reach its objectives divided in

4 categories: strategic, operations, reporting, compliance!**

. The key points of this model
as described in the executive summary are aligning risk appetite and strategy, enhancing
risk response decisions, reducing operational surprises and losses, identifying and
managing multiple and cross-enterprise risks, seizing opportunities, improving
deployment of capital 1>, a very different approach if compared to traditional risk

management described above.

The 2017 version of ERM maintains the main concepts of the 2004 version, but of course
there are some changes and adaptations that were done in order to keep up with the
changes in the business environment, like for example the addition of a focus on strategy
and performance. In this new edition of the framework there are five components that
together aim to bring an enhanced value to the enterprise itself: governance and culture,
strategy and objective setting, performance, review and revision, information

communication and reporting!®.

193 (COSO, 2004, p. 2)

194 vi. p. 3

195 vi. p. 1

196 (COSO, 2017, p. 6)
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ENTERPRISE RISK MANAGEMENT

MISSION,VISION, STRATEGY BUSINESS IMPLEMENTATION ENHANCED

& CORE VALUES y DEVELOPMENT OBJECTIVE & PERFORMANCE VALUE
FORMULATION

[ Governance (00N Strategy & Performance Review Information,
") & Culture A Objective-Setting & Revision Communication,

& Reporting

O

Image 8: ERM framework

Source: COSO Enterprise Risk Management Integrating with Strategy and Performance

executive summary

The first component, governance and culture, comprehends exercising board risk and
oversight, establishing operating structures, defining desired culture, demonstrating
commitment to core values, attracting developing and retaining capable individuals'®’,
basically everything related to the company itself as source of work. It is a new
component that was not present in the 2004 version and in the 2017 version and is one of
the features researchers indicate as the main difference with TRM but at the same time,
like Sara A. Lundqvist writes in her paper “ERM is a composition of TRM and

governance™!%8,

The second component is strategy and objective setting and includes everything from
defining risk strategies to formulating business objectives to the analysis of the business
context, in order to define the basis of the business on which it is possible to build growth

and assess risk according to the enterprise’s priority!®°. This component is strictly

197 vip. 7

198 (Lundqvist, 2015, p. 443)

199 Cit. (COSO, 2017, p. 7)
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connected to the third one, the performance, because obviously strategy and objectives
greatly influence the performance in terms of risks that the company can assume and the

implementation of risk response?®.

The fourth component is review and revision and its main subject is the performance of
the enterprise because by reviewing it, is possible to understand if the enterprise risk
management is working properly in a long-time span and in relation to important changes,
so that, if necessary, revisions can be done timely?’!. After the review and revision, it is
fundamental to inform, communicate and report the results to external and internal
sources, which represents the fifth component, so that the knowledge obtained is shared
throughout the whole organization?°?, a fundamental step in this kind of holistic

management process.

Essentially, besides the afore-mentioned focus on strategy performance and governance,
this new framework also gives importance to other key points such as the connection
between enterprise performance and ERM, the existence of new ways to analyze and
interpret risk in a complex business environment, the role of risk reporting in assessing
the stakeholders need for transparency and the embedding of new technologies, including

an increasing usage of data analytics as a support device during the decisional process?®.

Looking at the whole process from the point of view of a SME a few observations are due
since this kind of companies are the subject of this paper. Firstly, risk management at
large is an issue for SME:s since, like bigger size enterprises, they are also subject to risks
and therefore might face the consequence of the risks without having the means to recover
from economic losses or damages. For this reason, the implementation of a strong ERM

in a SME could be lifesaving: if adopted actively the enterprise can have a more offensive

200 Ibidem.

201 vi. p. 6

202 Ibidem.

203 (ANRA, 2020) translated by the author.
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approach for its strategic orientation’** and can proactively create value and avoid loss.
Secondly, implementing ERM is costly because most of the time it implies the creation
of new roles occupied by professional figures in the governance of the company?%, that
translates in new employees to be paid, another expense for the SME. Thirdly if on one
side ERM might add new costs, on the other side is also true that this kind of risk
management might improve the efficiency of the enterprise’s capital because it helps
analyze and understand better the comprehensive risk and evaluate alternative

investments, increasing the opportunities of success?®.

In 2009 the aforementioned International Standard Organization published its first edition
of the ISO31000 risk management guideline, and then 9 year later, in 2018 published, the
new edition, that is the one used as of today?®’. As written in the ISO31000 guideline the

13

framework “provides guidelines on managing risk faced by organizations. The

application of these guidelines can be customized to any organization and its context™%%,
a very similar definition to the one of ERM because both are processes designed to
manage risk in contemporary enterprises. The 2018 edition of the ISO31000 originates
from the 2009 edition and it supports the principles and processes described in it, but what
changes is the place where the focus lies. As a matter of fact, in the latest version there is
an increased stress on the iterative nature of the risk management, necessity to integrate
risk management into the organization, simplification of contents because it is important

that this framework can be adopted in different situations and contexts?®.

204 (Brustbauer, 2014)

205 (Giappichelli, 2017, p. 6) translated by the author.

206 Ivi. p. 25

207 (ISO, 2018, p. )

208 vi. p. 1

209 (ANRA, 2019) translated by the author.
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Moreover, from the point of view of a SMEs, it is important to mention that ISO also
published the “ISO31000 — Risk management- a practical guide for SMEs” handbook, a
book that aims to explain how to implement risk management in an effective way?!?, in
order to be accessible to all kind of enterprises. Of course, like in the case of ERM there
are some drawbacks regarding the implementation of this framework, but as John Lark,
the author of the handbook, points out: “Effective risk management is no longer something
that only big business can have. This guide has been written for the leaders in small
organizations, people whose commitment and energy have created the enterprise and who,
by implementing risk management effectively, can help their business to survive and

grow™?!1

Even though COSO’s ERM and ISO31000 have a similar, if not identical goal, after
analyzing both risk management processes?!'? there are some differences to be pointed out.
Basically, ERM offers a standard to use as a basis to evaluate the enterprise’s ERM
process itself, while ISO31000 by itself a standardized guideline provides insights on the
risk management process and how to implement it effectively?!*. On a more practical side,
while in the ISO31000 framework the risk management process is very traditional and
describes risk identification assessment in great detail, in the COSO ERM framework risk

management process is mentioned only in one component of the five?!'4,

In conclusion, even though risk is evolving at a fast pace, the risk management process is
successfully keeping up with it, allowing enterprises to safely perform and create value.
Having a risk management process that is able to actively help the enterprise enhance the

performance and avoid losses of all kinds is important for every size of business, but for

210 (ISO, 2016)

211 Ibidem.

212 For a more accurate analysis of ISO31000 please refer to chapter 3.2

213 (Corporate compliance insights, 2018)

214 (ERM inisghts by Carol, 2019)
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SMEs is essential. Moreover, as it will be explained in the following chapter to
internationalize a SMEs’ businesses towards China is not easy because of the
internationalization process itself and because of the country’s embedded risks, therefore
being able to skillfully implement a risk management process, whether it is ERM or

ISO31000 could be a deal breaker.

Cap. 3.3 Barriers and risks related to the internationalization of Made in Italy SMEs

towards China.

As written in the previous chapters, it is consolidated that not only the internationalization
of any kind of enterprise is challenging under a strategic point of view, but also it can
greatly increase the number of risks a company might face. In spite of this situation
nowadays a growing number of Italian enterprises, SMEs included, choose to
internationalize their businesses and when deciding the destination, a large number of
them choose China, overcoming a large number of barriers of all kinds. According to the
Italian government’s “Economic Observatory” in 2019 the Italian FDI in China were
€11.755 million, the total export €3.636 million total import of €8.987,8 million, figures
that indicate a strong Italian presence in China and at the same time a positive trend in

term of trade between the two countries?!.

Even though the economic literature is filled with cases of enterprises that successfully
internationalize their businesses abroad in China, for the purpose of this paper it is
important to analyze firstly the barriers to entrance embedded in China as a country and
then the consequences that might have on SMEs. For what it might concern the analysis,
the information and data are retrieved from the Organization for Economic Co-operation
and Development’s (OECD) “Glossary for barriers to SMEs Access to International

Markets21¢,

215 (Osservatorio economico, 2021, p. 1) translated by the author.

216 (OECD, 2021)
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Image 9: Types of barriers
Source: Author’s elaboration

The OECD divides the barriers to the SMEs’ access to international markets in two
categories namely internal and external barriers. The internal barriers are associated with
the enterprise itself because they are related to its inner capabilities in relation to export
and comprehend informational barriers, human resources barriers, financial barriers,

217 Informational

product and price barriers, distribution logistics and promotion barriers
barriers are mostly due to inefficient or inaccurate information that can create problems
when it comes to contact potential consumers, identifying business opportunities, analyze
the foreign market and so on, whereas human resource barriers refers to an inefficiency
of the human resources management in relation to the internationalization process itself
that can be translated in a lack of personnel, availability of untrained staff or lastly in
difficulties in managing foreign personnel?'®, In the case of internationalization towards
China these two barriers are very difficult to overcome because on one side it is very

difficult to retrieve detailed and accurate information about the Chinese market specially

about competitors, on the other side considering the limited resources of SMEs is also

217 Ibidem.

218 Ibidem.
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challenging to hire qualified personnel that is able to manage the whole business including

speaking the foreign language.

Financial barriers can be divided into: shortage of funds to finance working capital for
internationalization, shortage of funds to finance investment for internationalization,
shortage of insurance for internationalization. Regarding China and the SMEs situation,
this kind of barrier can be a deal breaker when it comes to internationalization because of
the amount of expenses needed. In order to improve this situation, at present worsened
by the Covid19 epidemic, the Beijing government, for examples, on the 5 February 2020
launched 16 new policies, including financial and taxation policies, that focus on helping
Chinese SMEs and foreign enterprises that are registered in Beijing and are inserted in

the “Standard for the Classification of SMEs21?

Product and price barriers comprehend everything related to the marketing field regarding
the adaptation of the product and/or price strategy in order to enter the foreign market and
gain the favor of consumers, such as difficulty in developing new products for foreign
markets, difficulty in matching competitors’ prices, difficulty in adapting product
design/style and so on??’. In the case of China, this barrier is strictly connected with the
information barrier because without accurate information, creating a successful marketing
and pricing strategy is quite difficult. Moreover, looking at this kind of barrier from the
perspective of a SME, it is also important to mention that there might be an inner difficulty
in terms of financial resources available to adapt the product to the foreign market and to

create a competitive price strategy, for example by offering a credit to the client.

Distribution, logistics and promotion barriers include difficulty in establishing/using
distribution channels in foreign markets, difficulty in obtaining reliable foreign

representation, difficulty in adjusting promotional activities to foreign markets etc,

219 (China Briefing, 2020)

220 Cit. (OECD, 2021)
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basically all the elements needed in order to get the product to the final consumer??!. In
the case of China, it is worth noting that its geographical position in relation to Italy makes
it very expensive and risky to ship by any means of transport any kind of goods because
of the cost of transportation and the cost of the insurance that increases along with the
likelihood and severity of the risks???. Moreover, since once the goods have arrived at
destination is fundamental to have an efficient distribution chain, a lot of companies rely
on a Chinese wholesaler or middleman because reaching directly to Chinese consumers
is very difficult and most importantly without the right interpersonal relations “guanxi”
(3% % Guanxi) is complicated, if not impossible because these relations are a culturally

embedded factor that can work as a facilitator for business activities*23.

External barriers on the other hand, according to the OECD, refer to “barriers stemming
from the home and host environment within which the firm operates”, and are divided in
procedural barriers, governmental barriers, customer and foreign competitor barriers,

business environment barriers, tariffs and non-tariffs barriers?%.

Procedural barriers are deeply tied with the aforementioned operational risk because they
incorporate all the difficulties stemming from the operational side of the trade with the
foreign customer like for example issues with contracts enforcement and legal procedure

or troubles with paperwork 2%

. Thinking about China, it is necessary to take into
consideration two more factors that contribute to the strengthening of the barrier: the
language and the legal system. The reason why the language can be an issue it is pretty
straightforward, but regarding the legal system is important to notice that in China the

methods used for dispute resolutions are various, settlement by negotiation, arbitration

221 Ibidem.

222 Ibidem.

223 (Murray & Fu, 2016)

224 Cit. (OECD, 2021)

225 Ibidem.
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litigation and mediation are the main ones??, therefore it is fundamental for any size of

enterprise to possess a human resource that is able to skillfully master all of them.

Governmental barriers are perhaps the most known barriers when thinking about China
and in the case of SMEs can create obstacles that might be very hard to overcome since
they entail the involvement or lack thereof of the home country and the host country

227, More in detail, enterprises moving

government in relation to foreign enterprises
towards China might face unfavorable regulations in diverse fields like export, taxes,
especially in terms of foreign ownership where rules and regulations are stricter and
different from the ones western enterprises are used to??®. Regarding this matter, the
Chinese government is starting to introduce policies that aim at easing the foreign
enterprises’ path towards China. An example of this is the law introduced on the 1 of
April 2021 that eliminates the ratios of foreign shares in securities fund management

which means that from that day on, foreign companies can set up wholly owned units on

the Chinese Mainland??°.

Customer and foreign competitor barriers according to OECD are “barriers associated
with the firm’s customers and competitors in foreign markets, which can have an
immediate effect on its export operations” which results in the difficulty of understanding
customers’ habits and also difficulties in keeping a competitive advantage due to the
characteristics of the foreign market?°. In the case of China these barriers are very

pronounced and can be a problem not only for SMEs but also for bigger enterprises,

226 (Thomson reuters practical law, 2021)

227Cit. (OECD, 2021)

228 Ibidem.

229 (Xinhua, 2020)

230 Cit. (OECD, 2021)
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because a country’s culture affects multiple aspects including how companies behave on

the market and how consumers interact with the market.

Business environment barriers comprehend a lot of different aspects because they involve
all the elements that might influence the business itself such as political, economic, social,
technology, legal and environmental factors. Once again, considering the fact that China
is a culturally distant country and the influences on the business environment come from
different areas, it is very likely that SMEs during their internationalization process will
encounter at least some of these barriers, like different language and body language,
different socio-cultural traits, political instability, unfamiliar business practices and so

01’1231 .

Lastly, there are the tariff/non-tariff barriers that refers to restriction for the export and
the internationalization implemented by the government policies regarding the foreign
market such as high tariff barriers, inadequate IP protection, restrictive health, safety and
technical standards, arbitrary tariff classification and reclassification, unfavorable quotas
and/or embargoes, high costs of customs administration, competitors with preferential
tariff by regional trade agreement?32. Between the above-mentioned barriers the one that
is connected to China the most is surely the inadequate IP protection. In the rapid growth
lively Chinese market, patent infringement is very common and considering the purchase
power of Chinese consumers it is easy to understand why having an inadequate protection
can be a huge source of issue for SMEs because they are at constant risk of seeing the
counterfeit version of their product on the market, and maybe without having the means
to file a report about the situation. In the last years the Chinese government committed
itself to eradicate this issue and in 2020 it “revised and promulgated four laws and

regulations related to IP rights. Six judicial interpretations on IPR protection were issued,

231 Ibidem.

232 Ibidem.
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More than 20 policy documents related to IPR protection were issued and implemented.

Two national standards for IPR protection were issued”?.

The list of barriers mentioned above is not complete because on one side every barrier is
composed of numerous factors and elements making it very difficult to analyze them in
their totality and on the other side like risks, these barriers change according to the
changes in the business environment at large and the country. However, for the purpose
of understanding the real issues Italian SMEs face when trying to internationalize towards

China, it is also important to analyze the risks embedded in China as a country.

As written in the chapter 3.2, the main risks for international businesses are political risks,
cross-cultural risks, commercial risk, currency risk and when internationalizing towards
China there is a high chance that an enterprise will face all of them. Political risk in China
is mostly due to the domestic policies launched by the Chinese government that can create
social unrest and greatly influence the Chinese consumers behavior?**. In addition to the
domestic aspect, the last couple of years have seen some frictions in the trade between
US and China, that escalated in a trade war where both countries impose taxes on exports,
with the most recent round consisting in a tax of the 15% from the US on Chinese imports
and taxes ranging from 5% to 25% on US good from the Chinese government, with

consequences that affected the economies and societies of the two countries?3>.

Cross-cultural risk is a major risk when talking about China because culture affects a lot
of aspects that influence the consumer behavior towards a determined product and
therefore having a complete understanding is not only important but also necessary. The
most famous example in this sense is undoubtedly the worldwide famous Italian fashion
brand Dolce & Gabbana advertisement campaign of 2018 that was not welcomed by the

Chinese potential consumers since it portrayed some culture features, typical of the

233 (Mondagq, 2021)

234 (Harvard Business review, 2006)

235 (BBC, 2020)
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Chinese culture, in a disrespectful way. This whole episode not only created
dissatisfaction in Chinese consumers, but also led to the boycott of the brand in stores and
e-commerce throughout China?*¢, a boycott that also involved the Chinese communities

outside China.

Commercial risk in relation to China is very challenging to describe since the risk
category itself comprehends various aspects, but generally speaking international
companies face this kind of risk every day because the market they are getting into is very
lively and changes rapidly according to the changes in society. In the case of China though
there is a commercial risk that has a high likelihood of happening with respect to other
countries: the risk of counterfeiting. Even though, as written above, the Chinese
government is committing itself to improve the protection of intellectual property, the
counterfeiting risk is still present in China and sometimes involves Italian brands that see
their Made in Italy products altered and then sold on the Chinese market without their
consent. As a matter of fact, the “Economic Observatory” of the Italian government
recommends Italian companies to make sure that their intellectual protection is properly
protected, under an administrative and contractual point of view, if not hardly

protectable?3”.

Lastly, there is the currency risk. This risk is strictly tied to the financial and monetary
rules, regulations and policies launched by the Chinese government, especially regarding
the Renminbi (RMB), the currency of the People’s Republic of China. Even though the
Chinese government is starting to ease the regulations on the trading of the RMB, in an
attempt to transform the yuan into a global currency?*, there still a long way to go before
it can replace global currencies such as the US dollar. Moreover, as of 2021 China entered

the last phase of the trial for the creation and use of a digital national currency, the e-yuan,

236 (Wired, 2018) translated by the author.

237 (Osservatorio economico, 2021)

238 (American Express, 2021)
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with the main aim of controlling the economy and positively accelerating its growth?°.
If the trial will have some positive outcomes, it is not possible to exclude some changes
in the financial system at a global level, that might lead to new foreign exchange risks

and even new political risks.

In conclusion it is safe to say that the path towards China is not easy because of the risks
and barriers an enterprise might encounter during its internationalization process. Barriers
and risks related to the Asian country are in continuous evolution at a fast pace, along
with the society and its lifestyle and maybe today’s risks can become tomorrow’s
opportunities. The matter described throughout the chapter is just the surface of a much
complex context that is China, its culture and its business environment. Moreover,
considering the complexity of the Chinese business environment and the
internationalization process, from the point of view of a Made in Italy SMEs, resorting to
a Chinese B2B platform to enter the Chinese market is an alternative that needs to be

taken into consideration, as it will explained in the following chapter.

Cap. 3.4 Alibaba.com as a tool to offset Made in Italy SMEs’ risks of the

internationalization towards China.

In the previous chapter we analyzed the risks and barriers embedded in China as a country
and their impact on SMEs, but for the purpose of this paper the analysis must go further.
According to Rodrigo Cipriani Foresio, the general manager of Alibaba’s Southern
Europe division: “Between January and March 2020, the gross merchandise volume,
which is the total volume realized by Italian companies with a flagship store present on
the B2C marketplace Tmall and Tmall Global, saw an increase of more than 50% if
compared to the same period of time in 2019”**°. Even though these percentages are

partially due to the pandemic that unfortunately contributed to the closing of various

239 (Il Post, 2021) translated by the author.

240 (Il Sole 24 ore, 2020) translated by the author.
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physical shops, it is safe to say that there is an interest from Italian enterprises in selling

through these platforms.

In order to fully analyze the aspects of Alibaba.com as a tool for the internationalization
of Made in Italy SMEs, it is important to focus on its potential role in offsetting the risks
related to the internationality of an enterprise, which are political, cross-cultural,

commercial and currency risk.

Regarding Italian enterprises listed in the Alibaba.com platform and their political risk,
the situation is quite complex because it all depends on influence that the changes in
politics have on the e-commerce platforms, since it is what ultimately can create
discontinuities in the business environment and as a consequence affect the Italian
enterprises. In the last few years the debate on whether Alibaba.com is or not a tool in the
hands of the Chinese government has kept going on, creating two main sides: on one side
some experts and forecasters think that the B2B e-commerce is just a way for the Beijing
government to have a better control on the private sector of the economy, on the other
side other experts think that since tech giants such as Alibaba.com and Tencent are very
powerful, they are going to be under even more government scrutiny?*!. More recently,
Alibaba Group received a fine of 18,2 billion yuan (€2,8 billion) from the Chinese
government for the violation of monopoly rules: according to the competent authorities
Alibaba.com platform forbids its traders to offer their products on other e-commerce®*?,
using its leading position in the B2B sector to damage other competitors. This episode
did not have any consequence on the enterprises that are listed in the platform, it is just
an example of the dynamism of the political risk in China and the partial inability of

Alibaba.com to protect its enterprises from political change.

As explained in the previous chapter cross-cultural risk is a major risk for non-Chinese
western international companies looking to conduct businesses in China because of the

differences in culture. In regards of this risk, having a shop on Alibaba.com can be an

241 (Nikkei Asia, 2017)

242 (11 Sole 24 ore, 2021) translated by the author.
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important advantage for a SME, considering that Chinese consumers not only just trust
the B2B platform and therefore are likely to buy from the brands and shops on it, but they
also use the other apps and websites present in the Alibaba Group ecosystem daily. This
element made it possible for Alibaba.com to reach record figures such as 779 million
annual active consumers in 2020 in the Chinese retail market, as written in the Alibaba’s
Group December 2020 quarterly results?>**. Besides the interesting figures mentioned in
chapter 2 that already are positive factors in the eyes of foreign brands, there is one more
factor that can be considered an advantage and can potentially offset part of the cross-
cultural risk: Alibaba.com is a Chinese e-commerce platform, and therefore has some
features that attract Chinese consumers, gaining their trust even when it comes to buy
foreign products. An example of this, in the B2B area are the Alibaba Trade Shows where
wholesalers, also international ones, can present their new products using livestreams, a
well-known and often used marketing tool in China, and very popular on the platform

with more than 1.395.000 products launched and more than 37.000 participants®**.

Sourcing Solutions Services & Membership Help & Community On Alibaba Sign In ' Join Free Order Favorites English - USD

£72 Alibaba.com  Online Trade Show ] Products «  What e you looking for

A Online Trade Show

/
Alibaba.com Online Trade Show

32 37,000+ 1,395,000+

Product categories Participating Products launched
suppliers

H

Current Online Trade Show

Image 10: Alibaba.com Online Trade show homepage

Source: Alibaba.com

243 (Alibaba Group, 2021)

244 (Alibaba.com, 2021)
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In addition to all of the above, from the point of view of a Made in Italy SME wishing to
internationalize towards China, the fact that through the platform is possible to gain
Chinese consumers’ trust is important, but it is also important to find a reliable Chinese
business partner. Considering the cultural differences and the fact that everything is
carried out on the platform before and through a cross-border channel, Alibaba.com and
its supplier verification system can greatly help companies find a reliable partner. In light
of the analysis above it is safe to say that Alibaba.com, from a cultural point of view, can
contribute lowering the likelihood of cross-cultural risk since on one side the platform is
deeply trusted by the Chinese consumers and on the other side it actively helps brands
and enterprises not only to promote their products in a way that has a higher chance to be
welcomed by the Chinese market and avoid cultural mistakes but also to find a

trustworthy business partner.

Among the commercial risks, as mentioned above, one of the risks with the highest
likelihood in China is the counterfeiting risk. In this scope Alibaba.com and Alibaba
Group are working strenuously to put an end to this issue, since having a damaged
reputation hurts both the brands whose products are counterfeit and the third-party

websites and platforms 2+ .

In 2008 Alibaba Group launched a program, called
“AliProtect”, for the protection of Intellectual Property Rights (IPR) in the platforms
AliExpress, Alibaba.com and 1688.com, then in 2011 created “TaoProtect” with the same
goal but operating in Taobao, Tmall and Tmall Global and lastly in 2015 these two
platforms were integrated in one global platform called “Intellectual Property Protection
Platform (IPP Platform) 246, As written in Alibaba’s Intellectual Property Rights
Protection handbook, through this platform rights holders can create an account and
“submit takedown requests through all seven e-commerce platforms [owned by Alibaba

Group]**””. Moreover, in order to enhance the performance on its IPP platform, Alibaba

Group also created the “Good-Faith Takedown Mechanism” (also known as “the

245 (Forbes, 2021)

246 (Alibaba Group, 2019, p. 2)

247 Ibidem.

84



Mechanism”) a system designed to make sure that IPR complainants on the Tao
Marketplaces (Taobao, Tmall, Tmall Global) can enjoy “more convenient and efficient
enforcement experience on Alibaba IPP Platform™?*3. All these efforts have started to pay
off, as Fred Mosert, the president of the Luxury Law Alliance said: “Alibaba over the
past three years has gone from being criticized for its efforts in IP protection to being
viewed as a leader and innovator in the field”**. Summing up, it is safe to say that
regarding the counterfeiting risk, Alibaba.com and Alibaba Group are able to effectively
contribute to offset this risk in a proactive way, and this is very important for Made in

Italy SMEs because their products are often the target of counterfeiters.

The last risk to analyze is the currency risk or foreign exchange risk in relation to
Alibaba.com and its features. Like the political risk, foreign exchange risk largely
depends on the policies adopted by the government and the external geopolitical
environment and therefore Alibaba.com can only partially contribute to offset this kind
of risk. On the platform, even though the prices are shown in US dollars (USD), it is
possible to pay in Chinese yuan (CNY) and still obtain the Trade Assurance protection
like the orders paid in USD through the website’s payment system, as explained in chapter
2250 By giving the possibility of choosing the CNY as payment currency, makes it
possible, if convenient to the buyer, to avoid the currency risk tied to the fluctuation of
the USD, without having to pay any kind of transaction fee from Alibaba.com?®!. From
the point of view of SMEs wishing to internationalize, avoiding particularly fluctuating

currencies, this can be an important advantage on the financial side.

In conclusion it is safe to say that Alibaba.com has some features that can help Made in

Italy SME:s to internationalize towards China, in particular regarding those aspects where

248 (Alibaba Group, 2020)

249 (Jing Daily, 2019)

250 (Alibaba Group, 2021)

251 Ibidem.

85



the platform has more decisional power such as deciding how to make enterprises
promote their product or giving the possibility to pay in a different currency etc. Of course,
the extent to which Alibaba.com can help a SME largely depends on the situation of the
enterprise itself in terms of tangible and intangible assets. What is certain, in light of all
the above is that the path of internationalization towards China is now getting smoother
due to the various alternatives even for Made in Italy SMEs, that until not so many years

ago could only dream of selling products on the distant Chinese market.
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CONCLUSION

The main aim of this paper is to analyze Alibaba.com as a tool for the internationalization
of Made in Italy SMEs towards China since this kind of SMEs with a more international
view is becoming increasingly popular in Italy. By looking at the analysis conducted in
the chapters above is clear that the whole internationalization process is quite complex
and dynamic since not only every enterprise has its own characteristics in terms of product
sold, turnover, human resources and so on, but also the socio-economic scenario, the
business environment of both the home country and the host country, in this case China,

is very likely to change in the glimpse of an eye.

This complexity and dynamism plus the increasing interest towards China, contributed to
pushing the Italian government to offer customized help for Italian SMEs not only
through its governmental agencies, but also by making deals with Alibaba Group, like the
case of the “Made in Italy pavilion” on Alibaba.com. This initiative, because of its key
points, not only can greatly help Made in Italy SMEs under an economic point of view
but also offers a direct entry on the Chinese market and some tools such as the “UNI
marketing” system, customer service and many more that can help SMEs to actively

conduct their businesses on that market.

However, even though the initiative mentioned above and the features of Alibaba.com
itself can be considered valid options for the Made in Italy SMEs wishing to enter the
Chinese market, it is also important to consider the other side of the medal, in this case
the risks of internationalization towards China and their management. In this sense the
analysis carried out in this paper points out that not only is the internationalization process
risky, but there are some risks embedded in China as a country whose likelihood is very
high and therefore it calls for the implementation of an effective risk management in the

SMEs.

In conclusion, considering the analysis carried out in the chapters above and the outcomes
mentioned here, it is safe to say that Alibaba.com can function as a tool for the
internationalization of the Made in Italy SMEs towards China because it offers practical
tools that go beyond the financial support enterprises can get from the governmental

entities. Basically, in exchange of a membership fee that can be customized according to
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the kind of package of services needed, which in the case of the Made in Italy enterprises
that are listed on the “Made in Italy pavilion” is free for one year, SMEs get the possibility

to enter the Chinese market from a different starting point, a more visible one.

Of course, this paper does not seek to represent a definitive solution for the
internationalization towards China of all kinds of Made in Italy SMEs, because on one
hand it was conceptualized as a starting point for future research on this topic since the
matter and issues analyzed are very recent, and on the other hand as written above the
business, technological and socioeconomic environments of China and Italy are in
continuous development, therefore if it is true that today’s risk can be tomorrow’s
opportunity it is also true that today’s internationalization strategy towards China can be

tomorrow’s barrier.
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