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ABSTRACT

Trading platform enterprise is a special kind of firm which emerged
after China’s reform and opening up, such as Yiwu Small Commodity
City, Intime Department Store, Suning Appliance, Alibaba. Such kind
of enterprises have the following characteristics: @) they provided
integrated services with the nature of “quasi-public goods”, in the field
of commerce and trade circulation for supply side and demand side by
tangible or intangible platform, helped to eliminate the uncertainty of the
market; @ they promoted the growth of local industrial cluster and local
service industry, so they were concerned and supported by governments;
@ they were in a typical two-sided market, with characters of significant
economies of scale, economies of scope and economies of network. Their
competitiveness was highly correlated with the platform scale, the
number of customers on the platform, and the degree of interaction
between customers on the platform, Some of them was showing a
monopolistic tendencies; @ their corporate governance process involved
many types of key stakeholders, local government, merchants, and
community may be involved in corporate governance of them, who had
an important impact using their management and decision-making; @ the
merchants on the trading platforms of our country had higher degree of
autonomy for their own marketing activities than their counterparters on
similar  large circulation enterprises in  developed country.
Unfortunately, there was little study for such kind of enterprises which

played the important role of connecting supply and demand in real
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economy, in the background of stimulating domestic demand and
promoting consumption of our country, so it was where the significance
of this paperlied.

As a theoretical study based on a realistic enterprise, this paper
focused on the common features of trading platform enterprises in China.
This paperd escribed the specialnatwe of the trading platform
enterpriseby illustrating * Yiwu Small Commodity City Company’s
development process’, and then put forward the key issues and research
approach. Considering any firm’'s formation, strategy and governance
were essentially institutional issues, because of lacking direct literature
of ‘trading platform enterprise’, the author drew on the analytical
framework proposed by Williamson and collated existing relevant
literature from three theoretical levels, macro-transform, industrial
organization and corporate governance, in order to reinforce the
theoretical basis for the follow-up study.

The first concern of this paper was macro-transition which was the
Chinese context of trading platform enterprise. Adam Smith's theory
pointedout that economic prosperity was promoted jointly by the social
division and commodity exchange. Any region underygoing rapidly
development must be accompanied by a lot of demands for transaction,
‘*Good governments’ needs to provide effective protection for the
occurrence of various types of transactions to promote local economy,
But some governments couldn’t do it because of limited capacity, so it
would be an effective alternative by supporting trading platform
enterprise to provide such protection. China's macro-restructuring was a
process of establishing and improving market order. Trading platform
enterprise not only comply with the market order, but also help to
improve it. The model studies and practical examples presented in this
paper showed that: with the constant improvement of the market order
in our country, for a local government, building or supporing a high-

efficient, low-cost platform was more conducive to promote the local
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economy than exclusively leveraging on the manufacture advantages,
which also explained the local government's policy of supporting the
trading platform. However, the rapid growth of trading platform
enterprise couldn’t sustain only by the local government’s support. Over
the last decade, some non-state-owned trading platform enterprises,
such as, Suning Appliance, and Alibaba, grew even faster than state-
owned platform enterprises, so this phenomenon required us to study
their strategy using the theories of industrial organization.

Secondly, this paper studied the strategic issues of trading platform
enterprises in the framework of industrial organization. ‘Monopoly’ was
a market structure pursued by any enterprises if without constraints of
government regulation. A few trading platform enterprises developed
towards natural monopoly because of the combined effect of economies of
scale, economies of scope and economies of network, and other factors in
the information society. On the other hand, the human factors induding
local government protection and consumer market differentiation lead to
that some trading platform enterprises’ market power are segmented and
enhanced regionally, and formed the market structure of ¢ local
monopoly’. The analysis of the two-sided market structure showed that
the “dumbbell-shaped” distribution of firms in the industrial chain helped
trading platform enterprises to implement specific behavioral strategies
for longitudinal control, which included asymmetric pricing structure,
dynamic subsidy policy and platform Union. Further model study proved
that trading platform enterprise was characterized by self-reinforcement
between monopoly and monopolistic behavior, and competition between
platform enterprises would lead to the situation of ‘the bigger getting
stronger ’. Trading platform would inevitably choose an expansion
strategy to enhance its market forces, thus resolving the conflicts among
different stakeholders in the process of rapid development of trading
platform enterprises became a new problem. So it required studying

corporate governance of them by using the theory of stakeholder.



| BEBRFTEESCVHAER. BRS5ASREME | /004

Thirdly, this paper studied the corporate governance issues of
trading platform enterprise from the perspective of stakeholders. The
results of survey and questionnaire showed that the corporate governance
of trading platform enterprise was related to more key stakeholders who
had significant impact on business affairs and decision-making than most
manufacturing enterprisesdid. The author proposed the reason of this
phenomenon as this; the Sharehdders have multiple Tdentities, for
example, a local government surly was the administrative authoritys of
this enterprise, but also may be the controlling shareholder of it. The
similar situation also happened to merchants, commercial creditors, and
even communities and other kinds of stakeholders. Based on the above
judgment, this paper analyzed the interest appeals of stakeholders those
who have two or more identities, as well as their impact on corporate
governance. At different development stages of trading platform
enterprise in China, the stakeholders who provided the scarcest
resources for an enterprise would be given more control rights in
corporate governance. 1he model of merchants collective control, local
government control and internal managers control were three
successively management model of corporate governance which reflected
the evolution logic of corporate control of our country’s trading platform
enterprise. |

Finally, this paper proposed countermeasures for governments and
enterprises based on the above theoretical study. The conclusion of
strategy study showed that, the trading platform enterprise would
develop towards monopoly with effects of monopoly elements in a two-
sided market, so it made author tofocus on countermeasures of forming
effective competition structure which was the fundamental mission of the
theory of industrial organization. Trading platform had strong economies
of scale, economies of scope and economies of network, and it was hard
to eliminate its monopoly power directly without decreasing it efficiency.

So the author suggested four modes of government regulation from the
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view of importing competitive forces: port access regulation, scope of
business regulation, network interworking regulation and co-investment
regulation. The corporate governance study concluded that the identities
of stakeholders of trading platform enterprises were a very specid group,
which led to some conflicts between their corporate governance and the
general framework of corporate governance structure which were framed
by the existing Company L.aw and other laws and regulations in China.
To improve the corporate governance of such special enterprises, the
author suggested some advices, such as giving ‘minority shareholders
veto’ to local government, adopting the ‘virtual appointment policy’
among merchants, appointing “ external auditors’ for creditors, and

establishing the Social Responsibility Committee for the community.
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