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Is it the end of Chinese
tech titans’ heyday?

Domestic regulations and US sanctions mean that major Internet firms will have to restructure
or rebuild their business models to ensure long-term stable growth from now on. BY XU LE

HE Alibaba Group received a record

US$2.8 billion fine from China’s anti-

monopoly regulator, its State Admin-

istration for Market Regulation

(SAMR) said on April 10, as a result of
an anti-monopoly investigation. The tech giant
said it accepted the penalty “with sincerity”. This
indicates that the anti-monopoly probe into the
group, which started from December 2020, has
drawn to a close.

Alibaba chief executive officer Daniel Zhang
said it would introduce new measures to lower
barriers to entry and take actions to gradually re-
duce merchants’ operational costs on its plat-
forms, ensuring the fairness of trading and com-
petition and promoting the sound development
of Internet platform economies.

Meanwhile, Alibaba’s stock price experienced a
rally and shot up more than 9 per cent two days
after the fine announcement, achieving the
biggest one-day gain in four years. Morgan Stan-
ley mentioned that the fine lifted a major over-
hang on the group and shifted the market’s atten-
tion back to fundamentals.

While the US$2.8 billion fine is the largest pen-
alty meted out by China’s regulators, it is worth
only 4 per cent of Alibaba's domestic revenue in
2019. It is not expected to have any material im-
pact on its business.

However, the antitrust case is a warning to ma-
jor Chinese Internet firms such as Pinduoduo, JD,
Kuaishou Technology and Tencent. Those that
fail to address misconduct will be “severely pun-
ished”, SAMR said.

In addition to domestic regulations, China’s
tech companies will have to face relentless sanc-
tions from the United States. Some Chinese tech
companies have been blacklisted in the latest es-
calation between the world’s two top economies.
Will this combination of factors lead to a slow-
down in China’s tech and Internet sectors?

END OF WILD GROWTH

Over the past two decades, Chinese tech compan-
ies, such as Alibaba and Tencent, have grown up
to multi-billion dollar empires. Alibaba has diver-
sified its core e-commerce business into the
healthcare, e-payment, entertainment and cloud
computing areas. Tencent, which is known for
WeChat, is the world’s largest video game com-
pany in terms of revenue.

Furthermore, the tech titans have extensively
invested in Chinese and overseas startups, such
as those in the fields of social media, entertain-
ment and electric vehicles. With their business ex-
pansion, the market powers of these companies
have become larger, influencing every aspect of
Chinese life.

They started squeezing out rivals by asking
merchants to “choose one out of two", which
means online merchants can pick only one plat-
form as their exclusive distribution channel. This
long-term practice of abusing market power has
drawn the Chinese government's attention.

Considering the potential of the tech giants in
abusing customers’ personal data and privacy as
technology services continue to expand, the gov-
ernment took action to rein in their powers.

Along with the published draft version of the
Personal Information Protection Law (PIPL), new
anti-monopoly guidelines were released in Febru-
ary, putting new pressure on China’s tech giants.

Besides meting out the fine to Alibaba, regulat-
ors summoned 34 companies — including Pin-
duoduo, JD, Kuaishou, Bilibili and Didi - on
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Alibaba’s antitrust case is a warning to China's major Internet companies. Those that fail to
address misconduct will be “severely punished”, the government regulator says. PHOTO: AFP

April 13 to conduct a “comprehensive self-inspec-
tion” within a month. This undoubtedly signals
that the days of tech companies “growing up in
the wild” are gone.

China tech companies will have to develop
their business models under strict government
control. Their compliance costs, which include
expenses to adhere to government regulations,
will be much higher than before, slowing down
the speed of their business expansion.

DOMESTIC RIVALRY

Even before the anti-monopoly probe into
Alibaba, the company had to face threats from
the rapid growth of other platforms. For ex-
ample, the fastest growing e-commerce startup
in China’s history is Pinduoduo, which has hun-
dreds of millions of monthly users, a figure only
second to Alibaba’s.

Now, the removal of the “choose one out of
two” practice is going to accelerate competition
among the e-commerce companies. This intens-
ive competition will lower their profit margin. On
one hand, they will compete for merchants by
lowering their service charge. On the other hand,
they need to improve their service quality to en-
sure a fair business environment. Therefore, com-
panies’ profit margins are not expected to in-
crease exponentially as they did before.

RESTRICTED GLOBALISATION

Besides intensive domestic competition, China’s
tech firms are also facing tougher external busi-
ness environments. Last year, the US announced
a sweeping ban on transactions with Tencent and
ByteDance, citing national security threats.
Recently, Global Times reported that the Bur-
eau of Industry and Security (BIS), an agency of
the US Department of Commerce, has added
seven Chinese supercomputing firms to the sanc-
tions list for allegedly conducting activities that
are contrary to US national security or foreign
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policy interests.

Fortunately, Alibaba, Baidu and Tencent have
been spared from the US investor blacklist in
January. But more Chinese multinational firms,
such as China Telecom, China Mobile and smart-
phone maker Huawei, have been barred from
American investment because they are “owned or
controlled by the Chinese military”.

Investors’ confidence has been shaken. Some
investors are worried that any change in US
policy will trigger widespread sell-offs of blacklis-
ted firms. Such policy uncertainty and investors’
concerns will slow down the process of globalisa-
tion for many of China’s tech giants.

HUGE CHALLENGE

“The conclusion of investigation and Alibaba’s de-
cision to waiveits right to appeal, or hold a public
hearing, suggest that the company wanted to
move forward to rebuilding business operation,”
said a team of Citi analysts led by Alicia Yap. But
Alibaba is still subject to inquiries from regulat-
ors on mergers, acquisitions and strategic invest-
ments as part of a review process.

Alibaba, along with other big platform com-
panies, will be facing a huge challenge brought
about by the change in policy. The penalty serves
to put companies like Alibaba on notice. It demon-
strates the Chinese government's determination
to crack down on anti-competitive behaviour, es-
pecially among powerful companies.

According to a Reuters report, the govern-
ment watchdog plans to add about 20 to 30 staff
to its current antitrust workforce of about 40
staff. [t also plans to delegate some power in mon-
itoring cases to its local bureaux. Chinese firms
will have to restructure or even rebuild their busi-
ness models to ensure long-term stable and con-
tinued growth from now on. THINKCHINA
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