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I. INTRODUCTION 
 
One of the most crucial decisions of market 
expansion is the choice of entry mode. It affects not 
only the level of commitment in the new market, but 
also sets the limits of control in the market of entry. 
This article explores some of the barriers that foreign 
companies face in the Chinese markets when offering 
their products or services through cross-border e-
commerce and e-marketing channels.  
The first section deals with the literature that 
summarizes the general topic of entry modes. More 
specifically, it explores online entry mode and the 
types of companies that choose it. Secondly, a 
summary of literary findings are given for entry mode 
choices in the Chinese market. The main portion of 
primary information gathering includes two years’ 
worth of observation by the researcher based on field 
work completed in the Chinese e-marketing sphere. 
Based on these observations, the author describes 
different online entry methods available in the 
Chinese market; next, the author identifies potential 
problems that foreign companies face when choosing 
just one low-commitment market entry mode, such as 
the online entry.  In conclusion, comparisons are 
drawn between the author’s observations and existing 
literature on the topic. 
 
II. LITERATURE REVIEW 
 
2.1. Entry Modes 
“Entry mode” is defined as the degree of starting 
investment in the foreign markets [1]. One of the 
most common methods of categorizing an entry mode 
is to classify the level of commitment from low to 
high. Exporting, for example, is considered a low-
commitment entry mode; companies can exit the 
market without significant financial losses and 
difficulty, simply by cutting the export channel. 
Licensing, franchising, and joint ventures are 
characterized as mid-level commitment entry modes 
since business owners can share risks with their local 

partners in the foreign market. However, owners of 
franchises and joint ventures are unable to exit the 
market as easily as in the case of exporting firms. 
Finally, the highest commitment level is reserved for 
wholly-owned subsidiaries formed around Foreign 
Direct Investments (FDI). These companies retain 
full control over their business activities in the 
foreign market, yet they also retain the highest risks 
associated with failures or market exits [2]. 
It is argued that the moment a company’s website 
goes live, it has already entered the global market. 
Thus, customers based around the world can make 
purchases during every minute of every day [3]. 
Moreover, companies can already engage in targeting 
specific markets while building the website, and 
subsequently through its optimization and promotion 
[4]. The Internet has also enabled many companies, 
especially SMEs, to seek non-equity entry modes, 
thus bypassing more resource-heavy entry modes of 
joint ventures and FDIs [3]. Contrary to this, some 
research findings suggest that electronic marketing as 
the sole entry mode is a limited market penetration 
strategy and cannot fully engage the whole sales 
potential of a new market [5]. Nevertheless, more 
recent studies reveal that online entry mode can 
contribute to faster internationalization in distant 
markets [6]. 
The rapid internationalization of many companies, 
especially those designed for service and Internet 
industries, has introduced a new term in international 
marketing literature: “born global companies”. These 
companies engage in business at an international 
level at either the exact or nearly exact moment of 
their founding [7]. Those firms tend not to follow the 
internationalization practices that are well-known in 
academic literature [8]. Steve Blank is famous for 
coining the expression “Born Global or Die Local” 
which is quite suitable for technology-based 
companies, who simultaneously pursue both 
globalization and innovation [9] [10].           
Through the entry mode of electronic marketing, 
companies can explore the new market while 
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compiling valuable information about demand, 
competition, and success factors before deciding to 
venture into entry modes requiring a higher 
commitment level. In addition to Born Global 
companies the lean start-up approach is another 
method shown to accelerate the internationalization 
process. The proponents of lean start-up believe that a 
product should be deployed to the market at an early 
stage of development, in order to test and gather 
customer feedback that will in turn enable its further 
development [11]. This is also true about market 
expansion; firms can take less risky and less 
expensive market entry strategies in the early stages 
of the company in order to test the market and assess 
the level of further resource commitment. Thus 
companies can minimize the risk of bigger failures in 
the market in comparison to more full-scale entry 
strategies that may encounter a lack of demand in the 
product or service. Through the lean start-up 
approach, companies can also discover the necessary 
extent of standardization and adaptation of each 
element of the marketing mix at an early stage, thus 
moving through the necessary actions of adaptation 
prior to a higher commitment of market entry. This is 
especially true for companies that trade online goods 
or deliver services online. 
Since the introduction of the Internet, a new type of 
product has entered the market, often termed “online 
goods”. As a result, goods can be partially or fully 
digitalized and distributed through electronic 
networks [12]. Very few empirical studies have been 
conducted to examine different entry modes chosen 
by e-commerce firms. Moreover, most of these 
studies have been heavily focused on global Internet 
companies [13]. From the small number of previous 
studies, it could be deduced that smaller and medium 
e-commerce firms tend not to set up subsidiaries in 
the market, but rather choose to directly export 
through sales agents and engage in partnerships with 
local firms for various consultancy services [14].    
According to General Agreement on Trade in 
Services (GATS), there are four types of services 
based on their modes of supply: Cross-Border 
Supply, Consumption Abroad, Commercial Presence, 
and Presence of Natural Persons. From this list, it is 
clearly evident that two of these types of services 
(Cross-Border Supply and Consumption Abroad) do 
not require a physical presence in the foreign country 
[15]. Consumption Abroad services can include 
inbound tourism, real estate sales, study abroad 
programs, investment opportunities, health and 
medical services abroad, and other special services 
which require the consumer to move to a different 
country. Cross-Border Supply services deliver 
knowledge-based products such as online education, 
financial services, and a wide variety of consultancy 
services in a foreign country through means of 
telecommunication and the Internet.  
In summary, there are certain types of businesses 
which don’t need to engage in high-commitment 

entry modes. Cross-Border Supply and Consumption 
Abroad service companies are both examples of such 
businesses. At the same time, with Lean Startup and 
Born Global companies, international marketing 
displays patterns of internationalization that do not 
reflect the traditional methods. These companies 
quite often expand through online methods. Though 
increasing numbers of companies are currently 
exploring online entry mode as their main market 
entry strategy, the literature on online entry mode is 
scarce. However, companies may uncover obstacles 
even in the case of online entry mode. One of the 
reasons for the obstacles may be the factor of the host 
country, which is explored in the next section. 
 
2.2. China’s role as the host country 
It has widely been accepted that the host country 
plays a significant role for a company choosing an 
entry mode. Country-specific regulations and 
relationships with foreign investors can, indeed, 
influence the choice of entry mode [16].  
Government interventions in business activities, 
limited information on activities supportive of 
businesses, institutional problems in contract 
enforcement, and limited economic liberalization 
policies have all been stated as obstacles for foreign 
businesses operating in emerging markets such as 
China [17]. If a host country has more experience 
with FDIs, it is more likely that foreign investors 
would choose higher commitment entry modes [17].  
Following the economic reforms of the 1980s, many 
foreign companies started forming joint ventures with 
local Chinese firms. The Chinese government’s 
mandate required only this mode of entry for 
international companies. However, after China joined 
WTO, it eased its FDI policies and allowed foreign 
businesses to set up wholly-owned subsidiaries. Ever 
since then, the market has witnessed a decline of joint 
ventures and a sharp increase in the number of 
wholly-owned subsidiaries [18].  
It should be noted that in some industries, such as 
automobile and steel, China still imposes the 
requirement of forming a joint venture, which is 
mainly targeted at developing local industries through 
the transfer of technology from foreign firms 
[18][23]. Thus, while earlier entries came in joint 
ventures, from the beginning of the year 2000, on 
average 60% of market entries were wholly-owned 
subsidiaries. In 2005 alone, it is calculated that China 
received $1 billion of weekly foreign direct 
investments [19]. In that same year, the ratio between 
FDIs and joint ventures in China was nearly three to 
one [20]. China has since been considered one of the 
most attractive recipients of FDI in the world [21]. It 
has also been reported that wholly-owned subsidiaries 
reach the break-even point faster and have higher 
business profitability levels compared to joint 
ventures in China [22]. However, almost half of those 
FDI shares came from Hong Kong, Macao, and 
Taiwan; in these regions, the majority of the 
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companies operating as FDIs are represented by 
ethnic Chinese firms [23].  
This systemic issue in reporting has led to a lot of 
debate regarding whether or not the FDIs from these 
regions should be considered as authentic FDIs. 
Considering various tax benefits and other legal 
advantages, it is believed that a substantial portion of 
FDIs from Hong Kong, Macao, and Taiwan should be 
considered as “round-trip FDI”; this term means that, 
prior to importing the direct investment, it was first 
exported from China [24]. For example, Lenovo, 
which is widely considered as China’s most 
successful personal computer manufacturing 
company, is actually legally incorporated in Hong 
Kong [23]. In summary, China has moved through 
various stages in attracting investors: from requiring 
only joint ventures, to allowing wholly-owned 
subsidiaries, to finally encouraging the latter [17]. 
Researchers state that although the new regulatory 
changes of the Chinese government have stimulated 
FDIs and have facilitated market entry to a certain 
degree, China still has an influential role as a host 
country of investments [25][26]. Due to its size, 
market complexity, and government interventions in 
business, it’s still largely considered a challenging 
path of internationalization for firms [27]. According 
to the World Bank’s annual Doing Business 2016 
report, The Ease of Starting a Business in China is 
ranked 136 out of 189 countries [28]. By contrast, 
Johnson’s study on success factors resulting from 
entry modes in China found that more restricted and 
closed markets can actually bring higher success 
rates. The study further associated this finding with 
higher levels of competition that can result from more 
market openness [19]. Thus, market openness is like a 
double-edged sword.     
Ulrich and Boyd’s study found that more than 50% of 
Danish exporting SMEs chose exporting as their main 
entry mode in China [29]. Their market presence in 
China came through direct sales, online sales, and 
sales through agents and distributors. However, in 
comparison to other BRIC countries, China’s 
percentage of direct and indirect exports lagged 
behind [29]. Added to that, Johnson’s study finding 
suggested that higher commitment entry modes in 
China have higher success rates. Thus, low-control 
entry modes related to the entry barriers of the host 
country do not always result in higher rates of success 
[19].  
These same findings were supported by another 
recent empirical study by Holtbrügge which 
concluded that higher value-added business activities 
carried out in BRIC countries, especially in China, 
would result in greater success [21]. However, the 
same study also states the difficulty for SMEs to 
commit to such high investment strategies in 
emerging markets. The Holtbrügge study, conducted 
on Western manufacturers in China, found that 
companies more often prefer high-risk and high-
return entry modes in case of growing economies 

[21]. Information exchange through online trade has 
been stated as an efficient way to reduce the psychic 
distance between the home and host markets [19][21].  
Thus, companies don’t necessarily follow the step-
by-step approach of starting with a lower 
commitment entry mode, and then moving to more 
resource-committing entry modes, to obtain more 
information that reduces uncertainty and risks which 
is known as the traditional Uppsala model [30]. 
Johnson’s research, which was based on historical 
data analysis in China for a period of almost three 
decades, also revealed a quite surprising pattern: 
smaller firms entering the Chinese market tended to 
be more successful than bigger and much more 
famous companies [19]. It is believed that smaller 
firms are more flexible and tend to adapt more easily 
in ever-changing emerging markets like China [31]. 
 
III. OBSERVATIONS OF BARRIERS FOR 
ONLINE MARKET ENTRY IN CHINA 
 
3.1. Introduction  
The author has been involved in marketing 
consultancy activities for foreign companies in China 
through his agreement with a Canadian-Chinese 
marketing agency called Nanjing Marketing Group, 
which offers various Chinese online marketing 
services for foreign businesses. Throughout two years 
of field work, the author has reviewed over 800 
emails including inquiries and requests for marketing 
services by foreign companies. The author has 
maintained longer and more in-depth 
communications with over 100 executives of these 
foreign businesses. The companies came from a 
global audience, from the countries (primarily North 
America, Europe, and Australia) to the panoply of 
industries. Some had already entered the Chinese 
market, whereas others were still planning to do so. 
However, each company retained one common 
denominator: demand for online marketing services 
in China. In the following paragraphs, the author will 
summarize the main online entry modes available in 
the Chinese market. The author will present his 
insights about obstacles that foreign firms face in 
China for online entry. The nature of the observations 
is descriptive and largely based on the inductive 
approach.  
  
3.2. Online entry choices and the resulting obstacles 
for foreign companies lacking a Chinese business 
license 
There are two main channels of online entry into 
China: 
1. Company website 
2. Chinese E-commerce marketplace.   
 
Entering a foreign market with a stand-alone website 
is generally accepted as the quickest and 
comparatively least resource-requiring online entry 
mode. Companies who utilize this method of entry 
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into China should consider two very important 
factors: language and website speed. Language 
adaptation is one of the first steps of marketing mix 
adaptation, especially within an online context. 
China’s official language is Mandarin Chinese, and 
the English language is not widely spoken in the 
country. Thus, businesses attempting to enter China 
online without the addition of language adaptation are 
cutting large audience segments out of their 
communications. 
Slow website speed is another problem that may 
occur during attempts to target Chinese consumers. 
Websites hosted outside of China are reported to load 
more slowly than those hosted inside China. Also, 
empirical evidence shows that increasing the 
geographical distance between China and the hosting 
location of the website creates an increasingly slower 
load time in China [32]. By comparison, for example, 
a website hosted in Hong Kong or South Korea 
would perform faster than a website hosted in Europe 
or, especially, in the USA. “The Great Firewall” is 
the term for the Chinese government’s cyber system 
that monitors all foreign websites, and may even 
restrict access due to security or media content issues 
[32].  
Recent evidence suggests that there are a few 
solutions to speed up a website’s performance in 
China; hosting the Chinese website in Hong Kong 
and cloning the website’s content on nearby servers 
of Content Delivery Networks (CDN) have proven to 
be the two most efficient methods, considering their 
lower resource requirements [33]. While solutions do 
exist and can overcome the issue of poor website 
speed in China, this is another obstacle faced by 
companies who use low-resource commitment entry 
modes to enter China. 
While considering all of these potential problems 
related to website speed, it may seem like a better 
option to explore hosting solutions inside China. 
However, foreign companies face another obstacle 
related to hosting requirements in China. In order to 
host a website in China, a company must obtain an 
Internet Content Provider (ICP) license. However, 
ICP licenses are granted only to companies who are 
legally incorporated in China [34]. Thus, in order to 
host the website in China, a foreign company must 
choose a more full-scale entry mode, such as creating 
a joint venture, a wholly-owned subsidiary, or a 
representative office. Thus, it may seem that 
considering an entry through online marketplace 
could be a better option. However, it has its pros and 
cons as well. 
The boom of C2C e-commerce platform of Taobao 
followed by B2C-oriented TMall has since turned 
them into a gateway to entering the Chinese market. 
However, until 2014, foreign firms were still required 
to obtain a Chinese business license in order to open 
stores on TMall; otherwise, they would need to 
choose Taobao. Only after the launch of TMall 
Global, Alibaba’s cross-border e-commerce platform, 

foreign brands could set up stores and start selling to 
China without the necessity of a Chinese business 
license [35]. However, there were many problems 
related to order fulfillment, delays caused by customs 
inspections, difficulties of product return logistics, 
and lack of visibility compared to TMall; these 
problems have suggested that TMall Global still lags 
behind as a single entry mode channel in the absence 
of any legal presence or warehousing solution. 
Setting up an order fulfillment center in China has 
been reported to have a positive effect on trading 
more efficiently across the border [36].  
After the launch of TMall Global, another Chinese 
leading tech giant Tencent also opened up its cross-
border trading gateway for foreign firms [37]. Before 
the move in 2015, foreign companies needed to 
supply a Chinese business license in order to set up 
stores on Tencent’s popular WeChat platform. 
However, since 2015, foreign cross-border trading 
companies could set up m-commerce stores on 
WeChat without the requirement of a Chinese 
business license. The facilitation of cross-border 
trading suggests that China is gradually inclining 
towards more economic liberalization. 
It is worth noting that both TMall and TMall Global 
are largely focused on product sales. Although both 
TMall and Taobao offer a variety of services such as 
travel packages and ticket sales, the platforms are 
mainly designed and used for product sales and 
delivery. However, as it has been suggested earlier, 
TMall Global is generally not a suitable entry mode 
for a low-commitment option. Thus, from already 
limited choices of online entry modes in China, 
service businesses have an even narrower scope. 
Below is a list of the most frequent inquiries that 
Nanjing Marketing Group would receive from 
potential clients. The list is presented in a decreasing 
order of frequency of the inquiry: 
1. Baidu account setup and management 
2. Chinese social media marketing  
a. WeChat account setup 
b. WeChat campaign management 
c. Weibo campaign management 
3. Chinese language content and translation 
4. Chinese brand-name creation 
5. Website hosting solutions 
All of the above-listed services represent various 
problems and needs that foreign firms encounter and 
usually cannot solve through their internal resources; 
subsequently, the companies start looking for external 
assistance. The reasons underlying their lack of 
ability are related to a variety of causes such as the 
complexity of advertising landscape and market 
infrastructure in China, as well as linguistic and 
cultural differences in communication.  
The role of search engines and social media platforms 
are one part of social and political restrictions that 
influence a company’s internationalization in a given 
market [38]. The ban of the world top search engine 
Google and social media platforms like Facebook, 

http://iraj.in


International Journal of Management and Applied Science, ISSN: 2394-7926                                                 Volume-3, Issue-4, Aprl.-2017 
http://iraj.in 

Observations on The Obstacles of Online Entry Mode for Foreign Companies Expanding to China 
 

44 

Twitter, and YouTube (another Google product) has 
led to a tremendous popularity in local Chinese 
players. Baidu is the country’s main search engine, 
WeChat and Weibo are the leading social media 
platforms, and YouKu and Tudou are the most 
popular video sharing platforms. This move has 
caused another entry barrier for foreign firms who 
would need localized knowledge surrounding those 
new marketing dimensions. Moreover, marketing 
departments would be unable to manage global online 
marketing campaigns in a centralized form, as China 
is left out. These obstacles have led to an increase in 
partnerships and outsourcing deals of marketing 
services into China.  
Foreign companies have reported that opening an 
advertising account on Chinese social media 
platforms and search engines is a complex procedure. 
The majority of these companies don’t succeed in 
their attempts to make a connection through direct 
communication with the platform owners. On Baidu, 
for example, foreign companies cannot open 
advertising accounts on their own. By comparison, 
companies and individuals can easily open 
advertising accounts on Google. However, Baidu 
requires a Certificate of Incorporation and possibly 
other industry-specific certificates, which require 
translation into Chinese. Moreover, the account 
cannot be set up directly with Baidu by the foreign 
company itself. Baidu works with a network of 
media-selling companies who are authorized to 
handle applications of Baidu advertising account 
setup [39].  
Considering the fact that not every foreign business 
can enjoy the benefits of adding a native Chinese 
speaker to the team, it is well understood that foreign 
businesses can encounter obstacles from the moment 
of creating a Chinese language website to 
establishing an online presence, managing advertising 
campaigns on search engines and social media 
platforms, and finally dealing with customer 
inquiries. 
 
CONCLUSIONS 
 
There is probably no right or wrong entry mode for a 
business in China; various factors determine the 
choice of market entry strategy. The low commitment 
modes have the advantage of lower risks and lower 
investments; however, there are also limited 
opportunities and control levels in the market.  
Recent and previously noted literature suggests that 
companies with high-commitment entry modes show 
higher success rates in China, especially the SMEs 
who prove to be more flexible to adapt in the new 
market. This insight aligns with the observations of 
the author. Companies who choose low-commitment 
entry modes, such as online entry or strategic 
alliance, constantly encounter obstacles in the market. 
These obstacles can appear in simpler tasks (i.e. 
finding hosting solutions in China or opening 

accounts on e-commerce websites, search engines, 
and social media platforms), as well as in more 
complex tasks (i.e. managing multi-channel 
marketing campaigns or engaging in customer 
support activities). 
The literature is scarce on the topic of entry modes of 
online service companies, especially those entering 
the Chinese market. Born Global, Consumption 
Abroad, and Cross-Border Supply types of service 
companies are mostly left out of the academic scope. 
However, these companies are famous for choosing 
online entry modes and strategic alliances to 
penetrate new markets. Thus, it would be interesting 
to gather information about their marketing mix 
strategies, performance, and challenges in the 
Chinese market.  
Cross-border e-commerce in China is still considered 
to have a low Return on Investment due to high 
operational costs and order fulfillment difficulties. 
Within the company website sales vs. e-commerce 
marketplace debate, industry experts suggest the 
marketplace as a better option, due to its high volume 
of transactions and many other operational benefits.  
Based on the existing literature and the author’s 
observations in the field of e-marketing in China, it is 
suggested that online entry mode as a single choice of 
market entry strategy is an insufficient strategy for 
foreign firms to fully engage in sales and customer 
acquisition activities. Obstacles emerge from the 
market entry point to subsequent business operations. 
Differences in culture and customer perceptions, 
government regulations, and entry barriers imposed 
by advertising platform owners all encourage the 
necessity for either forming strong strategic alliances 
or reducing the physical distance by forming a 
representative office or another form of legal entity in 
the country. 
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