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Abstract 

Taobao is one of the largest online retailing platforms in China, in this work, the 
advantages of C2C platform brought to Taobao, the operation mode of Taobao are 
discussed and the main revenue model structure of Taobao is constructed. The research 
shows that the C2C platform provides flexibility, low barrier to entry and relatively 
lower cost for both consumers and sellers. The operation mode is based on membership 
system while the revenue model mainly consists of payment revenue, service fee, and 
advertising revenue. The revenue model of Taobao provides a representative and 
successful revenue model for the consumer-to-consumer platform. 
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1. Introduction 

With the rapid development of Internet, e-commerce has gradually become an essential 
platform for commercial activities. The consumer-to-consumer platform, which is one type of 
e-commerce platform, has provided abundant advantages for online business. In this paper, 
three main general parts of the revenue structure are concluded while the other parts of 
revenue are not analyzed and discussed, the impact of the C2C platform on Taobao’s operation 
is analyzed as well. The revenue model of Taobao includes advertising revenue, service fee and 
payment revenue. The paper analyzes Taobao’s revenue model to discuss why it achieved its 
success in the C2C platform as well as some potential problems at current stage. 

2. The introduction of C2C platform and its advantages 

2.1. Definition of C2C platform 

C2C platform, also called consumer to consumer, is a business platform that is structured to 
provide consumers the opportunity to trade and buy items from other consumers on a third-
party site. C2C businesses are a type of business model that emerged with e-commerce 
technology and the sharing economy [1]. Online C2C company sites include Craigslist, Etsy, and 
eBay, which sell products or services through a classified or auction system. According to the 
<Report on the development of Chinese retailing industry> published by department of 
business affairs on 2019.8, the percentage increase of year-on-year growth on typical retailing 
sales grew by 4.2% in 2018, while the online retailing revenue surpasses ¥9 trillion, holding a 
year-on-year growth of 23.9%. Therefore, it is an industry that keeps developing and has huge 
consumer base. 

2.2. The advantages of C2C platform 

The first advantage is the flexibility of the platform, which benefits both consumers and sellers. 
[2] Sellers are able to decide the working periods on their own as well as the quantity and 
categories of the products they sell. For the consumers, as long as the server is operating, they 
can purchase all kinds of goods and services at any possible time. 
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Secondly, the seller has low barrier to entry certain platform, which attracts sellers and 
decrease unemployment rate. The cost and initial fund to start and run the business is low and 
the process of starting business is convenient, imposing lower barriers to entry comparing to 
virtual shops. Therefore, few limitations to start business enable more people to get employed 
and thus increases employment.  

Thirdly, certain platform saves cost for both sellers and consumers. Sellers publish the products 
with description and image online, which can be seen by all consumers without barrier. They 
directly communicate to each other and trade goods and services. Such measure reduces 
intermediate cost for both parties of the trade.  

2.3. Network effect on the C2C platform  

The platform attracts buyers and sellers, which can be explained by network effect. As an 
expanding platform, the increasing number of buyers attracts more sellers. Strong competition 
leads to the differentiated products and lower prices of products. Consumers are better-off, 
with a consequence of the increase in the number of consumers. Due to network effect, having 
more buyers benefit other buyers while more users imply more comments and feedbacks on 
products, providing opinions for sellers.[3] Therefore, both consumers and buyers are better-
off due to the C2C platform and the network effect, which greatly increase number of users in 
such platform. [4] 

3. Analysis on Taobao's operation mode 

Taobao has an operation mode based on membership system. If a user signs up the membership 
on Taobao and Alipay (the payment system of Taobao), the user will be able to consume or sell 
products on Taobao. When buyers have the incentive to purchase a certain good on Taobao, 
they can directly communicate with the seller to ask for detailed information. After paying on 
Alipay, capital generated will be froze in the seller’s Alipay account until the consumer receives 
the product. Consumers can choose the logistics company or use the recommended one and 
Taobao offers delivery service. The consumers rate their satisfactory after receiving the 
product, sellers with higher ratings have more business opportunities in the future. Thus, 
certain system acts as a motivation for sellers to offer high-quality service.[5] 

The leading advantages of Taobao's operation mode is that it is fee-free. First, Taobao doesn't 
charge transaction fee from its users, second, the products being sold are new and not used. 
The fee-free system and high-quality products make Taobao popular among Chinese users. 
Chinese domestic market has huge consumer base, Taobao goes to great lengths to capture 
market share and increase consumer loyalty by charging no transaction fee.  

4. General structure of Taobao's revenue model 

Taobao’s revenue mainly consists of three parts, which are advertising revenue, payment 
revenue and service fee. The advertising fee refers to the payment transmitted by the sellers in 
order to establish their advertisements for products on the platform, the service fee refers to 
the rental fee the platform takes from its sellers annually while the payment revenue refers to 
the investment Taobao made from the payment system Alipay. 

4.1. Advertising revenue and its calculation principal 

Advertising revenue is the dominant component of Taobao's revenue model. The prices of 
advertisements vary with their locations and have different calculation principles. 

4.1.1. Diamond booth 

The first type of advertisement is "Diamond Booth", where the charge is based on CPM (cost 
per mille) and CPC (cost per click). Certain advertisement contains both image and description 
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of the seller's product. CPM is a measure of charging basing on per thousand impression, where 
the charge is calculated by "CPM of the next ranking+¥0.1", the display sequence is determined 
by the value of bid in an auction. [6] The bidder with higher value's products is displayed priorly. 
[7] Under the CPC mode, advertisements are displayed freely on websites but has fee for clicks. 
The formula " 𝐶𝑃𝑀 = 𝐶𝑃𝐶 × 𝑒𝑠𝑡𝑖𝑚𝑎𝑡𝑒𝑑 𝐶𝑃𝑅 × 1000"  turns CPM to CPC statistics. In this 
formula, CPC is the bid sellers set on the backstage, while CPR (click through rate) is a historical 

value, given by 
𝑐𝑙𝑖𝑐𝑘

𝑠h𝑜𝑤 𝑐𝑜𝑛𝑡𝑒𝑛𝑡
. Certain advertisement is suitable for selling seasonal products and 

sellers who want to increase the overall sales of all their products. In comparison, the budget of 
CPC measure is controllable, which is suitable for inexperienced sellers while CPM has a wider 
range of positions to display advertisements, which boosts conversion rate but requires skilled 
sellers.  

4.1.2. Clean out treasure to train 

The second type of advertisement is called "clean out treasure to train", which is a kind of 
advertising on the searching page, recommending products according to consumer's 
preferences and the key words the type in. The connection between the key word and the 
product is built through figuring out the similarity of the word and the description of the 
product. The ranking of products on the searching page is decided by auctions as well as the 
formula "𝑏𝑖𝑑 × 𝑞𝑢𝑎𝑙𝑖𝑡𝑦 𝑟𝑎𝑡𝑖𝑛𝑔", while the calculation rule of charging of certain advertisement 

is given by the formula "
𝑇h𝑒 𝑏𝑖𝑑 𝑜𝑓 𝑡h𝑒 𝑛𝑒𝑥𝑡 𝑟𝑎𝑛𝑘𝑖𝑛𝑔′𝑠 × 𝑖𝑡𝑠 𝑞𝑢𝑎𝑙𝑖𝑡𝑦 𝑟𝑎𝑡𝑖𝑛𝑔  

𝑦𝑜𝑢𝑟 𝑞𝑢𝑎𝑙𝑖𝑡𝑦 𝑟𝑎𝑡𝑖𝑛𝑔+0.01¥
", of which the quality rating 

is determined by the platform itself. Since this type of advertisement is only displayed when 
consumers search for certain products, conversion rate will be at a relative higher level. 
Additionally, being established on Taobao and Yahoo China, these advertisements tend to 
attract considerable popularities. However, certain advertisement is beneficial for experience 
sellers who have already formed their own brands and own loyal consumers since the 
requirements of images and contents in the advertisements are strict. 

Therefore, Taobao’s advertising system generates huge amount of revenue by setting up 
different types of advertisements for differentiated sellers, experienced and inexperienced, 
who sell seasonal products or have their own brands. Such strategy ensures the variety and 
number of sellers. Meanwhile, by offering tempting benefits of advertising, including higher 
conversion rate and a surge in the number of buyers, Taobao stimulates its sellers to consume 
on advertising. 

4.1.3. Target advertising 

An important strategy used in Target advertising. Sharing your data improves the quality of the 
search pool and dramatically reduces search cost. Sharing too much data may reveal your 
interest and have an impact on the firm. For example, Taobao recommends the products at the 
very end of the page basing on your usual preferences and the products you bought last time. 
Certain strategy effectively increases consumption of consumers by showing the 
advertisements of their preferable goods. Certain strategy not only attracts consumers to 
increase expenditure, but also provide higher incentives for sellers to advertise and sell 
preferred goods and services to increase revenue.  

4.2. Payment revenue and service fee 

Alipay is the third-party payment application provided by Taobao when the consumers 
purchase goods and services or when the sellers pay their rental fee on the platform. However, 
even if the consumers purchase goods and services on the platform, no extra fee is generated 
form them when transactions are made on the consumers’ side. It’s the sellers who are 
generated extra service fee. Taobao offer loan to sellers on Alipay and generates interest form 
them, which is another source of revenue. The rent of online shops charged annually is the fixed 
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cost for sellers. By using the information and data of sellers, Taobao offers differentiated and 
unique extra service for sellers to make shops more attractive basing on their needs, while extra 
fee is generated through the process. By “decorating” their online shops, more consumers will 
be attracted, which provide the incentives for sellers to pay for such service.  

5. Potential problems and future development 

Although the fee-free strategy enables Taobao to get large market share, but trillions of 
transactions do not generate any revenue, which might be a potential way of development. In 
other words, Taobao might charge its consumers for transaction fee in the future, like Amazon. 
According to  

Advertisement takes too much proportion in Taobao’s revenue model, which is not beneficial 
for the development of company. For another, the high logistic costs due to delivery cross 
regions while the quality of delivery service has remained a serious problem.  

6. Conclusion 

With the development of C2C platform and e-commerce, increasing numbers of consumers 
have been attracted to this platform due to its flexibility, low barrier to entry and the cost-
saving characteristic. As a leading branch in this platform, Taobao’s revenue model mainly 
consists of the advertising revenue, the service fee and the interests generated on its payment 
system Alipay. The potential problems of Taobao at current state include lack of revenue 
generated form transaction and advertisement taking too much proportion in the revenue 
structure, which can be unbeneficial for the sustainable development for Taobao. This paper 
uses Taobao’s example of its way to success in operating in C2C platform, which probably sets 
an example for other firms and branches in this platform and provides a possible structure of 
model to generate revenue in the C2C platform. 
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