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ABSTRACT 

This exploratory study investigated the marketing transformation of typical Chinese 

manufacturing SME in the changing environment during last decades. The authors 

empirically studied the marketing perception and practice of Jiangsu Lugang Science and 

Technology Co. Ltd during three strategic orientation periods. Earlier studies and models 

have been adapted to describe concrete changing marketing practice according to the 

context of Chinese manufacturing SMEs. Interviews were conducted from CEO and other 

employees within the sales department which in charge of the marketing activities of the 

company. Empirical findings are illustrated the situation that how a company's marketing 

performances were and how its performance nowadays. Significant differences have been 

found between the company’s different situations, completing the transformation model 

of SMEs from product and production orientation toward market orientation and brand 

orientation. Detailed transformation process is analyzed and implication for future 

research is discussed later. 
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1. INTRODUCTION 

1.1 Background 

Since 1978, a series of reform and open-up policies aiming at switching China to a 

socialist market economy have been adopted. This provided a wonderful opportunity for 

private firms to participate in the development of country's economy. During the 

transition, the Chinese government decentralized much fiscal power to enterprises, but 

most market activities and some of the enterprises were still under strong control. Thus, 

besides the environmental factors in the market, institutional determinants can also bring 

huge influence on enterprises’ behaviors and performances (Li, 1998). Also, the planned 

economy and the shortage of products had rooted a "production concept" into Chinese 

enterprises for long (Wei, 1995). Jiangsu Lugang Science and Technology Co. Ltd 

(Lugang), a private-owned manufacturing SME (Small and Medium Enterprises), was 

founded in reform and open-up times and accordingly experienced a series of external 

and internal transition for example ownership change and corporate restructuring.  

When the global economy was in a period of recession, China still keeps its GDP 

growing over a rate of 8% annually even after 2009. With ongoing structural 

transformation, economic liberalization, and institutional transition, China seems well on 

its transition path from a central-planned economy to a market economy after decades 

(Lin and Wang, 2008). This transformation is not only reflected in policy change but also 

in the expansion of productivity (Bernanke, 2006). In this promising Chinese market, 

Lugang embraced its IPO in March 2011. It seems to attribute the development of 

Lugang to the positive effect and impact of Chinese economy transformation on native 

manufacturers. However, the cruel reality was this: only in the year of 2009, about 20 

percent of SMEs in China were on the edge of bankruptcy, and 8 percent went bankrupt 

affected by global economy. SMEs in China are also in a weaker position than state-run 

rivals in terms of accessing resources and favorable policies (Sainsbury, 2010).  

At the end of 2010, China had 10.3 million registered enterprises, among which SMEs 

accounted for more than 99 percent. Besides, more than 60 percent of the nation's GDP 

was contributed by SMEs according to the report from NPC (National People’s 

Congress). On one hand, manufacturing SMEs are facing the pressure from macro 

business environment, such as tight money, raising raw material price and labor cost, and 

high operation cost. One the other hand, they have to cope with the problems from 

manufacturing industry, such as corporate restructuring, low productivity, outdated 

equipment and technology (Qu, 2011). All these have urged on the process of 

transformation and more competitive strategic orientation for SMEs’ survival.  
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There have been many discussions about how SMEs transform to accommodate tough 

market environment. For example, manufacturing SMEs should switch their strategy 

from low-cost to differentiation, refocus on core business and improve its 

competitiveness, change traditional family-owned management style and corporate 

culture, etc (Gu, 2012). The authors found that the understanding of market and 

customers was one of the main factors which drive the survival and development of 

SMEs. 

It is widely accepted that small firms have different characteristics from larger companies. 

The factors are not only the size but also respective objectives, management style and 

marketing (Mendham and Bannock, 1982). Tesar (1976) offers research evidence that 

small firms that plan for market development have a broader orientation, and are 

concerned with fundamental concepts such as new product development, efficient 

marketing techniques, and dynamic sales forces. Siu et al. (2001, 2000; 1999a) conducted 

a series of marketing study to exam the SMEs’ marketing performance in Hong Kong and 

mainland China, and found that Chinese SMEs had lower marketing performance 

compared to Western ones. Sometimes, because of the different cultural environment, 

some marketing activities were practiced or transformed into other type with Chinese 

characteristics. However, there had been few researches conducted to study how SMEs 

practice their daily business in terms of marketing (Baker, 2002). 

In this thesis, the authors narrow down the perspective of transformation into marketing 

based on the previous knowledge. Transformation can be conceptualized as different 

marketing perception and performance in three different strategic orientation periods, 

product and production orientation period, market orientation period and brand 

orientation period. By considering the practical case that Lugang survives in promising 

but also tough Chinese market, the authors are curious to further explore their marketing 

transformation process. Therefore, the thesis will investigate and analyze Lugang’s 

marketing perception and performance in three different strategic orientation periods.  

1.2 Research Question  

Based on the considerations outlined in the background discussion the primary aim of 

this Master Thesis is to describe:  

How does Lugang, a Chinese manufacturing SME, adapt to the changing market and 

transform from a marketing perspective?  

The conceptual framework is based on marketing perception and practice in three 

strategic orientation periods. 
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1.3 Research Purpose and Contribution 

As global factory, China is known for producing low-end goods or assembling gadgets 

together. Product homogeneity and low technical content are main issues in Chinese 

manufacturing industry which greatly challenge the survival of SMEs. Lugang as a listed 

manufacturer can probably provide valuable instructions to other manufacturing SMEs 

who also want to have long-run development in Chinese market. This study is aiming at 

investigating the development of Lugang’s marketing perception and practice with the 

opening up of Chinese market and the reforming of Chinese economy and contributing to 

a richer understanding on how Chinese manufacturing SMEs adapt to local market 

through marketing transformation. 

1.4 Thesis Disposition 

The reminder of this thesis is structured as follows. Firstly, literature review about SME, 

marketing and relevant contents, based on which an analytical framework is proposed in 

the end. The second part, methodology, gives the details of preparation and 

implementation of research, the measures to assure credibility and validity, the process of 

collecting data, and also the limitations of the study. The third part is empirical finding, 

which is divided into company history and business situation now two parts. After that is 

the analysis of empirical finding, during which the posed framework will be based on and 

inspected. Finally, the authors present the executive summary of the whole essay and 

some suggestions for further research are presented. Lastly, limitations of the study 

results is discussed  
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2. LITERATURE REVIEW 

Literature review will be dissected through three aspects: SME, marketing and Chinese 

context since the purpose of this thesis is to study SMEs transformation in China from 

marketing perspective. To give a general picture of native SME, the basic concepts of 

SMEs including its definition in Chinese category and the challenge they met will be 

presented in SME part. Concerning to marketing section, contingency approach and 

marketing performance six-stage checklist will provide the reference to the practical 

research method of case company and the rough framework of the conceptual model in 

this thesis. Then marketing practice in three strategic orientation periods explains the 

different role of marketing in them. Since the formation of three strategic orientations is 

influenced by the progress of market, the marketing practice in each orientation reflects 

their own characteristics. The Chinese context part narrows down the general framework 

and refine Chinese SME’s marketing transformation framework.  

2.1 Introduction to SME 

2.1.1 SME’s definition 

SME stands for small and medium-sized enterprises. The definition of SME varies a lot 

since the general situations in different countries have huge difference. Generally 

speaking, the number of employees, turnover and total balance sheet are three main 

factors which determine whether a company is SME. There are also significant 

differences in different industries. 

In China, the Law of the PRC on Promotion of Small Medium and Micro-sized 

Enterprises which was implemented since the June 18th 2011 gives a clear definition of 

SME. In terms of manufacturing, the turnover has a limit of 400 million RMB (50 million 

euro) and the numbers of employees has a limit of 1000 persons. For complete 

classification of SMEs in China, see (Appendix). 

In Europe, the SME is defined in EU Law: EU recommendation 2003/361 (2003). In July 

2011, the European Commission decided to open a consultation on the definition of 

SMEs in 2012. EU member states have had individual definitions of what constitutes an 

SME. For example, the definition in Germany had a limit of 255 employees, while in 

Belgium it could have been 100. The three broad parameters which define SMEs are 

shown in Table 2.1. 

Company category Employees Turnover o Balance sheet total 

Medium-sized < 250 ≤ € 50 m ≤ € 43 m 

Small < 50 ≤ € 10 m ≤ € 10 m 

Micro < 10 ≤ € 2 m ≤ € 2 m 

Table 2.1 EU SME Definition 

http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:L:2003:124:0036:0041:EN:PDF
http://en.wikipedia.org/wiki/Belgium
http://en.wikipedia.org/wiki/Belgium
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In the United States, depending on North American Industry Classification System 

(NAICS) code, the Small Business Administration (SBA) sets small business criteria 

based on industry, ownership structure, revenue and number of employees (U.S. Small 

Business Administration 2012). Size standards usually are a measure of a business's 

number of employees, or its average annual receipts. The primary size standards for most 

industries are 500 employees for most manufacturing and mining industries, and $7 

million in average annual receipts for most non-manufacturing industries. Regarding 

manufacturing, about 75% of the manufacturing industries have 500 employees while the 

rest can have as much as 1,500 employees. 

2.1.2 SMEs’ challenges 

As an important growing factor of a country’s economy, the challenges that SMEs are 

facing can be transformed into great opportunities if the country decides to devote 

support to the development of SMEs. Regardless, both small and large enterprises will be 

influenced by their macro environment, such as their natural environment, a new market, 

newly launched policies, customers’ conceptions, etc. In this study, the authors list 

several unique challenges that SMEs must experience, when compared to large 

enterprises: 

(1) Limited resources and lack of experience in conducting formal market research and 

segmentation studies (Carson, 1990a; Siu and Kirby, 1998; Verhees, 1998); 

(2) Their owners’ and/or managers’ lack of marketing skills and expertise (Callahan and 

Cassar, 1995; Carson, 1990b; Harris and Watkins, 1998; Siu and Kirby, 1998) 

(3) The tendency of limiting their marketing to “selling” within their own industry 

(Carson, 1990b). 

Besides, constraints in internal financial resources, high barriers toward obtaining 

external finances (Yao, 2003), government policy restrictions, and triangle debts, etc. 

(Tang and Zhang, 2002) are specific challenges confronted by Chinese SMEs. Triangle 

debt is a common word used in China to refer to debt collection problems that involve 

three or more companies. 

Governments in both developed and transitional economies are currently improving the 

business environment for SMEs by employing deregulation policy, and designing 

specific programs which can help SMEs deal with whatever challenges they may be 

facing (OECD, 1996; Parker, 2000). However, due to different economic conditions, 

development stages, unique business environments and varying needs and capacity in 

dealing with these factors, the positive results created by governments’ support have been 

uneven across countries (Smallbone and Welter, 2001), and the economic contribution 
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created by SMEs is highly varied (Parker, 2000). These factors suggest that in order to 

achieve a desired economic outcome, governments should not only deregulate such 

policies but also adapt these policies to address SMEs’ varying needs (Tang et al., 2007). 

2.2 Marketing in SMEs 

Marketing is the process of communicating the value of a product or service to customers 

in order to sell the product or service. It is a crucial business function for attracting 

customers (Baker, 2002).   

The following contingency approach and six-stage checklist provide the theoretical 

instruction to build transformation model and marketing in different strategic orientation 

periods helps to complement and complete this model. 

2.2.1 The contingency approach 

Cannon (1991) proposed the use of the contingency approach to assess small firms’ 

marketing, which refers to a method of decision-making and termed the “best fit” 

approach in contrast to “best practice” approaches. It has been widely accepted in the area 

of strategic management and marketing strategy (Ginsberg and Venkatraman, 1985; 

Zeithaml et al., 1988) to bridge the gap between marketing and small firm research. This 

section reviews the empirical work which uses the contingency approach: the small 

business orientation and the marketing discipline orientation. 

The small business orientation 

Hogarth-Scott et al. (1996) chose the contingency approach to examine the external 

marketing environments in order to understand marketing of small firms. They revealed 

that sophisticated theories or complicated methodical procedures were not appropriate for 

small firms, for the firm owners would not have enough time or patience to study or 

implement them. An interlocking of models was proposed by Carson (1990b), which was 

also a contingency approach. It was used to assess the marketing planning competence 

and performance of small firms. He attempted to develop an integrative approach for all 

small firms in any stage of development, and could be adapted in a flexible way in terms 

of marketing planning. Then seven models were proposed, which were limitations, 

situation specific, crisis planning, and adaptation of marketing theories, stages of 

marketing development and level of marketing activities. However, the model only 

offered a description of small firms’ marketing approach and it mainly focused on the 

structure and mechanism, while the operation and marketing planning were neglected. 

Fuller (1994) suggested to use the strategic marketing planning concept, in order to refine 

Carson’s model. However, Carson’s opinion was that small firm owners only adapt 

according to their own situations, while not based on any theoretical frameworks. A 

http://en.wikipedia.org/wiki/Customers
http://en.wikipedia.org/wiki/Customers
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“distinctive marketing style” was adopted by them, which has the characteristics of (1) 

inherent informality in structure, evaluation and implementation, (2) restricted in scope 

and activity, (3) simplistic and haphazard, (4) product and price oriented, and (5) owner-

manager involved. But Carson ignored marketing’s disciplinary foundation. There should 

be a balanced approach, which emphasizes on both the characteristics of small firm and 

also the marketing discipline. 

The marketing discipline orientation 

Möller & Anttila (1987) argued that marketing’s role in a company should be considered 

comprehensively and from a multi-level perspective. They proposed a model which 

includes mainly external and internal field of marketing capability, in order to perceive 

the marketing competence of small firms. The external field of marketing capability 

included the macro, industry and immediate environments of the firm. The internal field 

included the business idea, strategic orientation, integration of function, management of 

marketing, and position of marketing in the operative management system. But the 

organizational factors of small firms were barely discussed in terms of limitations and 

constraints in small firms. 

Brooksbank et al. (1992) adopted the normative marketing process in order to discover 

the relationships between traditional marketing discipline and medium-sized British 

manufacturing firms’ performance. They found that a better understanding of marketing 

and a consistent practice would lead to small firms’ success. And they also found that 

medium-sized firms were tend to adopt long-term strategic planning skills informally, to 

adopt a reactive, instead of a proactive, perspective in planning, and to set offensive 

rather than aggressive marketing objectives and strategies. But the external 

environmental factors and their influences were not identified on marketing. The 

appropriate matching of contingency factors with internal organizational is necessary for 

the proper marketing responses to the environment, and it also decides the company 

efficiency (Zeithaml et al., 1988). 

2.2.2 Marketing performance assessment 

Brooksbank (1991) summarized many empirically-based books and articles about 

successful marketing practice. Then he put forward a six-stage checklist for company’s 

marketing. That is adopting business philosophy, conducting situation analysis, 

developing marketing objectives, formulating marketing strategies, designing marketing 

organization and implementing marketing control. Siu (2000) developed this framework 

into SMEs in mainland China and clarified clear distinction between higher and lower 

performance small firms in table 2.2. 
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Marketing 

practices 

Higher performing Chinese 

small firms 

Average/lower performing 

Chinese small firms 

1 Business 

Philosophy 

Marketing has the leading and 

joint leading role 

Marketing has a subordinate role 

Place major emphasis on prior 

analysis of market needs 

Make what the authors can do and 

to whoever will buy or place 

major emphasis on advertising 

and selling 

2 Situation 

Analysis 

Use annual or long-term 

marketing planning 

Use annual budgeting or no 

planning 

Place high importance on 

comprehensive situation analysis 

Place average or low importance 

on comprehensive situation 

analysis 

Undertake in-house market 

research frequently 

Rarely undertake in-house market 

research 

Use a proactive approach in 

planning for the future 

Use a reactive approach to 

planning for the future 

3 Marketing 

Objectives 

Adopt long-to-medium-term 

profit objectives 

Adopt short-term or no-profit 

objectives 

Set conservative-to-aggressive 

marketing objectives 

Set defensive marketing 

objectives 

4 Marketing 

Strategies 

Focus on expanding total 

market, entering newly emerging 

market segments, and winning 

share from competitors 

Focus on cost reduction and 

productivity improvement 

Enjoy a superior position over 

their major competitors in after-

sales service, product design, 

personal selling, product 

performance, advertising, 

company and/or brand 

reputation, distribution outlet, 

and new product development 

Have the same or an inferior 

position in after-sales service, 

product design, personal selling, 

product performance, advertising, 

company and/or brand reputation, 

distribution outlet, and new 

product development, compared 

with their major competitors 

5 Marketing 

Organization 

Adopt a pyramid organization 

structure 

Adopt a flatter organization 

structure 

An open communication flow A closed communication flow 

6 Marketing 

Control 

Carry out research on market 

share movement, customer 

satisfaction survey and claims 

investigation 

Carry out lost-order analysis 
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Table 2.2: Six-stage Checklist for company's marketing 

This table shows the six stage check list for company’s marketing. The six stages could 

be used in terms of dimensions when assess company’s marketing. Since it is a 

descriptive model, the result would only describe which orientation the company is more 

likely to be.  

2.2.3 Marketing in different strategic orientation 

Each company works differently and uses various strategies to reach their customers 

depending on their business and the sector. In earlier age, production concept, product 

concept, selling concept, marketing concept and holistic marketing concept were five 

basic concepts in marketing management. They derived from production orientation, 

product orientation and selling orientation at that time. Contemporarily, more orientations 

that relationship marketing, business/industrial marketing, social marketing and branding 

are added into this category.  

In this section, the authors only introduce four orientations and integrate them into three 

because these are currently widely accepted in Chinese market and have been mainly 

practiced in a lot of manufacturing SMEs. 

2.2.3.1 Product and Production Orientation 

Product orientation is more concerned with product quality. Managers mainly focus on 

products and are consistent to improve product with the belief that an ideal product will 

be effectively sold out. Managers typically believe that their products are unique and 

offer distinct benefits. A product orientated company believes that its product's high 

quality and functional features make it a superior product. Such a company believes that 

a superior product will automatically attract customers. The problem of this orientation is 

that if products cannot meet customers’ need, the superiority of the product won’t help to 

promote the sales. 

Production orientation focuses on the manufacturing and production processes so as to 

increase operational efficiency and optimize production key objective. This orientation 

was prominent during the industrial era and in the capitalism period of the 1950s when 

producing a good product could naturally arouse the demand of customers. Generally, 

production orientation companies will reduce costs through mass production to achieve 

"economies of scale" and then maximize the profits. These companies should avoid the 

production efficiency processes which influence the design and quality of the products, 

High rate of usage of ongoing 

market intelligence-gathering 

systems 

Average or low rate of usage of 

ongoing market intelligence-

gathering systems 
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since usually compromised design and quality for the sake of production are likely to 

reduce product’s attraction to the customers. 

When a company overly focuses on technology development and endless pursuit of 

optimizing product, it may lose touch with the marketplace and customers. Especially 

when marketplace is changing rapidly which reflect constant evolving customers’ need, 

this disadvantage will be prominent (Kokemuller, 2010). 

2.2.3.2 Market Orientation 

Market orientation is based on the marketing concept (Kohli et al., 1993). It is defined as 

the organization’s purpose to identify needs and wants in company’s target markets and 

achieve these targets more effectively and efficiently than competitors do (Slater and 

Narver, 1998). Traditionally, market orientation has been examined from behavioral and 

cultural perspectives (Becker and Homburg, 1999). 

Kohli & Jaworski (1990) discussed the construct of market orientation from behavioral 

view. From this perspective, market orientation is defined through three sets of activities: 

generation of market intelligence in term of present and future needs of the customers; 

dissemination of market information through the organization; and the organization wide 

task of responding to the intelligence gathered by making and implementing plans 

(Bernard J and Ajay K, 1993). 

From cultural perspective, market orientation is composed of three behavioral elements, 

namely customer orientation, competitor orientation, and interfunctional coordination. In 

customer and competitor orientation, companies gather information about customers and 

competitors, and then effectively disseminate information throughout the organization. 

Interfunctional coordination refers to the coordinated creation of customer value based on 

the acquired information (John C and Stanley F, 1990). 

There are some overlaps in two perspectives. From behavioral perspective, the focus is 

on action and information related behavior (Helfert et al., 2002). From the cultural 

perspective, the focus is on the norms and values within the organization (Becker and 

Homburg, 1999), but the behavioral components are more emphasized (Helfert et al., 

2002). Some positive relationships have been found between them. (González-Benito and 

González-Benito, 2005) argue that the development of market-oriented culture leads to 

consistent behavior and market-oriented behavior enhances the development of culture in 

the organization. Reijonen & Komppula (2007) found that the growth of SMEs is greatly 

affected by the attitudes and objectives of the owner–managers as exhibited in their 

behavior. 
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Many studies (John C and Stanley F, 1990; Kohli and Jaworski, 1990; Simpson and 

Taylor, 2002) found the positive effect of market orientation on companies’ performance 

orientation and a prerequisite of strong market performance on firm growth (Carson et al., 

2002). Slater & Narver (1998) pointed out that by creating superior value for customers, 

company can consequently achieve both superior competitive advantage and above 

normal market performance. 

Market orientation in SMEs 

Several studies have examined the association of market orientation, market environment 

with SMEs’ business performance (Appiah-Adu and Singh, 1998; Pelham, 2000). The 

results show that the practice of market orientation helps to identify SME’s target 

markets, customer needs, coordinate business functions and create added values. Those 

are positively associated with company’s business performance (Kohli and Jaworski, 

1990; Narver and Slater, 1990). Low-cost and innovation/differentiation are two 

dominant marketing strategies for most SMEs, yet their relationship with business 

performance was mixed (Reijonen et al., 2012). 

Blankson & Cheng (2005) and Laforet (2008) found that market orientation is not related 

to the size of the company. However Blankson et al. (2006) suggested that market 

orientation gives small enterprises a potential competitive advantage over their larger 

counterparts. Because SMEs are closer to customers and they are able to respond more 

quickly and flexibly respond to these needs. Keskin (2006) pointed that since SMEs have 

less organizational bureaucracy, they are able to disseminate information more quickly 

with fewer modifications, and then they can implement marketing plans quickly. 

Owner–manager is the key to SME’s marketing. They seem to participate in every 

activity of small firms. Cartan-Quinn & Carson (2003) pointed that marketing in SMEs is 

related to the owner–managers’ attitudes to, experience of, and expertise in marketing. 

Their decision making and ability to largest extend affect the marketing practices adopted 

(O’Dwyer et al., 2009). In the same way, owner–managers play crucial roles in 

developing a market-oriented culture in their enterprises (Alpkan et al., 2007). Empirical 

findings suggest that SMEs demonstrate customer orientation (Hogarth-Scott et al., 1996) 

and customer-oriented culture is a result of the management style of the owner–manager 

(Fournier, 2002). Considering market-oriented activities, owner–managers are essential 

to successful implementation. Keh et al (2007) found that many SMEs are interested in 

customer and competitor information, but they seem to be quite opportunistic in their 

information seeking. By conducting the study about the impact of market orientation on 

SME performance, Appiah-Adu & Singh (1998) found that small firm with a higher 
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degree of customer orientation are likely to be more profitable than their less customer-

oriented counterparts. 

2.2.3.3 Brand Orientation 

The position and importance of brand as a part of business and marketing activities can 

be examined through brand orientation. Wong & Merrilees (2005) stated that brand 

orientation refers to the extent to which the marketing strategy and activities are focused 

on the brand in order to create distinctiveness. Urde (1994) found that in a brand-oriented 

company, to achieve sustainable competitive advantage, brand is created and managed as 

an integral part of organizational processes in interaction with customers. (Wong & 

Merrilees 2005) suggested that brand orientation may play a crucial role in firm’s growth 

and profitability. Therefore, it can be viewed as a strategic choice. 

Reid et al.(2005) examined the conceptual relationship between integrated marketing 

communication, brand orientation and market orientation. They find higher level of 

market orientation leads to a higher level of brand orientation. Further, the more brand-

oriented the firm is, the more it pursues strategic brand and marketing related 

performance benefits, such as competitive positioning and brand distinctiveness. So, 

there are real opportunities for SMEs to exploit branding strategies. 

2.2.4 Rough framework 

Comparing three types of strategic orientation, the authors find that the main difference 

comes from business philosophy and minor difference comes from marketing 

organization. Combining previous six-stage checklist and Siu’s marketing performance 

framework, the authors conclude the following detailed table.  

Table 2.3 SME’s marketing practices in different strategic orientations 

Strategic 

Orientation 
Marketing 

Practices 

Product & 

Production 

Orientation 

Market Orientation Brand Orientation 

Adopt 

Business 

Philosophy 

Place major emphasis 

on the product quality 

and optimizing 

production. 

Place major emphasis on 

prior analysis of market 

needs and creating 

corresponding corporate 

culture. 

More strongly influential 

owner-managers. 

Place major emphasis 

on brand building and 

distinctiveness. 

Conduct 

Situation 

Analysis 

Rarely undertake 

market research. 

Use a reactive 

approach to planning 

for the future 

Frequently undertake 

market research 

Use a proactive approach 

in planning for the future 

Frequently undertake 

market research 

Use a proactive 

approach in planning 

for the future 
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Develop 

Marketing 

Objectives 

Adopt short-term 

profit objectives 

Adopt long-term profit 

objectives 

Adopt long-term profit 

objectives 

Formulate 

Marketing 

Strategies 

Focus on cost 

reduction and 

productivity 

improvement. 

Focus on expanding total 

market, entering newly 

emerging market 

segments, and winning 

share from competitors 

Focus on increasing 

brand prestige, building 

brand awareness in 

newly-entered market 

Design 

Marketing 

Organization 

A closed 

communication flow 

An open communication 

flow 

An open 

communication flow 

Implement 

Marketing 

Control 

Carry out lost-order 

analysis. 

Carry out research on 

market share movement 

and customer satisfaction. 

Use ongoing market 

intelligence-gathering 

systems 

Carry on research on 

competitive positioning 

and brand 

distinctiveness. 

Some contents are not explicitly described in previous literature reviews. They are 

inferred based on the features of different strategic orientations.  

2.3 SMEs in China 

To date, the researches about the management of SMEs in China are few and incomplete. 

Some researchers are from macro non-managerial perspectives, such as regional studies 

and economic development(Anyansi-Archibong, 1989; Zhonghui, 1990). Some are from 

management view and these researches attribute the success of SMEs in China to 

competitive environment (Nolan, 1990), psychological traits (Guo, 1990) and the 

entrepreneurial spirit (Siu and Kirby, 1999b). Some studies specifically focus on a 

concrete region in Chinese environment such as Taiwan (Horng and Chen, 1998), Hong 

Kong (Siu and Kirby, 1999a) and mainland (Siu, 2001). In this section, the authors will 

clarify some characters of Chinese SMEs and their business philosophy. Then a 

contingency model which was proposed by Siu (2001) will demonstrate the marketing 

performance in China. Given all that, the authors can have a more alive impression of 

Chinese SMEs and environment where they are placing. 

2.3.1 The characters of Chinese small business 

Chinese businessmen largely depend on getting the trust of the people who can provide 

the relationship, capital and other assistance to launch their entrepreneurial ventures. 

Among all the relationships, family is the most important one for Chinese people and 

Chinese society. Thus, concern for family and its long-term assets plays a leading role. 

Family also fulfills the practical need for reliable, motivated, and trustworthy workers. 
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Contemporarily, family-based organizational form is widely dispersed and this form has 

reached prominent achievement in the garment and textile industries. Textile-production 

centers in China exported as much as those in the sum of Germany and Italy, and three 

times as much as those in Japan or the United States. Besides, the market share of 

garments and textiles developing in China are much faster than in any other economy's 

(Kotkin, 1992). 

Siu (2000) studied the marketing practice and business performance across industries in 

87 Chinese small firms. The study reveals that in high performance firms, analysis of 

comprehensive market situation and needs and sophisticated planning tools for marketing 

are utilized. They set up long-term profitability objective, follow market expansion 

strategy and concern after-sales services. However, in low performance firms, cost-

reduction is their main marketing strategy (Tang et al., 2007). 

2.3.2 Chinese SMEs’ business philosophy from cultural perspective 

Yau (1988) proposed a Chinese Cultural Value model and its implications in marketing. 

The authors can also apply this model to understand business philosophy of SMEs from 

cultural perspective. 

Table 2.4 Yau's classification of Chinese Cultural Values 

Man-to-Nature Orientation Harmony with the Nature /Yuarn  

Man-to -Himself Orientation  Abasement  

Situation Orientation 

Relational Orientation  Respect for Authority  

Interdependence  

Group Orientation  

Face 

Time Orientation  Continuity  

Past Time Orientation 

Personal-Activity Orientation  The doctrine of the Mean 

Harmony with others 

Man-to-nature orientation explains the belief of the Chinese people that as a part of 

nature, man should learn to adapt nature rather than overcome or master nature so as to 

reach harmony. Another belief is that nature has the way by which all things become 

what they are (Chan, 1963). Yuarn (Karma) can be interpreted by this word “Life and 

death are fated; wealth and honors hinge on the will of providence”. This belief has been 

deeply rooted in the heart of most Chinese people. Yau also points to the positive side of 

Yuarn that it leads to self-reliance. Thus, Chinese people will actively establish the 

relationship with others before they accept the fate. 
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Man-to-himself orientation explains a self-concept. Abasement reflects the belief of 

modesty and self-effacement of Chinese people. Chinese people tend to deny the praise 

from others while western people will happily accept it. Situation orientation reflects a 

pragmatic perception. Children in the context learn that circumstances have an important 

bearing upon what is right or wrong and compromise is inevitable in most cases. 

Relational orientation depicts the relationship among Chinese people. This orientation 

includes the respect for authority doctrine, the interdependence principle, the group 

orientation, and the "face". Chinese people’s strong respect for authority suggests that 

they accept authority’s policies without questioning. The interdependence or "do 

someone a favor" principle makes the Chinese believe that reciprocity should be as 

certain as a cause-and-effect relationship. “Face” means the dignity and decency. 

Redding & Ng (1983) find that Chinese social relationships are often transacted on the 

basis of "face". The concept of face is in conflict with individualism, which assumes the 

individual's well-being or interest. "Group oriented" can be replaced by "collective". This 

nature is reflected in the Chinese family and kinship system. 

Time-orientation includes continuity doctrine and past-time orientation. Chinese people 

tend to have a long-term view and strong preference for past-time orientation, because 

they put primary emphasis on the maintenance of past traditions. Yau (1988) further 

suggests that this specific orientation makes the Chinese tend to be risk averse and less 

innovative than their Western counterparts. 

Personal-activity orientation refers to the inter-personal activities among Chinese people. 

Doctrine of the Mean requires 'proper' means to explore commonalties by a sincere 

attitude. This orientation is more dominant in the Chinese culture, compared with its 

western counterpart. Redding’s study confirms that the harmony with others principle 

makes a person more psychologically compliant to the organization. 

The above review of Chinese cultural values tends to suggest some marketing 

implications: 

(1) Under the influences of the man-to-nature orientation, Chinese people have a great 

tendency to attribute failure of products or services to their fate rather than to the 

company or manufacturer. Therefore, objective measurement of dissatisfaction, such as 

frequency of complaints, does not adequately reflect the affective attitude of consumers 

towards products. Besides, Chinese small firms prone not to formulate formal marketing 

plans (Yau 1988). 

(2) Under the influences of the man-to-himself orientation, Chinese people are anxious to 

choose the person whom they are not familiar with to serve them. Also, aggressive 
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salesmen might frighten customers, who may be humiliated. Siu (2001) concluded that 

Chinese small firms not to set specific marketing objectives. 

(3) Given the strong influence of the relational orientation, Chinese small firms may rely 

heavily upon personal contacts as a marketing tactic. Kindel (1985) pointed out that 

Chinese people are much more likely to be influenced in their purchasing process by 

opinion leaders. 

(4) The influence of time-orientation implies that the Chinese tend to have great brand 

loyalty. Unless the product or brand being used proved to be very unsatisfactory, they are 

not likely to switch to purchase other brands or products. Also, Chinese small firms may 

be less innovative than their Western counterparts (Siu 2001). 

(5) Personal-activity orientation indicates that to obtain the service feedback from 

customers, marketing managers should play an active role rather than waiting for 

consumer’s reaction. Besides, the doctrine of the Mean may influence consumers' attitude 

towards adopting new products. Chinese customers may take longer time to accept new 

fashions or technology and they may be less sensitive to marketing innovations (Yau 

1988). 

2.3.3 A tentative contingency model for marketing performance of Chinese 

small firm in mainland China 

Through Siu’s (1999; 2000) researches, the authors can conclude that marketing 

principles of SMEs generated from the Western economies are not able to be fully 

suitable for Chinese political and economic context. Brown (1995) have pointed that 

cultural, structural and institutional factors have influence on business and marketing 

practices. Developed from the concept of contingency approach, Siu et al. (1998; 2001) 

proposed a tentative model to illustrate the possible factors which are likely to affect the 

marketing performance of Chinese SMEs. Show in Table 4.In this table, the continuity of 

operations, type of ownership and relations with government officials as institutional 

factors are mediational variables. 
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Table 2.5 A contingency model for marketing performance of Chinese small firm in China 

 

Look into the marketing performance above, the authors can find Siu has clarified his 

findings about marketing practices in Chinese manufacturing small business. When the 

authors apply this model into practical research, some issues should be noticed. The first 

one is the context of Siu’s findings. This research is made of 20 mainland SMEs and 26 

Hong Kong SMEs. Since mainland China and Hong Kong implement different economic 

system and are influence by different cultures, their attitudes towards marketing and 

marketing education must have certain difference. The second issue is time lag. Siu’s 

research was finished in 2001 which indicates 10-year gap between current situation. 

Thus, the update of marketing knowledge according to the time is necessary when the 

authors refer to this model. 

Independent variables include Chinese cultural value, micro business environment such 

as the competence with state-owned enterprises, macro politico-economic environment 

and which industry it belongs to. Accordingly, the dependent variables and marketing 

performance will be affected. With the independent variables, the authors can easily 

understand the context of the marketing practice. There are a number of other models, for 

example small firm learning style (Chaston et al., 2000) and entrepreneurial marketing 

competencies and networks (Carson et al., 2002) could be used to explain the observed 

marketing phenomena. 
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2.4 Conclusion and Conceptual Framework 

The above review of Chinese SMEs and their business characteristics tend to give a 

picture about how marketing conceptions and tools penetrate into Chinese SMEs under 

changing environment of Chinese economy.  In this thesis, the authors mainly focus on 

marketing function and its practical application in Chinese SMEs.  

Observing from traditional Chinese cultural values perspectives, the authors can conclude 

that generally Chinese SMEs will not formulate formal marketing plans or set specific 

marketing objectives. Since in a society where every activity is influenced by relational 

orientation, small firms may rely heavily upon personal contacts as a marketing tactic. 

Besides, marketing control activities are implicit in Chinese small firms. 

The following framework is developed from the literature of (Brooksbank et al., 1992; 

Brooksbank, 1991; Carson, 1990b; Siu, 2001, 2000; Siu and Kirby, 1999a) and the 

models they proposed. It will be used to describe the marketing transforming process of 

Chinese SMEs. 

The authors use three comparatively representative orientations to divide SME’s 

operation pattern. Those are product and production orientation, market orientation and 

brand orientation. In every specific orientation, marketing plays different role. Besides, 

six dimensions will be used to describe the marketing performance of company. They can 

reflect complete and concrete marketing status in specific company. 

Product and production orientation is very universal and characteristic pattern in the early 

stage of reforming and opening-up of Chinese market. It reflects the influence caused by 

Chinese government’s controlling and planning for production before the reform of the 

market. In this period, marketing conceptions are implicit in the business activities. Some 

marketing activities have been practiced in this time, but companies’ own products and 

the technologies that promote the development of the products are mainly considered 

instead of the whole market. Therefore, marketing is playing an important role of 

advertising and increasing sales. 

In market-orientation period, companies have accumulated rich experience about market 

and they are more sensitive to the change of market and customers’ needs. This 

improvement reflects the effect of reform and opening-up of Chinese market. Marketing 

gives strong support for companies to understand their market. Besides different 

marketing activities, the organization structure of the companies is also modifies to meet 

the changing role of marketing. 

Brand orientation is an emerging pattern in contemporary time. Branding develops from 

marketing conception but it requires deeper understanding of the company’s value and 
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their customers. Branding needs the cooperation of marketing activities and brand 

building becomes the core business. At the same time, brand conveys more intangible 

information to the customers to lever up the position and awareness of the company. 

Table 2.6 Chinese Manufacturing SME Transforming Framework 

Strategic 

Orientation 

Marketing 

Practices 

Product & 

Production 

Orientation 

Market Orientation Brand Orientation 

Adopt 

Business 

Philosophy 

Place major emphasis 

on the product 

quality and 

optimizing 

production.  

Place major emphasis on 

prior analysis of market 

needs and creating 

corresponding corporate 

culture. 

More strongly influential 

owner-managers.  

Place major emphasis 

on brand building and 

distinctiveness. 

 From less innovative in production to more innovative in the way of 

doing business. Heavily rely on the brand loyalty.  

Conduct 

Situation 

Analysis 

Rarely undertake 

market research. 

Use a reactive 

approach to planning 

for the future  

Frequently undertake 

market research  

Use a proactive approach 

in planning for the future 

Frequently undertake 

market research 

Use a proactive 

approach in planning 

for the future  

 Sophisticated planning tools are utilized in high performance firms.  

Develop 

Marketing 

Objectives 

Adopt short-term 

profit objectives  

Adopt long-term profit 

objectives 

Adopt long-term profit 

objectives 

 Usually, Chinese SMEs do not set specific marketing objectives. But 

the study reveals that long-term profitability objective is set up in high 

performance firms. 

Formulate 

Marketing 

Strategies 

Focus on cost 

reduction and 

productivity 

improvement. 
 

Focus on expanding total 

market, entering newly 

emerging market 

segments, and winning 

share from competitors  

Focus on increasing 

brand prestige, 

building brand 

awareness in newly-

entered market  

 From cost-reduction strategy to market expansion strategy. Heavily rely 

on the personal relationship.  

Design 

Marketing 

Organization 

A closed 

communication flow 

An open communication 

flow 

An open 

communication flow 

 From owner-manager oriented to more employee involvement in 
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running business.  

Implement 

Marketing 

Control 

Carry out lost-order 

analysis.  

Carry out research on 

market share movement 

and customer satisfaction.  

Use ongoing market 

intelligence-gathering 

systems 
 

Carry on research on 

competitive 

positioning and brand 

distinctiveness. 

 From objective dissatisfaction measurement to customer satisfaction 

measurement. 

Each marketing practice is summarized by some simple phrases reflect the main 

difference during the transformation process of manufacturing SMEs. These summaries 

are based on actual Chinese situation. Some of them are the completion of the previous 

items and some exemplified the implicit items. Summarizing all these, a complete 

framework was made. It identifies the marketing situation of case company through time. 

The purpose of this thesis is to study the marketing transformation of Chinese 

manufacturing SMEs. Therefore, Brooksbank’s six-stage checklist for marketing 

practitioners and three strategic orientations as the reflection of market transformation are 

core theoretical background for the framework of the thesis. Since all strategic 

orientations to some extent merge into each other, one company usually shares the 

characteristic of several orientations and it is hard to point out which orientation is better, 

for these characteristics suit different situations of a company in the market. The authors 

only use the framework as reference to observe the performance of a case company, 

explore what kind of practices have been applied in their strategic operation, what 

practices haven’t been applied and find out the reasons of making such decisions. 

Through the interaction of conceptual instruction and practical observation, the 

framework proposed can be better revised and improved.   
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3. METHODOLOGY 

The methodological issues about this thesis will be discussed in this chapter. The purpose 

of this study is to investigate the marketing transformation of Lugang with the progress of 

Chinese market. Previous chapter has defined the concept of transformation in this thesis 

which is the different marketing perception and practice in different strategic orientation 

periods. To achieve the purpose of this study and gain broad and deep information within 

Lugang, the theoretical framework will be reference to design the research. The 

methodology chapter includes the preparation and implementation of research, the 

measures done to assure credibility and validity, the process of collecting data, and also 

the limitations of the study. 

3.1. Research Approach 

When deciding the research approach of this study, the authors were faced with a choice 

between quantitative and qualitative approaches according to (Bryman, 2011)’s study. A 

qualitative approach which consists of semi-structured interviews with open-ended 

questions on case company was selected in the end. By using qualitative approach, the 

authors could gain a rich and complex understanding of people’s experience and 

information generalized to other larger groups (Alzheimer Europe, 2009). 

Carr and Kemmis (1986) made three basic orientation of educational research, they are 

positive, interpretive, and critical. This thesis is aiming at getting thorough knowledge 

about how Lugang, a Chinese manufacturing SME, experiences marketing transformation, 

which means the thesis requires the authors to investigate Lugang’s approaches of 

marketing practices, define what orientation the company applies and in what degree it 

has changed its marketing activities in the past. Therefore, this research can be classified 

as an interpretive oriented research and it is conducted in a basic or generic type, 

according to Merriam (1998). It includes description, interpretation, and understanding. 

In the end, the authors settle this phenomenon into models that the authors can interpret 

and present the whole developing history of case company. 

Since the process of transformation took decades, the interviewees who experienced this 

process might only be involved in certain amount of process and they would have 

different point of views about transformation. Besides, the transformation is not only the 

strategic thinking of managers or firms’ owner, but also reflects on how this process was 

executed. Thus, interviewees should be consisted of the staff from both manager level 

and executive level. Then, the questions for different interviewees vary from one to one, 

which depend on their background and give respondents greater degree of flexibility. 
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Then, data can be collected in textual form on the basis of observation and interaction 

with the respondents. These explain the reason for applying semi-structured in this thesis. 

Thinking about applying quantitative approaches in this thesis, the authors could only 

bring forward several research proposals. For instance: Which marketing practices are 

dominant in different strategic orientation period? What are the internal relationships 

between different marketing practices? Which marketing practice has significant change 

during the marketing transformation process? However, these research questions could 

only help to understand the properties of each marketing practice which do not fit the 

research purpose of this thesis.  

This study will focus on Lugang and provide rich information and in-depth investigation. 

The authors will give respondents a certain degree of freedom and permit spontaneity 

rather than forcing them to select from a set of pre-determined responses. As a qualitative 

research, this study describes a phenomenon’s current characteristics and outlooks, 

investigates the why and how of decision making, not just what where and when. The 

target of this study is to describe an observed reality, and provide findings, analysis, and 

conclusions from the respondents’ perspectives (Fraenkel and Wallen, 2009), i.e. the 

decision and behaviors of SMEs’ marketing practice, and also the reason for these 

decisions, which in some extent could support or challenge both previous and future 

theories in consider of the political, economic and cultural adaptation in SMEs’ 

marketing practices. 

3.2. Literature Review Focus 

Following Merriam’s (1998) direction, when preparing the literature review the following 

steps were conducted. First, by looking into the studies of SMEs worldwide the authors 

knew the existing achievements of SME studies, and then the authors started to focus on 

the related marketing researches of SMEs. After studying the established marketing and 

SME standards, the focus changed to the situation in China and the specific 

manufacturing industry which the authors are studying about. Combining on the previous 

studies and authors’ active thoughts, the model of accessing SMEs’ marketing 

performance was made, which is aiming at determining of trend of changing marketing 

practices of SMEs and categorize into strategic orientations. 

3.3. Research Design 

(Eisenhardt, 1989) discussed that case study is particularly well suited in new research 

areas or research areas for which existing theory seems inadequate. It has been viewed as 

a useful tool for the preliminary, exploratory stage of a research project (Rowley, 2002). 

This type of work is highly complementary to incremental theory building from normal 
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science research. (Yin, 2003) also summarized that case study research is useful when  

how or why questions are being asked about a contemporary set of events over which the 

investigator has little or no control within its real life context, especially when the 

boundaries between phenomenon and context are not clearly evident.  

In this thesis, the authors are trying to study a dominant marketing transformation 

phenomenon in Chinese manufacturing SMEs and primary data was collected via 

interviews. In additions, the authors have had extensive contact with the managers and all 

the interviewees in order to have a comprehensive understanding of marketing activities 

in Lugang. Secondary data were obtained from company report, website, business plan 

and industry reports. This approach was used to gain greater insight into the relationship 

between strategy level and executive level. 

3.3.1. Pre-interview 

As Merriam (1998) pointed out that, in qualitative studies the researchers act as the 

primary instruments for both collecting and analyzing data. The authors first contacted 

the company in February and stated our interest in the situation of company, especially its 

marketing approaches. The authors also informed them that the authors were writing a 

master thesis and need their cooperation. The manager gave us great support and helped 

with some basic information of the company from his point of view. After getting a clear 

view of the organization’s structure, the authors started to arrange interview time for the 

CEO and vice general manager in early March. After changing the interview time of 

managers for several times, due to they were always busy on business trips and the time 

lag between two countries, the appointment was finally made on the 2nd of April. At the 

same time the employee’s interview were conducted during March and April 2013 online 

by Skype or OICQ. 

The main purpose of an interview is to obtain a special kind of information. The 

researcher wants to find out what is ‘in and on someone else’s mind’ (Patton, 2002). Also 

Merriam (1998) stated that, interview is necessary when the authors cannot observe 

behavior, feelings or how people interpret the world around them. It is also necessary to 

interview when the authors are interested in past events that are impossible to replicate. 

Therefore, stress has been laid on the importance of interview skills and the way of 

asking questions (Merriam 1998). Table 3.2 lists good questions suggested by Merriam. 

With these in mind the authors did two pilot interviews to one of the manager with the 

questions designed by Siu (1999) and Carson (1990). (See in Appendix 2) Positive 

feedbacks were received, and the manager also helped to change and improve the 

questions. Additionally, in order to conduct a better interview, the authors also carefully 

studied specific interview techniques and behaviors. 
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Table 3.1 Examples of questions in pilot interview 

Type of question Example 

Hypothetical Question: asks what the 

respondent might do or what it might be 

like in a particular situation; usually begins 

with ‘What if’ or ‘Suppose’ 

‘Suppose it is your first day in this sales 

department. What would it be like?’ 

Devil’s Advocate Question: challenges the 

respondent to consider an opposing view 

‘Some people would say that marketing’s 

function is the same as sales in your firm. 

What would you say to them?’ 

Ideal Position Question: asks the 

respondent to describe an ideal situation 

‘What do you think the ideal training 

program would be like?’ 

Interpretive Question: advances tentative 

interpretation of what the respondent has 

been saying and asks for a reaction 

‘Would you say that only sales department 

is related with marketing of the firm is 

different from what you expected?’ 

3.3.2 Translation 

Since the interviews will be conducted in Mandarin but this thesis is in English, the 

problem of transferring the correct information between both languages aroused. By 

using the parallel-translation method, items were first translated into Chinese by one 

author and then retranslated into English by the other one. The two authors then jointly 

reconciled all differences in order to minimum the bias. The suitability of the Chinese 

version of the questions was also pilot interviewed on a sales manager to alien the 

definitions in the question with the wording and habit in the company. After refining the 

questions, based on interviews with the pilot interviewed subjects, the authors prepared 

two sets of questions facing two groups of interviewees. One group is on administrative 

level composed by managers and CEO, who will answer the questions from macro and 

strategic point of view. The other group is on executive level composed by marketing 

department. 

3.3.3. The interview scheme 

As discussed by Fraenkel and Wallen (2009), there are four types of interviews. They are 

Structured, Semi-structured, Informal and Retrospective. These different types often 

blend and merge into one another. In this study the authors are using a mixed semi-

structured and retrospective type of interview, since it consists of a series of questions 

designed to elicit specific answers from respondents and it also aimed to get a respondent 

recall and then reconstruct from memory what has happened in the past. 
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We followed De Geer, Borglund’s (2004) interview process model (Figure 3.3) to 

structure the interview as rigorous as possible.  

 

Figure 3.2 the interview process 

In the warming up process, the authors first introduced themselves and purpose of this 

interview. Then basic information questions were asked, such as name, age, working 

experience and area of expertise, etc. After this, the authors did some small talk and 

softball questions, in order to make the interviewee comfortable and get into the groove 

of interview. After a relaxing relationship was built, the authors asked some questions 

allow the interviewee to give free description about. 

In the focus process the authors asked some open-ended questions regarding the 

marketing performance and practice of the company, for example, describe what the sale 

was like 10 years ago in the company. In this process, instead of letting the respondent 

talk about everything freely, the authors will note down the topics he/she has talked about, 

and lead him/her to the topics neglected. Since some of the questions were structured and 

ask the respondent about his/her opinion, the authors repeated important questions in 

different ways intentionally in order to make sure they have fully addressed their opinion 

and the authors comprehend the answers in the right way. 

3.3.4. The interview process 

13 interviews were conducted and recorded in audio or text. And both authors were 

present at all times. Out of 13 interviews, 3 managers’ interviews were conducted though 

video phone. Other five employee interviews were conducted through phone. The 

remaining 5 were conducted through Skype or OICQ, which is online message interview, 

due to their inconvenience. In order to overcome the disadvantages of phone interview 

and online message interviews, such as misunderstanding and giving less information. 

The authors did some motivation before the interviews, such as contact the respondents, 

set the interview time in advance and send them some of the topics before the interview. 

While during online message interview, the authors gave the respondents more time for 

each question in order to provide an extended answer. The authors found that an online 

message interview takes three times longer than a phone or video interview. All the 

interviews were conducted when the respondents were off work, during their spare time. 

All the interviews were conducted in Mandarin. Since both authors are native Mandarin 

speakers, there was no problem in the language part. During the interview the authors 
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followed the interview structure and kept on thinking about following up questions that 

were related to the previous topic or led to the new topics. The authors also let the 

interviewees, to describe their jobs and environment freely, and asked their opinions 

about the company and what they think could be improved. And the authors also asked 

several facts, to which the authors already knew the answer, to different respondents 

intentionally in order to see if they have consistent cognition about the same thing. 

The order of these interviews is conducted from top to bottom, i.e. from manager level to 

employee level. The authors first interviewed the managers, in order to know the 

companies from a strategic point of view, at the same time topics are more related to the 

history of the company and decision making. Afterward the authors interviewed the 

employee, in mind with the strategies of the company, to exam the perception of the staff 

on the strategies and the implementation of them. Same basic questions were asked all 

the respondents. And then the authors compare the different responses on one same topic, 

if the answers were very different from the previous ones, that topic will be asked again. 

3.3.5. Post interview 

It is suggested that researchers should jointly discuss the content of interview, as well as 

the notes taken during the interview process, in order to make sure that both authors as a 

team can reach a shared level of cognition of respondents’ behavior and ideas (Wilkinson 

and Young, 2004). The authors also focused on the quality of the interviews, and noticed 

that the video or phone interviews are easier for respondents to express their ideas, and to 

establish a closer personal relationship with the respondents. But online message 

interviews took longer time for each question, and received structured but less 

information compared to others. 

The authors followed Merriam’s (1998) advice to verbatim transcribe all the audio record 

into Chinese transcriptions, which will provide the most suitable foundation for 

qualitative data analysis. Later, all the Chinese transcripts were interpreted by one author 

into English first, and then the other author revised it based on the first version, in order 

to translate it properly. 

3.4. Date Collection 

It is has been discussed that the more diverse and contrasting the samples are used to 

describe a phenomenon, the more stable and compelling the eventual findings become 

(Merriam, 1998). Diverse and contrasting samples also enhance the value of the findings 

in terms of precise contributions to the existing body of academic literature and allow 

generalizations to be drawn from the findings. And for this study, the sampling of 

interviewees will affect the interview results directly. In order to achieve this, the authors 
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deliberately made a non-random, purposeful sampling. There are many different ways of 

sampling, cataloged by (Fraenkel and Wallen, 2009). Authors tried to get a maximum 

variation sample, in order to get highly diversified perspectives from a smaller group and 

minimize the bias systematically. 

(Siu, 2001) stated that, in many Chinese firms there are no marketing department, and 

some managers even think ‘Sales is equal to marketing’, meanwhile sales department is 

taking all the responsibilities of marketing. Lugang is also in the same situation, so the 

investigation of the company’s marketing activities has to be carried out in its sales 

department instead of marketing department. After several brief discussions with the 

manager, the authors were informed that the sales department of Lugang has over 100 

salespersons among which the majority is junior salesperson in charge of following 

established contracts, keeping in touch with old customers and after-sales service. Fewer 

people are senior salespersons and on the specific duty of developing new customers and 

establishing new contracts, and the fewest rest are sales chiefs and managers. It is 

necessary to select a sample covering all kinds of positions, i.e. junior salesperson, senior 

salesperson, sales chief, sales manager and CEO, in order to get more diverse and 

contrasting results. On the other hand, this could help us to see the marketing activities in 

the company with comprehensive perspectives from CEO’s decision making all the way 

down to salespersons’ implementation. At the same time, diverse results could not only 

help us to observe the bias of employees from different level of positions toward one 

same topic, but also different opinions from their colleagues. 

Ghauri (2004) discussed that the sample selected must be within an accessible population 

and Merriam (1998) pointed out that it should also be within a certain time and financial 

frame. Our sampling was based on the rule of covering all the positions and also the 

convenience of the interviewees. The sales department of Lugang consists of 4 branches, 

which are 2 domestic sales and 2 export sales branches. The authors contacted the 

manager of sales department and asked him for the name list and background of sales 

group, and among which the authors selected the interviewees, covering junior, senior, 

domestic and export branches. They could give us a clear description of detailed function 

and structure of sales department from employees’ point of view.  

The interview among the employees stopped when rather less useful information could be 

obtained from an extra interview. In the end, ten people from sales department were 

interviewed. At the same time three managers were interviewed from three different 

executive levels. They were not only familiar with sales and marketing, but also the 

whole business processes of the company. Table 3.1 is the list of the profiles of 

interviewees. 
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Name Gender Year Employed Position 

Qian Wenlong Male 1993 CEO 

Huang Chunhong Male 2007 Vice General Manager 

Xu Jianqiu Male 1999 Vice Sales Manager 

Shi Danan Male 2003 Sales Chief 

Yuan Chun Male 2000 Sales Chief 

Miao Xianxiang Female 2002 Sales Chief 

Qing Nan Female 2007 Vice Sales Chief 

Zhang Huiyi Female 2007 Vice Sales Chief 

Ni Jian Male 2008 Vice Sales Chief 

Fan Weiya Female 2008 Vice Sales Chief 

Mao Dongqing Female 2010 Salesperson 

Zhu Liqing Female 2009 Salesperson 

Xu Xiaohui Male 2010 Salesperson 

Table 3.3 profile list of interviewees 

3.5. Data Analysis Procedure 

Merriam (1998) suggested that the right way to perform data analysis is to analyze the 

data simultaneously with data collection because without ongoing analysis, the data can 

be unfocused, repetitions and overwhelming. According to this, the authors analyzed and 

translated the interviewee’s respondents during the interview process, and also between 

the interviews. Collected data was interpreted and divided into different category of 

topics, in order to make it easier for us to analyze. 

The collected data was analyzed basically in two stages based on the theoretical frame 

work. The case analysis focused on a deep understanding and description of the 

development of Lugang from a small SME enhancing its marketing position to a listed 

famous company. This was done by writing a case story about the history of Lugang 

where every step of expanding and changing market is described. The story is mainly 

based on the announcements published by Lugang in the past two decades and also the 

data from interview. During our analysis, some of the information was also gathered from 

internet, i.e. history data about cotton market, the information was used as supplements 

for the interview transcripts and were mainly focused on the history events of the 

company and the market change.  
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While analyzing the interview transcripts, the data from employees’ opinions of 

marketing practice was classified into different categories according to the framework. 

The analysis is emphasized on breaking down the company’s business situation now, 

trying to give a full picture through different perspectives of the descriptions from its 

managers and employees. The history part followed the time sequence, while the business 

situation part is introduced according to the different topics of interview. In the end a 

brief summarize of the case company in each term will be fitted in to the proposed 

framework. 

It is noteworthy that, the aim of the study is to describe the change of marketing practices 

of SMEs, and conclude the trend, the driving forces, and obstacles of changing. And also 

because there is no agreed explicit definition on each orientation and these orientations 

usually merge into each other, the strategic orientations here are neither the start point nor 

the destination of SMEs’ marketing change. The strategic orientations applied in this 

study are only the indicators of SMEs’ marketing practice change, whose main function 

is to conclude the trend of going changing. 

3.6. Assessment of Study 

3.6.1. Reliability 

(Saunders et al., 2009) argued that subject or participant error, subject or participant 

bias, observer error and observer bias are four threats to the reliability of the thesis. In 

this thesis, the samples cover all kinds of positions in the sales department of case 

company and in the same position, the authors interviewed several employees. On one 

hand, the type of sampling helps to get more diverse and contrasting results. On the other 

hand, it increased the internal consistency reliability. The authors also obtained the 

secondary data from company report, website, business plan and industry reports. It 

ensured the external reliability by obtain the same information from different resources. 

3.6.2. Validity and authenticity 

Several efforts were made in order to increase the validity of the study, for example to 

give extra interviews when some facts were not clear or when considerable different 

answers were given for same topic. The authors also got great support from the CEO of 

the company. He encouraged the employees to cooperate and help the authors to get as 

much firsthand information as possible. All employees were willing to and actively 

provided us with their story and real opinion about the company. Also relating to this, at 

first the authors were concerned about the employee that they may be afraid to rise up 

complaints or negative opinion about the company since the CEO may learn it. But 
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surprisingly, they were quite active in revealing the problems existing in the department 

now. 

3.6.3. Limitations of the methods 

There are mainly three limitation of this method. Firstly, this study is focused on the 

marketing transformation of SMEs, which is better to interview employees of all 

departments and investigate into their activities according to market orientation definition 

by Kohli and Jaworski (1990), i.e. production, packaging, warehousing etc., in order to 

see the intelligence generation, intelligence dissemination and responsiveness, and on 

which level has the company integrated marketing with the whole company according to 

Carson (1990b). But the authors only interviewed the sales department and inquired the 

CEO and vice general manager for the operation of other departments. 

Secondly, none of the interviews were conducted face to face, which limited the 

interaction between researcher and the respondents. Hence the personal relationships 

could be improved. Otherwise it might limit interviewees from expressing his/her 

personal opinions. Furthermore, the authors did not capture all the body movements or 

facial expressions of the respondents during phone or online message interviews, and 

missing the emotion of respondents may hold us back from getting more information 

related to the topic. The online message interviews gave us more organized transcripts 

and are more logical in the dialogue. But in this way, the authors also missed the outlook 

and tone of respondents when describing things, which made it harder to confirm their 

attitude toward each topic. And also it took longer time for respondents to type all their 

opinions about the question the authors asked, so they might miss some viewpoints while 

typing although they had thought about in the beginning. Also considering the time 

limitations, the authors think less comprehensive information was received by online 

message interview. 

Thirdly, this method has all the disadvantages of a qualitative research. A qualitative 

research is used with a smaller, more targeted population. The research found in 

qualitative studies might not be suitable to a larger population. Also, qualitative research 

will not produce definitive conclusions. Qualitative research is also difficult to replicate. 

Finally, researcher bias throughout the process can be problematic, as the researcher is 

typically trying to work around the specific issue presented to uncover a certain point 

(Merriam 1998). 
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4. EMPIRICAL FINDINGS 

In the first part of this chapter, the case story of authors’ study was organized in a time 

sequence which will give readers a clear overview of the developing stages of Jiangsu 

Lugang Science & Technology Co. Ltd. Detailed descriptions were given to the 

company’s developing stages within the environmental changes, as it gives the readers 

great insights of the company’s development history. The second part discusses business 

status quo, which is organized in the topics of authors’ interview with a summarization of 

the responses. 

4.1. Company History 

Jiangsu Lugang Science & Technology Co. Ltd.’s was initially called the “Lugang 

Textile Co. Ltd” and it was first founded on September 5th 1992. The company was 

invested by Zhangjiagang Worsted Company, a local collective-owned textile enterprise 

together with Hong Kong Jiecheng Developing Company, who brought the technology 

and equipment for manufacturing. At that time, Hong Kong was still under the 

administration of United Kingdom. There was not so much foreign investment happening 

in the town when the company was establish, thus many people were amazed by the fact 

when Lugang Co. was founded. The collective-owned company owned 75% of the shares 

and the Hong Kong Jiecheng Developing Company took the remaining, showing respect 

to the Law of PRC on Chinese-Foreign Equity Joint Ventures. Lugang was a Chinese 

township-village enterprise, with a collective ownership. It had only one workshop with 

about 400 employees, but it is considered large at the time aim the town comparing to 

other local textile enterprises. 

Lugang did not expand much during the first 5 years. There could be many reasons 

behind it. It could because of the collective ownership didn’t implant excellent policies to 

force its employees to work hard or the managers were not doing a fairly good job at 

seeking for expansion. When the company was firstly established, their main objective 

would not directly go towards for expansion as they would want to ensure that they are 

making positive economic profits. If they cannot guarantee that, then it would be 

pointless to even propose the idea of expansion.  

As time went by, many new competitors have entered into the textile market. Lugang Co. 

Ltd.’s managers have started to feel that they need to up their gears in order to compete in 

the market. It seems that Lugang’s 400-employee scale was no longer an advantage, as 

textile is a high labor-intensive industry during that time. 
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Before 1997, the production of the company was half arranged and there were hardly any 

new customers on the yearly basis, let alone foreign customers. In 1997, a Taiwanese 

businessman visited Lugang and brought a sample of Cashmere like Acrylic Yarn. This 

caught whole managers’ attention. After several intensive negotiations, Lugang signed a 

contract of introducing the 

Cashmere like Acrylic 

Yarns production line 

from Taiwan later this 

year and it became the 

first and the only company 

in that region with ability 

to produce such kind of 

product. Thanks to the 

Taiwanese businessman, 

Lugang gained the 

monopolistic position in 

the Cashmere like Acrylic 

market in its province for a few years and led themselves to a business turning point. The 

CEO of Lugang Co. Ltd once stated: “It was very welcome in the domestic market. Every 

month, demand exceeded supply.”  

In the same year, the big shareholder of Lugang, Zhangjiagang Worsted Company 

transferred the possession containing 75% shares to Luyuan Trading Company, which 

was another collective-owned enterprise. Coincidently, the 15th National Congress of 

Communist Party of China (NCCPC) was also held during that year. It happened right 

after the Market-oriented revolution in China has made rapid progress and township-

enterprise reform has entered a period of high-speed development. Before 1997, the 

government advocated ‘collective controlling cooperative shares system’, while after 

1997, the government proposed ‘business operators hold large shares, government should 

exit the enterprises’ (Xia and Wang, 2005). 

During 1998, in response to the government policy, Lugang Textile Company started to 

reform its ownership as well. On March 3rd of that year, Qian Wenlong, the General 

Manager at that time, paid only 15,000 RMB to the government for 75% shares of 

Lugang. That amount of money was merely 2,000 USD according to the exchange rate 

that time. But the 75% shares was valued more than 2 million USD in market in 1998 

according to the attorney’s opinion (Zhong Lun, 2010). This kind of gifting transfer was 

Chinese characterized. There were many other same cases during 1997 and 1998 (Xia 

and Wang, 2005). There were also not much mature market regulations on privatization 

Cashmere like Acrylic Yarn is 100% acrylic fibers. But, its 

shaping, luster, dyeing performances are better than real 

cashmere. And also its feel, appearance could all up to the 

real ones. Cashmere like acrylic is ultra-smooth, rich, silky 

finish, not easy to damage, mold or termite, good 

uniformity, without structural plate, wash-resistant and 

easy to recover, comparing to other traditional materials, 

such as cotton, silk or wool etc. Cashmere like acrylic is 

also much cheaper than real cashmere, almost 1/4 of the 

price of real one. It was graded low grade product 

according to price. It was highly rated after entering the 

Chinese market. According to China's national conditions, 

it was expected that the market of cashmere acrylic 

products would not be depressed for decades. 
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of the collective-owned enterprises. On the other hand, company transferring was 

encouraged by the 15th NCCPC. The controls of many companies were given to the 

managers for free in order to finish the tasks given by the central government. According 

to Wu Xiaobo (2007), a strange logic from the government was that, since the company 

was not profitable, some even have negative asset, so why not give it to the managers for 

free if they can make it profitable. Since then Lugang started on its road of privatization 

and rapid growth. 

“During that time, the sales in the company had many difficulties. It was mainly because 

lack of clients, selling experience and techniques.” said by Yuan Chun, a Sales Chief. 

“The most important thing for doing business was communication. How to build a good 

relationship sometimes even personal friendship with the customer was most important 

for business. Even if the clients would not place orders now, after developing and 

accumulating client resources, the old clients would introduce new clients to us. This was 

much more efficient than developing new products to gain new clients.” The business 

philosophy in the company was mainly about building relationships with clients, which 

was deeply affected by the Chinese culture. “It was easier to keep relationships with 

clients at that time, comparing to now. We only needed to make a few calls or maybe 

have a meal together then the contract was done. ” said by Xu, a salesperson.  

Since the whole business was based on connections, the company spent a lot of effort on 

building good relationships among with clients and the Central Government.  

After four years of capital accumulating, Lugang Textile was renamed Gangshen Textile 

in 2002. Later that year, the company was purchased by Lugang Wool, which was 

another company founded by CEO Qian Wenlong and other shareholders earlier the same 

year. Now with a better finance situation, Lugang started to change its products from low 

grade acrylic to real cashmere wool which is much more expensive, in the notion of 

trying to gain higher profit. The changing of its 

main products illustrates the shift in company’s 

economic incentive and its change of marketing 

strategy. Since real cashmere will be more 

expensive and precious, the quality of the 

product became more important than ever. The 

company changed its focus from cheap product 

toward a high grade product with better quality. 

Another notable thing is that, RMB has been continuously appreciating against USD 

since 2006. From 1.00 USD = 8.20 RMB to 6.20 RMB, it raised about 30% till now. 

“The average gross profit rate of textile industry is only 10%. We lost a lot of export 

Cashmere wool, usually simply 

known as Cashmere, is a fiber 

obtained from cashmere goats and 

other kinds of goats. Cashmere is 

known as the "soft gold" and "fiber 

diamond'. Being the largest cashmere 

producer and exporter in the world, 

China accounts for three quarters of 

the world's cashmere production. 
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contracts because of the rapid appreciation. But we were lucky, because we survived. 

You can imagine how those textile export SMEs bankrupted during the last several years.” 

said by the CEO. 

In the year of 2007, Lugang launched its new textile brand - Regal, which is still in use 

now for its low grade yarns. The company invested a lot on brand designing, such as new 

brand name, trademark and visual design, in order to have a new higher grading image 

for Regal. But it did not go as the company expected. The company used its name 

Lugang as trademark, and it enjoyed high reputation in its business area. Since Lugang’s 

image has already established as a famous producer for Cashmere like Acrylic Yarn, the 

existing clients could not help to relate Regal with the company name and its position. At 

the same time ‘Lugang’ was always printed on the packages of all products together with 

Regal, according to the interview result. As a matter of fact, Regal did not escape from 

the fate of being labeled as low grade brand. This could be seen as the first step of 

Lugang in branding.  

The same year, the trend of new material fabrics reached a peak in the market. After 

several investigations in the market, Lugang also followed the trend and invested a 

bamboo fiber processing plant in Hunan province with joint venture, which was a new 

fiber project and was encouraged by the government. Unfortunately, the investment 

turned out to be a huge mistake in early 2008. The company did not do any botanic 

research of the local environment and soon realized that the species of bamboos grew in 

that province could not be used for textile fiber. The company had to transport the 

“correct” species the bamboos from 1000 km away to make the factory running, which 

caused a huge logistic cost. The investment in new fiber project also showed the change 

in Lugang’s marketing strategy from the acrylic market expanding toward a newly 

emerging market segment. Later in the same year, Lugang Wool merged several local 

small textile companies and renamed Lugang Group. Since then, the group has been 

heading toward the goal of being listed. 

Since the beginning of 2009, cotton price in the international market started to rise 

dramatically. In three years it soared from 15,000 RMB per ton in early 2009 till almost 

40,000 RMB per ton in the March of 2011. Consequently, the textile price followed 

increasing to a high level as well. Many textile manufacturing companies benefited from 

the continuous price inflation in 2009 and early 2010. During that time, many textile 

companies could profit a lot even without running their machines, but only enjoying the 

increasing value of inventory. Some apparel companies started to increase production 

plan and inventory to minimize the damage of possible material price increase in the 

future. According to many respondents in the earlier year, Lugang made a smart decision 
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about increasing the raw material inventory, which brought a great fortune to the 

company. Even now people are still very delighted when they are talking about that story. 

Yet that tie was short-lived, the world textile market did not increase as the textile market 

dis. The increased inventory of most apparel companies could not be sold in time. And 

the extreme increase in textile price pushed those apparel companies started to decrease 

production plan in the early 2011. The world cotton price maintained extremely high for 

an extensive period. In China, the Central Government had strong macro controls, such as 

rise in reserve fund and decrease in turnover tax. It slowed down the rising trend a bit but 

did not stop it. The cotton price lined up to 33,000 RMB per ton, a bit lower than the 

international price eventually. 

In the March of 2011, the Chinese government announced a new policy aiming to 

regulate the abnormal cotton market, which was followed by a plunge in cotton price 

internationally. That policy allowed Chinese government to purchase cotton at the price 

of 19,800 RMB per ton unlimitedly from farmers in mainland China. Soon after the 

policy was implanted, the cotton price went down from 33,000 RMB till 19,800 RMB per 

ton and stopped there. International cotton price accompanied the trend which jumped 

from 40,000 RMB till 13,000 RMB per ton. 

The unlimited cotton purchase policy is still effective up till this day, which caused a 

higher cotton price in China when compared to the international market. This is also a 

huge disadvantage for Chinese textile manufactures, since their domestic material cost is 

much higher than that in other countries. According to the orders of Lugang this year, the 

textile industry has not recovered from cotton storm. The market is still not optimistic. 

Since 2008, Lugang has completed all the preparation for Initial Public Offering (IPO) 

within three years. On May 27th 2011, it embraced its journey into the stock market. 

Before going public, Lugang Group was renamed Lugang Tec., which is the name it uses 

now. In order to pack its image into a promising state-of-the-art company and be more 

attractive when listed together with hundreds of other high-tech enterprises in Shanghai 

Stock Exchange (SSE) market. After achieving this, people in the company have realized 

the long-term plan of the CEO, and could not help but to admire Qian Wenlong’s broad 

and long-term vision in business. Now looking back, it is rather impressive to think how 

his plan started almost 10 years ago at the founding of Lugang Wool, the mother 

company of Lugang Group. 

4.2. Business Status Quo 

It has been 20 years since Lugang started as a small low-end textile manufacturer. 

Impressively, it has now turned into a listed high-end diversified group with its 
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productivity level grew more than 10 times. This has been considered a miracle of SMEs 

by its staff, and it can be seen as a distinctive example of how SMEs could adjust and 

develop within a changing dynamic environment. 

4.2.1. Business environment 

Due to the effects of the economic recession, revenues from export have decreased 

rapidly since 2008. Though two years of economic recovery, it seems that consumer 

spending continues to show an upward trend in Asia. But EU and other foreign demand 

for clothing and textiles will likely remain relatively weak, according to the existing 

contracts in Lugang by April 2013. 

Meanwhile, the labor cost of Lugang is increasing at a rapid pace these years as well, 

which is accompanied by a high inflation rate in mainland China. “We used to hire 

workers with the salary around 2000 RMB per month 5 years ago, but now it is as much 

as 4000 RMB.” said Xu. Most of the respondents have mentioned that the center of 

world’s apparel and textile industry is moving out of China due to the high labor cost, 

and to countries of Southeast Asia, such as Indonesia, Cambodia and Vietnam etc. And 

Lugang is planning to invest in those countries. “I have a lot of customers or friends 

doing the same business, and they have gone bankrupt in the last several years.” This 

quote is shared by several sales persons in the company. “The economic crisis led to low 

demand and a tight money market, and these years’ increase in material and labor cost. 

The situation has been dreadful.” Lugang was lucky to survive, but the situation 

remained unfavorable for the manufacturers. The external business environment took the 

turn for the worse. 

Comparing the internal conditions, Miss Miao, a Sales Chief said: “Of course it was 

much easier to do business in the past few years. Before the company went public, there 

was not as much regulation on contracts, and the old clients took a large part of daily 

business. Simply by regularly visiting old clients and maintaining our relationships, the 

business would be done. After the company was listed, many regulations came to our 

business which in some extent is drawing us back. At the same time the market 

competition is growing fiercer. So the old clients made fewer contracts with us, and we 

will have to develop new customers. The company is also investing more these years. 

Hence the cost in financing, production and also administration has raised a lot. Maybe 

that’s why it feels harder to do the same business.” Although the amount of contracts 

with old clients has decreased, it still takes a large part of the company’s business 

according to data and interview results. With many regulations that limit its old business 

operation style along with the increasing operation cost, Lugang has to seek new 

opportunities for growth. 
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Market research was usually done in house rather than having outsourced professional 

market research companies to do it. This is directly quote from a sales manager that “We 

also have market research done by our staff, but not very often. And based on that we will 

make the yearly, quarterly and monthly production and sales plan. What is also 

important to take into consideration is the business environment, it changes a lot every 

year, and these years it is getting worse.” When the authors examined what kind of 

marketing tools they have used, none of the respondents could give a clear answer. Since 

the company does not have a marketing department, the research works were an 

additional task done by the sales group. But according to the interviews, the market 

researches done by sales department were only revolved around its clients’ demand while 

not the whole market. Now that the managers have prioritized the market demand, more 

market analyses were taken than before and department meetings are hold more 

frequently to facilitate the flow of information in the company so that help the managers 

to make better decisions. Lugang also anticipate that there will be more new clients lining 

up. Thus, in order to manage the increasing amount of new customers, the company has 

adopted an advanced customer credit management system which will greatly help 

Lugang to select the credible customers. 

4.2.2. New brand 

“The acrylic yarn product line gave Lugang the first pot of gold, and kept it somehow in 

the focus light of the market since 1997. But it also gave the Lugang an image of a 

pioneer in the low grade yarn since then. Even till now many old clients still think that 

Lugang only deals with acrylic.” Said, Xu Jianqiu, the vice sales manager. The Regal 

brand did work out as well as Lugang planned, but they did not just simply give up. The 

company started to establish a new series of high grade textile brand in the international 

market in order to seek higher growth in its business. In 2012, relying on international top 

equipment and Italy professional designers, Lugang launched "Sinfonia" "Armonia" 

brands which marked the beginning of its high end brand management road. Information 

about these two brands is listed in Table 4.1. 

 

SINFONIA is specialized for Italian classic yarns with 

precious natural fibers such as refined Cashmere, 

Extra/Super Fine Merinos Wool, Superfine Lamb’s wool, 

Baby Alpaca, Silk Angora and etc. 

 

ARMONIA is the symbol of fancy and novelty yarns with 

high quality animal & vegetable fibers such as Super Kid 

Mohair, Super Fine Alpaca, Extra Fine Merinos Wool, 

refined Angora, Silk, Linen, Cotton etc. 

Table 4.1 Information about Sinfonia and Armonia 
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Lugang approached differently this time in advertising the two new high-grade brands 

when compared to the launch of Regal. “In the launch event of these brands was in 

Shanghai 2012. We did not use any signs or names that are associated with Lugang, not 

even a bit.” said Huang, the vice general manager. “We even registered a company in 

Italy. From planning, designing to selling, except manufacturing, everything is managed 

by the Italian firm. A new vice manager was also appointed by the company, in charges 

of the marketing of these new brands”. Lugang has learned from the past and kept on 

building high-end brands. All the respondents agreed upon that branding is one of the 

most essential elements to company’s marketing strategy. 

4.2.3. Developing new clients 

There two main categories of developed new clients in Lugang - direct and indirect. 

Direct means the customer could contact Lugang directly, and indirect means the 

customer has to contact through an agency -- Hong. For the first part, a few new clients 

were attracted by the brand and reputation of Lugang. And some others knew the 

company through the Shanghai and New York Spin EXPO, which is held twice a year. 

This is the event to which Lugang pays most attention to. The same as previous kind of 

customers, if these clients were contacted in time and offered with acceptable price, the 

business will go smoothly. The rest of the new clients were introduced by old clients, 

which is how the business was done in the past. 

The second part is the customers contacted through Hong, which now takes a big part of 

company’s business. Hongs are major business houses in Canton, mainland China and 

Hong Kong, with significant influence on patterns of consumerism, trade, manufacturing 

and key areas of the economy. In order to establish partnership with Hong, Lugang has to 

develop tens of kinds of new yarn samples according to the rough requirements from 

Hongs, which was requested by the buyers. Hong was the intermediary agency of the 

business, since it will take too much effort and time to keep in contact with all the clients 

by Lugang itself. As an intermediary agency, Hong gathers all sellers’ samples made 

according the buyer’s requests and provide them to the buyers. The buyer will choose the 

most suitable one from all the samples. If Lugang’s sample and provide them to the 

buyers according to the requests. The buyer will then pick the most suitable one from all 

the samples. If Lugang’s sample was chosen, then several more discussions and 

negotiations will be made revolving the standard and quality of the product. When the 

product meets the needs of buyers perfectly, the contract may be signed. 

In the past there were only customers from the first category and they were mainly from 

old customers’ recommendation. While now Lugang has made bigger effort in seeking 

new customers, it has spent much effort and money in the Spin EXPO every year and 
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contacts the Hongs more actively in order to prompt new growth. Lugang is also 

investing agencies abroad in high-end markets such as in Japan, United States of America 

and European countries, in order to establish direct contact with the local customers. 

4.2.4. Innovation in sales 

 

Chart 4.2 the product flow of textile 

Chart 4.2 shows the product flow of textile from Lugang’s point of view. Usually the 

fashion brands inform the clothing factories of production details and then clothing 

factories decide the suppliers by themselves. 

In the end of each season, most big international apparel brands will have their planning 

of the next season. For example, by the end of 2013 H&M will have a plan in mind of 

what kind of main material they are going to use for the summer of 2014. Then those 

apparel companies will send the sample in advance to clothing factory and demand for 

large quantities to be made, for the purpose of preorder in the next year’s production. 

Some of the brands have fixed suppliers, while some do not. Lugang only contacts the 

clothing factory for product details in the past. Now, Lugang has created its own way of 

doing business by contacting with the apparel brand actively to get the contract. If the 

brand’s supplier is not fixed, then the clothing factory will probably choose the supplier 

through Hongs. In this case, it is more efficient to contact the apparel brand directly in 

order to know the explicit requirements of yarns. Sometimes the apparel brand is not easy 

to contact directly, thus Lugang will have to cooperate with the clothing factory closely, 

and ask them to send more samples to the apparel brand to raise their attention. 

“The three parts, textile factory, clothing factory and apparel brand are an organic 

integrity. All their purposes are to maximum the profit, only by communicating actively 

with each other can we achieve this goal.” said by Miao. 

In the textile industry, there are always a few apparel giants in the downstream whose 

designers decide the trend and manipulate the demand of the textile for the next period of 

time. So instead of doing a vast marketing research about the customer needs, it would be 

better off just to find the right clients and meet their specific needs. Lugang’s new 

approach could be seen as a huge improvement in its marketing strategy. 
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4.2.5. Employee training 

Recently, a salesperson training program has been implanted within the company. The 

purpose of this program is to help employees to adapt the rapid change of market and in 

hopes of reaching for more international clients; as Qing stated: “The most important 

thing is staff’s capability. Now we have hired a lot of new staffs in the export branches, 

and professional training for them is really essential. Even for some senior salespersons, 

when faced with a new kind of yarn and international customers, they could not even 

price the product properly.” After Lugang received financial help from the market, it was 

able to expand its business into high-end yarns such as worsted wool yarns and worsted 

fabric, which were quite different from its previous main product - polyester. With its 

expansion, Lugang was able to draw a lot more international new clients into its business. 

“These top grade yarns has totally different sales and management models. At the same 

time, business is more complicated standards and regulations when it exporting. For 

example, the international contracts are much more restricted than domestic ones in 

delivery time. Our salesperson must be very familiar with the production process of yarns 

and also logistics, in order to estimate the right time for delivery. We are training 

specialist for this part of business, and the sales team will be even divided into more 

specific product lines in the future” said by Qing. 

Now, the company is giving a whole pack of high standard training for the newly hired 

employees. Many well-known professors were invited from universities to give lectures 

about sales and along with basic information of new yarns as well. The new employees 

are able to get a chance to work in workshops for few days. This will help them to 

comprehend the practical handling knowledge of yearn manufacturing better. 

“Knowledge must be combined with practice” said by Qing. After going through a 

training program that may last up to 2 years, the salespersons will be equipped with the 

practical knowledge and then be assigned to the suitable positions based off their 

performance. There are also training programs designed for managers. Every week, the 

managers will have mandatory lessons either in certain school or in company focusing on 

management, marketing, sales, leadership, etc. 

Lugang has come a long way from a small textile company since 20 years ago. It is now 

one of the leading giants in its industry and considered to be one of the most successful 

companies in China. Although there were many obstacles in the way, such as the 

appreciation of RMB, unstable fluctuation in raw material price and increasing in the 

labor cost, the company and its staff overcame these difficulties and strived for the 

prosperity of the organization. Some of these problems still exist today and the future of 

textile market is not optimistic according to the data collected in interviews. Futher can 
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be rather unpredictable, especially in the textile industry. Thus, Lugang would not just sit 

and wait for the problems to occur. They have been actively improving its marketing 

strategy and marketing practice, in notion of counteracting any problems that could 

hinder its financial progress/development.  
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5. RESEARCH ANALYSIS  

Below is the summary of lugang’s marketing transformation process. The authors 

replaced three strategic orientation periods with Lugang’s past and current marketing 

performance since the original intention of using different strategic orientations is to 

reflect the concept of transformation on time and also provide different perspectives to 

describe marketing practices so as to illustrate a comprehensive transformation process. 

For the reasons that interviewees were not guided by the six marketing practices and 

some of marketing activities are underdeveloped within Lugang, the contents filled in the 

table below might not cover all dimensions as ideally expected. Detailed analysis and its 

influence on the theoretical framework will be carried on afterwards.  

Different 

Period 

Marketing 

Practices 

Lugang’s past marketing 

performance 

Lugang’s current marketing 

performance 

1. Business  

Philosophy 

Marketing has a subordinate role 

Product is the fundamental 

Place major emphasis on 

relationships 

Branding is unnecessary to 

company’s strategy 

Marketing is on the agenda of 

company 

Place major emphasis on customer 

needs and quality 

Branding is essential to company’s 

strategy and in running a company 

2. Situation  

Analysis 

No budget for marketing 

Place average importance on 

comprehensive situation analysis 

No market research 

Use a reactive approach to 

planning for the future 

Use long-term marketing planning 

Place high importance on 

environment situation analysis 

Undertake market research but not 

often 

Proactive approaches for new 

brands and market 

3. Marketing  

Objectives 

Adopt short-term (yearly) 

objectives 

Set conservative marketing(sales) 

objectives 

Adopt long-term (five year and 

longer) profit objectives 

Set aggressive marketing 

objectives for new brands 

4. Marketing  

Strategies 

Focus on customer relationship, 

cost reduction, productivity and 

quality improvement 

Focus on expanding total market, 

invest in new brand Sinfonia and 

Armonia, new firm in Italy, high-

end products 

5. Marketing  

Organization 

Adopt a pyramid organization 

structure 

Sales manager in charge of 

marketing 

A relatively close communication 

flow 

Adopt a pyramid organization 

structure 

Appoint new vice GM for 

marketing 

An relatively open communication 

flow 
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Table 5.1 Summary of Lugang’s marketing performance through time 

5.1. Adopt Business Philosophy 

Based on the theoretical framework, the marketing transformation reflected on business 

philosophy is from less innovative in product to more innovative in the way of doing 

business. In addition, the development of SMEs would heavily rely on the brand loyalty. 

In the product and production orientation period, the company place major emphasis on 

the product quality and optimizing production. With the development of marketing and 

the deepening marketing conception, company starts to place major emphasis on prior 

analysis of market needs and creating corresponding corporate culture. One feature of 

SME is that owner-manager is more strongly influential on company’s business. With the 

development of company and increasing brand awareness, major emphasis company’s 

business philosophy is gradually transferred to brand building and distinctiveness. 

According to the interviews, Lugang’s only marketing activity in early time can be 

described as visiting the old clients regularly in order to keep the relationships, which 

was deeply affected by the Chinese business philosophy. And their new clients were 

mainly introduced by the old customers. Because of Lugang’s technology advantage that 

Cashmere like Acrylic Yarn had a monopoly position in textile technology, Lugang did 

not realize the importance of marketing at that time. Most of employees thought 

marketing was unimportant or slightly important.  

Through time, more marketing activities are brought into Lugang such as attending the 

annual Spin EXPO, launching new brands and contacting actively with final buyers, 

although Lugang still needs to visit old customers regularly to maintain the relationships. 

The change of business philosophy in relation to marketing can be observed. However, 

“Quality is the most important” according to the vice sales manager since the quality of 

product is crucial in doing business in order to meet the requirements of buyers in B2B 

industry(Qu, 2011),. Marketing hasn’t played leading role in the company for now. 

Because of the strong influence of orders on production in textile industry, the analysis of 

market needs is more important in the long term compared to short term(Qu, 2011). In 

the downstream of textile industry, there always exist a few giant apparel brands whose 

designers decide the trend and demand of the market for the next short term. Therefore, it 

is more efficient to contact those final buyers and ask them about their future need 

instead of doing a vast market research.  

6. Marketing  

Control 

Use few objective marketing 

performance assessments 

Use unprofessional approach to 

control their marketing activities 
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With the development of company’s image and the stronger influence of brand, Lugang 

wanted to enhance its image and increased expenses on marketing activities and brand 

building. They learned from the fail of Regal and invested in an Italian company to 

launch a new series of high-end brands. Compared to other marketing activities, Lugang 

seemed to have spent increasing amount of effort on branding now. And that branding is 

essential in running a company has gradually merged into their business philosophy. 

Considering the theoretical framework and company interview, the authors found that the 

concept of marketing is derived from sales because of the feature of Chinese 

manufacturing industry. Therefore, marketing is still on its way to be leading role in 

business philosophy. Besides, generally, industrial marketing takes longer time than 

business marketing to reach to the customers and perceive the change of customer needs. 

Therefore, Lugang are more product & production oriented in relation to business 

philosophy. Chinese culture results in the heavily rely on personal relationship and high 

brand loyalty to the old but good-qualified brand. Brand is more regarded as the attribute 

of produce. Hence, Lugang more or less realized the importance of branding. However, 

they haven’t applied enough marketing practice to build and promote a good brand. 

5.2. Conduct Situation Analysis 

According to the theoretical framework, the marketing transformation reflected on 

situation analysis is that sophisticated planning tools are utilized in high performance 

firms. In the product and production orientation period, rarely undertake market research 

is conducted. Planning for the future is conducted by reactive approach. With the 

development of marketing and the deepening marketing conception, the frequency of 

undertaking market research is increased and planning for the future are transformed to 

proactive approach. 

Lugang was an arranged production company and reactive approach was conducted in 

planning future production in earlier time. The mangers did not even know what in-house 

market research is. However, they did analysis the comprehensive situation according to 

its sale performance and other indicators. During interviews, the manager emphasized 

that they did market researches. But the market analysis was actually customer demand 

analysis of the company, while not the whole market. The authors attribute the reason to 

textile industry’s characteristic of long term relationships with customers(Qu, 2011), in 

other words, old clients take large part of company’s business. 

Through time, Lugang has put a higher importance on comprehensive situation analysis 

such as the political change in China, world economic change and the transition of world 

textile manufacture center, which were often mentioned by the respondents during 
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interview. The company received higher pressure from the environment and planned long 

term developing strategy for the future, such as importing textile machines from Europe 

and changing from low grade yarn to high grade yarn manufacturer to seek higher profit. 

Lugang has adopted some in-house market research but not very often. In order to get 

informed with the trend in future market, Lugang cooperates with final buyers. The 

authors think this can be viewed as a proactive approach in planning for the future. 

Considering the theoretical framework and company interview, the author found that, the 

transformation of marketing in situation analysis didn’t reflect on the frequency of the 

market research SMEs conducted but the switch of situation they analysis. Manufacturing 

industries are more influenced by macro environment such as the natural environment, 

the international economy or political environment. Therefore, Lugang tends to 

concentrate the analysis on the factors which are closely related to their business. 

However, they still have little concern about market research.  The reason behind is that, 

the change of customers needs in manufacturing industry is not huge and fast. 

5.3. Develop Marketing Objectives and Formulate Marketing Strategies 

Based on the theoretical framework, Chinese SMEs do not usually set specific marketing 

objectives. But the study reveals that long-term profitability objective is set up in high 

performance firms. The transformation reflected on marketing objective is the adoption 

of profit objective changes from short-term to long-term. 

From the interviews the authors found that in the past Lugang had only sales team in 

function of marketing, and there was actually no really marketing activity. The only 

things comparable to this were the monthly, quarterly and yearly sales objectives 

assigned to salespersons. And since textile industry is seasonal, in each season the 

objectives were adjusted according to the previous year’s performance together with this 

year’s economic situation(“Textile industry,” 2013).  

Now Lugang not only has yearly, quarterly and monthly objectives, but also has made 

plan for the next five years and longer. And it projected its future position in the market, 

with mainly high grade products and vertically integrated in the industry, and plans of 

entering foreign markets and investing abroad aggressively. But since the company does 

not do a whole market research often, the market objectives would still depend on the 

scale of its turnover rather than its market share.  

In terms of formulating marketing strategies, the theoretical framework clarifies that the 

transformation is from cost-reduction strategy to market expansion strategy and personal 

relationship still plays leading role in whole company’s business activities. In product 

and production orientation period, company focused on cost reduction and productivity 
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improvement. Then the focus will be transformed to expanding total market, entering 

newly emerging market segments, and winning share from competitors when market 

orientation stars to be dominant. The focus will move to increasing brand prestige, 

building brand awareness in newly-entered market in brand orientation period. 

Company interviews revealed that Lugang was with arranged production and focused on 

cost reduction and productivity improvement in the past.  Besides, product quality was 

also highly focused on by Lugang, which was also considered the fundamental of the 

company. Through time, Lugang tried to enter other market segments by transforming its 

main product from acrylic yarn to real cashmere, and also invested in bamboo Fiber 

Company. The failure of investing Fiber Company was mainly caused by the mistake that 

Lugang did not separate the new brand image from original low grade trade mark. This 

divulged the lack of experience in branding of managers. But it also reflects that the 

company is trying to explore new markets. Lugang has started expanding to the new 

high-end markets in Japan, US and Europe with its new established brands nowadays. At 

the same time, Lugang guarantee the quality of product and also focuses on developing 

new products in order to enter other market segments both domestically and 

internationally. 

The empirical finding confirmed the transformation on marketing objective and 

marketing strategy in the framework. Besides, since Lugang is optimistic to new market 

or new brand, they tend to set aggressive marketing objective when they are approaching 

new field. Strong personal relationships are more used to maintain current customer 

relationship instead of developing new customers. It is more beneficial for company to 

develop new customers by person relationships at the early age, but the effect will 

decease with the expansion the scale of the company. There was no measurement about 

the benefit a good relationship could bring to the company. It might bring a big 

competitive advantage like the good relation with Taiwanese businessman. It might also 

bring nothing but reputation or even less. From this point of view, the marketing 

objective of the company was not really clear in the short-term. But tally with the 

Chinese business philosophy, building relationship with clients is really a long-term 

agenda which could stable the income and reduce the risk from market in the future (Yau, 

1988). 

5.4. Design Marketing Organization 

According to the theoretical framework, marketing transformation in terms of this item is 

that the communication flow should be more open through time which means from 

owner-manager oriented to more employee involvement in running business. 
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Lugang, like most native Chinese SMEs, does not have an independent marketing 

department (Siu and Kirby, 1999a). But it owns a strong sales department which has 

integrated all the functions of a regular marketing department. Managers are now 

required to receive more management and marketing education in order to acquire 

professional knowledge and increase the performance of the company and keep its 

competitiveness. Since there were quite much people in the sale department, a pyramid 

organization structure has always been adopted. Positions from bottom to top were junior 

salesperson, senior salesperson, vice sales chief, sales chief, vice sales manager and sales 

manager. This structure has remained the same for 20 years. It only expanded 

horizontally, i.e. appoint more sales chiefs. Considering the information flow, since each 

branch has its own market section, normally they only care about their own customers. 

But all the salespersons work in one big office, it is rather easy for them to communicate 

according to the interview. During the last 20 years, with the development of the 

company, small meetings were held more frequently and regularly. This will benefit the 

flow of information to some extent. And the company has recently appointed a new vice 

general manager who takes charge of marketing in the new brands. 

The authors found that more employee involvement in running business is still not 

realistic in the marketing organization especial when SME was founded by the family. 

Generally, the marketing organizations are not absolute open or close. Pyramid structure 

as dominant organizational structure can lead to a relatively open communication flow in 

limited level. As the rising role of marketing, it is gradually detaching from sales which 

promotes the transformation in terms of designing marketing organization. 

 5.5. Implement Marketing Control 

Based on the theoretical framework, the marketing transformation from the perspective of 

marketing control is the transformation from objective dissatisfaction measurement to 

customer satisfaction measurement. In product and production oriental period, company 

is suggested to carry out lost-order analysis. With increasing market orientation 

awareness, company is suggested to use ongoing market intelligence-gathering systems 

to carry out research on market share movement and customer satisfaction. In brand 

orientation period, the focus should be transformed to carrying on competitive 

positioning and brand distinctiveness research. 

Empirical finding reveals that since Lugang does not have a marketing department and do 

not take in-house market researches often, its marketing performance could only be 

regularly assessed through its sales revenue. Although new brands have been launched, 

they were still quite new to the market. Not many promotions were given to them. But 

compared to the company’s situation in the past, when bare marketing activities were 
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conducted, Lugang has had one big step progress now. Notably, besides making plan of 

production according to the orders in the past, Lugang makes analysis on the lost orders 

now. Also, customer relationship management has always been paid much attention to. 

But the employee who is in charge of customer maintenance does not analysis customer 

behavior. Additionally, many marketing control tools haven't been applied to within 

Lugang, such as market intelligence gathering system or other specific marketing 

software. To some extent, Lugang understands the value of marketing control but it 

doesn’t really know what kind of marketing tools can help to increase marketing 

performance so that they has not made big improvement of reinforcing the marketing 

control. 

The author found that thought the framework proposed a realistic situation of the 

transformation in terms of marketing control, this practice got minor attention. Hardly 

any professional tools are used to measure the performance the marketing. In one hand, 

the reason behind caused by the lack of professional marketing knowledge of manager 

team, which constrained Lugang from adopting effective marketing control methods or 

tools to increase marketing performance. On the other hand, the underdeveloped 

marketing control reflects the nature of Chinese people that attributing failure of products 

or services to their fate rather than to the company or manufacturer (Yau, 1988). 

5.6. Summary of Marketing Transformation Process  

The authors briefly summarized the marketing transformation process through time and 

concluded in the table below.  

 

Marketing 

Practices 
Marketing Transformation Process 

Adopt Business 

Philosophy 

 Increasing marketing role 

 Increasing awareness of brand building 

 Switching emphasis from personal relationship to customer needs 

Conduct Situation 

Analysis 

 From comprehensive situation analysis to environment situation 

analysis 

 Increasing amount of market research 

Develop Marketing 

Objectives 

 From setting conservative marketing objectives in order to 

maintain market share to setting aggressive marketing objectives 

in order to expand new market 

Formulate 

Marketing 

Strategies 

 From relationship-oriented strategy to market expansion strategy. 
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As a conclusion of the marketing transformation process, in terms of adopting business 

philosophy, more marketing activities are brought into Lugang which means the 

increasing role of marketing. However, Lugang are more product & production oriented 

in relation to business philosophy. The feature of textile industry determined that the 

quality of product is always crucial in doing business. Chinese culture results in the 

heavily rely on personal relationship, high brand loyalty to the old but good-qualified 

brand and branding has been gradually merged into Lugang’s business philosophy.  

From conducting situation analysis point of view, Lugang did market researches but the 

market analysis is actually customer demand analysis of the company. Lugang has put a 

higher importance on comprehensive situation analysis such as the political change in 

China, world economic change and the transition of world textile manufacture center. 

The marketing transformation in this term didn’t reflect on the frequency of the market 

research but the switch of situation especially the change of macro environment. 

Therefore, Lugang tends to concentrate the analysis on the factors which are closely 

related to their business.  

When it comes to developing marketing objectives, Lugang has made plan for the next 

five years and longer which projected its future position in the market while they only 

had monthly, quarterly and yearly sales objectives in the past. Besides, with mainly high 

grade products and vertically integrated in the industry, plans of entering foreign markets 

and investing abroad are being made aggressively. But company’s market objectives still 

depend on the scale of its turnover rather than its market share. 

In terms of formulating marketing strategies, Lugang focused on cost reduction and 

productivity improvement in the past.  Furthermore, product quality is always highly 

focused on since it is considered the fundamental of the company. Lugang tried to enter 

other market segments by transforming its main product and also expand new new high-

end markets in Japan, US and Europe. 

From designing marketing organization, Lugang does not have an independent marketing 

department like most native Chinese SMEs but sales department has integrated all the 

Design Marketing 

Organization 

 Pyramid organization structure 

 Detaching marketing from sales department 

 Slowly opening communication flow 

Implement 

Marketing Control 

 This marketing practice hasn’t been put enough emphasis, but the 

situation will be improved with the increasing marketing 

knowledge received by management team. 

Table 5. 2 The summary of Lugang’s marketing transformation process 
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functions of a regular marketing department. The pyramid organization structure has 

remained the same for 20 years and it only expanded horizontally. Considering the 

information flow, each branch only care about their own customers from respective 

market section. Small meetings are held more frequently and regularly which benefit the 

flow of information to some extent.  

Looking into the term of implement marketing control, Lugang’s marketing performance 

is regularly assessed through its sales revenue. Nowadays, Lugang makes analysis on the 

lost orders. Though customer relationship management has always been paid much 

attention to, the employee who is in charge of customer maintenance does not analysis 

customer behavior. Additionally, hardly any professional tools are used to measure the 

performance of marketing. Lugang understands the value of marketing control but 

because manager team lacks professional marketing knowledge, they have no idea about 

applying effective marketing tools to increase marketing performance 

5.7 Discussion about the Factors that Influence the Process of 

Marketing Transformation 

The difference between the theoretical framework and empirical findings pointed out the 

improvement Lugang can make to perfect its marketing transformation. It also reflected 

some practical issues which influence the marketing transformation process. The first 

influence factor is the aptitude and ability of manager. (Siu and Kirby, 1998) has pointed 

out that the lack of marketing skills and expertise of company’s owners or managers will 

limit the development of SME. Reijonen & Komppula (2007) found that the growth of 

SMEs is greatly affected by the attitudes and objectives of the owner–managers as 

exhibited in their behavior. The survival of Lugang can be attributed to the wise decision 

of its CEO. This success is occasional and cannot be predicted. To avoid the destructive 

decision that may influence the development of the company, more marketing training 

should be integrated in company to improve the general marketing knowledge of whole 

manager team. Besides, more open communication flow also help to communicate and 

integrate marketing intelligence. 

The second influence factor is the properties of manufacturing industry. (Carson, 1990b) 

has mentioned the tendency of limiting SME’s marketing to “selling” within 

manufacturing industry. Besides, the authors found that Chinese manufactories are more 

product and production oriented in term of business philosophy. These two factors may 

make SMEs put more emphasis on product or production. On one hand, these two factors 

courage the innovation of product and production. On the other hand, company may pay 

less attention to the market and customer needs since it takes longer time to sense the 

change of market and customer needs. However, Slater & Narver (1998) pointed out that 
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by creating superior value for customers, company can consequently achieve both 

superior competitive advantage and above normal market performance. Therefore, 

company should balance the recourse on product and customers. 

The third influence factor is native cultural values. (Yau 1988) revealed that Chinese 

customers may take longer time to accept new fashions or technology and they may be 

less sensitive to marketing innovations. Considering the interaction with the properties of 

manufacturing industry and heavily relying on personal relationship in SMEs’ business, 

the authors predict that marketing transformation may stagnate longer time in product and 

production orientation philosophy. Yau (1988) also suggests that because of the influence 

of time-orientation, Chinese people tend to have great brand loyalty and be risk averse. 

Therefore, the transformation process from product and production orientation toward 

marketing orientation is not fixed. The development of concrete marketing practices can 

be mixed and synchronous and there is synergy these practices. Reid et al.(2005) found 

higher level of market orientation leads to a higher level of brand orientation after they 

examined the conceptual relationship between integrated marketing communication. 

Therefore, the authors concluded that the marketing practices in market orientation period 

has positive influence on those in brand orientation period and provide a solid foundation. 

The forth influence factor is the macro environment of native country. Brown (1995) 

have pointed that cultural, structural and institutional factors have influence on business 

and marketing practices. The authors classified the difficulties toward transformation 

process into external and internal obstacles. From external they are the global economic 

environment change, which leads to the recession in global demand; the appreciation of 

local currency in the global market, which leads to a considerable decrease in foreign 

demand; fluctuation in International material price, which decreased the global demand 

for long term; increase in material and labor cost China, which lead to the weakened 

advantage of Chinese manufacturers; and the fiercer competition in the market. From 

internal, they were the limited marketing knowledge of the management team which led 

to the simplex of marketing activities and low attention of the management team on 

marketing and low degree of marketing control and marketing performance. (Yao, 2003) 

and (Tang and Zhang, 2002) discussed the constraints in internal financial resources, high 

barriers toward obtaining external finances, triangle debt from. These obstacles may 

influence managers’ decision and increase the complexity of marketing transformation 

since the obstacles mentioned about may influence managers’ judgment and evaluation 

about the market.  
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6. CONCLUTION 

As global factory, China is known for producing low-end goods or assembling gadgets 

together. Product homogeneity and low technical content are main issues in Chinese 

manufacturing industry which greatly challenge the survival of SMEs. The authors used 

the case of Lugang which has listed since 2003 to study how a Chinese manufacturing 

SME transformed from marketing perspective from product and production orientation 

period till now with the opening up of Chinese market and the reforming of Chinese 

economy and contributing in order to provide valuable instructions to other 

manufacturing SMEs who also want to have long-run development in Chinese market.  

To achieve these, this thesis proposed a theoretical framework based on the literature 

review and previous studies. The framework clarified six dimensions of company’s 

marketing according to the switch of company’s strategic orientation. The authors chose 

to use a qualitative approach which consists of semi-structured interviews with open-

ended questions. Data was collected through interviews from the Lugang’s CEO and 

employees from sales department. 

Based on the empirical finding, each dimension of case company was discussed in details, 

and the transformation was conceptualized by different marketing performance from 

product and production orientation period toward market and brand orientation period to 

answer the research question that how does Lugang, a Chinese manufacturing SME, 

adapt to the changing market and transform from a marketing perspective. Since there 

was no clear boundary between three strategic orientation periods, the authors only used 

them as timeline of marketing transformation process.  

Like most of native Chinese SMEs, Lugang does not have an independent marketing 

department. Instead, sales department integrates all the functions of a regular marketing 

department. Thus, more marketing activities brought into Lugang and increasing 

awareness of brand building can be viewed as most obvious improvement during 

marketing transformation process while their only marketing activity in the past was to 

visit old clients regularly. It reflects the increasing role of marketing in terms of business 

philosophy. However, Lugang is still more product and production oriented in relation to 

strategic orientation since the feature of textile industry determined that the quality of 

product is always crucial in doing business.  

In earlier time, Lugang as an arranged production company only conducted reactive 

approach to analysis business situation for planning future production. Nowadays, they 

have adopted some in-house market research and transferred reactive approach into 

proactive approach by cooperation with final buyers. Lugang has put more emphasis on 
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comprehensive situation analysis such as the political change in China, world economic 

change, the transition of world textile manufacture center, etc. Besides, they tend to 

concentrate the market analysis on the factors which are closely related to their business. 

However, their analysis is actually customer demand analysis of the company and the 

frequency of the market research didn’t increase.  

Lugang has made plan for the next five years and longer which projected its future 

position in the market while they only had monthly, quarterly and yearly sales objectives 

in the past. Besides, plans of entering foreign markets and investing abroad are being 

made aggressively. Since the company does not do a whole market research frequently, 

the market objectives still depend on the scale of its turnover rather than its market share. 

In the past, Lugang focused on cost reduction and productivity improvement in terms of 

formulating marketing strategies. But now, they are trying entering other market 

segments by transforming their main product and expanding new high-end markets 

abroad in order to separate the new brand image from original low grade trade mark. 

Looking into the marketing transformation reflected on organizational structure, the 

authors found that Lugang’s pyramid organizational structure has remained the same for 

20 years and it only expanded horizontally. In terms of information flow, small meetings 

are held more frequently and regularly which benefit the flow of information to some 

extent. From marketing control perspective, the transformation they have made is the 

analysis on the lost orders. Besides, customer relationship management is being paid 

much attention to. Hardly any professional tools are used to measure the performance of 

marketing though Lugang understand the value of marketing control and they have no 

idea about applying effective marketing tools to improve marketing performance. 

According to the theoretical framework, manufacturing SMEs should experience 

following transformation process in terms of six practices. Company should transfers the 

business philosophy from less innovative in product to more innovative in the way of 

doing business. Besides, brand loyalty will be heavily relied on in order to maintain the 

customers. As high marketing performance company, sophisticated planning tools should 

be utilized in order to conduct situation analysis. Also, the increasing number of market 

research should be undertaken and reactive planning approach should transform into 

proactive approach. Though, Chinese SMEs do not usually set specific marketing 

objectives, long-term profitability objective is exceptional if companies expect to have a 

higher marketing performance. The transformation process from strategy point of view 

should be reflected on the switch from cost-reduction strategy to market expansion 

strategy. Especially, the personal relationship will greatly improve the development of 

the company. In terms of marketing organization, more employees are expected to be 
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involved in running business thought most of SME are family-owned and owner-manager 

plays oriental role in the company. To improve marketing performance from marketing 

control, company should adopt customer satisfaction measurement to replace original 

objective dissatisfaction measurement. 

The empirical findings revealed that Lugang as a listed company who survive tough 

Chinese market hasn’t transformed it marketing practice as ideal as theoretical 

framework. There are some gaps compared to high performance SMEs. The authors 

discussed the factors influence on the process of marketing transformation which are the 

aptitude and ability of manager, the properties of industry, Chinese cultural value and 

SMEs’ macro environment. These factors have both positive and negative influence on 

marketing transformation process. They also make the marketing practices in different 

orientation periods mix, synchronize and create synergy in order to improve marketing 

performance. 

6.1. Suggestions 

Based on the discussion above, the authors put forward several suggestions for other 

Chinese manufacturing SMEs: 1) Increase the marketing role in the company and put 

more efforts on explore customer needs; 2) Be more sensitive to the change of external 

environment and conduct more market research; 3) Set more aggressive marketing 

objective in order to expand new market instead of conservative ones; 4) Build marketing 

department and make the structure of organization to be more open and effective to 

collect and dissect marketing information; 5) Control the marketing activities and receive 

the feedback in time.  

Two suggestions for further research are also be proposed:1) Cross-sectional studies 

which means choosing similar successful manufacturing SMEs to study their marketing 

transformation; 2) Longitudinal studies which means choosing other department within 

Lugang to study the transformation of SME form macro perspective i.e. financial 

transformation. 

6.2. Limitations  

Considering the generalization issue, some limitation of utilizing Lugang as case 

company to study Chinese manufacturing SMEs marketing transformation process should 

be discussed. First, as a textile company, Lugang possesses the universal characters of 

SME. However, its particular characters cannot represent the SMEs from other 

manufacturing sectors i.e. high-tech industry which is also the main component in 

manufacturing industry. Every firm’s market experience is rather accidental, there are 

limitations when projecting the situation of all SMEs in the whole industry, in other 
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words, adjustments must be done when applying the same strategy to the rest of 

manufacturing SMEs in China. Second, according to the statistic showed that the average 

life expectancy of Chinese manufacturing was 11.1 years, among which the proportion of 

the firms whose life expectancy excess 20 years was 7.9%. Another reports pointed that 

the average life expectancy of Chinese SMEs was 2.5 years (Li, 2013). The success of 

Lugang is contingent. It may take the advantages of location since Lugang is located in 

Yangzi river delta which is one of the most developed economic areas in China or the 

personal relationship with buyer which is not included in the area of research. The textile 

industry is more based in developing countries. Hence the contribution of this study may 

be very little for the SMEs in developed countries like Western Europe. Also, the 

changing environment in China along with the international situation, which has already 

happened, might not be duplicable. But it could be a practical example for those SMEs in 

the developing countries, like in Eastern Europe or Southeast Asia. Third, thought a good 

relationship between interviewers and interviewees can help to explore more deep 

information, it could make interviewers lack the objective judgment about the 

information when interviewees polished or hid the information. 
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APPENDIX 

Table 1 Standards for Medium and Small Enterprises in China 

Industry Size Turnover 

(Million RMB) 

Number of 

employees (Person) 

Total assets 

(Million RMB) 

Agriculture, forestry, 

animal husbandry, 

fisheries 

Medium 5 - 200   

 Small and Micro 0 - 5   

Industrial Medium 20 - 400 300 - 1000  

 Small and Micro 0 - 20 0 - 300  

Construction Medium 60 - 800  50 - 800 

 Small and Micro 0 - 60  0 - 50 

Wholesale trade Medium 50 - 400 20 - 200  

 Small and Micro 0 - 50 0 – 20  

Retail trade Medium 5 - 200 50 - 300  

 Small and Micro 0 - 5 0 – 50  

Transportation Medium 30 - 300 300 - 1000  

 Small and Micro 0 - 30 0 - 300  

Warehousing Medium 10 - 300 100 - 200  

 Small and Micro 0 -10 0 - 100  

Postal Service Medium 20 - 300 300 - 1000  

 Small and Micro 0 - 20 0 - 300  

Lodging Medium 20 - 100 100 - 300  

 Small and Micro 0 - 20 0 - 100  

Food and beverage Medium 20 - 100 100 - 300  

 Small and Micro 0 - 20 0 - 100  

Transmission of 

Information 

Medium 10 - 1000 100 - 2000 

 

 Small and Micro 0 - 10 0 - 100  

Software and IT Service Medium 10 - 100 100 - 300  

 Small and Micro 0 - 10 0 - 100  

Real estate development 

operations 

Medium 10 - 2000 

 50 – 100 
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 Small and Micro 0 - 10  0 – 50 

Property management Medium 10 - 50 300 - 1000  

 Small and Micro 0 - 10 0 - 300  

Leasing Medium  100 - 300 80 – 1200 

 Small and Micro  0 - 100 0 – 80 

Others Medium  100 - 300  

 Small and Micro  0 - 100  

(Interim Provisions on the Standards for Medium and Small Enterprises, 2011) 

 

Pilot interview:  

Part 1 

Do you have these Marketing activities? 

Part 2 

How you scale Marketing performance？ 

1. Limitation of expenditure: (an approximation of money/time spent on all aspects of 

marketing activity) 

Minimal  limited   substantial 

 

2. Limitations of expertise: (the owner’s and others’ marketing background and the 

nature and amount of marketing education attained) 

Minimal  limited   substantial 

 

1. Customer relations 

2. Advertising 

3. Sales 

4. Pricing 

5. Market research 

6. Sales forecasts 

7. Sales control 

8. Public relations 

9. Product planning 

10. Credit extension 

11. Sales training 

12. Quality control 

13. Dealer relations 

14. Sales recruiting 

15. Product services 

16. Product schedule 

17. Inventory control 

18. Packaging 

19. Warehousing 
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3. Limitation of impact: (whether the company is known in the market and to what 

extent this knowledge or awareness has changed) 

Minimal  limited   substantial 

 

4. Level of generalization: 

 General concepts: a situation where the marketing activities carried out by a firm are 

at a very ‘general’ level, that is, they are closely identified with the general concept 

of  marketing as described in the literature and often are not carried through to 

implementation. 

 Industry-specific: a situation where the marketing activities carried out by the firm 

are allied closely to that which will happen throughout the industry. That is, they 

follow certain ‘norms and practices’ peculiar to that industry 

 Situation-specific: a situation where a firm will apply innovative and imaginative 

marketing designed to suit its own particular circumstances and requirements. 

 

5. Planning versus operations: 

 ‘Minimal’ refers to a firm that carries out little or no marketing planning, but instead, 

is concerned with the operation of marketing. Marketing operations activity will 

dominate the firm’s marketing behavior. 

 ‘Balanced’ refers to some marketing planning that is carried out at least once within 

a period or on several occasions during a period. The ‘balance’ does not refer to 

equality but ‘appropriately’ balanced between planning and operational activities. 

 

6. Marketing planning adapted for small firms: 

 Limited adaptation is reflected in the process of a firm that describes and uses 

marketing planning practices. That is, by using techniques which are wholly 

unsuitable for mall firms, such as general concepts, formal marketing plans, market 

share measurement, large mail shot, or major media advertising. 

 Substantial adaptation is indicated by the degree of refinement of marketing planning 

technique to suit the characteristics of the small firm and its particular circumstances. 

 

7. Stages of marketing development: 

 Reactive stage- this is concerned with initial marketing activity. New firms enter 

markets and find customers in ways largely dictated by specific industry norms. The 

overriding common denominator for many new firms' customers is that, in almost 

every case, they are known personally to the entrepreneur and initial transactions 



65 

concentrated either on the firm making contact with the customer on a personal basis 

or vice versa. Therefore, marketing does not exist, or at best is performed in a very 

primitive fashion, in most new firm start- ups. If the combinations of the marketing 

elements are satisfying a market need, the new start-up firm will probably benefit 

from word-of-mouth recommendations. 

 Tinkering marketing - This can be defined broadly as marketing which occurs 

because of the need to expand sales, but which is haphazard and disjointed, largely 

because it is carried out spasmodically and spontaneously. Examples may be 

embryonic brochures or leaflets, occasional advertising, a local exhibition or 

sponsorship. 

 Entrepreneurial marketing - This is defined as marketing which is recognized for its 

value in generating sales but which is carried out by the entrepreneur as part of his or 

her other activities. This marketing is characteristically instinctive and high risk. The 

performance of the small firm in marketing will thus depend to a large extent on the 

aptitude for marketing of the owner/manager. 

 Proactive Marketing - This is defined as methodical controlled marketing carried out 

by a marketing expert or specialist employed by the firm. The marketing activity will 

be characterized by a well-developed integrative and proactive approach where each 

activity will support the others and with the whole effort working toward the 

achievement of clear short-, medium- and long-term objectives, in other words, 

professional marketing. 

 

8. Level of activity: 

 Little or no marketing (non-simplistic) - It manifests itself in circumstances where 

firms are largely reactive to consumer inquiry. They have little or no knowledge of 

who their customers are or from where they come. 

 Implicit and simple marketing - this occurs in companies as an instinctive activity. 

These firms do marketing as a natural part of business activity but their marketing 

remains fragmented, due to lack of resources and knowledge of marketing activities 

in general. 

 Explicit and sophisticated marketing - this occurs in companies that engage in any 

marketing activity as part of a coordinated and integrated program with clear 

objectives and purposes. This need not be explicitly stated but will reveal itself in the 

way a firm describes a situation and in the breadth of marketing activities utilized. 

The classification can also be made to both external and internal considerations of 

marketing planning. 


