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ABSTRACT

China's economic reform initiated in 1979 has brought about the
partial functioning of markets and the growing interest in Western
marketing on the part of academics, practitioners, and governmental
bodies. In the West, despite the repeated espousal since the 1950s,
marketing orientation has only been partially practised by UK and
American firms, with a resultant decline in international
competitiveness. Meanwhile, a number of related fundamental issues
remain unexplored.

This study addresses the compatibility of Western marketing with
China's new setting, with a focus on the general factors encouraging
and discouraging marketing orientation and the consequences thereof. A
postal survey involved 254 UK firms and 636 Chinese enterprises,
supplemented by two in-depth interviews. Principal component,
regression, and discriminant analyses, together with t-test and
analysis of variance, were performed for data analysis.

The major issues in the study include: 1) characteristics of the firm
adopting marketing orientation; 2) associations of marketing
orientation with market structure and (governmental and corporate)
control; 3) relationships between marketing orientation and
performance; and 4) linkages between innovation and marketing
orientation. Within this framework, the following are further
examined: a) relationships among market structure, control, marketing
orientation, and firm size; b) differences between the UK and China
business environment and between (UK) corporate investment control and
(Chinese) governmental investment control; c) structure of business
orientation in UK and Chinese enterprises; and d) issues particularly
relating to the Chinese context such as business behaviour and
environment in different regions and enterprises of different type.

The research demonstrates the nature of the embryonic stage of markets
and marketing-related behaviour in China, and provides insights into
business orientation in Western surroundings. A number of problems in
the business orientation of UK firms and key parameters in terms of
business decision and further research have been identified.
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CHAPTER 1: RESEARCH BACKGROUND

1.1 ECONOMIC REFORM, MARKETS, AND MARKETING IN CHINA

The Industrial Revolution in Western Europe and North America heralded

the era of the modern market-based economy. As the market system grew,

marketing thought, principles, and institutions gradually developed.

It is approximately eighty years since the first formalisation of

marketing thought (Schwartz 1970; Bartels 1976).

In the 1950s, 'marketing' as a working concept came to light, and a

marketing title and new organisational unit - 'the marketing

department' - in the company were created in America (Hahn 1957;

Viebranz 1967). "The '60s opened with a flurry of marketing

reorganizations. ... This is a continuation of the wave of marketing

reorganization that swept over American business in 1959" (Printers' 

Ink 1960). Since then marketing has moved to a central position in

many companies (Koch 1962; Lynn 1969); the marketing concept has been

widely advocated and seen as an adaptive business philosophy (Borch

1957; McKitterick 1957; Keith 1960; Bursk 1959; Togesen 1956; Roberts

1960; Levitt 1960, 1962); it has been practised and generally regarded

as a successful paradigm (Hahn 1957; Allen 1959; Jewell 1958; Lazo and

Corbin 1961; Hise 1965; Williams 1966; Rothe and Benson 1974; Davidson

1978; Peters and Waterman 1982).
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In China, since 1979, a series of reform measures have been undertaken

to introduce the product-market into the economic system. As a

consequence, a nation-wide survey in 1985 concluded that the market

system had begun to play a significant role in the overall economic

operating mechanism (Reynolds 1987, p.4). In 1988, the industrial

output value of non-state-owned enterprises accounted for 35.6% of the

total	 industrial output value', increased by 15.9% and 6.2%

respectively in comparison with 1978 and 1985 (The Group of Macro-

Economic Observation and Analysis, The Economic Reform Research 

Institute of China 1988). The total profit margin 2 of manufacturing

industry decreased from 13.8% in 1981 to 11.9% in 1985 as a result of

an increase in competitive intensity (Zhang 1987).

The existence of markets has encouraged, within universities, various

marketing-related academic activities such as training, teaching, and

research in marketing. Enterprises and government bodies have also

become interested. For instance, in 1984, The Chinese University

Association of Teaching and Researching Marketing was founded (He and

Lan 1985); a number of joint management-training programmes in

business studies have been undertaken, with business schools from

1	 Industrial Output Value: a measure of production scale of an
enterprise or industry commonly used in China. It is calculated
by multiplying the number of products or amount of work by
either 'constant price', which is a kind of (historical) fixed
price used for the purpose of comparison, or 'current price',
which is mainly concerned with the measurement of operating
performance of an enterprise or industry (Yuan 1984, pp. 224-
225).

2 Profit Margin: Sales Profit/Sales Revenue, where Sales Profit =
Sales Turnover - Cost of Sales - Sales Tax (Yuan 1984, pp. 655-
657).
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Western European countries and America; papers and books on marketing

have also been published. On the whole, the theme of teaching and

research activity has followed the framework of the marketing system

in the West, with emphasis on the differing nature of market and

economic relationships.

In practice, many new types of enterprises characterised by market-

driven behaviour have developed due to the disintegration of the past

unitary and centrally controlled enterprise structure. The degree to

which state-owned enterprises have been controlled by state bodies has

varied considerably from sector to sector, from region to region, and

from enterprise to enterprise.	 Production-orientated,	 selling-

orientated, as well as customer-orientated behaviour have been found

among the different types of enterprise. A recent survey concluded

that the business concept of manufacturing enterprises has changed

from production to production-market orientation (Lu, Zhang, and Van

1988).

These significant changes in enterprise behaviour, market structure,

and enterprise control have also been recognised by Western academics

(See Thorelli 1983; Holton 1985; Byrd 1986, 1987; Vernon-Wortzel and

Wortzel 1987; Child 1987; Brewster, Brown, and Burns 1988).

3



"Some of the impacts of all this experimentation on marketing

have already been suggested: a new awareness of and interest

in marketing by producers and distributors; the emergence of

some degree of customer orientation supplementing the

dominant supplier-mindedness; the sudden appearance of

competitive concerns and buyer's markets in some industries."

(Thorelli 1983)

"Managers in these areas can achieve levels of authority and

accountability very similar to those enjoyed by managers in

public enterprises in the West. Many already set their own

production or service targets, negotiate with suppliers,

adjust prices and retain and distribute profits. A number of

enterprise managers have expanded their operation vertically,

making Marks and Spencer or Benetton type arrangements with

suppliers, or bringing their own products directly to the

markets."

(Brewster, Brown, and Burns 1988).

1.2 MARKETING AND THE MARKETING CONCEPT

A major cross-cultural study has contended that management philosophy

is culture-bound (Gonzalez and McMillan 1961). It has also been argued

and stressed that the efficiency of application of management

principles is constrained by external conditions: educational,

sociological, political/ legal, and economic characteristics (Farmer

and Richman 1964) as well as by cultures (Oberg 1963). Since
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environmental conditions in China have been remarkably different from

those in the West and, most importantly, markets in China have arisen

from a centralised economic system rather than through a process of

natural growth, the model of market development in the West, the

compatibility of Western marketing approaches with the new setting in

China requires careful exploration.

'The marketing concept' is the foundation of the Western marketing

system, as such it is the ideal starting point from which to

scrutinise the applicability of marketing in China. The marketing

concept "provides the philosophy for both the methodology and

organisational structure of marketing" (Kaldor 1971).

The markets and market-related behaviour in China have been recent

phenomena, hence they can be, to some extent, comparable with those of

the West in the past. Under the parallel market conditions,

enterprises may behave similarly because of the enforcement of 'market

laws'.

A number of studies have shown that marketing orientation has only

been partially adopted by UK and American companies (Webster 1981;

McDaniel and Hise 1983; Doyle, Saunders, and Wong 1986; Doyle,

Saunders, and Wright 1987; Ryan 1989; Witcher 1990), and that this

could be linked to a decline in international competitiveness (Baker,

Hart, Black, and Mohsen 1986; Ryan 1989). There has been much

discussion as to whether marketing orientation is a successful

paradigm (See Varadarajan 1983).
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Therefore, at the beginning of the research, the following questions

need to be addressed:

1. How can the applicability of marketing be measured? What are the

criteria for adopting the marketing concept?

2. What are the core factors influencing the acceptability of the

marketing concept?

3. What factors constrain the acceptance of the marketing concept?

4. What impact does the adoption of the marketing concept have on

the overall behaviour of the enterprise?

5. What is the linkage of adopting the marketing concept with the

performance of the enterprise?

Therefore,

6. To what extent do UK companies accept the marketing concept?

7. To what extent do Chinese enterprises accept the marketing

concept? Alternatively, is the concept acceptable only in some

types of enterprises, or only acceptable to a limited degree in

China?

1.3 OVERVIEW OF THE RESEARCH METHODOLOGY

This research is aimed at testing the model of marketing behaviour

developed through reviewing literature, comparing the nature of

marketing-related activities and their environments between UK and

Chinese enterprises, and exploring business behaviour and constraints

in Chinese enterprises particularly relating to China's economic

system.
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To achieve the research objectives, postal questionnaires designed to

be compatible for both China and the UK and consistent with both the

UK and Chinese contextual conditions were used for data collection.

254 complete questionnaires were received from UK enterprises (46%

response rate) and 636 from Chinese enterprises (35% response rate).

The sample data were first scrutinised by using analysis of variance

and statistical inference such as t-test and chi-square test. The

results helped to understand the research model and subsequently

supported the interpretation of the results from the statistical

procedures of multiple regression and discriminant analyses.

The survey results were further supplemented by in-depth interviews.

The interviewees were a development manager from a Swedish subsidiary

of a major electronics corporation and a director of enterprise

development from a large Chinese high-technology corporation.

1.4 ORGANISATION OF THE THESIS

Chapter 2 first introduces the key concepts of the research. Then,

through a chronological review of the literature, focusing on the

major influences on the cyclical practice of marketing concept in the

West, the research model is developed. After that, the central

elements of the model are presented and analysed, and the underlying

principles pertaining to the relationships between the marketing

concept and its influences are elaborated. Finally, the rationales

behind the positive association between the marketing concept and
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innovation are discussed in an evaluation of this particular criticism

of the marketing concept.

Chapter 3 applies the model to China's setting. The acceptability of

the marketing concept and therefore the applicability of marketing in

China are addressed, with attention being paid to various obstacles to

the use of Western marketing principles. Included in the appendix of

this chapter is an analysis of the impact of Chinese culture on the

adoption of marketing orientation.

In Chapter 4 the objectives of this research project are outlined and

the propositions to be tested are formulated. This is followed by an

explanation of the choice of research strategy and a description of

the reasons for including the interviews. The remainder of the chapter

concentrates on the collection and analysis of the questionnaire data:

(I) design and tests of the questionnaires circulated in both the UK

and China, and sampling in both countries; (2) measurements of the key

concepts in the research model; and (3) selection of principal

component, multiple regression, and discriminant analyses, and outline

of the basic principles of these techniques.

Chapter 5 undertakes a preliminary analysis of univariate statistics

to examine the suitability of the research model. First, the analyses

which are largely compatible between the two samples are presented,

such as business environments, enterprise sizes, industrial types, and

investment decision making. Second, the business behaviour and

influences particularly associated with the Chinese circumstance are

analysed and discussed.
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Chapter 6 presents the results of tests for the research propositions.

The chapter is divided into three parts: first, presentation and

discussion of the results of principal component analysis; next,

through regression analysis with principal components being used as

independent variables, the confirmation of propositions is carried

out; finally, the variables which distinguish between marketing and

non-marketing behaviour are identified.

Attached to the chapter are both the results of interviews and a

critique regarding the validity of a classic model of marketing

evolution, in which a criticism of the model is questioned and a

criterion to classify marketing development is proposed.

Chapter 7 draws conclusions based on the results of statistical

procedures,	 together	 with	 other	 findings.	 Meanwhile,	 the

methodological limitations are outlined, and the implications of this

research for academics and practitioners are discussed. Finally, a

further research proposal is presented.
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CHAPTER 2 THEORETICAL FRAMEWORK

2.1 CONCEPTUAL FOUNDATIONS

2.1.1 The Marketing Concept

Much has been written on the interpretations of the marketing concept.

In the last two decades, it has undergone a series of challenges and

criticisms, and conversely has been defended, and continues to be

widely espoused. Thus it is necessary first of all to examine the key

components of the marketing concept.

Hitherto, four ingredients of the marketing concept are widely used

(Borch 1957; Felton 1959; McKitterick 1957; King 1963; Levitt 1962;

Kotler and Zaltman 1971; Bell and Emory 1971; Stampfl 1978; Kotler

1980; McCarthy and Perreault 1984; Musselman and Jackson 1981, 1984;

McGee and Spiro 1988; Kotler 1988):

1. Profit Direction. The kernel of the adoption of the marketing

concept aims at the achievement of the organisational goals, and

usually of profit goals in commercial organisations.

2. Market Focus and Customer Orientation. The company adopting the

marketing concept defines the boundaries of its markets and tailors a

marketing plan for each target market; it defines customer needs and

wants from the customer point of view in the marketing plan.
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3. Integrated Marketing Efforts. These comprise two points: (i) the

various marketing functions within the company must be integrated;

(ii) the whole company must be tuned to the market with the

integration of all its departments.

4. A Business Philosophy. The marketing concept has long been realised

to be a business philosophy (McKitterick 1957; Felton 1959; Levitt

1962; Roberts 1960; King 1963; Koch 1962; Kotler 1965; Stanton 1971).

However, recent connotations of the concept seem to conceal or leave

out this central characteristic (See Kotler and Zaltman 1971 p. 5;

Kotler 1980, p. 22; McCarthy and Perreault 1984, p. 35). It is this

characteristic that may present a major difficulty in the practice of

the deceptively simple concept.

"A company philosophy comprises the guidelines that have

become established as expected patterns of behaviour, either

through trial and error or through leadership. Part of the

foundation for a successful system of management is a

philosophy that is consciously thought out, clearly spelled

out, and consistently acted out in practice."

(Bower 1966).

Watson's simple tenets which prevail in IBM - respect for the

individual, devotion to customers and pursuit of excellence in all

activities - make IBM more successful than other companies which could

also have adopted a similar doctrine. The same is true for Marks &

Spencer, one of a number of excellent companies in the UK, in which

some seemingly simple guiding principles play an important role.
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With respect to the execution of the business philosophy, it has been

recognised that, to satisfy customers, employees must first be

satisfied (Kotler 1988). Interestingly an empirical study indeed found

a significant relationship between customer and employee orientations

(Dunn, Norburn, and Birley 1985). In a service industry, this seems to

be as important as having a necessity to "turn the organization chart

upside down" (Davidson 1978), a view which has also been expressed by

Bill Marriott, Jr., chairman of the Marriott hotels (Kotler 1988, p.

21). The fact that "Japan places people first in its priority system"

(Rehder 1981) appears to facilitate the implementation of marketing

orientation in Japanese companies and makes them acknowledged

successful marketers (Lazer, Murata, and Kosaka 1985).

The marketing concept also comprises other important elements, which

deserve attention:

5. Competitor Reference. The position of competition in the conceptual

framework of the marketing concept has been less well defined. In his

definition of the marketing concept, Kotler (1988, p. 17) recognised

that:

"The marketing concept holds that the key to achieving

organizational goals consists in determining the needs and

wants of target markets and delivering the desired

satisfactions	 more	 effectively	 and	 efficiently	 than

competitors."

12



But in expounding the components of the marketing concept, he has not

encompassed competitors. A recent study has noticed a competitors'

role in market orientation, but failed to clarify the relationship

between customers and competitors, simply incorporating the element of

competitor orientation (Oxenfeldt and Moore 1978) into market

orientation without distinction (Narver and Slater 1990).

As a product of the modern market economy, the marketing concept is

embedded in the strategic 3Cs - company, competitor, and customer

(Ohmae 1983) - in that these three components often accompany each

other in the business arena. In the marketing concept, competitors

play the part of the reference from which the company differentiates

itself, employing its relative corporate strengths to improve, or

deliver in a different way, customer-desired satisfactions. Also it is

the competition that decides the degree to which a company commits

itself to customers.

For instance, throughout the 1980s, there has been steadily growing

emphasis on quality in Western countries (Chase 1988; Feigenbaum 1990;

Oakland 1990, p. x). One of the major reasons for the emphasis is that

"Consumer quality expectations have risen simply because customers

discovered the desired finish and reliability could be found in

foreign products" (Miller 1988, pp. 105-106).

Ohmae (1988) has implicitly expressed the view: "the smartest strategy

in war is the one that allows you to achieve your objective without

having to fight" (an ancient Chinese military strategy). Despite the

importance of taking the competitors into account in making strategy,
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they should come second; first comes serving the real needs of

customers (Ohmae 1988).

The nucleus of the marketing concept is customer orientation (Kotler

1972), the rationale of which has been partially elaborated by Howard

(1983) and Kotler (1988). The economic effect of marketing orientation

is, in essence, the attainment of differential or competitive

advantages through the creation of a quasi-monopoly in a market

segment or niche so as to make the company more viable or profitable.

The perspective that marketing strategy is de facto developing

competitive or differential advantages has been implicitly expressed

by various academics. (See Foote 1969; Ohmae 1983; Coyne 1986; Nevens

1987; Fulmer and Goodwin 1988; Ohmae 1988).

6. Innovation. The positive relationship between marketing and

innovation has been recognised by many early academics and

practitioners (Drucker 1954; McKitterick 1957; Levitt 1962; Alderson

1965; Zaltman 1965; Simmonds 1982). In his doctoral dissertation, King

(1963) clearly incorporated innovation into the framework of the

marketing concept: the marketing concept involves:

"Active company-wide managerial concern with innovation of

products and services designed to solve selected consumer

problems."

However, it has been recognised that starting from about 1965 onwards

"innovation in marketing grew steadily away from a concern for the

marketer as the real innovator" (Simmonds 1982).
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Innovation is a necessary condition of exercising the marketing

concept, that is, the marketing-orientated company must be innovative

in the light of developing new products and services to satisfy

customer needs better. However, an innovative company is not

necessarily marketing-orientated.

Innovation is also logically aligned with the marketing concept. It

ensures a continuous process to provide customers with new products or

services matching their evolving needs and wants. "Innovation lies at

the core of marketing and the marketer's task is to suggest, induce

and monitor innovation"	 (Simmonds 1982). Marketing orientation

involves being better than or different from competitors and this is

largely achieved through innovation3.

2.1.2 The Market Effect

For the purposes of this study, the market effect is defined as an

index of various factors that impel market competition and affect a

company's viability. The concept of the market effect includes two

components: competitive intensity and its impact on the viability of

the enterprise.

The market effect can be distinguished at both the macro and micro

levels. The macro market effect is largely concerned with general

governmental policy regarding an overall economic operational

3	 A detailed discussion of the relationship between the marketing
concept and innovation has been presented in Appendix Al.
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mechanism at above the micro level, such as public utility policy,

capital goods industrial policy, defence industrial policy, and

foreign-owned firm policy. Therefore, it defines and indicates the

extent to which the market mechanism functions in a country, an

industry, or a type of enterprise as a whole. In China, for instance,

non-state-owned enterprises are regulated mainly by markets in the

light of governmental policy, compared with state-owned enterprises

which are heavily planning controlled. The micro market effect refers

to the specific market impact as a result of governmental policy and

economic situations in an industry or enterprise. The market effect

may also be described in the market effect curves, like product and

industrial life-cycle curves.

2.1.3 The Control Effect

The control effect is defined as a measure of various factors,

resulting from government and/or a corporate-headquarters, which

constrain or direct enterprise behaviour. First of all, control can be

either or both governmental and/or by a corporate-headquarters.

Secondly, it can be classified as direct or indirect. Direct control

is planning control by either governmental agencies or corporate

headquarters in production, purchase (supply), sales, distribution,

personnel, finance, and pricing or any policies which directly involve

the operational process and direction of the company. Indirect control

features the constraints on company behaviour imposed by regulations,

laws, policies (government or corporate) or other personal influences.
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Government control in the West is principally present as government

regulation. Regulation has been broadly defined as:

"The intentional restriction of a subject's choice of

activity, by an entity not directly party to or involved in

the activity."

(Mitnick 1980)

The American Congressional Budget Office has resorted to a working

definition of regulation in which regulating activities are described

as activities which have:

"An impact on the operating business environment of broad

sectors of private enterprise, including market entry and

exit; rate, price, and profit structures; and competition;

An impact on specific commodities, products, or services

through permit, certification, or licensing requirements; and

Involve the development, administration, and enforcement of

national standards, violations of which could result in civil

or criminal penalties, or which result in the types of impact

described above." (Quote from Mitnick 1980).

A distinction can be drawn in the general pattern of regulation:

social regulation, namely, "controlling activities with direct effects

on people, such as safety, affirmative action, or environmental

regulation" and economic regulation, 	 "which seeks to control
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instrumental market activities such as price, entry, and trade

practice" (Mitnick 1981).

The subject of regulation has been broadly examined in the areas of

economics, law, and political science; each of the areas has its own

definition and focus regarding the subject (Spulber 1989).

A significant distinction between government direct and indirect

control is that direct control takes place at the enterprise level and

indirect control at the industrial or macro-economic level. In China,

for example, the majority of large and medium-sized state-owned

enterprises have been subject to direct control: their production,

sales, and supply, to a varying extent, have been directly planned by

government, prices have been set by government, and use of funds and

recruitment of employees have been regulated by government.

The concept of the control effect implies something wider than that of

'control' as described in organisation studies in terms of the

relationship between the control subjects and objects. The general

concept of 'control' in organisation studies principally deals with

controls within an entity - a firm or an institution, whereas the

concept of the control effect focuses on the relationship between

business units and corporate headquarters.
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2.2 A MODEL OF MARKETING BEHAVIOUR

2.2.1 Literature Review

A) Chronicles of Marketing Orientation

The marketing concept has been a time-honoured topic in the Western

business world and a broad range of issues has been explored. While

most of the studies are conceptually based, empirical research chiefly

involves gauging the extent to which it has been adopted or practised

(Lazo 1958; Hise 1965; Barksdale and Darden 1971; McNamara 1972;

Lusch, Udell, and Laczniak 1976; Webster 1981; McDaniel 1983; Doyle

1987; Peterson 1989; Witcher 1990). Other sporadic empirical work has

focused on the association of the marketing concept with product

planning (Lawton and Parasuraman 1980) and corporate culture (Dunn,

Norburn and Birley 1985; Birley, Norburn, and Dunn 1987). The major

issues	 involved	 in	 the	 marketing	 concept	 can	 be	 divided

chronologically into three periods as follows:

(i) Between the late 1950s and the early 1960s

In this period, the core of the related literature focused on the

meaning of the marketing concept, the implication of the adoption, its

advocacy and implementation (Drucker 1954; Togesen 1956; Borch 1957;

McKitterick 1957; Jewell 1958; Bursk 1959; Allen 1959;	 Keith 1960;

Roberts 1960; Levitt 1960, 1962; King 1963; Smith 1958; Felton 1959;

Lear 1963).
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(ii) From the late 1960s to the early 1980s

From the late 1960s, attention turned to the problems or barriers in

the adoption of the marketing concept and to ways of overcoming them

within an organisation (Kotler 1965; Saunders 1965; Levitt 1969; Fromm

1969; Ames 1970, 1972; Lawrence 1971; Kaldor 1971; Shapiro 1977;

Stampl 1978).

The application of the marketing concept started to spread beyond

conventional consumer-packaged-goods industries to, for example,

retailing (Fram 1965), aerospace business (Reynolds 1966), health

service (Zaltman and Vertinsky 1971), 'fund raising' (Mindak and Bybee

1971), the promotion of social objectives (Kotler and Zaltman 1971),

banking and financial services (Davies 1974), railways (Christopher

1975), nursing (Lewis 1977), library and information services (Oldman

1977), services or non-profit organisations in general (Kotler and

Levy 1969; Davidson 1978), and to socialist countries - Czechoslovakia

(Nykryn 1969) and Hungary (Hovanyi 1971). Attempts were made to

construct a conceptual basis for the generic application of the

marketing concept (Kotler 1972; O'Leary and Iredale 1976).

Issues of consumerism were raised, which had a close bearing on the

marketing concept (Buskirk and Rothe 1970; Bell and Emory 1971; Kotler

1972; Rothe and Benson 1974). Having drawn a distinction between old

and new consumerisms, Kotler (1971) proposed 'a societal marketing

concept' to respond to the new consumerism.
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The marketing concept underwent various criticisms (Rodger 1980, pp.

15-19):

- The marketing concept ignores consumer welfare and conflicts with

company's social responsibility to consumers. Hence a revised

marketing concept was suggested (Bell and Emory 1971; Feldman 1971).

- It has been argued that the marketing concept is outmoded and a new

concept has been proposed to revise or replace it (Dawson 1969;

Lavidge 1970; Rothe and Benson 1974).

- The adoption of the marketing concept makes companies increasingly

reliant on customer-orientated sources for new product ideas, and

results in a proliferation of imitative products at the expense of

technological breakthrough (Bennett and Cooper 1979, 1981; Kerby 1972;

Riesz 1980; Hayes and Abernathy 1980).

(iii) The 1980s

The 1980s have seen continuing attempts to apply the marketing concept

to ever broader realms: clothing, textiles, consumer durables,

transportation, utilities, financial and services, and retailing

(Michaels 1982), tourism (Greenley and Matcham 1986), public services

(Beltramini 1981), and marketing in socialist and developing countries

(Varadarajan 1984; Naor 1986; Mitchell 1984; Holton 1985; Rao 1983).

In the 1980s, corporate culture became a buzz-word in business

research and education (Reimann and Wiener 1988). The magazine
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Business Week (1980) articulated the claim that corporate culture

influences the transformation of corporate orientation towards

marketing; this claim was subsequently repeated elsewhere (Schwartz

and Davis 1981; The Wall Street Journal 1985; Lorsch 1986). Ensuing

empirical research substantiated a positive correlation between the

corporate culture with a customer orientation and marketing

effectiveness (Dunn, Norburn, and Birley 1985; Birley, Norburn, and

Dunn 1987).

However, the traditional marketing belief that corporate orientation

has experienced a transition from production to sales and finally to

marketing was challenged (Hollander 1986; Fullerton 1988). Meanwhile,

an alternative model concerning the historical marketing evolution has

been proposed4 (Fullerton 1988).

The marketing concept has been further examined from a viewpoint of

information. This examination has concluded that the marketing concept

"has been established as the optimal management philosophy when it is

not necessary so in all instances", and there are "many examples of

poor marketing practices which have been adopted in the name of the

marketing concept" (Houston 1986).

In response to criticism, numerous papers have sought to refute the

challenges to the marketing concept and to defend its validity

4	
Considering some relevancy of the challenge to this research, a
special response to Fullurton's article: "How Modern is Modern
Marketing? Marketing's Evolution and the Myth of the 'Production
Era'" is presented in Chapter 6, whereupon the results of the
study can be referred to.
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(Parasuraman 1981; Gaski 1983, 1984; Lawton and Parasuraman 1980;

Dodge 1983; Kiel 1984; Morris and Lundstrom 1984; Webster 1981, 1988;

McGee and Spiro 1988). In particular, it is claimed that "In recent

years, there has been a strong resurgence of academic as well as

practitioner interest in the marketing concept and its implementation"

(Kohli and Jaworski 1990).

B) Influences of Marketing Orientation

It is important to note that the thinking embraced in the marketing

concept has been recognised as being neither new nor revolutionary

(Togesen 1956; Lazo 1958; Roberts 1960; Koch 1962) - allegedly having

been formulated in the late 1920-30s (La Londe 1964; McKitterick

1957); its postulates are even rooted in the eighteenth century (Sachs

and Benson 1978). But it was not until the 1950s and 60s that the

marketing concept gained relatively wide acceptance (McKitterick 1957;

Hahn 1957; Lazo 1958; Allen 1959; Keith 1960; Koch 1962; Hise 1965;

Lazo and Corbin 1961, pp 3-6; Pride and Ferrell p. 17). This coincided

with a dramatic increase in the market effect in America at that time

(Togesen 1956; Reed 1956; McKitterick 1957; Allen 1959; Negandhi

1968; Adler 1964).

When Levitt (1960) diagnosed "marketing myopia" in American companies,

most of the cited companies were located in industrial and capital

goods industries. Both McNamara (1972) and Webster (1981) have

confirmed through their respective research that industrial and

capital goods firms show a lower degree of adopting the marketing

concept than consumer goods firms. The market effect in industrial
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goods markets has been noticeably lower than that in consumer goods

markets. As Fromm (1969) put it:

"There is no doubt that most of the industrial and capital

goods industries are more production-orientated than the

consumer goods industry. One of the reasons for this is

certainly that the consumer's market has been the object of

hard fighting for years, whereas the manufacturers of

industrial and capital goods enjoyed a seller's market for a

long time after the war."

During periods of shortage many companies divested themselves of the

marketing concept (Blankenship and Holmes 1974), seemingly because of

the low market effect. The delayed appearance of marketing in service

industry could be interpreted in the same way.

It has been mentioned or implied that under a competitive environment

companies tend to adopt the marketing concept (Togesen 1956;

McKitterick 1957; Allen 1959; Adler 1964; Fromm 1969; Ames 1970;

Buskirk and Rothe 1970; Lawrence 1971; Michaels 1982; Marketing News

1983; Kotler 1988, p. 24). For instance, it has been written that:

"There are many reasons for this upsurge of interest in

marketing. The principal spur is the sharp increase in

competition in all lines."

(Allen 1959)
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With some companies, a radical change in management

structure and philosophy only comes about when the threat to

survival is immediate."

(Lawrence 1971)

"Enterprises facing competitive markets also have a strong

incentive to meet customer needs by improving marketing and

distribution and by providing warranties and after-sales

service."

(Byrd 1986, p. 239)

According to a study, in the centralised firms, "business unit

management tend to lose profit orientation and market responsiveness"

(Goold and Campbell 1987, p. 149). The same research also suggests

that in companies undergoing relatively strong corporate control,

there is a tendency for them to be averse to risk, and "management

thinking may become less responsive to opportunities and threats as

they arise" (ibid. pp. 176-177). These have an indication that the

strong control effect may inhibit marketing orientation.

2.2.2 Model Building

In many circumstances, the marketing theory of firm behaviour, based

on customers, competitors, and the company, needs to be developed to

incorporate the action of either or both government and/or corporate

centres.

25



Such outside agencies, together with other environmental conditions,

constitute a system which shapes enterprise behaviour and which

consists of two sub-systems: the facilitating system which triggers

enterprise behaviour and the constraining system which inhibits

adaptive behaviour.

There are four elements in the facilitating system: corporate

marketing behaviour 5	(the dependent variable in the study),

performance, the control effect, and the market effect. The direct

control effect either from government or corporate headquarters is

negatively related to both the market effect and marketing behaviour.

Indirect control from the corporate headquarters can have either

positive or negative impact on the company's stance regarding

marketing behaviour, depending on the corporate culture or policy.

Indirect control from government will influence marketing behaviour by

strengthening or reducing the market effect. The market effect gives

the impetus for marketing behaviour, which increases marketing costs

and thus stimulates market-domesticated 6 behaviour, which eventually

brings about a decrease in the market effect.

The major factors in the constraining system consist of management

capability (Stanton 1971; Saunders 1965), corporate culture (Business 

5
	

Marketing behaviour is defined as the conduct of firms which
conforms with the integral key elements of the marketing
concept.

6 The concept of domesticated markets was used by Arndt (1979a;
1979b) to argue that the competitive and open market is being
tamed, regulated, and closed, and transactions are occurring in
internal markets with the framework of long-term relationships.
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Week 1980; Peters and Waterman 1982; Morris and Lundstrom 1984; Wall

Street Journal 1985; Reimann and Wiener 1988), national culture,

resources (including financial, human, and technological), technology,

organisational structure (Stampfl 1978, 1983), and key individuals'

backgrounds.

In the long run, enterprise behaviour is determined by the combined

effect	 of	 various	 macro-environmental	 influences	 including

legal/political, economic, technological, international, and societal

effects. These influences define the domain in which the market and

control effects operate as a whole. In general, the macro-environment

is relatively stable over a short period, and therefore a certain

pattern of the market and control effects is, on the whole, the major

influence on adaptive behaviour. Figure 2.1 presents the analytical

framework for the overall model.
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MARKET EFFECT
Si

Number of sellers
Number of buyers
Size of firm
	

(-)
Barriers of entry
Threats of substitutes
	

(+)
Long-term contracts
Sense of competition

CONTROL EFFECT
Si

Governmental command
Governmental planning
Governmental policy
Regulations and laws
Corporate direct control
Corporate policy
Corporate influence

MARKET DOMESTICATION
S2

Mkt contracts
Conglomerates
Franchising
Integration
Joint venture
Joint product dev.

CORPORATE MARKETING BEHAVIOUR
Si S2

Profit direction
Market focus
Customer orientation
Coordinated marketing
Research and innovation
Employee's satisfaction

( ) (+)

FIGURE 2.1 A Model of Marketing Behaviour

ENVIRONMENTAL CONDITIONS
Economic
Demographic
Political/Legal
Technological
International
Cultural/Societal

(4-)

(+)

(	 )

OPERATING COST
S2

CONSTRAINTS
S2

Marketing research Technology
Administration Resources
Production Management capability
Product modification (+) Corporate culture
Promotion and Service National culture

Individual Background

PERFORMANCE
Si: Sub-system 1 - Si

Facilitating system Profitability
Customer satisfaction

S2: Sub-system 2 - Customer loyalty
Constraining system Company cohesion

Corporate image
Risk reduction
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2.2.3 Marketing Behaviour and the Market Effect

A) Rationale of Causality

The market effect, as previously defined, is the	 inherent driving

force for customer orientation. When the market effect is weak,

resulting, for instance, from demand greatly exceeding supply, the

enterprise, as an economic entity, tries to reach its economic goals

with the least effort and cost. Under the circumstance of a shortage

in an economy, industry, or market, the primary constraint lies in

supply so that production expansion and cost reduction prove to be

more appropriate, compared with marketing approaches which may involve

costs	 in	 promotion,	 servicing,	 production	 modification,

administration, and marketing research.

As the market effect increases, the enterprise is driven to make

itself better than, or different from, competitors, and therefore more

of its effort and costs go towards making it viable and profitable in

order to attract and retain customers; the pursuit of product

differentiation or differential/competitive advantages means more

effort and costs (Koch 1974, 1980; Scherer 1980; Porter 1980). The

adoption of marketing orientation is the outcome of an increase in the

market effect, resulting in an increase in marketing effort and costs

(Lynn 1969; Cheng and Bell 1970; Kotler 1988).

Resistance to change is a common symptom in an organisation (Grossman

1974; Rino 1974; Calish and Gamache 1981; Lawrence 1971; Pettigrew
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1986). Often, only when the expectation of change in the market effect

is such that it influences the company's viability, are changes in the

organisation likely to take place (Lawrence 1971; King 1975).

In a market-driven economy, profitability is still a critical factor

in business decisions because of the need to survive and prosper

(Manne 1965; Marris 1974; Lipsey and Steiner 1981, pp. 174-175;

Drucker 1954, p. 65).

In the extreme instance of a pure monopoly (the low market effect),

the monopolist is a price-maker and thus can gain sustainable

supernormal profits simply by manipulating price or output rather than

bothering to identify customer needs and wants, which is enormously

costly. At the other extreme, with perfectly competitive markets (the

high market effect), the company appears to be a price-taker and can

only compete on the basis of cost reduction, where it is more likely

and willing to differentiate itself from competitors and to serve

customers better - the essence of marketing orientation - so as to

achieve a period of quasi-monopoly accompanied by enhanced profits.

B) Comparison of Different Orientations

Seemingly differential or competitive advantages can also be attained

by various means. The lowest costs, for example, and therefore low

prices, better quality, inventions and advanced technology can provide

competitive advantages. However, different impacts under different

levels of the market effect ought to be considered.
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In the Context of the High Market Effect

1). Capability and Cost Constraints. When a company seeks to

outperform competitors by providing the lowest costs, best quality, or

a brand new product, it often needs unique prowess, such as a low cost

labour-force, superior knowledge, and inventive genius. For instance,

many Japanese corporations possess both the advantages of production

technology or product quality (Bennett and Cooper 1981; Cole 1980;

Kassem 1974; Tsurumi 1982) and cheap labour (in its earlier days),

together with their marketing orientation (Drucker 1974; Lazer,

Murata, and Kosaka 1985; Doyle, Saunders, and Wong 1986), all of which

account for a major part of their success (Ohmae 1983).

However, the costs of these competitive commitments are usually very

high. Adler (1970) pointed out a number of the symptoms of ineffective

marketing, one of which was:

"A tendency to engage in bloody, knock-down-drag-out fights

with entrenched competitors. Examples abound, especially in

the packaged goods industries."

A study, for instance, has revealed that the new-product failure rate

lies between 20 percent to over 80 percent, depending on the

characteristics of the industry (Crawford 1977, quoted from Morris and

Lundstrom 1984). Additionally, it has been estimated that the new-

product failure rate was even up to 90 percent (Christian 1961). Urban

and Hauser (1980) have presented substantial evidence to shed light on

the risks of new product development.
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Theoretically, only one firm can provide the lowest cost in a given

industry and therefore other firms must choose other competitive

dimensions (Fulmer and Goodwin 1988). In contrast, customer

orientation provides a firm with multiple potential choices to

identify an area where a differential/competitive advantage can be

secured.

2). Reliance on Market Guidance. For a competitive advantage in the

company to be effective, "the difference or differences between him

and his competitors must be felt in the marketplace, that is, they

must be reflected in some product/delivery attribute that is a key

buying criterion for the market" (Coyne 1986).

3). Inherent Limitations and Weaknesses. These non-marketing-

orientated competitive dimensions often have limitations. For many

products, beyond a certain point, price is no longer valued by

customers, customer preferences quite often shift, and quality may not

be a major concern in areas such as fashionable goods.

"The long and well-documented history of new product failures

in this country is replete with examples of products coming

to market without any clear analysis of the nature of the

need or want they are supposed to meet. Technology push has a

bad track record in the UK."

(Thomas 1987, pp. 239-240)
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Clark (1989) argues that technology per se can hardly build a

sustainable edge since it is also every competitor's weapon, and thus

it has to be coupled with (marketing) strategies to win.

In the Context of the Low Market Effect

The low market effect can often be caused by many factors, such as

patented products or technology, large population, unique access to

supplies, integration and cooperation, economies of scale, large

capital requirements, or simply protection from government or

corporate headquarters. In most of these cases, the company may still

find production orientation to be more productive and profitable

because of extra costs involved in practising marketing orientation.

Therefore, a certain degree of the market effect is a precondition of

customer orientation, which otherwise loses its commercial logic. The

appropriate choice depends on the company's calibre or expertise, the

market	 effect,	 and	 competitors'	 strengths	 and	 weaknesses.

Nevertheless, due to the limitations of other business orientations,

most companies in competitive markets may find a marketing orientation

to be a better choice. If the market effect is low, orientations other

than marketing can be more effective in view of marketing-related

costs.
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2.2.4 Marketing Behaviour and the Control Effect

In Western countries, businesses encounter the control effect from two

sources: government regulation and corporate headquarters7.

A) Government Regulation

The pervasiveness of regulation, together with its deepening degree of

intervention in business activities, has been recognised by

practitioners and academics (Steiner 1978; Magill 1980; Leone 1977;

Momboisse 1977; Boulton 1979; Mitnick 1981; Wilson 1982; Breyer 1982).

"The power of these agencies cannot be overstated. They

affect every business and every person in this country,

touching on practically every aspect of our lives. They

determine the clothes we wear, the food we eat. They regulate

the water we drink and the air we breathe. In a word, they

shape our everyday lives and can even determine our destiny."

(Momboisse 1977)

Government regulation has been considered necessary in the light of

its rationale and reasonable effects; as Magill (1980) put it, "the

question is one of degree and direction" (Boulton 1979; Mitnick 1980;

Spulber 1989; Breyer 1990).

7	 This section mainly deals with the general principles in terms of
the influence of the control effect on marketing behaviour. The
detailed analysis of the specific pattern of the control effect
in China is presented in Chapter 3.
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By and large, regulation exerts an important influence on business

behaviour through its impact on the market effect. Although government

regulation was instituted in the public interest, some opposite

effects from it have often been found. Conceptually, the formalisation

of the two kinds of regulation is such that:

(1) Social regulation comes from 'externalities' such as pollution,

discrimination, and worker and consumer health and safety, which

cause substantial social cost without payment by the producer.

Regulation takes these costs into consideration (Wilson 1982).

(2) Economic regulation aims at maintaining the operation of a 'free

market' and market stability and "typically has involved creation of

state and federal regulatory commissions with broad authority over

prices, rates of return, entry, exit, merger, accounting practice, and

the like" (ibid).

However, it has been claimed that "our unguided regulatory system

[U.S.A] undermines competition and entrenches monopoly at the public's

expense" (Musselman and Jackson 1984), that government regulation has

borne inhibiting effects on the adoption of marketing orientation and

strategies in the UK railways (Christopher 1975), and that excessive

regulation has stifled innovation in American companies (Lawler and

Drexler 1981; Magill 1980). For example, Magill (1980) wrote: "There

is a considerable body of opinion which holds that this stifling

effect of regulation was an important factor in the decline of the

American railroad system". It is very likely, therefore, that the
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control effect from government regulation has a negative effect on

marketing orientation.

Some distinct evidence that the control effect from government

regulation affects marketing behaviour through 'tuning' the market

effect has been found in the recent deregulation which has taken place

in industries such as airlines, trucking, banking, railroads, buses,

crude	 oil,	 natural	 gas,	 banking,	 securities	 brokerage,	 and

telecommunications (Wilson 1982; Bleeke 1983; Spulber 1989, p. 12;

Breyer 1982; Knieps 1990). Competition in these industries have been

cited as becoming dramatically tough, and "with the winds of

competition blowing, the need for marketing muscle has become urgent

and some companies are already moving to meet it" (Michaels 1982).

Considering "increasing competition" as prodding marketing behaviour,

Kotler (1988, p. 24) explained:

H ... American Telephone and Telegraph (AT&T) remained a

regulated, marketing-naive company until the 1970s when other

companies were suddenly allowed to sell telecommunications

equipment to AT&T's customers. At this point, AT&T plunged

into the marketing waters and hired the best marketers it

could find to help it compete."

Additionally, it has been evident that American companies have been

exposed to "the excessive involvement of government" (Magill 1980),

and influenced by government in their internal business decision

making (Steiner 1978; Boulton 1979). A paradoxical phenomenon is that

while deregulation has proceeded, 'new' regulations have increased,
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particularly in the late 1970s and early 1980s (Wilson 1982). The

chief differences between the new regulations imposed and old ones

removed are that the older regulations and industry regulatory

agencies were concerned with one industry and the companies in it,

such as airlines, trucking, and railroads; the newer ones were

concerned with one function in an organisation and therefore affected

far more industries, companies, and customers (Steiner 1978). The

consequence of the newer regulations is that the agencies "can

dominate a company's affairs in their realm of functional authority"

and "that government has become intimately involved in factories and

other workplaces" (Steiner 1978).

B) Corporate Control

Managerial relationship between business units and their corporate

headquarters is a common additional issue. Since World War Two, multi-

business companies have arisen with unprecedented speed, mainly in the

form of multinational corporations, and in the last decade diversified

companies have grown rapidly:
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"In 1950, 75 per cent of the 200 largest companies in the UK

derived the bulk of their sales from a single business. The

proportions were similar in other developed economies. By the

mid 1980's these figures had altered dramatically: now only

35 per cent of large firms concentrate on a single business.

This change follows precedent in the United States and is

reflected in all the main European countries."

(Goold and Campbell 1987, p. 1)

Table 2.1 shows the growth of multinational companies investment in

major developed countries between 1967 and 1978.

TABLE 2.1 Stock of Direct Investment abroad of Developed Market
Economies, by Major Country of Origin, 1967-1983

Country of Origin
1967

Billions of Dollars, End of
1971	 1974	 1976	 1978 1983

United States 56.6 82.8 124.1 137.2 168.1 227.0
United Kingdom 17.5 23.7 26.9 32.1 41.1 95.4

West Germany 3.0 7.3 11.9 19.9 31.8 40.3

Japan 1.5 4.4 10.3 19.4 26.8 32.2

Switzerland 5.0 9.5 11.1 18.6 24.6 19.8

Netherlands 2.2 4.0 5.5 8.5 23.7 36.5

France 6.0 7.3 8.8 11.9 14.9 29.9

Canada 3.7 6.5 7.8 11.1 13.6 29.1

Sweden 1.7 2.4 3.0 5.0 6.0 10.1

Belgium-Luxembourg 2.0 2.4 2.7 3.6 5.4 6.7

Italy 2.1 3.0 3.2 2.9 3.3 9.8

Total above 101.3 153.3 192.5 270.4 359.3 536.8

All Other (Estimate) 4.0 5.1 6.3 16.8 10.0 18.4

Grand Total 105.3 158.4 298.8 287.2 369.3 555.2

Source: UN Centre on Transnational Corporations: Data from 1967 to
1976 were abstracted from Grewlich (1980) and data in 1978 and 1983
from Dunning (1981; 1988).
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1980	 1981	 1982 1983 1964 1966 1966 1987 1968

Source: United Nations 1990
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A recent report from United Nations Centre on Transnational

Corporation shows that outflow of foreign direct investment from five

developed countries: France, Germany, Japan, United Kingdom, and

United States tripled between 1984-1987 (United Nations 1990). The

share of five major investor countries in 1984-1988 were 6.1%

(France), 8.6% (Germany), 15.4% (Japan), 19.0% (United Kingdom), and

19.3 (United States). However, as Figure 2 illustrates, 1988 witnessed

a slow-down in the growth rate of foreign direct investment after a

long period of rapidly growing investment. Moreover, it is noteworthy

that, in 1988, outward investment from developing countries also more

than doubled, although their small share of 2 percent of total

outflows remained unchanged (ibid).

Figure 2 Outflows of foreign direct investment, by major region, 1980-1988



Both direct and indirect control from corporate headquarters has been

found among such companies (Wiechmann 1974; Horovitz 1978; Marsh,

Barwise, Thomas, and Wensley 1988; Goold and Campbell 1987). In a

study of integrating multinational marketing activities, it has been

revealed that the majority of the sample firms were in the category of

high and medium centralisation, and notably there was a tendency

towards increasing centralisation 	 (Wiechmann 1974).	 Among all

marketing decisions, those on product policy were subject to the

greatest degree of central control.

However, the degree of centralisation differed from industry to

industry (Wiechmann 1974). Horovitz (1978) has found that firms in

different countries - France, the UK, and Germany - also varied

significantly in what and how control was exercised. British control

systems were more decentralised. Control was not detailed, mainly

focusing on exceptions, and was used more as a guide than a regulating

instrument. Central staff were involved less in decision making

related to business units. In contrast, control systems in Germany

stood at the opposite extreme, with French control systems being

closer in nature to those in Germany than to those in the UK.

A research project undertaken in UK companies has identified three

general styles of strategic management: strategic planning, financial

control, and strategic control (Goold and Campbell 1987). At one

extreme stands strategic planning with relatively high corporate

involvement in the business strategies of the business units. At the

other is the style of financial control which features relatively low

involvement of the corporate centre in business strategies of the
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business units. Meanwhile, the ideas of corporate style of the holding

company, which has the minimum corporate strategic role, and the

centralised company, which is at the opposite extreme to the holding

company, have been briefly analysed and compared for their advantages

and disadvantages. It has been pointed out that several companies have

moved away from the centralised style in recent years.

Another empirical study has also suggested significant direct

intervention by top management in the investment decision making of

its business units (Marsh, Barwise, Thomas, and Wensley 1988).

Control systems in centralised companies tend to result in the direct

control effect. As for other managerial styles, if business strategy

making in the business unit directly involves staff from corporate

headquarters in terms of corporate policy, it is considered that there

is the direct control effect in the company. Otherwise companies are

regarded as being subject to indirect corporate control.

Direct control from both government and corporate headquarters

inhibits	 marketing	 behaviour	 through:	 (1)	 shaping	 enterprise

motivation, objectives, and initiative; (2) withholding the market

effect so as to negate the rationale of marketing orientation; (3)

defining or modifying the scope and direction of enterprise behaviour;

and (4) retarding the ability to implement marketing orientation.

Under direct control, performance targets and responsibilities often

tend to be obscure, so that objectives other than profitability may be
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dominant, and initiative can be frustrated inasmuch as the business

unit, to a degree, becomes only a 'production plant'.

Corporate headquarters perform the integration and coordination of

business activities among the business units to limit the effects of

competition and reduce transactional costs and risks. Since a certain

amount of transaction is pursued internally, (i) the impact of the

market effect can weaken and (ii) the drive to meet customer needs and

wants can slacken.

Furthermore, business decisions at corporate level are liable to be

made from a wider horizon than those in the business units. Hence they

may be responsive to market changes from a global viewpoint, but not

from the perspectives of the business units.

"We believe organizations should always be market driven in

the sense of being responsive to customer needs, but

individual business units should not always be 'marketing

driven' in the sense of comparatively large marketing budgets

or primary control by marketing managers over strategic and

operational decisions within the unit."

(Walker and Ruekert 1987).

Due to excessive distance between corporate headquarters and markets,

corporate decisions have difficulty in reacting swiftly to rapid

market changes.
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"The corporate marketing manager in a multinational firm

clearly faces the dilemma: greater headquarters control of

marketing activities at the subsidiary level may be necessary

to achieve better integration and to obtain maximum leverage

from the company's worldwide experience and marketing

strength. However, the necessity of making a fast and

effective response to local market conditions may require

that considerable freedom to act be available to the

subsidiary managers."

(Wiechmann 1974)

The exercise of the marketing concept was observed to be particularly

significant in firms with decentralised operations (Printers' Ink

1958; Koch 1962). A study has found that managers in relatively

decentralised firms tend to capitalise on market research information

more extensively than those in highly structured firms (Deshande

1982). At the Westinghouse corporation, experience demonstrated that

decentralisation was conducive to acceptance of the marketing concept:

"The corporation's structural form has been undergoing

decentralization for more than 20 years. This organization

policy has given impetus to the new marketing concept, which

has been an essential in this corporation which operates

through 66 profit-producing units that are, in effect,

individual businesses."

(Jewell 1958)

43



Companies differ significantly in the depth and scope of involvement

from corporate headquarters as far as indirect corporate control is

concerned, and therefore the degree to which it affects company

behaviour and direction also varies widely.

One form of the crucial influences of the indirect control effect is

corporate culture. In their book In Search of Excellence, Peters and

Waterman (1982) have pointed out that corporate culture and its

direction towards the marketplace exemplifies an important aspect of

top-level companies. Moreover, "Most essentially, it [a corporate

centre] establishes the atmosphere, the culture, in which lower level

managers propose and implement strategy" (Goold and Campbell 1987, p.

5). Wiechmann (1974) has based his conclusion on the research that

centralisation is only one of several ways in which headquarters may

affect the behaviour of subsidiary management:

"Rather than influencing subsidiary managers' behaviour

through direct command, headquarters management of a

multinational corporation may try to achieve integration

through establishing in the subsidiary managers themselves

attitudes, behaviour patterns, and a state of mind that lead

them to make only decisions that conform to headquarters

intentions."

The culture with a customer orientation, for example, initially

fostered by Watson and practised by the IBM corporate headquarters has

pervaded all the business units in the company.
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2.2.5 Marketing Behaviour and Performance

A look at performance in acknowledged marketing-orientated companies

suggests a positive correlation between them (Togesen 1956; Jewell

1958; Borch 1957; Keith 1960; Davidson 1978; Marketing News 1983;

Peters and Waterman 1982; Kotler 1988).

An empirical study conducted in 49 Puerto Rican food manufacturers has

found a significant correlation between company success and the use of

marketing methods, which contained the major elements of marketing

orientation (Griffin 1982). Another recent research has suggested a

positive	 influence of marketing	 orientation	 on	 a	 company's

profitability (Narver and Slater 1990).

A company's performance can be measured by various criteria, which can

be classified as single, multiple, and composite:

"Single criteria occur when only one quantity is measured and

observed, such as total output or profit. Multiple criteria

occur when several quantities are measured simultaneously,

such as output, quality, cost, safety, waste, and so forth.

Composite criteria occur when the separate quantities are

weighted in some fashion and then added or averaged."

(Ridgway 1956, pp. 240-247)

The following multiple criteria are often used for the evaluation of

managerial performance: (1) market performance; (2) productivity; (3)
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worker performance; (4) financial resources (5) profitability; (6)

innovation; and (7) public responsibility.

It has been proposed that consumer satisfaction can be a measure of

marketing effectiveness in an organisation (McNeal 1969).

Profitability is most often used as a key criterion in evaluating the

performance of management. However, care should be taken when the

marketing concept is linked to the criterion. As has been analysed,

the high market effect tends to prompt marketing behaviour, while a

basic motivation of marketing behaviour is to achieve profit goals. On

the	 other	 hand,	 in	 industrial	 organisation	 and	 economics,

concentration and especially barriers to entry (the low market effect)

theoretically and empirically are claimed to be positively associated

with the level of profits (Mann 1966; George 1971; Pickering 1974, pp.

21-22; Hay and Morris 1979, pp. 199-226). In other words, the low

market effect is more likely to produce high performance. Therefore,

when it is contended that marketing behaviour driven by the market

effect tends to lead to good financial performance, the comparison is

assumed to be made at the same level of the market effect.

2.2.6 Industries and the Market and Control Effect

Different industries may vary greatly in their experience of the

market and control effects, as in the case of their presence at

different levels of financial performance. The market effect of an

industry is often linked to the control effect in the industry. For

instance, industries with the low market effect, such as those of
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quasi-monopoly in the West and those of extreme shortages in China,

tend to invite stricter control from government.

On the whole, the overall market effect in China is always lower than

that in Western countries, and the overall direct control effect is

higher, because of the political and economic systems. However, in

some industries, the similarities dominate, particularly in some

consumer goods and 'strategic' industries.

Therefore, the combination of the market and control effects can

result in the different contrasts of marketing behaviour between

Chinese and Western enterprises. In some industries or markets, the

market effect is significant but the control effect remains the

primary constraint; elsewhere the control effect is insignificant but

the market effect becomes the major influence. In the West, for

example, in armament and some high-technology industries, the control

effect is considerable whereas a intermediate or low degree of the

market effect is in existence. In China, many consumer goods

industries, such as electronics, handicrafts, clothing, watches and

the like, the control effect is relatively low while the market effect

is relatively high in comparison with other industries. A likely

combination of the market and control effects is shown in Figure 2.3.
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FIGURE 2.3 Possible Combinations of the Market and Control
Effect in China and the West
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Where:

ME: The Market Effect;
CE: The Control Effect;
+C: Existence in China;
+W: Existence in the West;
--: Non-existence in Reality;
-W: Non-existence in the West.

2.3 SUMMARY

The acceptability of the marketing concept is positively related to

the market effect, and a certain level of the market effect is a

necessary condition for its acceptance.

However, potentially competitive threats can be concealed or arise

unnoticed. It has been recorded that considerable competitive impacts

have appeared from innovations originated outside the domain of

company's businesses (Levitt 1962; Burnett 1966; Kamien and Schwartz

1982). Hence the market effect can fail to have an effective impact on

acceptance of the marketing concept.
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However, when the market effect is weak, orientations other than

marketing often turn out to be more effective for realisation of

company goals because of marketing costs, and therefore the marketing

concept may not be an appropriate business philosophy.

The direct control effect appears to constrain the adoption of the

marketing concept. Nevertheless, the influence of the indirect control

effect on the acceptability of the marketing concept is complex. The

favourable attitude of top management towards the marketing concept is

apt to promote its acceptance. However, over-involvement of corporate

centre in strategy making of the business unit is more likely to

depress initiatives and thus have an inhibiting effect on the adoption

of the marketing concept.

It appears pertinent to end this chapter with a description of today's

business environment:

"It sometimes seems that every aspect of business is in a

state of flux - technology, government regulation, global

competition."

(Tushman and Nadler 1986)
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APPENDIX Al: INNOVATION AND THE MARKETING CONCEPT8

In the last decade, the marketing concept has been subject to

significant criticisms. The most serious challenge, posed by Bennett

and Cooper (1980; 1981) and Hayes and Abernathy (1980), blamed the

marketing concept for the decline of American business, primarily by

shifting companies away from technology and innovation in pursuit of

product modification and improvement.

This criticism has been analysed and demonstrated conceptually to be

based on misunderstandings and misrepresentations or simplistic

interpretations of the marketing concept (Gaski 1983; Morris and

Lundstrom 1984). In addition, it has not been supported empirically

(Lawton and Parasuraman 1980).

The examples that Bennett and Cooper presented to argue the

ineffectiveness of the marketing concept have conversely revealed that

the decline of some American businesses has a close link to their

divergence from the marketing concept (Lazer, Murata, and Kosaka 1985;

Webster 1988; Fullerton 1988; Aaker 1989). Japanese companies have

captured some American markets because they have been more marketing

8
	

The appendices in this thesis are classified into the 'A' and 'B'
categories. Category 'A' has the closer relevance to the main
text in the light of importance and contents, but is not
significant enough to be included as the main text. Thus its
appendices are placed directly following the related main texts.
Category 'B' is less important, and mainly provided for
reference, and thus appendices in this category are put at the
end of the thesis.
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orientated (Drucker 1974, P . 63; Lazer, Murata, and Kosaka 1985;

Doyle, Saunders, and Wong 1986).

"Japan's penetration of Western markets is neither a sudden

or recent phenomenon, but is the result of a logical series

of steps begun about 25 years ago. It was the neglect of

consumers and markets by American companies that gave

Japanese firms an invitation to establish themselves in the

U.S.."

(Lazer, Murata, and Kosaka 1985)

For instance, a focus on advertising, promotion, and merchandising,

cited by Bennett and Cooper (1982), is not the core of the marketing

concept. It has been argued that strategic planning has eroded the

position of marketing (Day and Wensley 1983) and forced out the

marketing concept in many companies (Webster 1988). The use of the

warfare model in marketing has also been viewed as another obstacle to

taking up the marketing concept (Rosenberg and West 1984).

It can be contended that the market effect has weakened in America

because of market domestication and governmental regulation in the

last two decades, while the competitive threat from foreign countries

has, until recently, had an indirect impact on the American companies

because "emphasizing the urgency of competitive renewal in this

country is not an easy task in the middle of the strongest economic

expansion of recent history" (Young 1985).
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That active innovation is an inherent part of the marketing concept

can be related to the market effect and the incentive of supernormal

profits. The development of new products has been considered as not

only rewarding but critical to maintaining a healthy organisation in a

competitive environment (Urban and Hauser 1980, p. 2). In many

instances, innovation is initiated as a result of stimuli from various

pressures such as competitive impacts (Cyert and March 1963; Talley

1962; Meloan 1960). Seemingly private firms are motivated to engage in

innovation by the expectation of monopoly with concomitant supernormal

profits (Schumpeter 1968; Rosegger 1980). Arrow (1962) has concluded

that the incentive to innovate was greater under perfect competition.

Innovation is in line with the adoption of the marketing concept in

that the market effect fosters both innovation and marketing

behaviour, and a chief motivation for both innovation and marketing

behaviour stems from the impact of each on profitability.

It has been claimed that: "It is the concept of value that links the

marketing concept to innovation. Both are based upon the creation of

value in the marketplace" (Morris and Lundstrom 1984).

When the marketing concept started being actively advocated and being

relatively widely accepted, a significant concomitant phenomenon was

that companies became more innovative and invested substantially in

R&D (McKitterick 1957; Christian 1961; Burnett 1966; White 1978). For

instance, Richard C. Christian (1961) presented:
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"According to a recent American Management Association survey

of some 400 corporations representative of U.S. industry,

industry increased its 1960 investments for new product

development by 10 percent over the 1959 level. It was

reported that these corporations spent an average of 3.7

percent of 1959 sales for product development that year."

Based upon a study of 29 matched pairs of projects - half successful

and half unsuccessful, Freeman (1972) has concluded that a key factor

spelling success or failure is the extent of marketing orientation. In

addition, studies highlighting barriers to innovation have indicated

that poor communication between technologists and marketing managers

(Twiss 1980) and lack of marketing capacity (Reekie 1971) have been

among the crucial factors.

Considering the association between the market effect and market

structure - a central theme in industrial economics, it should be

mentioned that there have been two well-known opposite hypotheses

pertaining to the relationships between innovation activities and

monopoly power in industrial economics. One has contended that

monopoly power favours innovation (Schumpeter 1942, p. 101; Schwartz

and Kamien 1978) in view of the monopoly's attributes, such as the

ability to bear high costs and risks, internal financial capacity,

organisational slack, and retention of monopoly profits by preventing

imitation from rivals. Another has seen monopoly power as retarding

innovation (Jewkes, Sawers, and Stillernam 1963; Cooper 1964;

Schumpeter 1964; Baldwin and Childs 1969; Shepeherd 1985).
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Both contentions have hitherto not received conclusive support from

empirical studies (Jewkes, Sawers, and Stillernam 1963; Mueller 1962;

Hamberg 1963; Mansfield 1963; Adams 1970; Globerman 1973; Rosenberg

1976; Shrieves 1978). Scherer (1980, p. 438) has concluded that a

small degree of monopoly power in the form of structural concentration

rather than a very high concentration, and a modest level of entry

barriers - the combination of organisational attributes or capacity

and market pressure - are conducive to innovation.
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CHAPTER 3: APPLICABILITY OF MARKETING IN CHINA

3.1 INTRODUCTION

The model suggests that the applicability of marketing in China should

be analysed by looking into the two interacting factors in the

economic system: (1) the control effect, namely, the degree of

decentralisation or the autonomy of enterprises in different types of

enterprises, and (2) the market effect, including the market structure

and the extent of market functioning. The pattern of enterprise

behaviour promoted by the two factors is examined and an analysis of

the constraints embedded in both the economic system and Chinese

culture on marketing behaviour is also presented.

3.2 EVOLUTION OF ENTERPRISE AND MARKET STRUCTURE

3.2.1 1949-1979

After taking over China in 1949, the new government nationalised the

companies in raw and manufactured material industries, which became

the major part of the economy at that time. The industrial output from

the state-run enterprises amounted to 41.3% of total industrial output
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from large industrial enterprises (Ma 1982). The state-run sectors of

the	 economy	 included	 railways,	 postal	 services,	 and

telecommunications, and other modern transport facilities.

At the beginning of 1952 there were three leading economic groupings

in China: (I) state-run enterprises, which primarily controlled

important industrial sectors; (2) farmers, handicrafts and pedlars,

who dominated the rural economy and weighed importantly in the

national economy; (3) private industrial and commercial businesses,

which occupied the majority of manufacturing industries and

distribution channels in urban areas (Ma 1982).

In 1956 private businesses were merged with state-run enterprises,

emerging in the form of joint state/privately- owned enterprises. In

this way the state started to exert dominant influences on the overall

economy. The industrial output from state-owned enterprises accounted

for 67.5% of total industrial output (excluding the handicraft

industry) and from the joint state/privately-owned enterprises for

32.5%. In wholesaling and retailing, sales from the state-owned,

supply-and-selling cooperative, and state/privately-owned enterprises

comprised 99.9% of total wholesalers' sales and 95.8% of total

retailers' sales (Zhou 1984).

In September 1966 all the joint state/privately-owned enterprises were

converted into state-owned. With the economy advancing, state and

collectively-owned enterprises multiplied, and so did their output. In

1980 the industrial 	 and agricultural output from state-owned

enterprises represented 60.3% of the total from industry and
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agriculture; from the collective enterprises the figure was 34.6%;,

and from individual or family and other businesses, 4.7% (Ma 1982).

3.2.2 1979-1989

The economic reform has brought about great changes in enterprise

structure, and different types of enterprises have emerged or revived.

Table 3.1 presents the overall enterprise structure in China between

1979 and 1989.

TABLE 3.1 Enterprise Structure (1979-1989)

TYPES OF ENTERPRISE ANALYTICAL CATEGORIES

State-Owned Enterprise I

Urban Collective
Enterprise

II
Village & Town

Collective Enterprise

Integrated
Enterprise

Corporation

Cooperative

International
Enterprise

Sole Venture

III

Joint Venture

Cooperative

Individual	 Enterprise

Private Enterprise

By 1987 there were over 14 million village-and-town collective

enterprises (VTCEs - a new type of collective enterprise), with a
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total of 85 million employees, representing one seventh of the total

rural labour force (Economic Research No. 34, 1988). The total output

value in VTCEs was over V47 billion (about $13 billion at that time),

accounting for more than half of the total output in the countryside.

The export-orientated VTCEs exceeded 18000, exporting to over one

hundred countries with a value of $5 billion. About 2400 VTCEs

developed joint-venture, cooperative production arrangements, and over

10000 other business ties with foreign companies, i.e. compensation

trade and production of goods based on clients' specifications or

samples (People's Daily - Overseas Edition, 22 June, 1988).

The	 economic	 reform has	 revitalised	 individual	 and	 private

enterprises. There were 14.5 million individual enterprises at the end

of 1988, in which 23.0 million were employed. Sales from the

enterprises totalled V119 billion (about $32 billion), accounting for

13.8% of total retail sales in the country (People's Daily - Overseas 

Edition, 30 November, 1989).

By the end of 1987 there were 230,000 private enterprises, (each of

which employed over 8 employees,) with a total of 3.6 million

employees. Their total output value was V3.5 billion (about $0.9

billion) and profit was V2.3 billion (about $0.6 billion) (The

International Economic Data Centre of the People's University of China

1988).

In July 1979, The Company Law of Joint Venture in China  was issued,

and since then a legion of joint-venture businesses have been

established. At the end of July 1989, 19445 international enterprises
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(being involved in foreign companies) were registered in China, among

which 10732 were of joint-venture, 7573 of joint-production, 1090 of

sole venture, and 50 of special projects (People's Daily - Overseas 

Edition, 19 September, 1989) 1 . It is reported that

"Foreign investment inflows into China reached $3.2 billion

(amount utilized) in 1988, representing a share of 12 per cent

of all inflows to developing countries in 1984-1988, compared to

4 percent in 1981-1983. In 1989, the inflow of contracted

foreign direct investment in China reached $5.6 billion, of

which $3.3 billion was utilized."

(United Nations 1990)

3.3 STATE-OWNED ENTERPRISES AND MARKETING BEHAVIOUR

State-owned enterprises (SOEs) have been the economic cornerstone of

the country not only in terms of their dominant industrial output but

also, more importantly, of their possession of advanced technology and

equipment which dwarf those in any other types of enterprises. In

1986, the output value of SUE made up 68.7% of the total value of

industrial and agriculture output (Outlook Weekly 21 September, 1987).

1	 A description of this evolutionary process of the disappearance
of privately-owned enterprises followed by their revival between
1979 and 1984 has also been presented by John A. Reeder (1984).

59



Their behaviour and performance are, therefore, of great importance to

economic development in China.

3.3.1. Understanding Traditional Economic System

The economic system in China was gradually taking shape during the

period of the first five-year-plan under the influence of political-

economic and historical conditions. Being well-disposed towards the

Marxist doctrine, the state was supposed to take on public ownership

of the means of production, and undertake overall economic planning,

which had to be performed within the framework of a centralised

economic system. With little experience of constructing a planned

economy, the government followed the centralised Russian economic

system, including the managerial systems of manufacturing and

transportation, capital construction, production planning, supply and

product allocation, and labour force and remuneration (Zhou 1984).

Moreover, the adverse economic situation at the time in China further

consolidated the degree of centralisation.

The essential characteristics of the economic system reflected in

industrial sectors are summarised as follows:
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"First, the state assigns mandatory plan targets for important

economic activities and relies on administrative measures to

ensure the implementation of plans. Second, administrative

departments at all levels hold the power to make planning

policies. Moreover, targets are assigned to departments and

localities,	 and management is exercised at each level.

Enterprises lack the necessary power to make planning policies.

Third, planning gives priority to product targets. The

fulfilment of quotas for goods has become the main standard for

evaluating successful results of work in departments, regions,

and enterprises."

(Gao 1987)

Between 1954 and 1979, the economic system was reconstructed several

times within the framework, repeatedly re-distributing authority over

enterprises between the central and local governments (Ma 1982).

In the first decade after the establishment of the system, it appeared

to be compatible with the economic conditions at that time. However,

with the economic growth some serious drawbacks arose, which were

described by Development Papers No. 7 of United Nations (1989, pp. 10-

11):
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"It had no room for the laws of value and the market mechanism

to play their roles and prevented the commodity economy from

being fully developed. All enterprises ate 'from the big pot of

the state' and all workers ate 'from the big pot of the

enterprise', which greatly depressed the enthusiasm, initiatives

and creativity of the enterprises and their workers, thus

largely depriving the socialist economy, which should have been

overflowing with vigour, of its vitality."

Most of the elements in the traditional system remain functioning but

less widely than before.

3.3.2. Enterprise Autonomy and Market Impact

The concept of the economic system contains two basic interrelated

dimensions: the essence and structure of property and the economic

operating mechanism. The reform initiated in 1979 has largely followed

these two dimensions.

In July, 1979 the State Council issued five regulations outlining

initial reform measures on delegation of autonomy to SOEs (Ma 1982).

The regulations conceded to SOEs modest discretion in managerial and

marketing functions, profit retention, depreciation funds, and the use

of fixed capital and working capital.

During 1981, on the basis of enterprise autonomy, the industrial

production and economic responsibility system was developed (Lee 1987;
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Jefferson and Zou 1989). At the end of August 1981, 65% of total SOEs

operated within the system (Ma 1982). Since then marketing-related

activities have begun to emerge. Empirical research for the period

from 1981 to 1983 identified various responses to market forces in

SOEs, including market or customer orientated behaviour (Byrd 1987,

pp. 244-245).

The more far-reaching changes in enterprise autonomy occurred on 10

May in 1984, when the Provisional Regulation on Expansion of Self-

Management Powers in State-Run Enterprises was promulgated from the

State Council (Jefferson and Zou 1989). The particular regulations

having more direct impact on SOE market orientation were those that

officially vested SOEs with discretionary powers in determining

production in line with market demand after fulfilment of plan

targets, pricing within the confines of a certain range, and self-

marketing of the above-plan production.

Other reform measures which have further supported enterprise autonomy

included the manager-responsibility system and The Enterprise Law of

State-Run Enterprises (Jefferson and Zou 1989). From 1984 onward, many

SOEs had to pay attention to markets and their operations began to be

notably influenced by product-markets.

The results from a nation-wide survey of 429 sample enterprises

demonstrated that in 1984 the degree of planning 2 in production was

24%, in major raw-material supply 73%, and in sales 57%. About 51% of

2	 Degree of Planning = Budgeted Amount/Actual Amount.
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these sample enterprises possessed, to a varying degree, autonomy in

production, purchase, and sales (Reynolds 1987, p.5). About 77% of

them had to schedule their production by taking markets into account,

90% had to depend partially on market supply, and 97% had to sell a

portion of their products through market channels (ibid).

It was asserted that enterprises in Shanghai, one of the largest

industrial cities, had to obtain 70% of their input from markets

instead of from planned allocation (Outlook Weekly 23 November, 1987).

Further, in 1986, the industrial products being subject to the

mandatory plans decreased by 50% compared with 1984, and supplies

allocated by the state reduced by 85% compared with 1979 (Economic

Research  No. 184, 1987).

The majority of enterprises were authorised to price a part of their

products. The degree of the autonomy depended on the nature of their

products. A recent national study of 172 enterprises revealed that the

sales of major products at state fixed prices accounted for 50% of

total sales, the sales of products priced by the enterprises within a

certain range were at 26%, and those completely decided by the

enterprises were 24% (Zhang 1987).

In 1986 the profit retention of SOEs increased by a factor of 5 over

that in 1979. The retained profits in 1986 made up 42.2% of total

profits of SOEs, while those in 1979 comprised only 7.9% of total

profits of SOEs (Economic Research No. 184, 1987).

64



Concurrently, with the increase in enterprise autonomy, product

inventories of SOEs increased remarkably. For example, the working

capital for product inventories in SOEs at the end of 1986 rose by

19.7% over the beginning of the year (Economic Research No. 184,

1987). In 1987 less than 50% of total industrial products were in

growing markets, whilst over 50% were in either mature or declining

markets, or simply unsaleable (ibid).

However, despite this range of measures to expand enterprise autonomy,

the diverse nature of the local and regional economy and reform

processes means that there remains considerable variability in the

range of discretion for each individual unit.

3.3.3 Investment Control and Market Orientation

Investment decisions form enterprise's fundamentals and shape its

future.

"These decisions are 'strategic' in the sense that - at least,

after the event - they have a significant impact on the company

as a whole, and on its long-term performance."

(Marsh, Barwise, Thomas, and Wensley 1988)

Marketing orientation is often effected through timely investment in

the projects capturing market opportunities. Thus how investment

decisions are made in an enterprise is closely linked to its business
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orientation. In Western countries, the management style that

investment decisions are strongly influenced by corporate centres may

not facilitate the practice of marketing orientation for various

reasons explained in Chapter 2.

In China, the economic reform has brought about significant changes in

the investment system. A distinct characteristic has been the

emergence of new 'investors' such as enterprises, individuals, and

banks, contrasting with the past situation in which investment

decisions were made solely by governments at various levels. From

1950-1980, 80% of investment in capital construction was made through

the state budgetary appropriation. In 1981 the percentage was reduced

to 48.5%. (Ma 1982). A survey of investment spending in 23 cities in

1984 found that over 80% of gross extrabudgetary investment were made

by enterprises and their supervisory agencies for both capital

construction and technological transformation (Reynolds 1987, p. 110).

Two factors were directly associated with the motivation and

likelihood	 of	 enterprise	 investment:	 financial	 autonomy	 and

decentralisation of investment decision making. 	 Seemingly the

enterprise autonomy in investment decision is limited in that an

investment project above a budget line has to be approved by the

government. According to a survey undertaken in 27 cities, there have

been four levels of authority to inspect and approve investment: level

1: 1-5 million yuan (a few exceeding 10 million yuna); level 2: 5-10

million yuan; level 3: 10-30 million yuan; and level 4: above 30

million yuan (Reynolds 1987, p. 116).
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Such investment approval lines have two effects: (1) it justifies the

involvement of governmental bodies in investment decisions; (2) it

delays investment projects, and thus retard the enterprise ability to

respond to markets and incurs enormous costs. "Ceilings on investments

have high costs because they are enforced by means of across-the-board

cutbacks, the suspension and delay of ongoing projects and the holding

up of even urgently needed new projects" (Byrd and Tidrick 1987, p.

81).

In the last few years a pattern of joint investment decisions between

government and enterprises with banks being involved has become

established.

"The government intervenes both through the administrative

procedure of examining and approving investment plans and

through control over the supply of funds and materials. The

supply of funds, particularly loans, has become the major form

of intervention."

(Reynolds 1987, pp. 113-114)

With this pattern of investment decisions, the traditional symptom of

investment hunger in socialist countries remains existent because of

soft financial constraints (Kornai 1980; Byrd and Tidrick 1987).

Therefore, investment decisions often cannot be confined within the

domain of economic rationality, which is the foundation of marketing

orientation. Major control-related reasons include:
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(a) Obscurity concerning right, responsibility, and interest.

Investment decisions involve governmental bodies, which assume no

risks or responsibility for the performance of investment projects.

(b) The protection of poorly-run enterprises from the government.

Since the government is a major 'investor' through either

appropriations or 'bank loans', it would normally manage to put a

project into operation and maintain its operation irrespective of its

performance3.

Because of soft financial constraints, a SOE will still bid for

investment even if it is aware that the amount of investment available

is inadequate for completing the project. For instance, until February

1984, out of 90 investment projects investigated in different

provinces and municipalities, 25 of them started before 1978 had

exceeded the original budget by 75% or more; among 65 projects started

and restarted after 1978, 59 had gone beyond the original budget by

34% or more (Economic Daily  25 May, 1984).

In Western countries there also exists the drive for a company to

demand investment from its headquarters (Bower 1970), and meanwhile

top management confronts the limitation of control over a project in

terms of information and time to deal with the project (Bower 1970;

King 1975; Marsh, Barwise, Thomas, and Wensley 1988). However,

generally corporate financial control and market pressures play a

3 Another important factor is that the cost of investment funds
has remained low, though attempts have been made to raise the
cost in recent years (Byrd and Tidrick 1987).
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crucial role in confining investment requirement. Accordingly, certain

performance criteria must be satisfied and the time for the project to

be put into operation has to be limited.

Because of the formidable problem of uncertain ownership between the

state and enterprise regarding the products and properties produced by

using enterprise retained profits, the enterprise would often rather

use its retained profits for welfare and bonuses than for investment

in production and R&D. A few studies have identified this tendency

(Byrd and Tidrick 1987; Reynolds 1987).

In many enterprises the actual 	 retained profits have been

substantially reduced because of various taxes, expenses, and enforced

sponsorship. Thus, aside from the enterprise and local authority,

banks have increasingly become involved in investment decisions

(Reynolds 1987, pp. 114-115). However, this is helpful in emphasising

the profit dimension of a project, and hence in encouraging marketing

orientation.

3.3.4. Demarcation of Enterprise Behaviour

The expansion of enterprise autonomy being accompanied by an increase

in market pressures on enterprises has given rise to changes in SOEs'

behaviour. Research on enterprise reaction to the impact of

competition revealed that 90.5% of the sample enterprises turned to

product improvement, 89.8% to new product development, 80.3% to

advanced technology, and 71.6% to promotional effort (Zhang 1987).
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However, enterprises with different conditions such as technology,

size, and product characteristics may undergo different control and

market effects, and thus behave differently.

A) Large and Medium-Sized Enterprises

Large and medium-sized enterprises 4 (LMSEs) constitute the basis of

the economy in the light of their predominant proportion of GNP and

occupation of advanced-technology and key industrial sectors. Table

3.2 shows the scale structure of SOEs in 1980.

4	 Different criteria are used in different industrial sectors; two
principal ones are: (1) production capacity or turnover; for
instance, in iron and steel complexes, those with annual steel
production of over one million tons are classified as 'large'
enterprises, between 100,000 to 1 million tons as 'medium-sized'
enterprises, and less than 100,000 tons as 'small' enterprises.
For car manufacturing enterprises, those with an annual unit
production of over 50,000 are classified as 'large' enterprises,
between 5000-50,000 as 'medium-sized' enterprises, and less than
5000 as 'small' enterprises; (2) original fixed capital; for
example, in the case of general equipment manufacturing
enterprises, those with an original fixed capital above V30
million are classified as 'large' enterprises, between Y8 and
Y30 million as 'medium-sized' enterprises, and less than Y8
million as 'small' enterprises (Ma 1982).
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TABLE 3.2 Scale Structure of SOEs in 1980

Enterprise Scale	 % of SOEs	 % of Indus. Output

Large Enterprise
	

0.36
	

25.07

Medium-Sized Enterprise
	

0.90
	

18.11

Small Enterprise
	

98.74
	

56.82

Source: (Ma 1982)

In 1985 LMSEs produced over 90% of capital and industrial goods such

as crude oil, aircraft, locomotives, steel, generators, and tractors.

The fixed capital in LMSEs comprised 66% of the total fixed capital in

SOEs, and the profits and taxes amounted to 62.3% of the total profits

and taxes handed over the state by SOEs. Engineers and technicians

represented 5.1% of the total employees in LMSEs, much higher than

those in small SOEs (Economic Research No. 135, 1987).

The reduction of the degree of planning and expansion of autonomy in

LMSE operation have taken some effect. Market research and

forecasting, new product development, quality and cost controls have

gradually been exercised in LMSEs. Importance has been attached to

development of human resources and advanced technology; management

approaches have been rationalised and regularised; the enterprises

have been driven to develop various inter-relationships, and a large

number of entrepreneurs have emerged (Xie et al. 1987).

In the Western context, large companies have been found to be more

marketing orientated than medium-sized and small companies (McNamara

1972), but LMSEs do not necessarily compare consistently with the

degree of marketing orientation in the West.
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Some facts may suggest a clear need for marketing orientation in

LMSEs. There are substantial unsaleable products in LMSEs. In 1985

their output inventory rose by 28.7% over the year. In particular a,

preponderance of products have not been competitive in international

markets (Economic Research No. 135, 1987).

Despite having sufficient R&D competence to effectuate marketing

orientation, LMSEs have often been less innovative or market driven:

First, the majority of LMSEs are in raw materials or capital-goods

industries featuring sellers' markets. In 1985, industrial output from

capital goods industries comprised 67% of the total output of LMSEs;

consumer goods industries amounted to 32.3% of the total (Economic

Research No. 135, 1987). The leading tasks of many capital goods

producers have been to enlarge production capacity and improve product

quality in lieu of market orientation.

Second, due to their crucial historical position in the economy, the

degree of planning control over LMSEs has remained much higher than

that over small enterprises (See Table 3.3). The high control effect

has been critical in discouraging LMSEs from taking the initiative in

adopting marketing orientation or innovation. For instance, a study in

a medium-sized city indicated that among 66 major LMSEs, production

facilities made in the 1960s accounted for 60% and in the 1980s for

only 6%; technology belonging to the 1960s amounted to 53% and to the

1980s to only 8% (Outlook Weekly, 23 November, 1987).
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TABLE 3.3 Degree of Planning in Different Size of SOEs

Degree of Planning

Type of Plan
	

LMSEs	 Small Enterprise

Production Planning
	

28.39
	

3.55

Supply Planning
	

84.47
	

4.47

Sales Planning
	

67.97
	

3.02

Source: (Reynolds 1987).

Third, management capabilities in LMSEs are still inadequate. It was

found that on average only in one out of seven LMSEs the managing

director	 had	 senior technical	 or	 engineering	 qualifications.

Managerial staff with university degrees or 'A' level equivalent

qualifications accounted for only 10.6%, and with '0' level or

equivalent qualifications for 35.1% of the total (Economic Research

No. 135, 1987).

In an analysis of the low level of innovation within LMSEs, it was

concluded that (1) the LMSEs with outputs in short supply are not

motivated to innovate, irrespective of short or excessive supply in

their input markets; (2) the LMSEs with outputs in excessive supply

fall short of either marketing skills to identify market opportunities

or of funds to innovate or introduce innovations (Outlook Weekly, 23

November, 1987). Similarly it is evident that LMSEs have been less

market orientated.

An empirical study has shown that LMSEs have not accepted marketing-

related concepts to the same extent as small enterprises (Lu, Zhang

and Yan 1988).
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B) Small Enterprise

As shown in Tables 3.7 and 3.8, small enterprises have comprised about

99% of total SOEs and 57% of total industrial output. Because of their

low level of planning control, they have been motivated to a larger

extent to be market orientated. However, small enterprises have also

encountered their own problems evidenced in shifts in their adaptive

behaviour.

(1). The qualifications of managing directors in small enterprises

have been much lower than those even in LMSEs. However, recent reforms

in many cities have as a matter of policy promoted a large number of

directors with higher education who, however, have never before

occupied managerial positions. As a consequence, adaptability and

performance in such enterprises have deteriorated even further

(Economic Research No. 130, 1987).

(2). Numerous small enterprises proliferated as a result of the

special industrialisation policy during the Cultural Revolution. They

were characterised by obsolete technology or high operating costs

(Zhou 1984). Moreover, most of these small enterprises have failed to

evolve technologically because (i) they have not been treated as

favourably as LMSEs by the state, and hence have less chance to have

access to the state appropriations for upgrading technology; (ii) with

tight financial control from governments, it has been difficult for

them to raise funds internally. A large number of small enterprises,

therefore, are still substantially obstructed by financial

constraints.
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3.3.5. General Constraints on Marketing Behaviour

Marketing behaviour in both LMSEs and small enterprises are retarded

by the obstacles which relate to their technological and historical

characteristics. Moreover, there are other general constraints that

stem from the economic system and market domestication.

A) Nominal and Substantive Autonomy

Despite the government policy on the expansion of enterprise autonomy,

it has been claimed and found that multi-channel leadership and direct

interference from government into enterprise operation have continued

to have an effect, and even increased (Economic Research No. 195,

1987; Xie et al. 1987; Tidrick 1987).

For example, two studies demonstrated the problem of long delays in

approval of investment projects (Byrd and Tidrick 1987; Economic

Research No. 195, 1987). It was found that managing directors consumed

two thirds of their time dealing with the activities generated by

various administrative bodies (Economic Research No. 195, 1987).

Another study, centring on small enterprises in a city, also indicated

that despite the official possession of discretion in the areas of

personnel, finance, purchase and sales, organisational change, and use

of certain funds, small enterprises exerted no tangible influence in

these areas (Economic Research No. 130, 1987). Often the enterprise

authorised to sell products may not have the actual discretion to

price them (Economic Research No. 55, 1987). Reeder (1984) commented:
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"It must be remembered that it is one thing to announce central

government policy and another thing to ensure that it is

followed. There is great resistance to loss of power and

prerogatives on the part of lower-and middle-level bureaucrats."

Financial controls for all SOEs, especially for LMSEs, have remained

substantial though there has been a formal increase in the autonomy of

their profit retention. A large portion of retained profit has been

importuned for various bonds, funds, and taxes by central and local

governments and for sponsorship or apportionment 5 from society.

According to a study of twelve enterprises in a city, between 1985 and

1986, the annual nominal retained profit was 28% in the enterprises.

However, after the outlay for the imposition of sponsorship and

apportionment and distribution for the five established funds

(production, R&D, preparation, welfare, and bonus), only 5% was left

for the funds of production expansion and R&D (Xie et al. 1987).

Raw-material prices which have soared in recent years have enormously

increased production costs in enterprises, while product prices have

been restrained either by governmental price policy or market demand.

Hence the profit margins in SOEs have declined substantially.

5	 Auspices or apportionment: it has been prevalent in recent years
for local governments to ask for funds from enterprises for
urban construction or social welfare. These demands are almost
equivalent to a mandatory task and become a heavy burden for
many enterprises. Failing to satisfy the requirement can result
in serious punishment in one way or another.
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By reason of the drain on finance in SOEs, production equipment and

technology have been outmoded and development of new businesses has

been limited and the motivation for development has been depressed.

As a result of governmental policy in favour of collective, private,

and international enterprises, the initiative and activity in SOEs

have been greatly discouraged. For example, the high personal income

in	 individual,	 collective,	 and	 international	 enterprises	 has

significantly affected the morale of employees in SOEs (Xie et al.

1987).

B) Asymmetrical Market Structure

Theoretically and empirically it has been suggested that the overall

market structure has been asymmetrical: in many enterprises supplies

in their product-markets significantly exceed those in their supply

markets. As a result, in many instances, enterprises confront

difficulties from both product and supply markets: while having

problems in selling their products, they have to try hard to secure

supplies (Byrd 1986; Xie et al 1987; Reynolds 1987, pp. 50-57).

Three major factors have been considered as contributing to the

formation of the asymmetrical market structure: "(1) the unevenness in

the rate of reduction of the planned share, in supply, production, and

marketing; (2) the uneven application of reform in different sectors

of industry; and (3) differing supply elasticities in different

industrial sectors" (Reynolds 1987, p. 52).
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The ratio of input inventory to output inventory - the Kornai index -

can be used to measure the level of a buyer's market or seller's

market (Kornai 1980). In a demand-driven economy, an enterprise finds

it much easier to buy than to sell, and thus it generally bears more

output inventory. In contrast, in a supply-driven economy, buyers have

little choice and sellers little competition, and consequently, to

cushion the effect of input on production, an enterprise tries to

stock more inputs. Table 3.4 lists the Kornai indices in six countries

for comparison6.

TABLE 3.4 Examples of Kornai Indices in Six Countries

Buyer's Market Time Kornia Seller's Market Time Kornia
Economy	 Index	 Economy	 Index

Austria	 72-77	 1.50	 U.S.S.R	 69-77	 10.80

Sweden	 68-72	 0.72	 Poland	 75	 10.30

U.S.A.	 60-77	 1.05	 Hungary	 71-80	 7.89

Source:	 "Economic Research" No.10 1985

The Kornai index of the sample enterprises in China is presented in

Table 3.5. The table demonstrates that the industrial market remained

mainly dominated by sellers, but their position showed a declining

trend, from 4.6 in 1983, to 3.8 in the first-half of 1985.

6 In the late 1950s, the JIT system was developed in Japan, and in
the 1970s this system also began to be utilised in America and
many Western European countries (Oakland 1989, p. 87). Therefore
in these countries, the more recent Kornia indices might be even
lower than those shown in the table.
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TABLE 3.5 Inventory Ratio of Sample Enterprises

(N=429)

Time
83	 84	 85(1-6)

Ratio

Input Inventory
4.6	 4.5	 3.8

Output Inventory

Input Inventory
0.1533	 0.1473	 0.1579

Sales

Source: (Reynolds 1987).

Aside from the producers' attempt to stock more inputs than they need,

input suppliers are also shown to behave similarly so as to fulfil

their supply targets. The supplier-participation in stocking inputs

has further aggravated shortages in input markets. For instance, steel

has been a raw material in extreme scarcity for many enterprises. A

particular investigation in a city revealed that steel stocks of both

users and suppliers increased between 1986 and 1987 (See Table 3.6)

(Economic Research No. 91, 1988).

Therefore, the asymmetrical market structure gives rise to two

immediate consequences in the light of marketing orientation: (1)

industrial goods producers are evidently less market orientated than

consumer goods, and (2) consumer goods enterprises which need or

desire to be market orientated can face supply constraints.
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TABLE 3.6 Structure of Steel Stock in a City (1986-1987)

(Unit: Ton)

User Building Producer Supplier Finished
Date	 Stock Stock	 Stock	 Stock	 Goods Total

	01/01/86 64,604 10,011	 4,755	 10,642	 2,368	 92,380

	

30/06/86 84,280	 8,058	 7,241	 15,078	 4,546 119,203

	

01/01/87 88,315 10,368	 7,122	 11,598	 2,600 120,003

	

30/06/87 88,593	 7,084	 7,974	 19,723	 3,923 127,297

C) Regional and Industrial Protectionism

Having long been exposed to a highly centralised economy, many SOEs

have not been prepared for the dynamic market-driven environment.

Hence, since 1979 many kinds of organisations have emerged to buffer

competitive pressures, such as 'loosely-integrated enterprises',

'cartels', and 'industrial associations' (Xu 1987). Apart from their

justified functions, these organisations often coordinate prices,

divide up markets, and set entry barriers (Zhang 1987), whereas

antitrust regulations have remained underdeveloped.

Another major obstacle to the development of national markets has been

the protectionism of regional governments (Economic Research No. 55,

1987; Economic Research No. 91 1988; Byrd 1986). Local products have

been prohibited from being sold outside the region and commercial

enterprises have been required to purchase only from local producers.

A crucial side effect of the protectionism is that: "Protectionism

insulates backward enterprises from competition that would force them

to make improvements to survive and develop" (Byrd 1986).
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The motivations for local governments to exercise such protectionism

include: (1) facing a shortage of supply, local governments have been

motivated to satisfy the regional market demand first so as to

restrain the regional prices from rising; (2) with products being sold

outside the region, local governments would lose the chance to levy

the wholesale tax; (3) considerable trading profits would be lost

should products be sold outside of the region (Economic Research No.

55, 1987); and (4) local fiscal revenues may be stabilised and

increased by protecting local industries from outside competition and

fostering local industrial development7.

D) Dual-Track System: Operation and Malfunction

The 'dual-track' 8
 phenomena can be widely seen nowadays. For instance,

permanent employees allocated by the state versus casual labourers

recruited from the labour market; formal employment versus second

jobs; in universities state-sponsored students versus enterprise- or

self-sponsored students; managing directors appointed by the state

versus managing directors elected by employees in enterprises; and

production for plan quota versus production for markets in state-owned

enterprises (Outlook Weekly 12 September, 1988).

7	 In view of this regional market protectionism, it has been
proposed that an analytical approach of international trade may
be used to treat interregional competition either between
established producers or between established producers and new
entrants in the state-owned industry (Byrd 1987).

8	 Indicating the coexistence of plan and market system.
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The initial concept of the dual-track system, "whereby part of total

production of each good is allocated by various kinds of directive

plans, part by markets", can be traced to its origin in the 1970s

(Byrd 1987, p. 5).

"Formally, under the two-tier system each enterprise faces a

vector of output plan targets, targets for compulsory

procurement of output, and input allocations; input purchases,

production, and output sales above these target levels occur

through the market at flexible prices. All types of mandatory

production planning, compulsory procurement of outputs, and

administrative allocation of supplies are included in the 'plan'

part, while the market portion is only that part which is

genuinely subject to market allocation on a voluntary basis, at

market-determined prices."

(Byrd 1988, p. 6)

The reforms of price policy are considered as having largely promoted

the dual-track system. A prime outcome of the reform has been the dual

pricing system 9 for industrial goods, started in February, 1985 (Wu

and Zhao 1988). The implementation of the system has brought about

myriads of products to be exchanged at both market prices and float

prices, i.e. the enterprise has the pricing discretion within the

confined range. For instance, in 1987 52% of national steel production

9	 In this system there have been fixed (plan) prices for centrally
allocated supplies and market prices for above-plan supplies.
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was allocated at plan prices and 48% was sold in line with market

demand (Outlook Weekly 12 September, 1988).

The advantages and disadvantages of the dual-track system have been

widely discussed and disputed among both Chinese and Western

economists. A critical argument has been that within the dual-track

system the plan and market sub-systems interact with each other and

therefore both malfunction (Diao 1989).

The logic of the economic reform can generally be seen as having

divided off a sector from the planning system and attempted to create

quasi-market conditions in the sector in the hope that it would

function as if it were in the market system. Presumably, with the

sector proportion gradually increasing, the influence of the market

mechanism would become dominant in the economy.

However, neither the market sector nor the remaining planned sector

has operated in isolation. The creation of the market sector has

brought about the functioning of the market price, which has,

nevertheless, affected not only this sector, but also the planned

sector.

The market price of an industrial input in the market sector

implicitly plays a role in appraising the input in the planned sector.

In general the 'market price' is higher than the 'plan price' for

industrial inputs. Therefore, the difference between the market and

plan prices for the same input represents a value, which can

potentially be obtained through trading. Obviously, the greater the
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discrepancy between the market and plan prices for the input, the more

valuable the input is to the holder of the resource.

In the traditional economic system, the state planning controlled the

flows of real national product and hence the money flows. Enterprises

as producers applied to planners for all the industrial inputs needed

for their production; the types, sizes, or varieties of industrial

inputs for which the enterprise was applying were determined by its

production requirement assessed by the enterprise.

Due to the existence of the difference between the market and plan

prices for the same input in the two sectors, the enterprise has

become chiefly concerned about the price difference of an input rather

than the enterprise's production requirement in its application for

industrial inputs. The state planner follows the traditional planning

procedure in the belief that the supply of inputs matches the demand

of inputs. However, the users of the industrial inputs (the

enterprises) now seek to maximise the inputs that have the greatest

difference between the market and planned prices. The types, sizes,

and varieties for which the enterprise is applying are determined by

the enterprise based on the price difference of inputs, rather than

its actual production requirement. As a result, many enterprises end

up having the industrial inputs which are not appropriate for their

production, but which contain more potential trading values.

Swap markets for industrial inputs, therefore, have emerged, whereby

the enterprise meets its needs through exchange. Thus the planned

sector no longer functions as it used to, and swap markets, bridging

84



the plan and market system, become an inherent part of the planned

system. Considerable industrial inputs from the planned sector enter

into transactions through swap markets.

Given the problem of achieving the equilibrium between demand and

supply in the planned sector, the government has been forced to be

involved in sector regulation. Only either by purchasing industrial

inputs in the market sector or by increasing the degree of planning,

which reduces the size of the market sector, the equilibrium may be

attained.

Because of the interaction between the planned and market sectors, the

boundary between the plan and market 10
 has further blurred. By the end

of 1985, there were 644 national swap centres, which were directly

organised or supported by local governments (Economic Research No. 55,

1987).

3.4 COLLECTIVE ENTERPRISES AND MARKETING BEHAVIOUR

Two types of enterprises fall into this category: urban collective

enterprise (UCE) and village-and-town collective enterprise (VICE). In

general, they undergo a lower level of the control effect, with the

control effect in UCEs slightly higher than that in VTCEs. Accordingly

10 The analysis mainly focuses on industrial markets; but the same
logic can also apply to many scarce durable consumer goods
markets.
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they confront a higher level of the market effect. Figure 3.1

illustrates the degree of planning in SOEs (n =279), UCEs (n=131), and

VTCEs (n=19) in 1984. As can be seen, the degree of planning in UCEs

and VTCEs was far less than in SOEs.

Less planning control also means that UCEs and VTCEs have less access

to supplies at plan prices and obtain the quota of planned
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purchases ll . Thus, they have experienced far greater market pressures,

and supposedly taken more marketing initiative.

Most UCEs and VTCEs start with inadequate funds, plant and equipment,

and engineers and technicians. Their equipment and facilities are

usually second-hand bought from SOEs. As such, by turning to market

orientation, they often position their businesses in areas where there

are severe shortages or the competitiveness of SOEs is weak.

VTCEs have developed numerous businesses associated with agricultural-

product processing and handicraft industries, where they have had

unique access to certain supplies. They have been leading exporters of

certain kinds of products in the country, such as silk, clothing,

handicraft articles, rug, dry processed fruits, firecrackers, weaves,

and duck or goose down (Economic Research No. 34, 1988).

To compensate for their inferior technological conditions, it is their

usual practice to recruit highly qualified engineers and technicians

from SOEs with much higher salaries, actively pursuing innovation. It

has been estimated that in recent years about 60% of the innovations

recommended by the state scientific and technological authorities have

been put into production by VTCEs (People's Daily - Overseas Edition

12 August, 1988). As a result of their close link to research

institutes, in 1988 1000 of their products were awarded the prizes of

super quality at provincial and national levels, and 16 of them won

11 When the products of an enterprise are not competitive, 'planned
purchases' are seen as desirable by the enterprise.
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the international gold and silver medals and prizes for excellent

quality (ibid).

VTCE and UCE businesses range from high-technology, metallurgical,

mechanical, chemical, food, extractive, to agricultural process

products and to service industries. For instance, in a high-technology

industrial area in Beijing, UCEs are known to be dominant (Yu 1988).

By and large, most UCEs and VTCEs mainly produce intermediate products

such as agricultural products or by-products, raw materials and

components for SOEs. In addition, relatively outdated equipment in

SOEs will be sold to VTCEs and products at the mature stage in SOEs

will transfer to VTCEs for production in a form of quasi-joint

venture.

With economic conditions differing from region to region, the

performance and distribution of industries they run differ greatly in

different regions. For instance, VTCEs are more developed and better

run in Eastern China, compared with those in Western China.

A large number of UCEs and VTCEs have been recognised as market-

orientated and very successful, domestically and internationally. For

instance, the VTCEs in the suburbs of Shanghai have been observed to

tailor their products for different international markets, such as

different tastes and fashions as well as measurement systems, and

especially attach importance to delivery time in line with the

customers' requirement (Outlook Weekly 14 December 1987).
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However, there have been a large number of UCEs and VTCEs in poor cost

and quality positions in comparison with SOEs. In the past, SOEs were

restricted by the control effect and thus could not compete with VTCEs

on the same ground, and inflated market demand derived from the rapid

economic growth eased and sustained their inefficient operation. This

situation has been substantially changed: SOEs have been, to some

extent, invigorated, and meanwhile the asymmetrical market structure

has further worsened UCEs' and VTCEs' cost position. Hence the adverse

reality has left them little choice but adoption of market

orientation.

3.5 PRIVATE ENTERPRISES AND MARKETING BEHAVIOUR

There are three types of enterprises in this category with the salient

feature of dependence on the market mechanism: international,

individual and private enterprises.

3.5.1 International Enterprise

International Enterprises (IEls) indicate those involving foreign

companies in the form of (1) sole venture, i.e. foreign companies open

their own businesses with full ownership in China, (2) joint venture,

and (3) contractual arrangements (licensing, franchising, contract

manufacture, and co-production agreement) between foreign and Chinese

enterprises.

89



A broad range of industries are covered in IEls, such as energy,

transportation,	 metallurgical,	 electronic,	 chemical,	 building

material, communication, medicinal, agricultural, animal husbandry,

fishing and tourism industries. Geographically IEls are distributed

nationally, even in Tibet (Outlook Weekly 7 December, 1987).

IEls have been a major medium introducing market-orientated business

concepts into China. In IEls Chinese managers have been well disposed

towards the concepts of efficiency, quality, markets, and new product

development. Marketing concepts and approaches have gradually spread

from IEls into Chinese enterprises, and into society. In the early

1980s, when the slogan "time is money and efficiency is life" first

appeared in the economic special zones, it was treated with suspicion.

Later on it was not only accepted and but also applied by many people.

Even in some less developed regions where there are IEls, business

concepts have evolved. For instance, in a coal mining joint-venture

enterprise located in such a region (Northwest China), when a senior

engineer was asked for his perception of the changes in the coal mine

brought about by the joint venture, the reply was simply that: "in the

past I walked one step by one step, today I stride by putting three

steps into two" (Outlook Weekly 7 December, 1987).
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TABLE 3.7 Structure of Investment from Foreign Companies
(July, 1979 - December, 1985)

(Unit: %)

Area of
Investment

Type of Investment

Joint	 Cooperative	 Sole
Venture	 Production	 Venture

Hotel 48.5	 50.0 10.0
Mechanical, Electronic 15.5	 2.0 35.0
Consumer Goods, Textile 21.0	 5.0 30.0

Energy 10.0	 15.0 0.0
Building Material 0.0	 10.0 20.0
Agricultural 0.0	 8.0 0.0

Service 5.0	 10.0 5.0

Total 100.0	 100.0 100.0

Source:	 The	 International	 Economic	 Data	 Centre of	 the
People's University of China, 1988.

As	 shown	 in	 Table	 3.7,	 a	 large	 number	 of	 IEls are in severely

competitive industries, such as mechanical, electronic, consumer goods

and textile industries, concurrently competing in both international

and domestic markets. Hence, they more often develop new products and

improve product quality.

They have realised from their past experience that quality is only a

prerequisite condition to keep business going, but it cannot guarantee

success. A managing director in an IE1 vividly depicted its business

strategy of "children eating candies": eating one, holding one, and

watching another (Outlook Weekly 7 December, 1987).

The possession of autonomy to run businesses in IEls has been

considered essential for them to be successful. In general IEls are

less controlled as a matter of governmental policy. For instance, a

study found that management in joint- venture enterprises had more
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managerial authority (Child 1987). However, some of the discretionary

powers have also been resisted such as firing incompetent employees

(Outlook Weekly 7 December, 1987).

3.5.2 Individual and Private Enterprises

Individual enterprises (IE2s) indicate those whose businesses are set

up and run by one member or a number of members of a family. The

origin of 1E2s can be traced back to 1949, when there were 30 million

people in IE2s; among others 7.24 million of them were located in

towns and cities. By 1953 the figure in town and city reached 8.38

million (Outlook Weekly 30 November, 1987).

In the midst of 1959, almost all the IE2s were merged into SOEs or

UCEs because of the government policy. From 1962 through 1964, about 2

million IE2s revived nationally due to the previous economic recession

and new government policy. During the period of the Cultural

Revolution, as the representatives of 'capitalists', the majority of

IE2s were wiped out. After 1979 they once again mushroomed (Outlook

Weekly 30 November, 1987).

Concomitantly developed with IE2s have been a large number of private

enterprises (PEs). PEs are defined by the Chinese private-enterprise

law as the profit-orientated economic organisations whose properties 

are owned by the private individuals or groups and that hire more than 

8 employees (People's Daily - Overseas Edition 30 June, 1988). Three
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types of PEs have officially been specified: 	 sole venture,

partnership, and limited responsibility companies (ibid).

Most PEs are closely associated with IE2s, involving two types of

business relationships: partnership and employees. When an 1E2

business expands up to its production limit, either a partnership is

formed or employees are recruited in order to further develop the

business (Economic Research No. 95, 1988), resulting in the formation

of PEs. This evolutionary relationship between IE2s and PEs is shown

in the division of their business areas. About 80% of PEs have been

engaged in manufacturing or processing businesses, which require

'economies of scale'. In contrast, about 75% of IE2s have their

businesses in retailing, wholesaling, and services, which can be

undertaken in a small scale (People's Daily - Overseas Edition 	 30

November 1989). The number of hired employees in PEs has ranged from 8

to several hundred (Outlook Weekly 30 November, 1987).

The number, scale, and performance of PEs vary significantly between

different regions. By and large, in the regions with more developed

markets and weak SOEs and UCEs, PEs are more prosperous (Economic

Research No. 95, 1988). A study of PEs in a relatively developed

province found the characteristics contrasting sharply with SOEs

(Economic Research No. 125, 1988):

1). Market orientation. Their businesses have often been developed in

scarce markets or market niches. Product quality has been greatly

emphasised in PEs, and full warranties have often been provided.
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2). Small and flexible. As small businesses, many of PEs have been

staffed by competent management, and there have been less hiearchical

layers for decision making. They can, therefore, quickly modify their

product lines in response to market changes and set prices in

accordance with market demand.

3). Attaching importance to human resources. Knowledgeable and

experienced managerial staff and capable technicians have often been

recruited with high salaries. Aside from recruiting retired managers

and technicians, those currently having positions in SOEs are also

invited to work on the part-time basis.

4). Long-term perspectives 12 . Despite the uncertainties about their

future, many PEs have ploughed their large proportion of retained

profits back.

When private-owned businesses were first permitted, people involved in

such businesses were chiefly: those who were in individual businesses

before, who were released prisoners or reformed criminals, who had

difficulty of access to SOEs and UCEs, and who were business-minded

peasants. It has been estimated that the released prisoners or

reformed criminals accounted for about 10% of the total individual

business (Outlook Weekly 30 November, 1987).

12 This characteristic may not be generalised in that some PEs are
concerned about changeable government policy, and thus do run
businesses with a short-term outlook (The International Economic
Data Centre of the Poeple's University of China 1988).
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Subsequently, a large number of school-leavers, university graduates

and lecturers, workers and staff in SOEs, and demobilised soldiers

joined the individual and private enterprises. For instance, a

lecturer from a commercial school left to run a water-furnishing

equipment business, which eventually became a medium-sized PE with

over 400 employees and Y2 million fixed capital (Outlook Weekly 30

November, 1987). Therefore many PEs have been staffed by people with

good qualifications.

However, both the orthodox socialist doctrine and cultural environment

are hostile towards the development of IE2s and PEs. Numerous PEs have

been found to be operating in the name of UCEs or VTCEs (Economic

Research No. 132, 1987; Economic Research No. 57, 1988). Their major

concerns include: 1) changes in governmental policy, 2) condemnation

as 'exploiters', 3) restriction in further development, 4) 'iniquitous

reputation', and 5) the image of 'rich individuals', which may arouse

trouble (Economic Research No. 132, 1987).

As a result, many IE2s and PEs take the initiative in donation,

sponsorship, relief funding, and social welfare to evade potential

troubles or conflicts that might stem from the impact of great income

discrepancy between owners of IE2s and PEs and others (Economic

Research No. 95, 1988).
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3.6 MERGER AND MARKETING BEHAVIOUR

3.6.1 Consequences of Mergers

Included in this section is an analysis of a noteworthy phenomenon -

mergers and acquisitions, which have taken place nationally in recent

years. The inclusion of the discussion of the topic is mainly due to

two reasons13:

1). Mergers and acquisitions involve a transfer of the rights of

enterprise properties and therefore a change in control relationships

in terms of the control systems associated with the merged

enterprises. In particular, when mergers and acquisitions take place

between SOEs and the less controlled non-SOEs, the effect is more

significant.

2). The environment of merged enterprises may be dramatically altered.

In Western countries, it has been recognised that mergers may reduce

competition (Shepherd 1979, p. 158 and 1985, p. 90; Stigler 1968, pp.

299 - 300). "Horizontal mergers invariably raise market power, for by

definition they eliminate side-by-side competition between the two

firms" (Shepherd 1985, p. 90).

13 This part mainly serve to raise the issue, which itself may be
established as a further research topic in the future.
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The close relationship between mergers and the market effect has been

suggested by the development of the antitrust laws, a crucial factor

ending the 'era of merger for monopoly' in American business history

(Stigler 1968, p. 100).

Market pressures on inefficient or failing enterprises may be

significantly cushioned through mergers and acquisitions. "When more

serious problems are causing 'failure,' the firm may be 'salvaged' by

merger with a healthy firm. Such 'failing-firm' mergers occur

frequently" (Shepherd 1979, p. 161).

3.6.2 Development of Mergers (1985 - 1989) 

Recognising the advantage of economies of scale, the government took

the great initiative in mergers and acquisitions by administrative

means before the reform. However, the 'merged' enterprises showed no

notable differences from their past operation and performance. The

following were possible major obstacles:

(1) Despite operating at a loss, the enterprises enjoyed state

subsidies and assumed no responsibilities for their performance.

Moreover, the employees received no less wages and fringe benefits

than those in profit-making enterprises. Hence, an enterprise was

normally unwilling to be merged so that it could maintain its

independent identity and the director could have the same status as

others. As a Chinese proverb put it: "rather be the head of a cock
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than the tail of a horse". As a result, mergers encountered resistance

from enterprises.

(2) Every enterprise is subordinated to a supervisory system. If a

merger is attempted between enterprises belonging to different

systems, the supervisory agencies generally would be obstructive,

seeing nothing to be gained either financially or politically.

Additionally, with the problems of uncertain property being involved,

no clear central policy could be followed. To avoid the potential

responsibility, therefore, supervisory agencies would not normally

support the merger or acquisition.

However, around 1985, mergers and acquisitions began to emerge in two

cities on the experimental basis. The initial trial results showed

that there could be both a macro-economic and a micro-economic effect

(People's Daily - Overseas Edition 27 May, 1988; People's Daily -

Overseas Edition 22 February, 1988; Outlook Weekly 31 October, 1988).

In a city, for example, fiscal revenue increased by 19% after mergers,

having eliminated all operating losses in SOEs (Outlook Weekly 31

October, 1988).

Starting in about 1988, the wave of mergers and acquisitions has

spread over more than 10 provinces, municipalities and autonomous

regions in the country. Until April 1989, nationally 2856 enterprises

merged and acquired 3424 enterprises.	 In eight cities the

administrative offices specially in charge of transfer of property

have emerged to facilitate the process. Among acquired loss-making

enterprises, 57% became profitable, and losses eliminated through
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merger and acquisition amounted to 4200 million. About 75% of mergers

and acquisitions have involved the transfer of property to different

owners; 6.5% to different regions; 33% to different industries

(People's Daily - Overseas Edition 13 April, 1989).

Seemingly the economic reform has promoted and motivated mergers and

acquisitions. An expansion of autonomy and reduction of subsidies have

forced inefficient enterprises to find their own ways of improving

performance. On the other hand, before merging, successful enterprises

have often been restrained by lack of funds, ground-space, equipment

and human resources, from expanding production to meet growing demand.

Therefore both types of enterprise have embraced the idea of being

merged.

The reform has vested financial discretion in local authorities, whose

initiative and policy have a close bearing on the performance of local

enterprises and thus local fiscal revenue. Furthermore, the local

authorities are virtually freed from risky ventures, and hardly need

to inject capital to offset operating losses, hence they are also

motivated to encourage mergers and acquisitions.

An insight into 'mergers' in China may be gained by looking at the

American history of mergers. The emergence and growth of American

large corporations were first fostered by mergers, which 'peaked in

1897 - 1901' (Shepherd 1979, p. 161). Similarly, mergers may gradually

bring about a large number of 'large enterprises' in China.
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3.7 SUMMARY

In China there have been great changes in the market structure and

enterprise behaviour since 1979. Market orientated behaviour has been,

to a varying extent, existent in all kinds of enterprises. The overall

enterprises can be categorised into three groups based upon the types

of ownership and hence the control and market effect. The

categorisation in order of diminishing control effect is: the state

ownership - relating to the high control effect (SOEs), collective

ownership - relating to the medium control effect (UCEs and VTCEs) and

private ownership - relating to the low control effect (IEls, IE2s and

PEs).

Generally, IEls are most marketing orientated out of all types of

enterprises. This is not only because of the high market effect and

low control effect but also because of their competent management

teams selected according to a higher standard and their international

business experience.

Although IE2s and PEs are more motivated to be market orientated,

compared with the collective and state-owned enterprises, their

endeavour is to some extent depressed by their political concerns,

social pressures, and governmental interference.

Collective enterprises have more motivation to steer their operation

towards market needs in comparison with state-owned enterprises.

Nevertheless, the crucial barrier to their development has been their
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insufficient knowledge of business management, which appears to be

more important than in the cases of the private and state-owned

enterprises. Most businesses in private enterprises are fairly small

and thus easier to redirect. For SOEs, their relatively better

technology	 and production	 facilities,	 allow their production

orientation to be more competitive. Caught in the middle, with small

and medium-sized businesses and inferior technology, UCEs and VTCEs

have to compete by either more efficient operation or by finding a

market niche, as many of them have demonstrated.

To summarise the previous analyses, marketing orientation in China is

likely to be retarded by the following factors:

(a) Marketing orientation requires an enterprise to develop products

based on customer needs and wants. Many enterprises are incapable of

doing so because of their incompetence in R&D.

(b) At a basic level of concerning the practice of marketing

orientation, managing directors need to accept 'the marketing

concept', and to be innovative. Because of factors such as working

backgrounds, cultural traits, qualifications, and the control effect,

seemingly it is often difficult to satisfy these two requirements.

(c) Because of tight financial control in SOEs, a drain on funds often

obstructs marketing-related endeavour and capability.

101



(d) The control effect remains strong in many SOEs, particularly

LMSEs, and hence it often substantially depresses enterprise marketing

initiative.
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APPENDIX A2: CHINESE CULTURE, MARKETS, AND MARKET ORIENTATION

Introduction

The above analysis has primarily focused on the issues reflecting the

effects of the political and economic systems on markets and hence on

marketing behaviour. The analysis of factors influencing marketing

behaviour in China must of necessity take account of the extremely

stable traditional Chinese culture, which has endured for about five

thousand years (Fan 1987) and has left a deep imprint on every Chinese

person in both mainland China and the world at large14.

This section starts with the definition of 'traditional Chinese

culture', followed by a discussion of the conflict between the

doctrines of both conservatism and profit-aversion and the key

elements of innovation and profit direction in marketing orientation.

Finally, presented is an analysis of the detrimental effect of the

'interpersonal relationship' rooted in Chinese culture on market

functions and hence the exercise of marketing orientation.

14 Because this topic is complicated and arguable, and becomes
involved in sociology or religion, it is included to serve as
reference or for further study.
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Definition of Chinese Culture

In this section, 'traditional Chinese culture' means the system of

ultimate values which has been formalised on the basis of an autarchic

economy since the Qin and Han Dynasties (221 B.C. - A.D. 24);

Confucianism has predominated, with the infusions of other doctrines,

such as Taoism and Buddhism (cf. Zi 1987).

"If we were to characterize in one word the Chinese way of life

for the last two thousand years, the word would be 'Confucian'.

No other individual in Chinese history has so deeply influenced

the life and thought of his people, as a transmitter, teacher,

and creative interpreter of the ancient culture and literature,

and as a molder of the Chinese mind and character. The other

ancient philosophies, the religious systems of Taoism and

Buddhism, all have known their days of glory and neglect; but

the doctrines of Confucianism, since their general recognition

in the first century before Christ, have never ceased to exert a

vital influence on the nation down to our own century."

(Bary, Chan, and Watson 1960, p. 15)

A recent study compared the negotiating conduct of Chinese businessmen

in Hong Kong, Taiwan, Singapore, and mainland China with that of

American counterparts. The results suggested that Confucian philosophy

still lays the foundation of Chinese cultural traditions and values

(Shenkar and Ronen 1987).
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Seemingly there are both positive and negative elements in Chinese

culture (Zi 1987). Ancient Chinese thoughts on military strategy and

tactics are considered as useful in developing modern business

strategies (Min 1987; Fan 1987). Ohmae (1988) has, for instance, cited

several cases in which a strategy proposed by an ancient Chinese

military strategist was successfully applied, to refine business

strategy. A number of tenets and conclusions drawn from recent studies

on corporate culture in Western countries appear similar to some

ancient Chinese philosophical views (Fan 1987). A recent study of

national culture based on the Asian 'Five Dragons', Japan, South

Korea, Taiwan, Hong Kong, and Singapore, concluded that "Confucian

Dynamism" (some values selected from the Confucians' teachings) is

positively correlated with economic growth (Hofstede and Bond 1988).

However, despite some similarities between these cultures and those in

mainland China, major distinctions can be drawn:

(1) It appears that Japanese and Chinese cultures share common

elements of Confucianism, but it has been recognised that there are

major differences between the two cultures (Hall and Xu 1990).

Japanese culture characterised by Confucianism is considered as being

blended with Hinduism, Shintoism, and Buddhism (Hofstede and Bond

1988; Hall and Xu 1990).

(2) Taiwan has been subject to successive colonial influence, with the

Dutch and Portuguese in its early days (1519-1648), followed by the

Japanese (1905-1945) (Redding 1990, p. 24).
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(3) Hong Kong and Singapore have long been the colonies of Britain,

and thus have absorbed elements of British culture. In addition, in

Singapore there is also the evident Indian and Malay effect as well as

"managerial and technical influences from the West and Japan" (Redding

1990, p. 24).

(4) As island economies, Hong Kong, Taiwan, and Singapore rely

substantially on international trade. Hence, their close link to the

Western world tends to have an effect on their values and behaviour.

(5) Their economic systems appear to bring positive elements into play

such as thrift, asceticism, and industriousness and limit the level of

the influence of some negative elements such as kinship relationships.

There has been considerable discussion about the pros and cons and

implications of traditional Chinese culture in economic development

among both mainland and Overseas Chinese scholars since the early

1980s (See Zi 1987; Beijing Review 16-22, May, 1988; Beijing Review

23-29, January, 1989). The major themes of the discussion can be

summarised as follows: "an overall reevaluation of the essence of

Chinese traditional culture, its role in China's modernization,

comparative studies of Chinese and Western culture, and a general

study of the history of human civilization" (Zi 1987). This discussion

is a continuation of the one being traced back to the mid nineteenth

century (Zi 1987; Beijing Review 16-22, May, 1988).

The effect of a few elements in Chinese culture on management

efficiency, forms of business organisations, and managerial methods in
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mainland China, Taiwan, Hong Kong, and elsewhere have also been

studied extensively (See Redding 1980; Wilson and Pusey 1982; Redding

and Ng 1982; Nevis 1983, Duan and Huang 1986; Laaksonen 1984; Huang

1989; Lockett 1988; Fukuda 1989; Redding 1990). However, little

attention has been given to the cultural effect on enterprise

behaviour from marketing perspectives.

As far as traditional Chinese culture is concerned, there exists a

consensus of opinion that a number of its principal values are in

conflict with, or an impediment to, the development and application of

advanced science and technology. What is more, the interaction of the

Cultural Revolution with these values can never be over stressed.

Nevis (1983) wrote:

"The Cultural Revolution nonetheless brought about two major

cultural attitudes. First, great caution about standing out in

any way became the norm. It was too risky to assert a great deal

of initiative unless one was certain of how it might be

received. Since such clarity was generally lacking, few people

dared to take this risk. Second, in order to reward loyalty to

the work unit and the nation as a whole, the concept of sharing

equally became prevalent."

This effect of the Cultural Revolution has greatly reinforced some

major negative mentalities in traditional Chinese culture such as the

doctrine of 'everything in moderation' and 'egalitarianism'.
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Although there has been a multitude of successful businesses in Taiwan

and other South East Asian countries, they are of the 'Chinese

familistic type', culturally conditioned, rather than more rationally

and bureaucratically organised (Huang 1989; Redding 1990).

In his book The Religion of China, Max Weber (1951) concluded that

Chinese mentality, built on Confucianism, fell short of the dynamic

motivation which the ascetic Protestant ethic in Western society

provided for capitalistic development; this was the root cause of the

failure of capitalism to develop in Chinese history (See Marshall

(1982), Poggi (1983), and Redding (1990, pp. 9-10) for an elaboration

of the elements of capitalism).

Conservative Doctrine

As elaborated in Chapter 2, innovation is an inherent part of market

orientation. Moreover, Lawrence (1971) has proposed that the adoption

of the marketing philosophy of business can be viewed as innovation,

and thus the practice of market orientation can be seen as an issue in

the more general study of innovation diffusion (Rogers 1962). In this

context, Chinese culture appears to be in direct opposition to the

practice of market orientation in terms of both the initiation of

innovation and spread of innovation since the conservative mentality

in the culture seriously conflicts with innovation.

Doctrines pertaining to conservatism have been bred and nurtured by

both Confucius and Lao Tzu (one of the fathers of Taoism).
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"Confucianism is by nature extremely conservative and resistant to

change, and its legacy, if not broken, will make all new types of

scientific scholarship impossible" (Zi 1987). A central theme of

Confucians' teaching has been the doctrine of 'everything in

moderation' or being 'average', that is, do not stand out from others.

"One of the chief aims of Confucius had been to teach moderation

in all things. The noble-minded man avoids going to extremes,

and seeks moderation both as regards the expression of opinions

and as regards the conduct of affairs. Mencius tells us that

Confucius himself abstained from extremes, and the Analects15

says, 'to go too far is as bad as not going far enough'."

(Smith 1973, P.93)

15 The most important work having the record of Confucius's
activities and conversations.
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Lao Tzu, in the Selections, wrote:

"To seek learning one gains day by day;

To seek the Tao one loses day by day.

Losing and yet losing some more,

Till one has reached doing nothing (wu-wei 16).

Do nothing and yet there is nothing that is not done.

To win the world one must attend to nothing.

When one attends to this and that,

He will not win the world."

(Bary, Chan, and Watson 1960, P. 59)

These doctrines proved to have played a positive role in Chinese

ancient times, promoting societal harmony, stability, and development

under specific historical conditions (Beijing Review 16-22, May, 1988;

Fukuda 1989). However, their influence has been so deeply rooted in

Chinese society that to the present day the doctrines have been the

benchmark for the conduct of many Chinese. Accordingly, such ideas

have been expressed and recorded in the forms of sayings and fables in

Chinese literature and dictionaries. Examples include: 'leading birds

will be shot'; 'man is afraid of being well-known and pig of getting

stout'. Competitive or innovative initiative may be criticised for

'careerism' or 'show-off'. 'Going to extremes' can often result in

malevolence and resentment. A multitude of tragedies resulting from

standing out against others have occurred in China. Examples are:

16 Wu-wei, Chinese, means letting things take their own course - a
main theme of the doctrine in Taoism.
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1). An associate professor in a college won a national invention prize

in 1979, for which he was awarded a certain amount of money and

invited to go to West Germany for an international conference
17 .

According to Chinese egalitarian tradition, the money ought to have

been equally distributed among others so that he would not stand out.

Inasmuch as the money was not enough to be shared by all staff and

employees in the department, he was slandered as a thief of the

research, and the trip to West Germany was held up for criticism.

Eventually he could not stand the malice and was hospitalised with a

nervous breakdown (Xiao and Duang 1987).

2). According to a study conducted by a Western scholar in China, a

managing director in one of the sample enterprises was removed because

of "his attempts to tie down responsibilities and to reform managerial

practice" (Child 1987, p. 44). In essence, this was a cultural

conflict, being 'too' innovative.

3). Quite a few managers actively engaging in the reform of

traditional managerial system within the enterprise have been

suspended or even imprisoned because of various libels and slanders

such as the involvement in "corrupt or illegal practices" and adoption

of "dictatorial work style" (Walder 18 1989).

17 In China going abroad on business has been seen as 'special
treatment', going beyond 'average'.

18 This phenomenon has been noticed by him in the context of the
relationship between Party secretaries and managers.
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A municipal survey showed that only 35% of enterprise managers

supported the proposal of being exposed to competition and the concept

of survival of the fittest (Outlook Weekly 12 September, 1988). In

another nation-wide sociological survey in 1985, people were asked

which statement they preferred: 	 (i)	 'stable life, with less

opportunities of increasing personal income'; (ii) unstable life, and

involvement in considerable risks, with substantial opportunities of

increasing personal income'. About 80% of respondents favoured the

first statement (Reynolds 1987).

Even Chinese businessmen in South East Asia, notwithstanding being

successful, have been inclined to show less entrepreneurial spirit and

a tendency to de-emphasise long-run strategic issues, in favour of

short-term tactical ones (Cameron and Sutherland 1975).

"Marketing for the majority of Overseas Chinese manufacturing

companies in Hong Kong and elsewhere is largely a matter for

others to worry about. The amount of organizing which takes

place to support it is low compared to the UK equivalent."

(Redding 1990, p. 171)

This reflects their general business approach of risk-aversion,

exercising the normal OEM (original equipment manufacturing) system.

Under the system, the manufacturer's task is merely production with

the purchaser owning the goods and brand name, and hence the risks are

limited at the expense of receiving low margins (Redding 1990, p.181).
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The conservative nature of Overseas Chinese living in Hong Kong has

also been observed elsewhere (Bonavia 1989, pp. 36-37).

The present economic system in China appears to continue fostering a

conservative attitude. Generally, the payoff from an innovation has

not been equivalent to the concomitant responsibility, or to the

ensuing punishment where an innovation has failed. This view has been

expressed by a large number of Chinese managers in a group interview

conducted in China in 1989. An example presented by a manager

dramatises this point. In an aircraft manufacturing enterprise, an

engineer took the initiative in improving the performance of an

airplane by introducing a new part. The airplane, somehow, crashed

during the test. Without identifying the actual causes, the engineer

was imprisoned. After a period of time it was found that his

innovation was not responsible for the crash.

Profit-Averse Doctrine

Marketing behaviour is initiated ultimately by an important incentive

- profit goals. A critical element in Confucianism is that the pursuit

of profit is seen as inferior conduct, and that gentlemen ought to

concentrate on noble deeds (Yang 1951; Bary, Chan, and Watson 1960; Ma

1989).
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"The pursuit of profit did not coincide, but more often directly

conflicted with the dictates of virtue; it was the concern only

of the small and unenlightened mind. The gentleman, mindless of

comfort and safety, must fix his attention upon higher things."

(Bary, Chan, and Watson 1960, pp. 16-17)

According to the Analects, Confucius said, "The gentleman understands

what is right; the inferior man understands what is profitable" (Bary,

Chan, and Watson 1960, p. 31).

Culturally, people who take the initiative in making money, no matter

how, may often be subject to spite, hatred or even personal injury.

The rightful pursuit of profitability is, for instance, often

condemned as 'money fetishism' (Ma 1989). This greatly obstructs

individual entrepreneurship and boosts the concept and practice of

egalitarianism. As mentioned previously, numerous 'privately-owned'

enterprises have operated in the name of 'collectively-owned'

enterprises because of the cultural impact as well as political

concerns (Economic Research No. 132, 1988).

In state-owned enterprises many managing directors have been said to

behave in a more officious manner than is appropriate for

entrepreneurs or businessmen, to have little sense of market concepts,

and to run businesses as if they were in a closed system. Inside any

organisation,	 political	 perspectives often have priority, 	 and

functional management is often seen as belonging to a lower level

order (Ma 1989). Therefore, market orientation may lose its impetus in
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many enterprises, and the enterprise may be short of capable

managerial staff to formulate and implement marketing plans.

It is recognised that Chinese managers tend to be strongly driven by

the engineering or technological motive (Wells 1975). Although this

has much to do with governmental policy being biased towards the

importance of engineering and technology, the effect of traditional

Chinese culture cannot be discounted. A survey of 436 Chinese managers

found that the majority of them worked in production-operations before

undertaking the position of management-administration (Hildebrandt and

Liu 1988). The consistence of the managers' background with the

doctrine suggests a potential influence of the doctrine On managers'

attitudes and behaviour.

In addition, people who have been well disposed to traditional Chinese

education such as those who experienced high education before the

Cultural Revolution (1966) tend to be more influenced by this

doctrine. On the other hand, many of these people have a major effect

on the economic operation of the country since they now occupy a large

number of leading positions in enterprises.

However, a few studies indicate that Overseas Chinese in Hong Kong and

elsewhere are strongly money-minded (Osgood 1975 and Ryan 1961). This

characteristic is chiefly associated with the locality of Southern

China, and "seen as part of their somewhat outlandish and uncultured

deviance from the central civilization" 19 (Redding 1990, p. 70). The

19 Money-mindedness is closely linked to frugality, which is found
commonly existent among Overseas Chinese. However, frugality is
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fact that the origins of most Overseas Chinese are of the peasant and

artisan classes from the region may contribute to the formation of

their pragmatic mentalities (Redding 1990, pp. 70-71).

Interpersonal Relationships

A salient characteristic of the culture has been the kinship system,

which was fostered by autarchic production in ancient times. A number

of generations came and went, and the dynasty changed, but the kinship

tradition has, however, persisted almost unchanged to this day.

The effect of kinship relationship is more generally present in an

extended form - 'interpersonal relationships', which involve the

connections outside the members of a family	 "such as clan, shared

surname, home village, region, education or other shared experience"

(Jacobs 1980 and Redding 1980, cited by Lockett 1988). The influence

of interpersonal relationships permeates through society, which are

brought to bear on, for example, obtaining supplies or securing

outlets for an enterprise, attaining an official position, and even

judging right or wrong and guilt or innocence. The importance of such

relationships can never be over emphasised in business dealings with

the Chinese.

Interpersonal	 relationships find their roots in the kinship

association, specifically Confucianism concerning the five cardinal

by no means seen as meanness, as it may imply in Western terms,
rather than a positive family norm (Redding 1990, p. 71).
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relationships: those between sovereign and subject, parents and

children, brothers, husband and wife, and friends. Weber (1951, p.

209) wrote:

"The retention of personalism is especially evident in its

effect on social ethics. Hitherto in China no sense of

obligation has existed toward impersonal communities, be they of

political, ideological, or any other nature. All social ethics

in China merely transferred the organic relations of piety to

other relations considered similar to them. Within the five

natural social relations the duties to master, father, husband,

older brother (including the teacher), and friend comprised the

sum total of the ethnically binding."

The Cultural Revolution greatly weakened the values of organisational

and legal functions. Hence, it has become evident that the net total

of relationships became tremendously enlarged in Mainland China after

the Cultural Revolution. Examples are (Xiao and Duang 1987):

- In an aircraft manufacturing enterprise 78% of staff and shop-floor

workers were found to have kinship connections.

- In an investigation of 64 enterprises in one municipality, it was

concluded that kinship relationships in the enterprises increased by a

factor of 9.
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- A study on the prime requirements of researchers in a province

revealed that 'harmonic interpersonal relationships' was one of three

principal needs.

- In a summary of the development of human resources in a province,

three determinants of becoming a successful person were identified:

support, cooperation, and 'interpersonal relationships'.

- After having been an innovative enterprise director for 245 days, a

man was removed from his position20 because he dismissed 20

incompetent employees who were the senior officer's descendants. Later

on he wrote resentfully in his diary: "not being able to establish

personal relationships or pretend to be muddle-headed, my sort of

person is bound to have this end".

The pervasiveness and importance of interpersonal relationships

(guanxi) among both mainland and Overseas Chinese have been widely

recognised (See Duan and Huang 1986; Lockett 1988; Wall 1990). In

mainland China, interpersonal relationships are seen as important as a

"second currency" (Wall 1990), and given their reciprocal nature they

can even be comparable with written agreements (Duan and Huang 1986).

Similar kinship-based relationships in managing business organisations

have also been found in Hong Kong and Taiwan (Huang 1989; Redding

1980; Redding 1990).

20 In China, due to the implementation of 'lifelong cadre policy',
it was unusual for somebody recently appointed to an official
position to be dismissed.
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The very basis of marketing lies in the need for exchange. To be able

to exchange effectively in a market-based competitive environment, an

enterprise is impelled to be sensibly and rationally market-orientated

in order for its products to be acceptable in markets. Generally a

legal system is a necessity to maintain compliance with the agreed

transactional conditions of the two parties. However, in the

relationship-based context, a legal system cannot develop and work

properly, and consequently an enterprise cannot be constrained to

behave according to economic rationality.

In the last few years efforts have been made to construct a formal

legal system in China (Watson 1989). However, the combined effect of

traditional Chinese culture and the Cultural Revolution, together with

the long-standing absence of legal functions in the past economic

operation, has brought about the rather weak legal concepts of many

people. Hence, many cases of non-compliance of contract terms are

often seen. A study in 1987 demonstrated the serious breach of

contracts because of the ignorance of their legal force (Beijing

Review  18-24, July, 1988). A familiar appeal has been heard in the

recent National People's Congress in China concerning the "lack of

respect for the law" (The Guardian 26 March, 1991).

Moreover, the network of interpersonal relationships could also act as

a buffer against pressures and protect enterprises with poor

performance. Max Weber (1951) suggested that substantive ethical law

had handicapped formal law and therefore capitalistic development

throughout Chinese history.
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In this section attention is only paid to the three most important

elements in Chinese culture in relation to marketing-related

behaviour. However, there have been other aspects which play their

part: "respect for age and hierarchy" (Lockett 1988), importance of

'face' (Wilson and Pusey 1982; Lindsay and Dempsey 1985; Redding 1982;

Duan and Huang 1986), and priorities of 'people' rather than 'objects'

in management (Ma 1989), all of which, can, to some extent, have an

effect on market-orientated behaviour.

Concluding Remarks

This section discusses the effects of the three main mentalities in

traditional Chinese culture on the development of market-orientated

behaviour and thus the applicability of Western marketing in China.

The Chinese doctrines of 'moderation' and 'profit aversion' seriously

conflict with the key elements of innovation and profit motive in

marketing philosophy. The pervasiveness of interpersonal relationships

undermines the foundation of market orientation. It is worth stressing

that:
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"No generalization about a nation and its typical attitudes can

be true of all its people. Especially in the case of the

Chinese, typical attitudes may be eroded and changed by long

residence in other countries and prolonged contact with foreign

cultures. But the central concept of Chinese society is

functionality."

(Bonavia 1989, p. 57)
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CHAPTER 4: RESEARCH DEFINITION AND METHODOLOGY

4.1 INTRODUCTION

The first part of this chapter outlines the objectives to be achieved

in this research project and enumerates the propositions to be tested,

followed by an explanation of the choice of research strategy and a

description of the reasons for the interviews, together with the

processes by which they were conducted.

The rest of the chapter centres on the collection and analysis of the

questionnaire data: (1) design, tests, and circulation of the

questionnaires in both the UK and China; (2) measurements of the key

concepts in the research model; and (3) choice of the statistical

techniques of principal component, regression, and discriminant

analyses, and outline of their basic principles.

4.2 AIMS OF THIS STUDY

The research model derived from reviewing the historical development

of marketing in the West has covered a number of propositions.

However, given the limitations of time and costs, it has been
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impossible to test the overall model; therefore, this study is

designed only to test some core propositions in the model.

Moreover, in order to understand the model better, the research also

analyses various business behaviour and environments in a comparative

context of the UK and China, and explores particular business

behaviour and constraints in Chinese enterprises, which relate

specially to the economic system or environment in China.

4.3 PROPOSITIONS TO BE TESTED IN THIS STUDY

The model involves two clusters of relationships: the relationships

between marketing behaviour and (1) the market effect, the control

effect, constraints, and performance, and (2) operating costs and

market domesticated behaviour. In the study, attention is only given

to the first set of relationships.

With the control effect being further classified as 'direct' and

'indirect', only the direct control effect is considered. Likewise,

there are various criteria for measuring performance, but only

profitability is included'.

1	 The reasons for the selective inclusion of these variables are
given in section 4.5.2 and 4.5.4.
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The propositions to be tested in the study are listed as follows2:

A. MARKETING INITIATIVE

HA:	 A marketing orientated company has greater marketing initiative

in that:

HAI.: It makes a greater effort to measure and analyse marketing

expenditures (Kotler 1977; Canning 1988);

HA2: It integrates company business activities to a greater degree

(McNamara 1972; Kotler 1977);

HA3: It develops more detailed marketing plans (Smith 1958; Kotler

1977);

HA4: It has more information about markets (Kotler 1977; Canning

1988);

HA5: It pursues more marketing research (McNamara 1972; Kotler 1977);

HA6: It carries out marketing research in advance of new product

development (Fuse 1965);

HA7: It develops different marketing plans for different markets

(Kotler 1977; Canning 1988);

HA8: It has more information about competitors.

B. MARKETING BEHAVIOUR AND INNOVATION

HB:	 A marketing-orientated company is more innovative in the light

of new product development and product improvement.

2	 In these propositions, those in section A are assumptions
commonly used by many academicians; those in section B are under
contention; and those in section C, D, and E are the hypotheses
developed through reviewing literature.
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C. MARKETING BEHAVIOUR AND FINANCIAL PERFORMANCE

HC:	 Marketing orientation results in better financial performance

provided market conditions are equal.

D. MARKETING BEHAVIOUR AND THE MARKET EFFECT

HD:	 The high market effect impels marketing orientation.

E. MARKETING BEHAVIOUR AND THE CONTROL EFFECT

HE:	 The direct control effect either from government or corporate

headquarters impedes marketing orientation.

4.4 INTERVIEWS AND SURVEYS

4.4.1 Selection of Research Strategy

This research project seeks to answer 'what', 'how', 'where', 'when',

'how many', and 'how much', with an attempt to answer 'why'. Survey

approaches are appropriate for this, though finding out 'why' has

never been easy by these methods. (Kidder 1981; Simon and Burstein

1985; Yin 1984, pp. 17-19).

"The most important considerations affecting survey design are the

available time and resources" (Sheatsley 1974, p. B-67); considering

the factors of time and cost, a postal survey was chosen as the main

data collection method in this project.
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The postal questionnaires used in China and the UK were designed to be

comparable, and also took the differences of the economic system and

environmental conditions between the two countries into consideration.

In-depth interviews were also undertaken in the research. Seen as

'mini-case studies', these interviews are suitable for answering 'how'

and 'why'. "Even a single-case can often be used to pursue an

explanatory, and not merely exploratory (or descriptive), purpose"

(Yin 1984, pp. 16-17). Therefore, it has been envisaged that an

inclusion of interviews could supplement the survey questions.

4.4.2 Questionnaire Design and Sampling in the UK

The questionnaire used in the UK was tested on 12 managing and

marketing directors/managers who were part-time MBA students at the

University of Warwick, on one lecturer at the University of Warwick

who used to be a marketing manager in a company, and on the

development manager of a Swedish company.

The diversified companies were explicitly distinguished from the non-

diversified ones in questions measuring the control effect, and two

questions concerning constraints on marketing behaviour were combined

into one. The rest of the questions appeared to need no modification.

Manufacturing companies were seen as more appropriate for the research

sample, because: (1) the marketing concept originated from

manufacturing companies, and later on spread to other types of
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organisations, such as retailing, banking, transportation or non-

profit organisations (See Chapter 2); (2) the business concept is more

clearly reflected in the process of their developing new products or

businesses, and thus is easier to measure than in other types of

organisations. Therefore, an attempt was made to include mainly

manufacturing enterprises in both survey samples.

The UK sample consisted of two parts: one was selected from a list of

the companies in which the MBA graduates from the University of

Warwick were working as either managing directors or marketing

directors/managers, and the other was randomly selected from a company

directory - Key British Enterprises 1989: Britain's top 25,000

companies.

A total of 550 questionnaires were addressed mainly to managing

directors (some to chief executives) or marketing directors/managers.

Three weeks later, a follow-up letter together with a new copy of the

questionnaire was sent to the companies which had not replied. 287

questionnaires (52%) were returned, among which 254 (46%) were

complete. There were 33 (6%) incomplete ones due to company concern

over confidentiality, or to appropriateness, e.g. where there was no

marketing function in the company.

The satisfactorily high response rate might be explained by the

following:
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1. It was underlined in the covering letter that the research

project of the Warwick Business School was supported by the

Economic Reform Commission of China and the K.C. Wong Education

Foundation Hong Kong Ltd., and a summary of the results would

be fed back to the company completing the questionnaire in due

course.

2. Due to the reference to a major study on the improvement of

response rates (Jobber 1986) 3 , (a) a self-addressed and stamped

envelope was enclosed; (b) the questionnaire was sent to named

recipients; (c) confidentiality was guaranteed; (d) a coloured

questionnaire paper was used; and (e) the covering letter was

signed by a professor.

3. A mailing list of MBA graduates from the Warwick Business School

was used.

4. The questionnaire was short.

4.4.3 Questionnaire Design and Sampling in China

The Chinese questionnaire contained more questions than the UK one for

the following reasons:

(a) In spite of the economic reform, the economic operation in China

is still strongly influenced by the planning system. Hence, a number

of questions to be investigated in China were simply not compatible

with the UK setting.

3	 The measures shown both to increase and to have no effect on
increasing the response rates have been followed.
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(b) Business behaviour in the UK has been far more better researched

than that in China, such as mergers, and thus in some cases attention

was only paid to Chinese business behaviour rather than both.

(c) To understand how specific marketing approaches in Chinese

enterprises differ from those in UK enterprises, e.g. marketing plan

or marketing research.

(d) UK questionnaire had to be short to enhance response rate.

Moreover, some questions in the Chinese questionnaire differed in

their presentation from those in the UK one because of the lack of

marketing knowledgeability in Chinese managing directors.

Table 4.1 summarises the differences between the two questionnaires.

TABLE 4.1 Summary of Differences between Chinese and UK
Questionnaires

Number of Variables

Dimension of Measurement UK Sample	 Chinese Sample

Corporate Orientation
	

23	 35

The Market Effect
	

4	 12

The Control Effect	 9	 13

The Combined Effect 	 1	 5

Enterprise Identification	 3	 15

Total
	

40	 80
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Before being circulated to Chinese enterprises, the questionnaire was

first translated into Chinese. At People's University of China, a

leading university in China, it was discussed by a group of

postgraduates and professors in the fields of management and

economics. The content and structure of the questionnaire were

approved, and some suggestions with respect to wording and an

inclusion of more business activities were offered.

Meanwhile the questionnaire was tested on 10 managing directors of

enterprises, including 3 from VTCEs and 7 from SOEs. The enterprises

were located in three large cities: Beijing, Guangzhou, and Chongqing.

The final version of the Chinese questionnaire was printed in China.

The survey was carried out in the name of a joint project including

the participants of (1) the Chinese Economic System Reform Research

Institute, (2) Department of International Business and Economics,

People's University of China, and (3) Warwick Business School. The

majority of the questionnaires were stamped by the first two parties

for the 'confirmation' of their participation in the research project

so as to make enterprise responses feasible4.

Most of the 1400 questionnaires were sent to manufacturing enterprises

which were randomly selected from an Enterprise Directory. A covering

letter was enclosed, and a follow-up letter was posted six weeks later

where no reply had been received. The rest of the questionnaires were

4 In China without the 'rubber stamps' to demonstrate the
'authorisation', it would be extremely difficult, if not
impossible, to carry out survey research.
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individually forwarded to managing directors in management-training

courses. 428 questionnaires were received (31% response rate).

Later, 800 more questionnaires were distributed to enterprises in

eight cities, 100 questionnaires per city. The distribution of

questionnaires was helped by the staff in the municipal branches of

the Economic Reform Commission of China. The questionnaires were

addressed to enterprises in the name of the Market Mechanism Research

Group. After four of the cities had fed back the questionnaires,

political upheaval in China ruled out any hope of a return of

questionnaires from the other four. A total of 203 questionnaires were

returned (51% response rate - the questionnaires in the other four

cities were dropped from the total samples). Hence, the total response

rate was 35%.

The questionnaires from management-training courses showed that many

managing directors answered on their own initiative because they

considered the questions as helpful in diagnosing the operating

problems in the enterprises and clarifying their thinking for business

development. Many of the returned questionnaires were photocopied by

the respondents; a number of letters requesting a copy of the results

were enclosed with the returned questionnaires.

Table 4.2 summarises the results of sampling in both the UK and China.
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TABLE 4.2	 Results of Sampling

NUMBER OF
QUESTIONNAIRES

NUMBER OF
RESPONSES

RESPONSE
RATE

UK Questionnaire: 550 287 52%

Complete: 254 46%

Incomplete: 33 6%

China Questionnaire: 1800 636 35%

Nation-Wide: 1400 433 31%

Four Cities: 400 203 51%

4.4.4 Inclusion of Interviews

In-depth interviews were conducted with a development manager from a

Swedish company and a development director from a Chinese corporation

in the high-technology industry. The interviews were held in Sweden

and China respectively.

A)	 In-depth Interview in Sweden

The particular Swedish company was chosen partly for reason of easy

access due to the close personal relationship, but also because:

1. It was claimed that the company has gone through a transition from

product orientation to customer orientation. The research model mainly

focuses on the influence of the market and control effects on

marketing behaviour, which are by nature subject to little cultural

impact. Therefore, the interview may throw a light on how and why a
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transition towards marketing orientation occurs in connection with the

market and control effects.

2. The company is a subsidiary of a large major multinational

corporation in the electronics industry. As an International Product

Centre for the corporation, the company develops, produces and markets

industrial products; it does not sell the products directly to

customers, a task handled by its National Sales Organisation.

Therefore, the role of corporate headquarters in steering the

orientation of the business unit is of particular interest.

In addition, the manager interviewed had an engineering background,

with little formal business training. His attitude towards marketing

orientation therefore may be less affected by a likely bias stemming

from an over-emphasis on marketing in business education.

The interview was conducted in Sweden, but the results were clarified

through further correspondence.

B)	 In-depth Interview in China

Since 1980, enterprises in the high-technology industry have grown

rapidly in a particular area of Beijing (See Table 4.3). The area has

the greatest concentration of intellectuals as well as research

facilities and institutes in China, and is one of the largest such

concentrations in the World (Yu 1988).
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TABLE 4.3 Enterprise Growth in High-Tech Industry

1983	 1984	 1985 1987	 1989

No. of Enterprises	 11	 40	 90	 148	 800

Source: (Yu 1988).

The enterprises are characterised by various types in terms of

ownership and industrial structure (see Table 4.4):

TABLE 4.4 Ownership Structure of Enterprise in 1987

Ownership	 No. of Enterprises

State-owned
	

33

City Collective
	

111

Joint Venture
	

2

Individual
	

2

Source: (Yu 1988).

All types of enterprises in the area have shown, to some extent, a

similar way of running a business to that of Western companies. A

study of 54 SOEs in the area revealed that the managing directors in

49 of them had almost complete decision-making power. The degree of

autonomy and the level of market pressures or risks for UCEs appear

much higher than those in SOEs. It was found in an investigation of 22

UCEs that their decisions covered 99% of research projects and use of

raw materials. The typical operating mechanism among the enterprises

in the area can be described as "using markets for direction, and

advanced technology as a weapon" (Yu 1988).
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Enterprises of the area have a reflection of how enterprises react to

the high market effect in China, and in the meantime they represent

well-run enterprises with a market focus in the country, including

SOEs, UCEs, and VTCEs. The interview with the development director was

conducted in China in April, 1989.

4.5 MEASUREMENT

4.5.1 Measurement and Scaling

The questions in the study mainly involved attitude measurement or

'subjective' measurement, namely, the perceptions of key persons in

sample enterprises.

"Scaling is the term commonly used to refer to the process of

measuring attitudes. Measurement, or scaling, suggests some form

of quantification which can be expressed in such numbers as we

use to scale distances (feet, miles, and so on) or weights

(pounds, kilograms, and so on)."

(Boyd, Westfall, and Stasch 1985, p. 311)

The following types of scale are used for attitude measurement

(Churchill 1983, p. 246; Simon and Burstein 1985, 207-209; Luck and

Rubin 1987, pp. 141-145):
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1). Nominal scale: the scale of numbers is used to represent an

identity of an object.

2). Ordinal scale: the scale of numbers serves to rank objects

according to some characteristics.

3). Interval scale: the scale of numbers not only separates objects

by rank order but measures the distance between rank positions

in equal units.

4). Ratio scale: the ratio scale is similar to the interval scale

with the single difference that the ratio scale has "a natural

or absolute zero, one for which there is universal agreement as

to its location" (Churchill 1983, p. 246).

The above scales from nominal to ratio are considered as becoming

increasingly powerful (Churchill 1983, p. 246 - 247; Hughes 1974, pp.

C-35 - C-37).

"The more powerful scales allow stronger comparisons and

conclusions to be made. ... The attribute determines the most

powerful scale that can be used to measure the characteristic."

(Churchill 1983, p. 246 - 247)

In this study, because of the nature of questions to be investigated,

both the nominal and interval scales were used.
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4.5.2 Measurement of Marketing Behaviour

Marketing behaviour, a key variable in this study, can be measured

directly and indirectly. Direct measurement involves two stages:

measuring the extent of agreement with the marketing concept and then

the perceived extent to which it is implemented in an enterprise.

For the direct measurement, the question in the UK questionnaire was

phrased as whether or not a company's policy could be summarised by

"identify changing customer wants and develop products and services

which match them better than competitors".	 In the Chinese

questionnaire it was expressed in a slightly different manner to make

it more understandable in China. The respondent was asked whether he

or she agrees to the statement: "identify customer needs and wants,

and follow them to make products rather than hard-sell what you can

make".

The extent of the implementation was gauged by inviting the

respondent's perception of the degree to which the policy or statement

was being implemented in the enterprise.

Marketing behaviour can also be indirectly measured by other business

activities since marketing-orientated enterprises can have distinct

characteristics. However, a consensus has never been reached as to

what they are. Therefore this study has also attempted to distinguish

between marketing-orientated and non-marketing-orientated enterprises

in terms of the characteristics of each. The sub-propositions from HAI

to HA8 have been designed for the purpose.
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Markets in China have newly evolved from the centralised economic

system, and thus business behaviour of Chinese enterprise is only

considered comparable with that in the UK in terms of direction but

not degree or quality. Generally, there have been essential

differences in similar types of behaviour or activity between Chinese

and British enterprises. Examples include:

The 'marketing plan' in China cannot be seen as equivalent to that in

the UK in coverage, detail, and role. There is also a substantial

difference in the effort being made to formulate the plan, such as the

extent of assessing internal and external environmental conditions:

SWOT analysis, consumer behaviour analysis, and competitor analysis.

Even in many Chinese enterprises, the plan is simply bureaucratic.

Table 4.5 displays the contents of the marketing plan in Chinese

sample enterprises. As can be seen, some important elements of

marketing planning were less well covered, such as market share, which

mirrors long-term business perspective, and action programs and

controls which reflect the implementation of the plan.

Marketing research in China has covered a limited range of research

activities, compared with that in Western companies, and only involved

simplistic techniques. 	 Table 4.6 presents marketing	 research

activities undertaken by Chinese enterprises. For the purposes of

comparison, included in Table 4.7 are the research activities in 599

American companies.
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TABLE 4.5 Contents of 'Marketing Plan' in China

Percentage (%)
Items (n=630)

Sales Volume Goals 83
Market Share Goals 26
Profit Goals 74

Target Market 48

Product Line 31
Price 66
Distribution Channel 54
Sales Force 45

Advertising 24

Product Service 45
Action Programs 30
Controls 29

Note: Missing data are excluded.

TABLE 4.6	 Marketing Research Activities in 	 China

Percentage (%)

Type of Research (n=630)

Advertising 45
Pricing 47
Market Share Analysis 44

Packaging 18
Promotion 25
Short-Range Forecasting 56
Long-Range Forecasting 42

New Product Acceptance 53
Market Potential 34
Distribution Channel 59
Others 4

Note: Missing data are excluded.
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TABLE 4.7 Marketing Research Activities in America

Type of Research	 Percentage

Advertising Research
Motivation	 47
Copy	 61
Media	 68
Studies of Ad Effectiveness	 76
Studies of Competitive Advertising 	 67

Business Economics and Corporate Research
Short-Range Forecasting (Up to 1 year)	 89
Long-Range Forecasting (Over 1 year)	 87
Studies of Business Trends 	 91
Pricing Studies	 83
Plant and Warehouse Location Studies 	 68
Acquisition Studies	 73
Export and International Studies	 49
MIS (Management Information System)	 80
Operations Research	 65
Internal Company Employees 	 76

Corporate Responsibility Research
Consumers 'Right to Know' Studies 	 18
Ecological Impact Studies	 23
Studies of Legal Constraints on Ad & Promotion 	 46
Social Values and Policies Studies 	 39

Product Research
New Product Acceptance and Potential 	 76
Competitive Product Studies	 87
Testing of Existing Products 	 80
Packaging Research	 65

Sales and Market Research
Measurement of Market Potentials 	 97
Market Share Analysis	 97
Determination of Market Characteristics 	 97
Sales Analysis	 92
Establishment of Sales Quotas, Territories 	 78
Distribution Channel Studies	 71
Test Markets, Store Audits	 59
Consumer Panel Operations	 63
Sales Compensation Studies	 60
Promotional Studies of Premiums, Coupons, etc.	 58

Source: Kotler (1988) quoted Dik Warren Twedt, ed.,
1983 Survey of Marketing Research (Chicago:
American Marketing Association, 1983), p. 41.

On top of that, Chinese enterprises should not be viewed as autonomous

entities similar to UK companies, or seen as 'conscious marketers'.

Seemingly, few managing directors have a concept of, say, 'marketing
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planning'	 or	 'marketing strategy'. The essence of 	 'marketing

behaviour' in China is that having a certain degree of autonomy in

production, sales, and supply, many enterprises might largely have

been forced to behave responsively to markets. "For market orientation

todays comes in many forms and degrees. It may be planned, forced, or

unconscious" (Lear 1963). As Tables 3.2 and 3.3 showed, small

enterprises accounted for the overwhelming majority of enterprises

(98.7%), and experienced less planning control in China.

In the instance of the indirect measurement, the conception of

marketing-orientated coordination has not been well-developed in

China, though routine problem-solving management meetings are common

in the majority of Chinese enterprises. Therefore this measurement was

not used in the Chinese sample.

Some 'traditional' criteria, such as 'market research in advance of

new product development' (Hise 1965), were only tested on the Chinese

sample but the results are considered as, by and large, in line with

those of the West. Market-orientated behaviour is associated with

markets; if a behaviour is driven in the circumstance of a low level

of market functioning, it can be assumed to exist in the context of a

high level of market functioning.

In general, an enterprise business policy contains the components of

all managerial functions such as production, finance and accounting,

and sales or marketing, with only differences of weight of each

function. When the major weight is given to a function such as
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production or marketing, it is said that the company is driven towards

the orientation of the function such as production or marketing.

Hence, in the study, marketing behaviour was measured in: (1) absolute

value (a 5 point scale): the respondent was asked about his or her

perception of the company's marketing behaviour, without referring to

other business behaviour; (2) relative value (a nominal scale): the

respondent was asked to evaluate which behaviour, production, product,

sales, marketing or technology, was most appropriate for the

description of what the company has done in the last two years. In the

first case, the respondent might only consider how the enterprise

could be rated for its marketing behaviour; whereas in the second case

the respondent might assess which behaviour has the most weight.

The absolute measurement may not be appropriate for direct cross-

cultural comparison. The conceptual unit scale gauging marketing

behaviour in any particular culture may be different from that in

another, and also the perspectives of marketing behaviour might differ

greatly between cultures. However it has been considered as more

appropriate for identifying the association between marketing

behaviour and the characteristics of a set of business activities

within the same context. The absolute measurement conceptually

comprises the whole score-range of marketing behaviour. As previously

mentioned, absolute measurement is more powerful than relative

measurement in terms of making comparisons and conclusions.

In China, the importance of market orientation has been strongly

advocated and widely publicised in the last few years. As a major
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business concept it has been introduced in universities and

management-training courses. Production orientation resulting in an

increase in unsaleable products has often been criticised by various

media. The successful stories of both the domestic and international

marketing-orientated enterprises have been extensively introduced by

broadcasting media. As a result, the absolute measurement of marketing

behaviour in China might have, to some extent, been inflated. However,

this may not exert a serious influence on the evaluation of the

relationships between variables within the same context for the

following reasons: (1) the variables of marketing activities may have

a similar degree of the inflated effect, and (2) it seems to be

unlikely for relationship directions to be changed by the inflated

effect.

4.5.3 Measurement of the Control Effect

The direct control effect can be gauged and compared in terms of

defined criteria, such as degree of planning in production, supply,

and sales or any concrete corporate policies which directly steer the

company's orientation or business strategies. However, various

taxonomies may be used to define the indirect control effect, such as

that utilised by Goold and Campbell (1987).

In this study only the direct control effect was included, since (i)

the indirect control effect was difficult to explore by means of

survey, (ii) the measurement would involve a comparison of UK and

Chinese sample enterprises, whereas in China the direct control effect
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dominates, and (iii) the study was constrained by time and resources.

In the UK sample attention was mainly paid to corporate control while

in the Chinese sample to government control.

The direct control effect was measured on both 5 point scales and

nominal scales: (1) the respondent's overall perception of the

corporate or government influences on the enterprise operation (this

measure may include the elements of indirect control); (2) production

and sales planning; (3) raw material allocation or scheduling; (4)

price setting; and (5) investment decisions (For details, see copies

of questionnaires in Appendices B1 and B2).

4.5.4 Measurement of the Market Effect

The measurement of the market effect embodies (a) objective criteria,

i.e. the industrial concentration ratio, size of the company, the

number of competitors and suppliers, and other market entry barriers,

which can be measured objectively and numerically; (b) subjective

measurement, namely, the key persons' perceptions of competitive

impact in the company.

Subjective measurement was used in this study. Because of the nature

of new and underdeveloped markets in China, more measurements of the

market effect were included in the Chinese sample than in the UK

sample. The measurements included: 1) the supply situation of major

product-market, and the trend of changes in the market; 2) substitute

influence; 3) the influence of potential entry; 4) the perception of
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competitive threats; 5) the changing trend of competition perceived;

6) the changing trend of major product-market share; 8) the supply

situation of major raw material or component market and the changing

trend; and 9)	 the difficulty in buying major raw materials.

In the UK sample, because of concerns about a possible low response-

rate, only questions 1, 4, and 8 were included. The majority of the

variables were measured on a 5 point scale.

4.5.5 Measurement of Performance

Although performance can be measured in numerous criteria, this study

only included a crucial measure - profitability, specifically return

on assets and profit growth, in order to limit the length of the

questionnaire.

The major reasons for the particular choice of the measurement

include:

(i) Profitability is a comprehensive index of a company's health,

partially reflecting other performance measures, such as customer

loyalty and corporate image.

(ii) "... the judgement on managerial performance tends to be made by

comparison with the performance of other firms, and with the firm's

own performance in previous periods". The comparisons are generally

based on accounting measures. "Perhaps the most commonly used
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accounting measure of performance is return on investment (ROT). ROT

is used with organisations to appraise the performance of projects and

divisions, and by shareholders and other outsiders such as government,

to appraise the firm as a whole u (Higson 1986, p. 219).

However, complex situations can occur when profitability is linked to

marketing behaviour. As elaborated in Chapter 2, the high market

effect is liable to encourage marketing orientation, whilst, according

to Industrial Economics, high barriers to entry (the low market

effect) tend to bring about a high profit rate. In order to compare

the performance of marketing orientated enterprises with non-marketing

orientated ones, questions designed to identify profitability in both

UK and Chinese questionnaires were related to the same industry.

Nevertheless, even within an industry, profitability of individual

companies can vary greatly as a result of factors such as the extent

of vertical integration, advertising, product-mix, characteristics of

distribution channels, and the like (Porter 1977). Therefore, the

association between profitability and marketing behaviour may not

appear very strong.

4.6 ANALYTICAL TECHNIQUES

To test the propositions in the research, the statistical techniques

of principal component, multiple regression, and discriminant analyses

were used. Principal component analysis with varimax rotation was

first performed to form the constructs of measurements and reduce the
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number of variables in the following analysis, then multiple

regression analysis was undertaken to test the propositions, and

finally discriminant analysis was conducted to identify the variables

which distinguish marketing and non-marketing orientated behaviour.

The SPSSx computer package was utilised for all the statistical

analyses.

4.6.1 Principal Component Analysis

A)	 Option of Principal Component Analysis

Principal component analysis (PCA) originated in Karl Pearson's work

at the beginning of the twentieth century, and was further developed

by Harold Hotelling and other academics in the 1930s (Chatfield and

Collins 1980). A primary objective of PCA is to identify a relatively

small number of uncorrelated variables (principal components) that can

be used to represent relationships among a set of interrelated

variables, and hence the number of original variables for the analysis

can be reduced to a smaller set of new variables (Chatfield and

Collins 1980; Tabachnick and Fidell 1983; Norusis 1985).

The objectives and process of PCA are similar to factor analysis (FA);

PCA produces components and FA factors. The difference is summarised

as follows:
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"The primary difference between the two major procedures, PCA

and FA, is the variance that is analyzed. In PCA, all the

variance in the observed variables contributes to the solution.

In FA, only the variance a variable shares with other variables

is considered relevant to the solution, and attempts are made to

disregard variance due to error and variance that is unique to

each variable."

(Tabachnick and Fidell 1983, p. 375)

However,

"PCA is a mathematical technique which does not require the user

to specify an underlying statistical model to explain the

'error' structure. In particular, no assumption is made about

the probability distribution of the original variables, though

more meaning can generally be given to the components in the

case where the observations are assumed to be multivariate

normal."

(Chatfield and Collins 1980, p. 58)

A number of drawbacks to FA have been identified, compared with PCA,

by Chatfield and Collins (1980, pp. 88-89). They, together with

Blackith and Reyment (1971), recommend that in most practical contexts

PCA be preferable to FA (Chatfield and Collins 1980, p. 89).
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Therefore, principle component analysis was chosen in this research to

reduce the number of variables to be used in regression analysis.

B) Fundamentals of Principal Component Analysis

The general notion of PCA is that if the first few variables

(principal components) account for most of the variance in the

original data, the effective dimensions of the problem are less than

the original variables. Therefore, these components may be expressed

as linear combinations of the original variables with diminishing

order of importance, and subsequently used for following analyses

(Chatfield and Collins 1980). To improve the interpretability of the

components, solutions can be rotated. A good component solution is

both simple and interpretable (Norusis 1985). Appendix B3 presents the

rationale of principal component analysis in mathematical terms.

C) Computation of Principal Component Analysis

Examination of Correlation Matrix

The principal components of a set of variables are calculated through

the correlation matrix P (Chatfield and Collins 1980; Norusis 1985).

In the correlation matrix, the sum of the diagonal terms equals p (all

the diagonal terms are unity), and thus the sum of the eigenvalues of

P will also equal p. Therefore the proportion of the total variance

explained by the ith component will be Ti/p.
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The purpose of PCA is to transform a set of correlated variables into

a new set of uncorrelated principal components; if the original

variables are uncorrelated, there is no point in performing a PCA.

SPSSx FACTOR provides Bartlett's test of sphericity to test the

hypothesis that the correlation matrix is an identity matrix (namely

all diagonal terms are 1 and all-off-diagonal terms are 0). "The test

requires that the data be a sample from a multivariate normal

population" (Norusis 1985, p. 128). If the transformed significance

level is large so that the hypothesis cannot be rejected, the use of

PCA should be questioned. The results of Barlett's test of sphericity

had a small significance level in both samples; therefore, the

hypothesis can be rejected in the analyses.

The index of the Kaiser-Meyer-Olkin (KMO) measure of sampling adequacy

can also be obtained from SPSS x FACTOR. It is defined as

E E r2 ij
i=/=j

KM0-
EEr2ij +EEa ij

i=/=i

where rij is the simple correlation coefficient between variables i

and j; aij is the partial correlation coefficient between variables.

If the values for the KM0 measure are small, the use of principal

component or factor analysis may be inappropriate, "since correlations

between pairs of variables cannot be explained by the other variables"

(Norusis 1985, p. 129). The KM0 measures in the 0.90s are considered

as marvellous, in the 0.80s as meritorious, in the 0.70s as middling,

in the 0.60s as mediocre, in the 0.50s as miserable, and below 0.50 as
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unacceptable (Kaiser 1974). The values of the KM0 measures for factor

analysis in both the UK and Chinese samples were in the 70s, and thus

the factor analyses can proceed satisfactorily.

Similarly, a measure of sampling adequacy for each individual variable

is also available in SPSS x FACTOR. This index only takes coefficients

relating to the variable into account, rather than including all pairs

of variables. The index for the ith variable is calculated from

E r2 ij

j=1=1
MSAi = 	

E r2.. + E a2 	
ij	 lj

j --/-A	j=/=i

The criteria of sampling adequacy are the same as those in the KM0

measures. The measures are printed on the diagonals of ANTI-IMAGE

CORRELATION MATRIX in the printout of factor analysis (Norusis 1985).

The indices for both samples in the study are detailed in the

appendices.

Principal Component Extraction

In order to decide how many components are to be extracted, an

examination of the percentage of total variance explained by each

component is needed. This statistic is given under the label

EIGENVALUE in the printout of the initial statistics for each

component.

A commonly used criterion for the determination of the number of

components is that only the components accounting for variances

greater than 1, namely the eigenvalue is greater than 1, should be
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included. "Factors with a variance less than 1 are no better than a

single variable, since each variable has a variance of 1" (Norusis

1985, p. 131).

In the printout of SPSS x FACTOR, there are the factor pattern matrix

and factor structure matrix. In the factor pattern matrix, the

principal components are linked to original variables by a set of

coefficients, called factor loadings. A large coefficient indicates

that the component is closely associated with the corresponding

variable. The factor matrix consists of correlations between variables

and factors (principal components). Since principal components are

uncorrelated with each other, the factor pattern matrix is the same as

the factor structure matrix (Norusis 1985).

Rotation

The results of principal component extraction without rotation may be

uninterpretable, for most components are correlated with many

variables. Therefore after extraction, rotation is generally used to

transform the initial factor matrix into one that is easier to

interpret.

This goal is achieved by attempting to simplify the factor structure

through rotation. That is, each component has non-zero loadings for

only a few variables, or each variable has non-zero loadings for only

a few components.
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Before conducting rotation, an essential decision needs to be made

about the choice between an orthogonal rotation and an oblique

rotation. Orthogonal rotations result in the factors which are not

correlated with one another. Such rotations can facilitate the

description and interpretation of results, but may distort the reality

in case the factors are actually correlated with each other

(Tabachnick and Fidell 1983, p. 399). If it is certain that common

factors are correlated with one another, an oblique rotation can be

used. Oblique rotations allow such correlations, "with conceptual

advantages and practical disadvantages in interpreting and describing

the results" (ibid).

There are three orthogonal methods in SPSS x FACTOR: varimax,

quartimax, and equimax. Varimax rotation is most commonly used

(Tabachnick and Fidell 1983, p. 399; Norusis 1985, p. 140).

Varimax seeks to maximise the variance of the loadings across

variables within components. Hence, the component has high loadings on

some variables and small loadings on the other variables so that the

interpretability of the component is facilitated (Tabachnick and

Fidell 1983, p. 399; Norusis 1985, p. 140).

Quartimax focuses on the interpretability of variables;	 it attempts

to increase the variance of loadings within variables across

components. While varimax operates on the columns of the loading

matrix, quartimax operates on the rows (Tabachnick and Fidell 1983, p.

401).
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Equimax is a combination of varimax and quartimax, which seeks

simultaneously to simplify the components and the variables

(Tabachnick and Fidell 1983, p. 401).

In this study, since it is hoped that an interpretation of the

components can be achieved, varimax rotation was chosen for all

principal component analyses. Components with eigenvalues of greater

than 1 were considered.

4.6.2 Multiple Linear Regression Analysis

A)	 Use of Multiple Linear Regression Analysis

Regression analysis is suitable for the research goal assessing the

relationship between the dependent variable of interest and a number

of independent variables. Linear regression analysis is a special and

general use of regression analysis; it identifies linear relationships

between a dependent and independent variables. The extensive

application of the technique is found in both natural and social

sciences (Weisberg 1980).

The basic requirements of applying the technique are that (1) the

dependent and independent variables with values must be decided prior

to performing regression analysis; (2) the dependent and independent

variables should be measured on an interval scale or the data must be

metric 5
 (Norusis 1985, p. 9; Hair et al 1987, p. 20). In the study,

5	
Binary or a dummy-coded binary variables satisfy the requirement.
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given the requirements being satisfied, multiple linear regression

analysis is appropriate for achievement of the research objectives.

B) Multiple Regression Models

The function of multiple regression techniques is realised by

developing multiple regression models. A linear regression model can

be expressed as follows:

Y' = Ao + B1X1 + B2X2 + 	  + BnXn

Where Y' is the dependent variable and X1 to Xn are the independent

variables. B1 to Bn are best-fitting weights, that is, they are so

chosen that the sum of squared differences between the predicted and

observed values of the dependent variables is minimised. Whether or

not the use of regression analysis is appropriate for dealing with a

research problem involves a number of issues, which are discussed in

the next section.

C) Major Issues of Regression Analysis

Assumptions

Case-to-Variable Ratio. For a regression solution to be valid, the

ratio of cases to variables must be sufficiently great, because with a

small case-to-variable ratio an invalid solution can be found to

predict the dependent variable completely. In general, a case-to-

variable ratio of 20:1 or more is considered ideal, and it is
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suggested that a minimum requirement be of at least 5:1 (Tabachnick

and Fidell 1983, pp. 91-92).

Normality. The assumption of normality is that the distribution of

residuals appears to be independent and normal. A simple way of

examining the assumption is to construct a histogram of residuals.

Another test is to look at the normal probability plot of residuals.

If the assumption is met, the observed distribution of residuals is

identical to that expected under the assumption of normality, showing

a straight line in the plot.

Linearity. It is assumed that the phenomenon being investigated is

linear, and a linear model should fit the data. Generally, this

assumption is tested by inspecting the overall shape of scatterplot of

the predicted values against residual values. If the assumption is

satisfied, there should not be any observable pattern. Often it is

possible to transform the data to achieve linearity.

Homoscedasticity. This assumption is that the variance of residuals is

approximately equal over all the values of independent variables or

predicted values. Heteroscedastic data present the increasing or

decreasing variance. A plot of the studentised residuals 6 against the

predicted values can be used to examine the violation of the

assumption (Norusis 1985, p. 26).

6	 "Studentized residuals are raw residuals that are scaled by
dividing each by its estimated standard deviation" (Gunst and
Mason 1980, p. 228).
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Multicollinearity. The interdependency between independent variables

may result in an incorrect estimation of regression coefficients and

affect the right coefficient signs (Hair et al 1987, P. 42). If the

independent variables are near singular or highly correlated, the

calculation of regression coefficients is impossible (Tabachnick and

Fidell 1983, p. 92; Norusis 1985, pp. 54-55). In this study the use of

components as independent variables avoided this potential problem.

Outliers. Outliers are extreme observations, which are unusually

different from the others with resultant large residuals. Inclusion of

such observations will have detrimental influences on all multivariate

solutions. Hence they should be excluded from analysis, recoded or

changed so that their effects are reduced.

Other Issues

Identification of 'causal relationships' is desirable in most research

involved in regression analysis. A general linear regression analysis

does	 not	 possess	 the	 property	 of demonstrating	 causality.

"Demonstration of causality is a logical and experimental, rather than

statistical, problem. Statistics are helpful only in demonstrating

that relationships occur reliably" (Tabachnick and Fidel] 1983, 	 p.

91).

For the purposes of evaluating relationships among variables, standard

multiple regression is recommended; use of other methods such as

stepwise regression is considered suitable for development of
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hypotheses or theories (Tabachnick and Fidell 1983, p. 105). Hence,

standard multiple regression analysis was performed in the study.

In the study, the dependent variable was the absolute measurement (a 5

point scale) of marketing behaviour. In both the UK and Chinese

samples, the independent variables comprise the component scores of

marketing initiative, innovation, the control and market effect, and

financial performance.

4.6.3 Discriminant Analysis

A)	 Choice of Discriminant Analysis

Various criteria have been used to measure the extent of marketing

orientation (See Lazo 1958; Hise 1965; McNamara 1972; Parasuraman

1980) or marketing effectiveness, which has included measures of

marketing orientation (Kotler 1977). As yet no consistent criteria

supported by empirical research have been found regarding marketing

and non-marketing behaviour.

Factor analysis is often used to identify a dimension that spreads

subjects apart as much as possible among research units. However,

factor analysis (principal component analysis), together with cluster

analysis, is known as internal factor analysis; it is criticised in

that "there is no way to determine how well the factors found in one

set of data will fit the data from a new set of observations",

although some attempts have been made to tackle the problem (Thorndike
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1978, P. 318). For external factor analysis i.e. multiple regression,

canonical analysis, and discriminant function, the generalisability

can be tested by cross-validation (ibid).

Discriminant analysis can generally achieve the following research

objectives: (1) classifying research units into one of mutually

exclusive groups based on various characteristics; (2) identifying the

important characteristics which distinguish among the groups; and (3)

assessing the accuracy of the classification (Norusis 1985, p. 73).

Therefore, discriminant analysis is chosen as the analytical technique

to:

(1) Determine whether the variables selected from the desk research

distinguish between marketing and non-marketing orientated corporate

behaviour so that the criteria for the measurement of marketing

behaviour may be established.

(2) Examine the influence of individual variables on marketing

behaviour. This can, to some extent, supplement regression analysis,

which uses principal components as independent variables.

A major feature of discriminant analysis for attaining these is that,

unlike regression analysis, multicollinearity does not seriously

affect the interpretation of the results (Tatsuoka 1970; Klecka 1980;

Norusis 1985).

The first clear statement of discrimination problems and the first

proposed solution to the problems were given by Ronald Fisher
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(Srivastava and Carter 1983, P. 231). He also first introduced the

linear discriminant function in 1936 within the constraints of two-

group situations (Tatsuoka 1970, P. 5; Srivastava and Carter 1983, p.

231; Norusis 1985, p. 75). Other statisticians, including Rao (1948),

Tukey (1949), and Bryan (1950), have contributed to the extension of

discriminant analysis to problems involving more than two groups, and

therefore to the use of more than one discriminant function (Tatsuoka

1970, p. 5).

The major difference between discriminant analysis and regression

analysis is that discriminant analysis involves a categorical (nominal

or non-metric) dependent variable, whereas in classical regression

analysis the dependent variable is metric (Hair et al 1987, p. 76). In

addition, discriminant analysis requires multivariate normality of the

independent variable to produce optimal results (Hand 1981), while

classical regression analysis requires normality of the dependent

variable. Nevertheless, two group linear discriminant analysis, which

is the case in this study, is closely associated with multiple linear

regression analysis because both try to delineate the relationship

between dependent and independent variables in a linear model, one for

the primary purpose of discrimination, and the other for prediction.

Furthermore, the multiple regression coefficients are proportional to

the discriminant function coefficients if the binary grouping variable

is considered as the dependent variable and the predictor variables as

the independent variables (Norusis 1985, p. 92).
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B) Basic Principle of Discriminant Analysis

Based on a set of cases for which their group membership is known,

linear combinations of the independent (or predictor) variables are

constructed and serve as the basis for assigning cases to groups

(Norusis 1985). The coefficients for the linear combinations are so

chosen that they maximally differentiate among the groups (Tatsuoka

1970, 1971; Norusis 1985).

Suppose there is a sample drawn from each of K well-defined

populations, in which measures on p variables for each case are known.

The classification process involves first deciding which of the K

groups the case should belong to in the light of a number of distinct

characteristics. Thereafter, if there is a case which has the same

measures on the p variables and unknown group membership, and we want

to classify it as a member of one of the K groups, which group does

the case match most in terms of these p measures? Discriminant

analysis has been used for handling such classification problems in

various areas, such as politics, anthropology, and education (Tatsuoka

1971).

The presentation of the principle of discriminant analysis in

mathematical notation is given in Appendix B4.

C) Process of Discriminant Analysis

The SPSSx computer package was also used for discriminant analysis.

The analytical process includes the following steps:
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Selection of Criterion Variable

The absolute value measurement (a 5 point scale) of marketing

behaviour was chosen as the criterion variable to distinguish between

marketing and non-marketing orientated enterprises, for the reason

given in Section 4.5.1.

The interval scale measurement of marketing behaviour was transformed

into two groups for discriminant analysis by placing the respondents

choosing 4 and 5 in the marketing orientated group and the rest in the

non-marketing-orientated group.

Selection of Predictor Variables

The predictor variables for discriminant analysis were selected based

on the results of regression analysis and analysis of variance. Hence,

the structure of the predictor variables is presented in Chapter 6.

Assumptions

The	 classification	 accuracy from the	 application	 of	 linear

discriminant function is subject to the assumptions that in each group

the variables are from multivariate normal distributions and the

covariance matrices for all groups are equal (Hand 1981). SPSSx

DISCRIMINANT performs Box's test, which is based on the determinants

of the group covariance matrices. If the significance probability,

which is based on an F transformation, is small, the null hypothesis

that the covariance matrices are equal may be rejected. If the
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normality assumption is violated, Box's M test also tends to show a

small significance probability.

Establishment of Discriminant Function

Tabachnick and Fidell (1983) have classified three basic types of

discriminant analysis: standard or direct, hierarchical or sequential,

and stepwise. In general, when the researcher wants to identify

important predictor variables and sift out a set of predictor

variables, hierarchical and stepwise discriminant analyses are used.

In standard or direct discriminant analysis, all predictor variables

are considered simultaneously.

Nevertheless, a main purpose of the research is to further examine the

relationships between marketing behaviour and selected individual

variables, and thus all predictor variables need to be examined. As

such, standard or direct discriminant analysis was employed.

"The simultaneous method is appropriate, when, for theoretical

reasons, the analyst wants to include all of the independent

variables in the analysis and is not interested in seeing

intermediate results based only on the most discriminating

variables."

(Hair et al quote Darden et al 1987, p. 84)
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Estimation of Misclassification Rate

According to the classification principle (Appendix B4),

classification is undertaken based on function coefficients, whereas

these coefficients derive from samples, and "are only approximations

of population parameters" (Tabachnick and Fidell 1983). Therefore it

is desirable to evaluate the effectiveness of classification by

examining the misclassification rate when the functions perform with a

new sample of cases (Tabachnick and Fidell 1983).

To obtain an estimate of the misclassification rate, both the UK and

Chinese sample data were randomly split into two parts; one part was

used to develop the discriminant functions and the other was utilised

to assess the results of classification.
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CHAPTER 5:	 RESULTS AND DISCUSSION (1)

5.1 INTRODUCTION

Business behaviour and environments differ greatly between the UK and

China. The substantial differences in business behaviour and

environments may also exist among enterprises of different size,

industry, region, and type in China. Hence, as a major task of this

chapter, such differences are examined. The examination not only

serves as pre-tests for the validity of the model but also, more

importantly, helps to understand and interpret the results to be

yielded in the following statistical procedures.

This chapter consists of three sections: first, presentation and

discussion of the basic characteristics of enterprises and business

environments in both the U.K and China. Then, analyses of business

behaviour and influences in a comparative setting. Finally, discussion

of business behaviour and environments particularly associated with

the China economic situations.

The tests for differences between variables are carried out through t-

test and analysis of variance.
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5.2 BASIC CHARACTERISTICS OF SAMPLE ENTERPRISES

Both the UK and Chinese sample profiles are exhibited in Tables 5.1

and 5.2a, which suggest that both sample data were biased in favour of

industrial goods enterprises. 59.8% of the UK sample companies and

55.6% of the Chinese sample enterprises were industrial goods

producers. Since manufacturing enterprises accounted for the majority

of the sample enterprises - 86% in the UK sample and 92% in the

Chinese sample, the biases did not go beyond the sampling requirement.

Table 5.1 indicates that about 48% of the UK companies were in

declining markets. This may be a reflection of, on the one hand,

intensifying international competition and, on the other hand, a

slowness in response to environmental changes in the UK firms. In

contrast, as can be observed in Table 5.2a, about 43% of the Chinese

enterprises were in stable markets, and 48% claimed to have their

major products at the mature stage (See Table 5.2a). This

characteristic might imply that (i) as a result of a large population

in China and the relatively closed market, a product has a long life

cycle, and (ii) the use of marketing is important for these

enterprises in terms of new product development.
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TABLE 5.1 Profile of UK Sample Enterprises

All Respondents
Characteristics	 (n = 254)

Position of Respondents

Managing Director	 44.1

MKT Director	 42.5

Others	 13.4

Major Business Activities

Industrial Goods	 59.8

Consumer Goods	 24.8

Others	 15.4

Market Situation of Major Product

Growing Market
	

37.4
Declining Market
	

47.6
Stable Market
	

13.4

Sales

Less than 9 million	 34.3
10 - 49 million	 31.1

More than 50 million 	 33.4

Note: All figures are percentages; missing data are
excluded.



TABLE 5.2a Profile of Chinese Sample Enterprises

All Respondebts
Characteristics	 (n = 630)1

Position of Respondents

Managing Director	 58.4
Deputy MD	 17.9
Sales Manager	 4.6
Others	 16.7

Major Business Activities

Industrial Goods	 55.6
Consumer	 Goods	 36.7
Others	 6.4

Market Situation of Major Product

Growing Market
	

46.7
Declining Market
	

9.2
Stable Market
	

42.5

Number of Employees

Less than 200
	

15.0

	

201 - 600
	

29.5

	

601 - 2000
	

36.0
More than 2001
	

19.3

Sales (Unit: 10000 yuan)

Less than 500
	

22.6

	

501 - 1000
	

19.0
1001 - 5000
	

38.1
More than 5001
	

19.7

Profit after Tax and Interest (Unit: 10000 yuan)

Less than 50
	

28.9

	

51 - 100
	

16.8

	

101 - 500
	

26.2
More than 501
	

14.6

Major Product Life Cycle

Introduction	 4.3
Growth	 27.0
Maturity	 48.3
Decline	 6.2

Note: All figures are percentages; missing data are excluded.

1	 Six cases were excluded in the total sample: three were
identified to be outliers (the details are presented in Chapter
6) and three contained too many missing data.
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TABLE 5.2b Regional Distribution of Enterprises in Chinese Sample

Sample Enterprises

Regions
	

Frequency	 Percentage (%)

North China	 48	 7.6
Northeast China	 180	 28.6
East China	 229	 36.3
Mid-South China	 103	 16.3
Southwest China	 43	 6.8
Northwest China	 27	 4.3

Total
	

630	 100.0

The regional distribution of enterprises in the Chinese sample is

displayed in Table 5.2b. As seen in the table, the sample covered

enterprises from all the regions, with a slight bias in favour of

developed regions. There were, for example, 28.6% of the sample

enterprises from Northeast China (the capital goods industrial base),

36.3% from East China (the consumer goods industrial base), and 4.3%

from Northwest China (the underdeveloped region).

A further break-down of the Chinese sample revealed that 28 out of 32

provinces and autonomous municipalities in the country were included

(See Table 5.2c). Accordingly, a slight bias was also shown towards

developed provinces, particularly Liaoning, a province in Northeast

China.

These biases largely stemmed from the fact that 400 questionnaires

(22%) were only circulated in these developed regions and provinces.
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Managing directors in the developed regions or provinces may be more

exposed to international business activities, and more knowledgeable

about and competent in marketing. Moreover, the market system may be

more developed. Hence, the conclusions to be derived in the study may

be more applicable to such developed regions or provinces.

TABLE 5.2c	 Provincial Distribution of Enterprises in Chinese Sample

Provinces &
Autonomous	 Cities

Sample Enterprises

Frequency	 Percentage (%)

Beijing 15 2.4
Shanghai 28 4.4
Tienjin 12 1.9
Helongjian 13 2.1
Gansu 13 2.1
Hunan 21 3.3
Fujian 22 3.5
Yunnan 8 1.3
Sichan 26 4.1
Liaoning 160 25.4
Jiansu 57 9.0
Hubei 46 7.3
Zhejiang 67 10.6
Jiangxi 27 4.3
Guizhou 9 1.4
Jiling 6 1.0
Inner-Mongolia 4 0.6
Ningxia 6 1.0
Shaanxi 6 1.0
Guangxi 6 1.0
Guangdong 11 1.7
Henan 13 2.1
Hainan 6 1.0
Anhui 10 1.6
Hebei 8 1.3
Shanxi 11 1.7
Shandong 18 2.9
Xingjang 1 0.2

Total 630 100.0

Table 5.2d shows that in the Chinese sample, SOEs accounted for 66.5%,

UCEs for 20.0%, VTCEs for 7.9%, and IEls (only joint-venture
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enterprises) for 4.8%. Private and sole-venture enterprises were not

included in the sample because of the difficulty of access.

TABLE 5.2d Distribution of Enterprise Types in Chinese Sample

Sample Enterprises

Types of Enterprises
	

Frequency	 Percentage (%)

State-owned	 419	 66.5
Urban Collective	 126	 20.0
Village & Town Collective	 50	 7.9
Joint Venture	 30	 4.8
Private & Individual	 1	 0.2
Unknown	 4	 0.6

Total
	

630	 100.0

5.3 CONTRAST ANALYSIS OF BEHAVIOUR AND ENVIRONMENT

5.3.1 Factors of the Market and Control Effects

The research model suggests that business behaviour is affected by the

market and control effect. For a better understanding of the

differences in the influence of business environment on enterprise

behaviour, it is helpful to start the tests for the propositions by

looking at the differences of business environment between the two

countries.

It appears appropriate to compare the perceptions of business

environment measured on interval scales in the cross-cultural setting,
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because of the nature of environment which may be objectively

perceived with little cultural bias. In contrast, business behaviour

is strongly culture-bound; comparison between the two cultures gives

rise to qualitative disparity which is too great to draw a meaningful

conclusion.

Table 5.3 presents the descriptions of variables used in the following

analyses.

TABLE 5.3 Descriptions of Variables Used in Both UK and Chinese
Samples

Variable Name	 Description

I. Marketing Activities

NPRORESH:	 Marketing research before new product.
MKTPLAN:	 Extent of marketing planning.
MKTRESCH:	 Extent of marketing research.
MKTKNOWL:	 Knowledge of marketing.
KNWRIVAL:	 Knowledge of competitors.
MKTSEGM:	 Extent of market segmentation.
COSTMEAS:	 Extent of marketing expenditure measurement.
COORDINA:	 Extent of coordination of business activities.
NEWINFOR:	 Newness of market information.
CORPPLAN:	 Extent of corporate planning.
PLANEFFA:	 Effectiveness of marketing plan.

II. Innovation

PROIMPRV:
	

Percentage of product improvement.
NPROLAU2:
	

Turnover percentage of new product development.
NPROLAUl:
	

Number percentage of new product development.

III. Profitability

PERFORM1:	 Financial performance - return on capital.
PERFORM2:	 Financial performance - profit growth.
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IV. Market Effect

PROMAKET:
MATMAKET:
POTNINFL:
RIVTHRET:
INTENSTY:
MKTSTATE:
BUYMATDI:

Supply situation in major output market.
Supply situation in major input market.
Threats of potential entry.
Degree of competition threats perceived.
Intensity of competition perceived.
Declining sales.
Difficulty in buying materials.

V. Control Effect

GOVNINFL:	 Governmental influence on company business.
CORPINFL:	 Corporate headquarters influence on business.
PRICNTRO:	 Pricing control.
PROCONTR:	 Production control.
MATCONTR:	 Material control.
SALCONTR:	 Sales control.

TABLE 5.4 Tests for Differences in Business Environment between UK
and Chinese Samples

China	 UK

Variables Mean sd	 n	 Mean sd	 n	 t	 p

INTENSTY	 3.56 1.05 619
RIVTHRET	 3.09 1.11 622	 3.44 0.96 252	 -4.73 0.000
PROMAKET	 2.74 1.11 620	 3.65 0.95 251 -12.17 0.000
MATMAKET	 1.98 0.90 620	 3.17 0.77 247 -19.59 0.000
SALCONTR	 2.32 1.27 619	 2.09 1.20 245	 2.54 0.011
PROCONTR	 2.64 1.28 619	 2.23 1.33 244	 4.09 0.000
MATCONTR	 2.76 1.26 617	 1.80 1.30 243	 9.85 0.000
PRICNTRO* 3.46 1.51 593	 2.10 1.33 245	 12.95 0.000
TOTALINF	 3.12 1.19 618	 3.52 1.31 244	 -4.14 0.000

*
The perception of overall influence: in China it is
GOVNINFL and in the UK CORPINFL.

Included in Table 5.4 are the means, standard deviation, and number of

cases of variables measuring the control and market effect in both the

UK and Chinese samples. The table reveals that the mean of RIVTHRET in

the UK sample was significantly greater than that in the Chinese

sample, as expected. Accordingly, the means of both PROMAKET and

MATMAKET in the Chinese sample were significantly smaller than those
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in the UK sample, reflecting the characteristic of 'shortages' in

China.

It is suggested that in China the market impact on enterprises has

become significant in that the means of INTENSTY and RIVTHRET were

above the average. Furthermore, as shown in Table 5.5, 61% of the

Chinese sample enterprises deemed that competition would be

intensifying in the near future.

TABLE 5.5 Perception of Changing Trend of Competition in Chinese
Sample

Changing Trend	 Percentage of Enterprises (%)
of Competition	 (n = 624)

Intensifying
	

60.6
Static
	

30.3
Weakening
	

4.3
No Idea
	

3.8

It is important to see the contrast of the relationship between the

means of PROMAKET and RIVTHRET (INTENSTY) in the two samples. In the

Chinese sample the mean of PROMAKET (2.74) was considerably smaller

than those of RIVTHRET (3.09) and INTENSTY (3.56). In the UK sample,

the mean of PROMAKET (3.65) was significantly greater than that of

RIVTHRET (3.44) (See Table 5.4).

This has a clear indication that despite the nature of insufficient

supply in China, since Chinese enterprises had only been recently

exposed to markets, their perceived market impact (generated by per

unit market supply) tends to be stronger, or different from, that in

UK firms.
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As shown in Table 5.4, it is not surprising that the means of all the

variables of direct control (SALCONTR, PROCONTR, MATCONTR, and

PRICNTRO) in the Chinese sample were significantly greater than those

in the UK sample.

However, notably out of the variables of direct control, the mean of

MATCONTR in the UK sample was smallest, while in the Chinese sample

the mean of MATCONTR was relatively large. In China the asymmetrical

market structure necessitates a tight control in supplies. In

contrast, in the UK, buyers' markets make purchase of supplies far

easier, and thus least control is required.

In the UK sample production control (PROCONTR) appeared strongest of

all functional controls, whereas in the Chinese sample, price control

FIGURE 5.1
Price Control in China

Percentage of Enterprises (96)

0 - 20%	 21 - 40%	 41 - 80%	 81 - 80%	 81 - 100%

Percentage of Controlled Major Products
Number of Sample Enterprises: n • 693
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(PRICNTRO) was strongest. Figure 5.1 reveals that in about 60% of the

Chinese sample enterprises, over 60% of their major products were

subject to pricing control. Furthermore, as seen in Figure 5.2, most

of the plan prices deviated strikingly from the perceived

corresponding market values: about 70% of the plan prices were

considered much lower than the market values; only less than 30% of

them were regarded as comparable. Nevertheless, the standard deviation

suggested that there was great variation among the enterprises.

The changes in fixed and guiding prices from 1987 to 1988 are shown in

Table 5.6. The table reveals that while a proximate balance between

increases and decreases in 'fixed prices' was maintained, 'guiding

prices' rose greatly.

FIGURE 5.2
Deviation of Plan Prices from

Market Prices

Percentage of Enterprises (%)

Price Deviation
Number of Sample Enterprises: n • 589
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TABLE 5.6	 Changes in Governmental Control over Pricing between 1987
and 1988

Percentage of Enterprises

	

Increase	 Decrease	 Remain
Type of Control	 Control	 Control	 Unchanged	 n

Fixed Price
	

23.6	 27.0	 49.4	 496

Guiding Price	 47.2	 10.4	 42.4	 415

Table 5.4 demonstrates that the perceived overall corporate control

was stronger not only than all the functional controls in the UK

sample but also than the perceived overall governmental control in the

Chinese sample. This might have the following implications:

(1) There seems to be substantial corporate indirect control in the UK

companies, since none of the variables of direct functional control

could explain the perceived degree of overall corporate control.

Therefore, it may be of great interest to investigate further how

indirect control affects business behaviour in UK companies.

(2) The differences between government control in China and corporate

control in the UK consist not only in direct and indirect, but also,

more importantly, in the nature of control, namely the economic

rationality of control. Despite being relatively strong, indirect

corporate control in UK companies is more economically rational and

profit-orientated, compared with government control in China, which

often causes undesirable economic effects in enterprises. For

governmental control, political rather than economic factors often

dominate. For instance, three Chinese enterprises claimed in the

questionnaire that 'government interference' plays a critical role in
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retarding their new product development, and one stressed the

distinction	 between	 'administration',	 which	 is	 the	 necessary

responsibility of government, and 'interference', which may be

detrimental to enterprise operation.

It is noteworthy that in the UK there also was a certain degree of

governmental effect on businesses (mean =2.53; sd=1.12), which was

significantly stronger than corporate direct control.

5.3.2 Enterprise Orientation and Attitudes

As explained in Chapter 4, the absolute measurement (a interval scale)

of marketing behaviour is not appropriate for cross-cultural

comparison. Such a comparison can be achieved by using the relative

measurement (a nominal scale). When facing a choice among the various

alternative business behaviours, the respondent tends to consider

which one has been given the most weight in the company's business

policy. The one chosen reflects the business orientation of the

enterprise.

Similarly, a nominal scale was also used to measure an enterprise

attitude towards future suitable orientation.
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FIGURE 5.3
Enterprise Orientation Contrast

Percentage of Enterprises (%)

Chinese Sample 38.3 23.1 181 14.9 5.6

UK Sample 331 14.1 12.5 35.5 4.8

Business Orientation

n (China) • 818; n (UK) • 248

Figure 5.3 illustrates the results of the current business orientation

in both the UK and Chinese sample enterprises 2 . Seemingly, as a result

of the economic reform in China, the emergence of markets brought

about a proliferation of enterprises with product, sales, and customer

orientations, instead of past overwhelming production orientation.

Although only 15% of the Chinese sample enterprises were marketing

orientated, this should still be viewed as an advance achieved in the

reform. It appears that, before being transformed into marketing-

orientation, a production-orientated enterprise is likely to exercise

product or sales orientation. As elaborated in Chapter 2, the adoption

2	 In the Chinese sample, a measure of 'technology orientation' was
used instead of that of 'competitor orientation' in the UK
sample. It was unrealistic to expect a Chinese enterprise to
have a 'competitor orientation' at this stage.
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of marketing orientation involves extra costs such as marketing

research, variety, and modification of production line. Improvement of

product quality or promotion of existing products seems to be an

immediate way to enhance enterprise competitiveness. Therefore, in the

Chinese sample, there was a high percentage of enterprises with

product and sales orientation.

The percentage of companies with marketing orientation in the UK

sample was highest (36%), which sharply contrasted with that in the

Chinese sample. This is a major reflection of the two different

economic systems and thus of the impact of markets.

The diminishing order of orientation from production to marketing in

the Chinese sample reflected both the characteristic of traditional

enterprise behaviour which features production orientation and the

changing process as a result of the economic reform. While production

orientation still dominated, the total of other orientations became

significant.

In the UK sample, despite being the highest, the percentage of

companies with marketing orientation still seemed to be low enough to

conform with the recent criticisms of the low level in UK companies

(Doyle, Saunders, and Wong 1986; Doyle 1987) 3 . Moreover, the second

highest percentage of enterprises with production orientation appeared

3	 However, there is no standard criterion to evaluate the
appropriate level of marketing orientation. As a form of
competitive behaviour, one of the best ways is to compare this
percentage with that of competitors, which serves as a point of
reference.
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consistent with the claim that many UK firms have been obsessed with

short-term cost cutting at the expense of long-run profits.

A contrast of the attitudes towards enterprise future orientation

between the two samples is shown in Figure 5.4. As illustrated, in the

Chinese sample technology would be most valued, marketing orientation

would become appreciated as the second most important option, and

sales and production orientations would be viewed as least important.

The majority of the UK companies (60%) considered marketing

orientation as most appropriate for their future development. This may

suggest that: (1) marketing-orientation was desired, but was somehow

not implemented in many companies, (2) because of the environmental

changes or acquisition of marketing knowledge, the companies may

Figure 5.4
Attitudes towards Future

Enterprise Orientation

Chinese Sample 12.8 21.8 4.2 24.7 36.9
UK Sample 11.4 8 8.9 60.3 10.1

Future Enterprise Orientation

OE Chinese Sample
	 UK Sample

N (Chino) • WM; N (UK) • 297
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recently recognise the necessity, and (3) the companies were still in

the process of transformation, as several enterprises claimed.

The proposal that customer orientation should be given up to

competitor orientation (Oxenfeldt and Moore 1978) did not seem to be

supported because of the low increment of companies with competitor

orientation.

5.3.3 Small, Medium-sized, and Large Enterprises

Enterprises of different size may be exposed to different environments

of the control and market effect, and thus may behave differently. In

the study, both the UK and Chinese sample enterprises are divided into

three groups of size: small, medium-sized, and large, according to

their turnovers.	 The differences	 in	 business	 behaviour	 and

environments among the three groups are examined. To exclude the

effect of ownership type in the Chinese enterprises, only state-owned

enterprises are included for the examination. The grouping results are

presented in Table 5.7.
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TABLE 5.7 Groupings of Enterprises of Different Sizes4.

(Measurement: Annual Sales)

UK	 China

Small	 Up to £9 million	 Up to Y10 million

Medium-size	 £10 - 99 million	 Y11 - 50 million

Large	 Over £100 million	 Over Y50 million

TABLE 5.8a Results of Analyses of Variance of Behaviour and
Environment Variables between Small and Medium-sized
Enterprises in Chinese Sample

5.8aa Business Behaviour

Criterion
Variables

Small Enterp Medium	 Enterp.
Mean	 sd	 n Mean	 sd n

MKTATTI 4.02 0.84 120 4.18 0.86 179 2.79 0.09§
MKTIMPL 3.80 0.96 97 3.86 0.92 159 ns
NPROLAU1 2.67 1.32 111 2.70 1.26 176 ns
PROIMPRV 2.93 1.32 108 3.32 1.32 169 5.85 0.016
MKTRESCH 3.43 0.96 115 3.51 0.93 169 ns
MKTSEGM 2.00 0.72 118 2.16 0.70 177 3.81 0.052
MKTPLAN 3.54 1.13 118 3.87 0.98 173 6.82 0.010
PLANEFFA 3.65 1.06 114 3.77 0.91 175 ns
NEWINFOR 3.63 0.96 120 3.78 0.90 178 ns
NPRORESH 3.34 1.14 111 3.62 0.94 174 5.23 0.023
KNWRIVAL 3.58 1.03 120 3.64 0.99 176 ns
COSTMEAS 3.13 1.14 115 3.21 1.08 177 ns
MKTKNOWL 3.20 1.06 112 3.51 0.91 170 7.12 0.008
PERFORM1 3.03 1.03 110 3.32 1.05 173 5.45 0.020
PERFORM2 3.09 1.11 115 3.38 1.05 173 5.00 0.026

F value was not significant (p > 0.1).

5.8ab Business Environment

Criterion
Variables

Small Enterp. Medium Enterp.
Mean	 sd n Mean sd n

INTENSTY 3.61 1.07 119 3.58 0.95 178 - ns
RIVTHRET 3.31 1.11 120 3.08 1.06 178 3.08 0.080
PROMAKET 3.04 1.19 121 2.73 1.03 178 5.78 0.017
MATMAKET 2.06 0.83 120 1.92 0.91 177 - ns
SALCONTR 2.15 1.22 120 2.42 1.25 178 3.31 0.070
PROCONTR 2.47 1.28 119 2.75 1.20 178 3.75 0.054
MATCONTR 2.80 1.29 119 2.77 1.19 178 - ns
PRICNTRO 3.29 1.50 116 3.54 1.54 175 - ns
GOVNINFL 2.98 1.28 119 3.34 1.13 176 6.18 0.014

4	 The classification in the study is based on the distribution of
sample enterprises.
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TABLE 5.8b Results of Analyses of Variance of Behaviour and
Environment Variables between Small and Large
Enterprises in Chinese Sample

5.8ba Business Behaviour

Criterion	 Small Enterp Large	 Enterp.
Variables	 Mean	 sd	 n Mean	 sd n

MKTATTI	 4.02 0.84 120 4.15 0.66 117 ns

MKTIMPL	 3.80 0.96 97 3.62 1.03 106 ns
NPROLAU1	 2.67 1.32 111 2.47 1.21 113 ns
PROIMPRV	 2.93 1.32 108 2.89 1.38 111 ns
MKTRESCH	 3.43 0.96 115 3.48 0.87 111 ns
MKTSEGM	 2.00 0.72 118 2.10 0.63 115 ns
MKTPLAN	 3.54 1.13 118 3.92 0.99 116 7.49 0.007
PLANEFFA	 3.65 1.06 114 3.76 0.94 113 ns
NEWINFOR	 3.63 0.96 120 3.69 0.86 115 ns
NPRORESH	 3.34 1.14 111 3.42 0.96 112 ns
KNWRIVAL	 3.58 1.03 120 3.73 0.94 114 ns
COSTMEAS	 3.13 1.14 115 3.00 1.12 114 ns
MKTKNOWL	 3.20 1.06 112 3.40 1.04 107 ns
PERFORM1	 3.03 1.03 110 3.46 0.99 111 10.16 0.002

PERFORM2	 3.09 1.11 115 3.57 0.98 110 12.02 0.001

5.8bb	 Business Environment

Criterion
Variables

Small Enterp. Large Enterp.
Mean	 sd n Mean sd n

INTENSTY 3.61 1.07 119 3.25 1.17 114 5.94 0.016

RIVTHRET 3.31 1.10 120 2.81 1.07 114 12.38 0.001

PROMAKET 3.04 1.19 121 2.23 1.10 116 29.59 0.000

MATMAKET 2.06 0.83 120 1.77 0.80 115 8.00 0.005

SALCONTR 2.15 1.22 120 3.03 1.27 117 29.31 0.000

PROCONTR 2.47 1.28 119 3.38 1.14 117 33.40 0.000

MATCONTR 2.80 1.29 119 3.15 1.11 115 4.94 0.027

PRICNTRO 3.29 1.50 116 3.83 1.37 111 7.86 0.006

GOVNINFL 2.98 1.28 119 3.47 1.13 117 9.54 0.002
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TABLE 5.8c Results of Analyses of Variance of Behaviour and
Environment Variables between Large and Medium-sized
Enterprises in Chinese Sample

5.8ca Business Behaviour

Criterion	 Medium	 Enterp. Large	 Enterp.
Variables	 Mean	 sd n Mean	 sd n

MKTATTI	 4.18 0.86 179 4.15 0.66 117 - ns
MKTIMPL	 3.86 0.92 159 3.62 1.03 106 3.92 0.049

NPROLAU1	 2.70 1.26 176 2.47 1.21 113 - ns
PROIMPRV	 3.32 1.32 169 2.89 1.38 111 6.74 0.010

MKTRESCH	 3.51 0.93 169 3.48 0.87 111 - ns
MKTSEGM	 2.16 0.70 177 2.10 0.63 115 - ns
MKTPLAN	 3.87 0.98 173 3.92 0.99 116 - ns
PLANEFFA	 3.77 0.91 175 3.76 0.94 113 - ns
NEWINFOR	 3.78 0.90 178 3.69 0.86 115 - ns
NPRORESH	 3.62 0.94 174 3.42 0.96 112 3.26 0.072
KNWRIVAL	 3.64 0.99 176 3.73 0.94 114 - ns
COSTMEAS	 3.21 1.08 177 3.00 1.12 114 2.67 0.103
MKTKNOWL	 3.51 0.91 170 3.40 1.04 107 - ns
PERFORM1	 3.32 1.05 173 3.46 0.99 111 - ns
PERFORM2	 3.38 1.05 173 3.57 0.98 110 - ns

5.8cb	 Business Environment

Criterion
Variables

Medium Enterp. Large Enterp.
Mean sd n Mean sd n

INTENSTY 3.58 0.95 178 3.25 1.17 114 6.92 0.009
RIVTHRET 3.08 1.06 178 2.81 1.07 114 4.70 0.031
PROMAKET 2.73 1.03 178 2.23 1.10 116 15.49 0.000
MATMAKET 1.92 0.91 177 1.76 0.80 115 - ns
SALCONTR 2.42 1.25 178 3.03 1.27 117 16.65 0.000
PROCONTR 2.75 1.20 178 3.38 1.14 117 20.40 0.000
MATCONTR 2.77 1.19 178 3.15 1.11 115 7.45 0.007
PRICNTRO 3.54 1.54 175 3.83 1.37 111 - ns
GOVNINFL 3.34 1.13 176 3.47 1.13 117 - ns

Inspection of Tables 5.8a, 5.8b, and 5.8c reveals that enterprise size

was positively associated with the control effect and negatively with

the market effect in the Chinese sample. This conforms with the

theoretical analysis in Chapter 3.
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Although the small enterprises confronted the highest market effect

and lowest control effect, their business behaviour did not differ

from that of the large enterprises. In contrast, the medium-sized

enterprises were most marketing orientated, and yielded better

financial performance than the small enterprises. Table 5.8a also

shows that marketing knowledgeability may partially explain the

differences. As pointed out in Chapter 3, the qualifications and

competence of managing directors in small enterprises are generally

worse than those in large and medium-sized enterprises. Additionally,

small enterprises are more constrained by technology and funds.

The differences between the large and medium-sized enterprises

appeared consistent with the research model: the medium-sized

enterprises were facing a higher market effect and lower control

effect, and were more marketing orientated. Interestingly, Table 5.8c

presents a simple form of 'marketing orientation': innovation,

marketing research, and cost consciousness.

It is noteworthy that the large enterprises in the Chinese sample,

compared with small enterprises, were subject to a lower market

effect, and showed better financial performance. This may be a

reflection of economies of scale as well as technology, management

capability, and availability of funds and raw materials.

It is suggested that the exercise of marketing orientation may

compensate for other disadvantages such as scale and technology in

terms of the impact on performance. For instance, although the medium-

sized Chinese enterprises had the disadvantage of scale and
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experienced a higher market effect in comparison with the large

enterprises, their performance did not differ from that of large

enterprises possibly due to their higher market orientation.

TABLE 5.9a Results of Analyses of Variance of Behaviour and
Environment Variables between Medium-sized and Large
Enterprises in UK Sample

5.9aa Business Behaviour

Criterion	 Medium	 Enterp. Large	 Enterp.

Variables	 Mean	 sd	 n Mean	 sd n

MKTATTI	 4.25	 0.82	 104 4.37 0.74 59 ns
MKTIMPL	 3.65	 0.77	 89 3.61 0.71 54 ns

NPROLAU1	 1.97	 0.95	 104 2.19 1.38 58 ns

NPROLAU2	 2.11	 0.87	 104 2.26 1.22 58 ns
PROIMPRV	 2.41	 1.00	 103 2.68 1.21 59 ns
MKTSEGM	 4.10	 1.04	 105 4.29 0.94 58 ns
COORDINA	 3.99	 0.97	 105 3.73 0.89 59 2.94 0.089
MKTPLAN	 3.93	 1.05	 105 4.12 1.04 59 - ns

MKTRESCH	 3.39	 1.16	 104 3.78 1.05 59 4.44 0.037

CORPPLAN	 3.96	 1.06	 105 4.03 1.04 58 - ns

PERFORM1	 3.79	 0.86	 105 3.66 0.82 59 ns
PERFORM2	 3.70	 0.92	 105 3.76 0.80 59 ns

5.9ab	 Business Environment

Criterion
Variables

Medium Enterp. Large Enterp.
Mean sd n Mean sd n

RIVTHRET 3.45 0.97 104 3.47 0.99 59 - ns

PROMAKET 3.70 0.96 105 3.68 1.01 59 - ns

MATMAKET 3.08 0.73 102 3.36 0.85 58 4.96 0.027

SALCONTR 1.86 1.08 104 2.41 1.02 59 10.16 0.002

PROCONTR 2.00 1.19 104 2.63 1.36 59 9.39 0.003

MATCONTR 1.62 1.19 104 2.17 1.43 59 7.02 0.009

PRICNTRO 1.86 1.23 105 2.24 1.12 59 3.85 0.051

CORPINFL 3.38 1.28 104 3.93 0.86 58 8.77 0.004
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TABLE 5.9b Results of Analyses of Variance of Behaviour and
Environment Variables between Medium-sized and Small
Enterprises in UK Sample

5.9ba Business Behaviour

Criterion	 Medium	 Enterp. Small Enterp.
Variables	 Mean	 sd n Mean	 sd n

MKTATTI	 4.25 0.82 104 4.00 1.01 87 3.55 0.061
MKTIMPL	 3.65 0.77 89 3.59 1.03 68 - ns
NPROLAU1	 1.97 0.95 104 2.09 1.13 86 - ns
NPROLAU2	 2.11 0.87 104 2.33 1.13 85 - ns
PROIMPRV	 2.41 1.00 103 2.38 1.15 86 - ns
MKTSEGM	 4.10 1.04 105 3.41 1.31 86 16.82 0.000
COORDINA	 3.99 0.97 105 3.63 1.17 84 5.36 0.022
MKTPLAN	 3.93 1.05 105 3.11 1.23 87 24.67 0.000
MKTRESCH	 3.39 1.16 104 2.92 1.17 86 7.84 0.006
CORPPLAN	 3.96 1.06 105 3.59 1.24 86 4.93 0.028
PERFORM1	 3.79 0.86 105 3.39 1.06 84 8.05 0.005
PERFORM2	 3.70 0.92 105 3.36 1.07 84 5.44 0.021

5.9bb	 Business Environment

Criterion
Variables

Medium Enterp. Small Enterp.
Mean sd n Mean	 sd n

RIVTHRET 3.45 0.97 104 3.39 0.92 87 - ns
PROMAKET 3.70 0.96 105 3.55 0.88 85 - ns
MATMAKET 3.08 0.73 102 3.15 0.73 85 - ns
SALCONTR 1.86 1.08 104 2.16 1.41 80 2.79 0.097
PROCONTR 2.00 1.19 104 2.28 1.43 79 - ns
MATCONTR 1.62 1.19 104 1.77 1.30 78 - ns
PRICNTRO 1.86 1.23 105 2.33 1.54 80 5.28 0.022
CORPINFL 3.38 1.28 104 3.43 1.57 80 - ns
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TABLE 5.9c Results of Analyses of Variance of Behaviour and
Environment Variables between Small and Large
Enterprises in UK Sample

5.9ca Business Behaviour

Criterion Small Enterp.	 Large Enterp. 
Variables Mean sd	 n Mean sd	 n	 F	 p

MKTATTI	 4.00 1.01	 87 4.37 0.74	 59	 5.88	 0.017
MKTIMPL	 3.59 1.03	 68 3.61 0.71	 54	 -	 ns
NPROLAU1	 2.09 1.13	 86 2.19 1.38	 58	 -	 ns
NPROLAU2	 2.33 1.13	 85 2.26 1.22	 58	 -	 ns
PROIMPRV	 2.38 1.15	 86 2.68 1.21	 59	 -	 ns
MKTSEGM	 3.41 1.31	 86 4.29 0.94	 58 19.63	 0.000
COORDINA	 3.63 1.17	 84 3.73 0.89	 59	 -	 ns
MKTPLAN	 3.11 1.23	 87 4.12 1.04	 59 26.42	 0.000
MKTRESCH	 2.92 1.17	 86 3.78 1.05	 59 20.55	 0.000
CORPPLAN	 3.59 1.24	 86 4.03 1.04	 58	 4.97	 0.027
PERFORM1	 3.39 1.06	 84 3.66 0.82	 59	 2.64	 0.107
PERFORM2	 3.36 1.07	 84 3.76 0.80	 59	 6.09	 0.015

5.9cb Business Environment

Criterion Small Enterp.	 Large Enterp. 
Variables Mean sd	 n	 Mean sd	 n	 F	 p

RIVTHRET	 3.39 0.92	 87	 3.47 0.99	 59	 -	 ns
PROMAKET	 3.55 0.88	 85	 3.68 1.01	 59	 -	 ns
MATMAKET	 3.15 0.73	 85	 3.36 0.85	 58	 -	 ns
SALCONTR	 2.16 1.41	 80	 2.41 1.02	 59	 -	 ns
PROCONTR	 2.28 1.43	 79	 2.63 1.36	 59	 -	 ns
MATCONTR	 1.77 1.30	 78	 2.17 1.43	 59	 2.93	 0.089
PRICNTRO	 2.33 1.54	 80	 2.24 1.12	 59	 -	 ns
CORPINFL	 3.43 1.57	 80	 3.93 0.86	 58	 4.94	 0.028

The results of analysis of variance of the variables gauging business

behaviour and environments in the UK sample are displayed in Tables

5.9a, 5.9b, and 5.9c. As shown in these tables, the large and medium-

sized enterprises in the UK showed a higher marketing orientation and

better financial performance than the small enterprises.

These relationships are consistent with the results of other studies

undertaken in America (McNarmara 1972; Webster 1981). Low marketing
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orientation in small companies may also be due to their low

qualifications of management and limited technological and financial

resources. In many instances the growth could also be the direct

outcome of adopting marketing orientation.

Special attention should be drawn to the relationships between size

and the control effect. Review of Table 5.9a and 5.9b reveals that the

degree of corporate control in the medium-sized enterprises was not

only substantially lower than that in the large enterprises but also

slightly lower than that in the small enterprises. The level of

corporate control in the small enterprises was somewhat lower than

that in the large enterprises.

It appeared that business activities tended to be better coordinated

in the medium-sized enterprises, possibly, because of the size effect

on the difficulty of coordination in the large enterprises. On the

other hand, the large enterprises seemed to carry out more marketing

research, probably, as a result of their better financial positions.

5.3.4 Industrial and Consumer Goods Enterprises

In Chapter 3, it is pointed out that the overall market structure in

China is asymmetrical, that is, supplies in input markets are more

scarce than those in output markets. Thus, consumer goods producers

may face the higher market effect and therefore tend to be more

responsive to markets than industrial goods producers. In this

section, the differences in business behaviour and environments
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between the two types of enterprises are examined through analyses of

variance of the related variables. As in the case of enterprise size,

to avoid the influence of enterprise type, only state-owned

enterprises were included for the examination.

As displayed in Table 5.10, business environments were significantly

different between the two types of enterprises. The means of RIVTHRET

and PROMAKET in consumer goods enterprises were significantly greater

than those in industrial goods. The means of SALCONTR and GOVNINFL in

consumer goods enterprises were significantly smaller than those in

industrial goods.

However, Table 5.10 also shows that there were hardly any differences

in marketing-related behaviour between the two types of enterprise.

Unexpectedly, the mean of market segmentation (MKTSEGM) in industrial

goods enterprises was even significantly greater than that of consumer

goods enterprises. This may be explained by the fact that in many

instances component suppliers have to serve a few specific customers.

Nevertheless, the pattern of the relationships appeared similar to

that between the small and large enterprises. A further break-down of

the two types of sample enterprises revealed that a slightly more

large enterprises were included in the industrial goods enterprises.

Thus, there may be an scale effect on the pattern of relationships.
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TABLE 5.10 Results of Analysis of Variance of Behaviour and
Environment Variables between Industrial and Consumer
Goods Enterprises in Chinese Sample

Criterion
Variables

Indus. Enterp. Consumer Enterp.
Mean	 sd n Mean sd n

MKTSEGM 2.20 0.72 255 1.93 0.55 133 14.12 0.000
RIVTHRET 2.96 1.05 259 3.27 1.12 131 7.41 0.007
PROMAKET 2.58 1.12 260 2.93 1.11 133 8.87 0.003
SALCONTR 2.61 1.26 261 2.29 1.32 133 5.47 0.020
GOVNINFL 3.35 1.18 260 3.12 1.17 132 3.44 0.065

As shown in Table 5.11, in the UK sample, there seemed to be no

differences in the perception of business environment between

industrial and consumer goods enterprises. However, there were major

differences in business behaviour between the two types of

enterprises. Consumer goods enterprises launched more new products and

developed more detailed marketing plans than industrial goods

enterprises. It seems that consumer goods enterprises are more

marketing orientated mainly in terms of innovation, with concomitant

better financial performance.

TABLE 5.11 Results of Analysis of Variance of Behaviour and
Environment Variables between Industrial and Consumer
Goods Enterprises in UK Sample

Criterion
Variables

Indus. Enterp Consumer Enterp
Mean	 sd n Mean sd n

NPROLAU1 2.00 1.10 151 2.32 1.17 62 3.66 0.057
NPROLAU2 2.17 1.06 151 2.48 1.03 61 3.77 0.053
MKTPLAN 3.56 1.19 152 3.95 1.14 63 4.95 0.027
MATMAKET 3.11 0.74 151 3.33 0.75 61 3.88 0.050
PERFORM1 3.57 0.97 149 3.89 0.76 63 5.33 0.022
PERFORM2 3.50 0.95 149 3.87 0.96 63 6.68 0.010

It is interesting to note that supplies in consumer goods enterprises

seemed to be more superfluous than those in industrial goods
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enterprises in the UK sample (See Table 5.11). The perceptions of

difference between supplies in input and output markets within the

same enterprise are shown in Table 5.12. As can be seen, the means of

PROMAKET in both samples were significantly greater than those of

MATMAKET, with the difference in the Chinese sample being sharper.

Therefore, the results further demonstrated the asymmetrical market

structure in China, with an indication that the UK market has a

similar tendency.

TABLE 5.12 Tests for Equality of Means of Input and Output Markets

Input Markets	 Output Markets

Means	 sd	 n	 Means	 sd	 n	 t

China 1.97 0.89 611 2.75 1.10 611 14.50 0.000

UK 3.14 0.82 249 3.62 0.99 249 6.84 0.000

5.3.5 Investment Decision Making

It appears that there is some similarity in the process of investment

decisions between China and the UK. When investment exceeds a ceiling,

the decisions have to be made or approved by corporate centres (in the

UK) or government (in China). The major differences are the

motivations and constraints; also government can often be a major

initiator of the project in China (See Chapter 3).

As seen in Table 5.13, in about 84% of the UK sample companies, there

exist investment ceilings. This was an indication of potential effect
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83.6%Yes
(n=244)

No 16.4%

of corporate centres on the business orientations of the business

units.

The weight of influence of each party, enterprises, corporate centres

(UK), and government (China), on investment decisions was further

scrutinised5 . The results are shown in Table 5.14.

TABLE 5.13 Percentage of Enterprises Having Investment Budget Line
in UKu (1986 - 1988)

Is there a budget level above which the investment decision of the BU
has to be made by your corporate centre?

TABLE 5.14a Means of Influence of Corporate Centres and Government on
Investment Decisions Below Budget Line in China and UK

China	 UK

Mean	 sd	 n	 Mean	 sd

3.41	 1.29	 246	 2.40	 1.22	 202	 8.50 0.000

5	 In the Chinese sample, only state-owned enterprises were
included, for in non-state-owned enterprises the ceiling is more
obscure.

6
	

Officially, all state-owned enterprises are subject to the
budget lines. However, about 18% of the state-owned enterprises
(n=309) claimed that such lines did not apply to them. The
reasons were unclear.
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TABLE 5.14b Means of Enterprise Influence on Investment Decision
Above Budget Line in China and UK

China	 UK

Mean	 sd	 n	 Mean	 sd	 n	 t	 p

3.15	 1.22	 240	 4.02	 0.77	 202	 -9.10 0.000

It should be mentioned that perhaps due to the confidentiality or to

the complexities of the issue, a large number of enterprises did not

answer the questions in both samples, especially in the Chinese one.

As shown in Tables 5.14a and 5.14b, the Chinese sample indeed

reflected the 'joint effect' of investment decision making by both

government and enterprises, with government having more influence.

Hence, the direction of each individual project in China may be

contingent on the participants involved in the decision concerning the

project.

In contrast, in the UK sample, business units appeared to have

dominant effect on investment decisions. This seemed consist with the

survey results pertaining to the low rejection rate of investment

projects by top management (Kennedy and Sugden 1986).	 "The

[investment] decision phase is therefore normally a process of

endorsement rather than judgement at which commitments are formalized"

(King 1975).

The contrast of the results between the two samples clearly reflected

the characteristics associated with the economic system. As indicated

in Chapter 3, the relationships regarding the responsibility, right,
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and interest of investment projects in China tend to be unclear.

Accordingly, below the line, the mean in the Chinese sample was

significantly greater than that in the UK sample, and above the line

it showed the opposite.

5.3.6 Backgrounds of Key Individuals

Enterprise behaviour is shaped by many factors, one of which can be

working backgrounds of key individuals. Their influence can often be

found in business policy making (Williams and McDowell 1974; Hambrick

and Mason 1984).

"An executive's career background normally determines how he

deals with problems and decisions. A manufacturing executive

tends to view them from a manufacturing viewpoint, a financial

executive from a financial viewpoint, and a marketing executive

from a marketing viewpoint."

(Williams and McDowell 1974)
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Table 5.15 demonstrates a parallel background structure between the

managing director in the UK sample and that in the Chinese sample7.

The percentages of managing director with an 'engineering' background

in both samples, for example, were highest. Interestingly, this

similarity coincided with the high percentage of enterprises with

production orientation in both samples.

As mentioned in Chapter 3, in China most managing directors had

engineering and manufacturing backgrounds, which may have a negative

effect on their market-orientated business thinking. This was

supported by the highest percentages of managing directors with these

backgrounds. This also has a reflection of both the general view of

government towards the importance of managerial functions in

enterprises and its corresponding personnel policy (Byrd and Tidrick

1987). Other things being equal, in state-owned enterprises, a

candidate with production/engineering background for a position of

managing director is more likely to be appointed than others. The high

percentage of production/engineering background of managing director

also coincided with a preponderance of enterprises who considered

'Technology Orientation' as most appropriate for their future

development.

In UK companies, business policy making may be affected significantly

by both the chairman of the board of directors and managing director.

7	 In China, the managing director in the enterprise plays an
important role in deciding enterprise policy apart from the
government influence, due to implementation of the 'one-man
management system' by government.
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It is noteworthy that the production background of managing directors

was significantly correlated with production orientation, as displayed

in Table 5.16.

Moreover, in the UK sample the highest percentage of the chairmen of

the board directors had finance/accounting background (26.0%).

Interestingly, Doyle (1987) found that 19% of the companies had

'financial-orientation' 8 . He claimed that after the late 1970s, UK

companies shifted increasingly towards being financially-orientated

and "The central goal became return on investment rather than market

share..., financial rather than marketing plans set the corporate

direction, and marketing decisions were tailored to budget necessities

rather than customer targets".

TABLE 5.16 Relationship between Manufacturing Background of Managing
Directors and Production Orientation in UK Sample

Count
Expected Value

Production
Orientation

Non-production
Orientation

Row
Total

Manufacturing 26 31 57
Background 18.8 38.2 23.0%

Non-manuf. 56 135 191

Background 63.2 127.8 77.0%

Column 82 166 248

Total 33.1% 66.9% 100%

X
2 = 5.27	 p < 0.05

8
	

It should be noted that the sample drawn by Doyle only consisted
of large companies. In addition, the 'financial orientation' was
defined by Doyle (1987) as "the management view that success is
about using assets and resources to optimise profit and return
on capital employed".
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5.3.7 Barriers to Marketing Behaviour

In both the Chinese and UK questionnaires, questions relating to

barriers to marketing orientation derived from the literature were

included. However, in the Chinese sample, few respondents completed

these questions, and those who did largely focused on the obvious

financial constraint. Therefore, this section mainly discusses the

findings in the UK sample.

As indicated in Table 5.17, the highest percentage of companies

claimed the problem of 'Not Enough Time', which may suggest their lack

of long-term business perspectives, being dominated by existing

business operations.

The second highest percentage of companies (27.5%) identified

'technology' as a barrier to adoption of marketing orientation. The

practice of marketing orientation often involves modification of a

production line or establishment of a new production line to replace

the existing one. Such an attempt might mean an interruption of

existing production and incur substantial costs. It should be

mentioned that several Chinese enterprises pointed out this barrier in

the questionnaire such as 'not consistent with the scale of economy',

'the characteristics of the industries', 'difficulty in transformation

of the existing products', 'the fixed product line', and 'mass

production'.

Kotler (1965) and Shapiro (1977) have highlighted the existence of

inherent conflicts between marketing and other functions, suggesting
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difficulties in the coordination of business activities within a firm.

About 24% of the sample companies indicated such a problem. Witcher

(1990) has found that in UK firms there exist substantial difficulties

in	 communication	 and	 cooperation	 among	 different	 functional

departments due to their narrow views of marketing.

After marketing was introduced into Japan from America in the 1950s-

60s, many Japanese companies quickly absorbed it and achieved

marketing orientation, and become successful marketers (Lazer, Murata,

and Kosaka 1985). The group-orientated Japanese culture (Kassem 1974)

may largely contribute to the effective practice of marketing

orientation in Japanese companies.

About 26% of the UK sample companies considered the operation with a

marketing orientation to lead to low profitability. A likely

explanation is that these companies have fallen into the 'trappings'

described by Ames (1970), that is, what they deemed as 'marketing

orientation' was not the 'substance' of marketing orientation. In his

article: "Trappings vs. substance in industrial marketing", Ames

exemplified two very comparable cases in which the implementation of

the marketing concept was seen as the additions of expensive marketing

staff and heavy use of advertising and promotion, mainly resulting in

an increase in operating costs.
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"The kind of change that is needed is a fundamental shift in

thinking and attitude throughout the company so that everyone in

every functional area places paramount importance on being

responsive to market needs."

(Ames 1970)

TABLE 5.17 Barriers to Marketing Behaviour in UK Sample

Percentage of Enterprises (%)
(n = 254)

Barriers First Second Third Total

Knowledge of Implementation 2.8 1.6 2.0 6.4
Not Enough Time 32.7 7.1 2.8 42.6
Difficulty of Coordination 12.2 9.4 2.4 24.0
Low Margins 15.4 9.1 1.6 26.1
Technology 16.1 9.8 1.6 27.5
Not Best Approach 8.7 3.9 2.0 14.6

Note: (1) Missing data are excluded.

(2) "First", "second", and "third" represent the corresponding
weight of the influence of barriers. A number of respondents did not
distinguish among the "first", "second", and "third" barriers instead
of checking all barriers equally. Therefore, a total of percentages
are used for the interpretation.

5.4 BUSINESS BEHAVIOUR AND ENVIRONMENTS IN CHINA

5.4.1 Enterprises of Different Regions

As mentioned previously, the Chinese sample was slightly biased

towards developed regions; in such regions managing directors of

enterprises may be more competent in and knowledgeable about
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marketing, and the market system may be more developed. In this

section, such regional differences among state-owned enterprises9 is

examined.

In general, Northeast China is recognised as the most important

industrial goods base and East China as consumer goods base. The level

of economic development in Northwest China is lowest of all the

regions. In the other regions, a range of various industries are

generally covered with somewhat different weight of each industry.

Displayed in Table 5.18 are the results of analysis of variance of the

relevant variables between the region of Northeast China l° and other

regions.	 Inspection of the table reveals that a distinctive

characteristic of enterprises in Northeast China was the highest

marketing knowledgeability of managing directors.

It was in Dalian, a major city in the region, that a series of

management-development courses were first run in China, jointly by

several American business schools and the Chinese government, starting

from the mid 1980s. Clearly, this has a close bearing on the level of

marketing knowledgeability of managing directors in the region.

9	 To avoid the potential influence of different types of
enterprises, only state-owned enterprises were examined.

10 It should be reiterated that the sample distribution in this
region was biased towards the Liaoning province, as indicated in
Table 5.2c.
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enterprises of Northeast China were engaged in more marketing

activities. Previously it was shown that market segmentation was

closely linked to marketing knowledgeability.

According to Table 5.18, the market system in the region seemed more

developed in comparison with all the other regions. Thus, with an

effect of marketing knowledgeability, the regional enterprises were

more marketing orientated, to varying degrees, than enterprises in the

other regions.

The business environment in East China, one of the most developed

regions, did not differ significantly from that in Northeast China.

Table 5.19 shows that the regional enterprises seemed to be typical

practitioners following 	 'common sense'. The managing directors

demonstrated no better marketing knowledgeability than their

counterparts in other regions and no different opinion in favour of

'the marketing concept', and their marketing activities were less

planned.

However, the enterprises of the region were 'actually' more market-

minded, undertaking more marketing research and improving more

products. Thus, they yielded better performance than some other

regions.
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TABLE 5.19 Results of Analysis of Variance of Behaviour and
Environment Variables between Region of East China and
Other Regions

Criterion 	 East 	 Other Regions
Variables Mean sd	 n	 Mean sd	 n	 F	 p

Mid-south China

MKTATTI 4.00	 0.82	 144	 4.25	 0.72	 81	 4.82	 0.029
PROIMPRV 3.18	 1.20	 126	 2.83	 1.30	 78	 3.81	 0.052
MKTRESCH 3.54	 0.96	 137	 3.24	 0.89	 78	 5.05	 0.026
MKTPLAN 3.57	 1.12	 141	 3.83	 1.01	 81	 2.80	 0.096
NPRORESH 3.56	 1.05	 133	 3.30	 1.11	 80	 3.01	 0.084
PERFORM2 3.40	 1.04	 136	 3.13	 1.09	 77	 3.32	 0.070

Southwest China

SALCONTR 2.36	 1.15	 143	 2.92	 1.50	 37	 6.14	 0.014
MKTIMPL 3.72	 1.02	 115	 3.38	 1.13	 32	 2.75	 0.099
MKTPLAN 3.57	 1.12	 141	 3.97	 0.96	 37	 3.91	 0.050

Northwest China

MATMAKET 1.99	 0.86	 142	 1.55	 0.80	 22	 5.10	 0.025
SALCONTR 2.36	 1.15	 143	 2.91	 1.27	 22	 4.26	 0.041
PERFORM1 3.31	 1.06	 137	 2.80	 0.77	 20	 4.34	 0.039

As	 far as enterprises	 in	 the	 other	 regions	 (excluding those in

Northeast and East China) are concerned, marketing activities and

environments in the region of North China seemed to represent the

average, showing no difference from those in all the regions

(including East China).

Supply conditions in the region of Northwest China, a less developed

region, appeared most adverse, performance appeared poorest, and

enterprises were more strictly controlled (Tables 5.18, 5.19, 5.20,

and 5.21).
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Criterion	 Southwest Northwest
Variables Mean sd	 n	 Mean sd	 n

MATMAKET	 1.97 0.80	 37	 1.55 0.80	 22	 3.95	 0.052
MKTIMPL	 3.38 1.13	 32	 3.90 0.79	 20	 3.31	 0.075
PERFORM1	 3.54 1.20	 35	 2.80 0.77	 20	 6.22	 0.016

The enterprises in Mid-south China appeared to be less controlled and

more marketing orientated than those in southwest China (See Table

5.20).

TABLE 5.20 Results of Analysis of Variance of Behaviour and
Environment Variables between Region of Mid-south China
and Regions of Southwest and Northwest China

Criterion 	 Mid-south 	 Other Regions
Variables Mean sd	 n	 Mean sd	 n

Southwest China

PRICNTRO	 3.32 1.60	 81	 3.86 1.38	 37	 3.20	 0.076
MKTIMPL	 3.80 0.94	 76	 3.38 1.13	 32	 4.14	 0.045
PERFORM2	 3.13 1.09	 77	 3.51 1.17	 35	 2.85	 0.094

Northwest China

MATMAKET	 2.02 0.97	 81	 1.55 0.80	 22	 4.49	 0.037
PROCONTR	 2.77 1.28	 81	 3.27 1.08	 22	 2.90	 0.092
MKTRESCH	 3.24 0.89	 78	 3.64 0.95	 22	 3.26	 0.074

TABLE 5.21 Results of Analysis of Variance of Behaviour and
Environment Variables between Regions of Southwest and
Northwest China

To summarise, this section demonstrates that there were great

differences in the business behaviour and environment of different

regions. In general, marketing activities are more active in developed

regions, where the market system is more developed characterised by

the high market effect and the low control effect. Also it is
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demonstrated that the practice of market orientation can also be

unconscious, as is the case of enterprises in East China.

5.4.2 Enterprises of Different Types

In Chapter 3 enterprises in China were categorised into three broad

groups based on the nature of property: state-owned, collectively-

owned, and privately-owned. In general non-state-owned enterprises are

considered to be more motivated for market orientation. Meanwhile,

many of them such as collective and village-town enterprises are

constrained by their knowledge and competence in marketing, and by

their technological and financial resources.

Included in this section were state-owned enterprises (SOEs), urban

collective enterprises (UCEs), village and town collective enterprises

(VTCEs), and joint-venture enterprises (JEs). All types of enterprises

in each region were randomly distributed and as such the regional

effect was limited.

Examination of Table 5.22 reveals that, as expected, the means of all

the control variables, except price control, in the state-owned

enterprises were greater than those in all the non-state-owned

enterprises. As indicated previously, price control was predominant in

China; it seemed that it was so prevalent that there was even no

difference	 between	 state-owned	 and	 all	 the	 non-state-owned

enterprises.
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It is interesting to note that state-owned enterprises, which are

known to be better placed to have access to planned supplies from the

state, seemed to have more difficulty in obtaining supplies than VTCEs

and JEs. Being less controlled, VTCEs and JEs may more easily approach

various supply sources. It is recognised that "there are simply too

many sources of investment goods outside the material allocation plan,

including goods in short supply, like cement and steel" (Byrd and

Tidrick 1987, p. 81). In particular, the joint-venture enterprises

apppeared to have least problems in securing supplies, possibly,

because they enjoy planned supplies (See Table 5.22b) and meanwhile

have more accessibility to international supply channels as a matter

of governmental favourable policy.

Among the three non-state-owned enterprises, only UCEs seemed to

confront a higher level of the market effect. Accordingly, they were

more marketing	 orientated with	 concomitant	 better	 financial

performance as well as more effective marketing plans.

The results in Table 5.22a reveal that the marketing knowledgeability

in VTCEs was significantly lower than that in SOEs, conforming with

the analysis in Chapter 3. Despite undergoing a lower control effect,

VTCEs did not undertake more marketing-related activities. However,

they seemed be more market orientated in terms of launching more new

products. Possibly because of a lack of marketing knowledgeability,

their other marketing-related activities were limited.

Because of the high control effect in SOEs, they were least innovative

of all types of enterprises, as analysed in Chapter 3.
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5.4.3 Autonomy in International Business

In China enterprises being authorised to deal with businesses

internationally might be expected to have certain conditions

equivalent to those of Western companies in the light of the market

and control effects. Consequently, these enterprises may be more

market orientated than those which do not have the autonomy.

For the same reason as before, only state-owned enterprises were

selected for the scrutiny. The authorised enterprises were evenly

distributed among all the regions, and thus the regional effect was

limited. Table 5.23 indicates that about 23% of the sample enterprises

were authorised.

As can be seen from Table 5.24b, the authorised enterprises were more

alert to markets, perceiving the stronger market effect. This might be

explained by their experiencing the pressures of dealing with both

domestic and international markets.

Nevertheless, they seemed to be still subject to governmental control

as strong as, or even stronger than, other non-authorised enterprises

(See Table 5.24b). There may be two possible explanations: 1) it is

governmental interest to exercise control in international businesses;

2) the delegation of autonomy is partially made.
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Inspection of Table 5.24a reveals that the authorised enterprises were

notably more marketing orientated than the non-authorised, as assumed,

with better financial performance.

Table 5.25 presents the major obstacles perceived by the enterprises.

Two factors seemed to be more influential: (i) availability of

international market information, and (ii) the control effect - the

incomplete authorisation or interference from government bodies, which

was also suggested by the control variables.

The first factor might denote the problem of an inefficient and

underdeveloped international marketing research systems. This might be

further derived from the constraints of financial resources, the

political and economic systems, and managerial competence. The second

factor may reflect the nature of the planned economy with the control

effect still being influential.

TABLE 5.23 Percentage of Enterprises with Autonomy in International
Business

Has your enterprise been authorised to
deal with business internationally? 	 23.2%

n=630
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TABLE 5.24 Results of Analyses of Variance of Behaviour and
Environment Variables between Authorised and Non-
authorised Enterprises in International Business

5.24a	 Business Behaviour

Criterion
Variables

Non-authorised Authorised
n F pMean sd n Mean sd

MKTATTI 4.13 0.78 313 4.10 0.88 103 - ns

MKTIMPL 3.74 0.95 274 3.89 1.02 89 - ns

NPROLAU1 2.63 1.30 299 2.64 1.15 101 - ns

PROIMPRV 3.11 1.37 289 3.02 1.30 99 - ns

MKTRESCH 3.45 0.92 300 3.54 0.92 95 - ns

MKTSEGM 2.07 0.69 309 2.18 0.68 101 - ns

MKTPLAN 3.71 1.03 308 4.04 1.01 99 7.85 0.005

PLANEFFA 3.67 0.96 303 3.89 0.96 99 3.90 0.049

NEWINFOR 3.66 0.93 311 3.84 0.84 102 3.06 0.081

NPRORESH 3.44 1.02 300 3.63 0.97 98 2.79 0.096

KNWRIVAL 3.60 0.99 309 3.79 0.95 102 3.13 0.078

COSTMEAS 3.05 1.11 307 3.36 1.10 100 5.81 0.016

MKTKNOWL 3.34 1.01 294 3.55 0.97 95 3.17 0.076

PERFORM1 3.19 1.04 296 3.56 0.97 97 9.19 0.003

PERFORM2 3.27 1.04 299 3.57 1.11 97 5.60 0.018

5.24b	 Business Environment

Criterion
Variables

Non-authorised Authorised
n F pMean sd n Mean sd

INTENSTY 3.44 1.06 309 3.70 1.08 102 4.56 0.033
RIVTHRET 3.03 1.09 310 3.23 1.11 102 2.57 0.110

PROMAKET 2.73 1.12 312 2.56 1.17 103 - ns
MATMAKET 1.91 0.87 310 1.91 0.85 102 - ns
SALCONTR 2.49 1.30 313 2.54 1.25 103 - ns
PROCONTR 2.81 1.26 313 2.93 1.25 102 - ns
MATCONTR 2.84 1.22 311 3.00 1.15 102 - ns
PRICNTRO 3.56 1.47 302 3.50 1.59 100 - ns

GOVNINFL 3.25 1.19 312 3.34 1.18 101 - ns
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TABLE 5.25 Constraints on International Business Development

Percentage of Enterprises (%)
(N = 151)

Type of Constraints First Second Third Total

International MKT Information 38.4 12.6 7.3 58.3
Incomplete Authorisation 22.5 11.3 0.7 34.5
Availability of Raw Materials 9.9 7.3 6.0 23.2
Cost and Efficiency 7.3 13.9 6.0 27.2
Poor Product Quality 3.3 4.6 2.0 9.9
Governmental	 Interference 14.6 13.9 5.3 33.8

Note: Missing data are excluded.

5.4.4 Advertising

The level of advertising can reflect the impact of markets. One of the

major advertising objectives is 'sales promotion' (Majaro 1970) or

persuading or reminding customers to buy the enterprise's existing

products instead of competitors' (Kotler 1988, pp. 619-620). When

competition becomes severe, persuasive and reinforcement advertising

is considered as more important, and "Most of the advertising we view

falls into this [persuasive advertising] category" (Kotler 1988, pp.

619-620).

The relationship between the use of advertising and the market effect

was also reflected in the reasons why enterprises did not use

advertising. A major reason was because of 'Easily Sold Products'

(66%), as displayed in Table 5.26c.

Surprisingly, 66% of the Chinese sample enterprises claimed to have

used advertising for promotion of their products in the past three
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years (See Table 5.26a). This may be associated with their perception

of the strong impact of markets.

Various advantages and limitations for each advertising medium have

been summarised by Kotler (1988. p. 632). In general, the use of

advertising media is more concerned with the costs and market effect.

If competition is tough in the enterprise's markets, then expensive

media such as television or more media may be used. As shown in Table

5.26b, the second highest percentage of enterprises (39%) used

television for advertising, which is the most expensive medium. It is

noteworthy that in America in 1986 the media with the highest and

second highest expenditures were newspaper and television respectively

(Kotler 1988. p. 632), which coincided with the same order in the

Chinese sample.

At the early stage of marketing history in America, seemingly the

practice of advertising was more developed than any one of other

marketing	 activities.	 For	 instance,	 five	 advertising-related

associations were first established in American marketing history

(Hollander 1986, p. 9); far more books on advertising than any other

subjects	 in	 'marketing',	 such	 as	 salesmanship,	 retailing	 and

wholesaling, or 'marketing' were published (ibid, p. 11). This

contrasted with the relative strong initiative in advertising among

Chinese enterprises, which seems to be a typical symptom of early

marketing activity.
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Reason

Lack of Funds

Easily Sold Products

Not Cost Effective

First	 Second	 Third	 Total

12.4	 3.9	 0.8	 17.0

62.5	 3.5	 0.4	 66.4

21.2	 9.7	 0.8	 31.7

TABLE 5.26a Percentage of Enterprises that Used Advertising in China
(1986 — 1988)

Have you used advertising
in the last three years?	 66.0%

n=629

TABLE 5.26b Advertising Media Used by Chinese Enterprises (1986 —
1988)

Percentage of Enterprises (%)
Advertising Media	 (n = 630)

Newspaper	 47.1

Television	 39.2

Magazines	 27.5

Outdoor	 26.7

Radio	 25.9

Direct Mail	 12.2

Others	 5.2

TABLE 5.26c Reasons for Not Using Advertising (1986 — 1988)

Percentage of Enterprises (%)
(n = 259)
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5.4.5 Investment Directions

In view of the close relationship between investment decisions and

business orientation of enterprises, it is helpful to look at the

structure of their past investment, and at their forthcoming

investment direction.

Table 5.27a reveals that 97.8% of the sample enterprises had funds for

investment in the past three years. Such a high percentage is a

reflection of the characteristic of the economic system associated

with the 'socialist' doctrine, namely, most enterprises can obtain a

certain amount of investment irrespective of their performance. The

tendency for government to spread investment among enterprises in

order to solve employment problems has been noticed by Bryd and

Tidrick (1987).

Table 5.27b indicates that the majority of investment involved

'Upgraded Plant and Equipment' (73%), 'Developed New Product' (72%),

and 'Increased Production Capacity' (64%). Obviously, there were

considerable overlaps among the three investment areas.

New product development is generally concerned with the issue of

business orientation. However, in China, 'new products' are often only

'new' relative to the Chinese market, but not to the world market. For

instance, at the beginning of the 1980s, the electric blanket in China

was a 'new product', which already existed in America from the 1960s.

In such instances, little marketing research needs to be done.
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What appears more interesting is that 41% of the sample enterprises

claimed to make their forthcoming investment in 'Development of New

Products' (See Table 5.27c). This percentage may be viewed as the

potential 'users' of marketing principles and techniques.

TABLE 5.27a Percentage of Enterprises that Made Investment (1986 —
1988)

Have you made investment
in the last three years?	 97.8%

n=630

TABLE 5.27b Investment Directions (1986 — 1988)

Percentage of Enterprises (%)
Investment Directions	 (n = 630)

Upgraded Plant and Equipment 72.9

Developed New Product 72.4

Increased Production Capacity 63.5

Developed Integration & Acquisition 39.5

Note: Many enterprises invested in more than one area during
the period.

TABLE 5.27c Choice of Forthcoming Investment Direction

Percentage of Enterprises (%)
Investment Direction	 (n = 630)

Upgrade of Plant and Equipment 27.3

Development of New Product 41.4

Increase of Production Capacity 24.9

Employees' Welfare 3.8
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5.4.6 Development of Integrations

In the Chinese questionnaire a number of questions were related to

'integrations', which have been a widespread phenomenon during the

period of reform. In China 'integrations' differ somewhat from both

'mergers' described in Chapter 3 and 'integrations' or 'mergers' in

the West. Generally they do not involve the transfer of ownership of

properties or 'takeover'. As a type of long-term contract, however,

they share a great deal of similarities with 'mergers' in terms of

motivation and consequences.

Shepherd (1979, pp. 159-161) has indicated five major profit-related

reasons for companies to pursue mergers: (1) market power such as

vertical, horizontal, and conglomerate mergers, 	 (2)	 'technical

economies' such as 'economies of scale' and 'vertical economies', (3)

'pecuniary economies', (4) 'takeover', and (5) 'failing firms'.

Some parallel reasons for the formation of integrations in China were

found in a national-wide survey in 1985. The first five motivations

out of the fourteen were (Reynolds 1987): (1) 'increase of the

economic effect' (profitability), (2) 'enlargement of production scale

(economies	 of	 scale)',	 (3)	 'acquisition
	

of	 technology',	 (4)

'improvement of availability of raw materials' (vertical integration),

and (5) 'development of product line' (horizontal integration).

Table 5.28a shows that about 69% of the sample enterprises had

developed a form of 'integrations' in the last 3 years. This reflected

220



n = 434	 69.4%

a shift in enterprise motivations as well as the market impact as a

result of the reform.

The types of integrations are displayed in Table 5.28b. It is

noticeable that some of the enterprises involved more than one type of

integration since the summation of the percentage of each type was

greater than 100% in Table 5.28b.

As seen in Table 5.28b, the type of 'horizontal integration' accounted

for the highest percentage of the four types. As mentioned in Chapter

3, horizontal mergers tend to reduce the market effect. However, at

this stage of market evolution in China, the effect may not be as

conspicuous as that in Western countries, for in many instances

integrations occurred between a healthy or large enterprise and a

failing or small enterprise.

The second highest percentage of merger type was 'Backward

Integration'. By developing the integration, an enterprise can

partially stabilise its supplies, which have been in severe shortages.

The percentage of enterprises with 'Forward Integration' (23.5%)

mirrored an impact of the market effect.

TABLE 5.28a Percentage of Enterprises that Developed Mergers and
Integrations

Have you achieved any kind of merger and integration?

n = 625 Yes
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TABLE 5.28b Types of Integrations

Type of Integration
Percentage of Enterprises (%)

(n = 439)

Backward Integration 29.6

Forward Integration 23.5

Horizontal	 Integration 46.5

Conglomerate Integration 20.7

5.4.7 Attitudes towards Governmental Control 

Enterprises' attitudes towards government control may help to

understand the enterprise perception of changes in the business

environment, their impact on enterprises, and enterprise readiness for

such changes in terms of psychology and adaptability. The attitudes

expressed by the enterprises are shown in Table 5.29.

The highest percentage of enterprises (48%) expressed their view in

favour of an increase in 'supply control', which is equivalent to the

planning provision of raw materials (See Table 5.29). Apparently, this

opinion is closely linked to the asymmetrical market structure. In

their interviews with Chinese managers, American economists also found

a preference for a return to mandatory supply planning (Huang 1990).

As demonstrated previously, the plan price was substantially lower

than the market price. In Chapter 3, it was indicated that the raw-

material prices had soared in the last few years, whereas rises in the

end-product prices had been restricted by either government or
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markets. As a result, it is not surprising that 36% of the sample

enterprises favoured an increase in price control (See Table 5.29).

About 15% of the sample enterprises opted for an increase in sales

control, which might imply difficulties with their sales. A much

higher percentage of enterprises (35%) with the attitude favouring a

decrease in sales control might reflect easier selling conditions.

The high percentage of enterprises that favoured an increase in

investment control might be interpreted as follows:

(1) 'Investment control' also implies the provision of investment by

government in comparison with the acquisition through the market

mechanism. Seemingly the appropriation of investment through

government involves less risks and endeavour, and many enterprises

have been accustomed to the planned operation. Hence, they preferred

it to the market operating system.

(2) After the reform, many enterprises have enjoyed limited investment

discretion. Subsequently a large number of 'small scale' projects came

into being (Reynolds 1987). Thus, many people have seen a requirement

to control investment so as to achieve economies of scale in

investment projects.

It ought to be mentioned that among economists studying the China

economy,	 there have been differing opinions concerning the

centralisation or decentralisation of investment decisions (Tidrick

and Chen 1987, p. 9).
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TABLE 5.29 Attitudes towards Governmental Control

Percentage of Enterprise with Attitudes
(n = 630)

Functional Area
Increase
Control

Decrease
Control

Remain
Unchanged

Have no
Idea

Pricing 36.3 34.4 8.7 16.7

Production 16.0 39.5 15.4 22.5

Supply 47.8 17.0 8.6 20.8

Sales 15.4 35.1 20.2 24.7

Investment 38.3 22.2 8.3 26.0

5.5 SUMMARY

In this chapter the descriptive statistics show a bias in the Chinese

sample towards developed regions and provinces. A large number of UK

companies are in declining markets and numerous Chinese enterprises

are in stable markets.

It is demonstrated that the perception of the market effect in Chinese

enterprises differs from that in UK companies. Of all functional

direct controls, production control is strongest in the UK, whereas in

China price control is dominant, with the plan prices being set far

below the perceived market values. In the UK there is a strong

indirect corporate control, however, without the indication of how it

affects marketing strategy making in the business units.
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In China enterprise size is positively correlated with the control

effect and negatively with the market effect; but medium-sized

enterprises are shown to be most marketing orientated. In the UK the

control effect in large enterprises is significantly stronger than

that in medium-sized enterprises, but differs little from that in

small enterprises. Both large and medium-sized enterprises are

markedly more marketing orientated than small enterprises. However,

large enterprises in the UK seem to have more difficulty in

coordinating business activities than medium-sized enterprises.

It appears that corporate centres have no significant effect on the

investment decisions of the business units. In China how investment

decisions are made seems to be contingent on individual projects, with

no clear indication of who dominates, government or enterprises.

In different regions of China, enterprise behaviour and environments

differ notably. Enterprises in Northeast China seem to have better

knowledge of marketing and practise more marketing, compared with

those in the other regions. In East and Northeast China the market

system is more developed. Although enterprises in East China seem to

have no better command of marketing than those in other regions, they

actually engage in more marketing activities.

State-owned enterprises in China are most strictly controlled by

government, and are least innovative of all types of enterprises.

However, the market effect in SOEs does not seem to differ from that

in VTCEs and JEs. Managing directors of state-owned enterprises are

shown to have better marketing knowledgeability than those in VTCEs
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and JEs. Thus it appears that there are hardly differences in

marketing—related activities between them. UCEs are manifested to

exercise more marketing orientation with better financial performance

than SOEs.

In China the enterprises authorised to deal with businesses

internationally undergo a higher market effect and practise more

marketing orientation. However, they suffer from a lack of information

on international markets and from the undesirable control effect.
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CHAPTER 6:	 RESULTS AND DISCUSSION (2)

6.1 INTRODUCTION

This chapter examines the tests for the major propositions in the

research model through the statistical procedures of principal

component and multiple regression analyses. The results of principal

component analysis are first presented, followed by the presentation

and discussion of the results of multiple regression analysis, in

which the principal components are used as independent variables. Also

included are the results and discussion of discriminant analysis used

to look into the relationships between marketing behaviour and

individual variables, as a supplement to regression analysis.

6.2 PRINCIPAL COMPONENT ANALYSIS

The component structures for both the UK and Chinese samples are

presented in Tables 6.1 and 6.2. As can be observed in the tables, the

structure of components in the two samples appeared similar. There was

one component for each of the following dimension in the respective

sample:	 marketing	 initiative	 (MI),	 innovation	 (IN),	 financial

performance (FP), the control effect (CE), and the (product) market

227



effect (PME). An additional component, namely the market effect in

supply markets (SME), emerged in the Chinese sample.

It should be noted that in the Chinese sample the variable of price

control (PRICNTRO) was not included in the component of the control

effect. As discussed in Chapter 5, the majority of Chinese enterprises

were subject to price control, with the degree of control being much

stronger than other controls. Hence, price control may not share the

same common factor with other control variables. Therefore, given the

limitation of manipulating prices, an important element of marketing

mix, by Chinese managers, the practice of marketing orientation in

China is largely confined to other elements of marketing mix. This

further indicates that the quality of marketing orientation in China

cannot be compared with that in the West.

In Chapter 5 it is shown that in the UK sample there was a relatively

strong governmental influence on companies. However, the influence did

not seem to be related to any one of the dimensions in the principal

component analysis.
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6.3 STANDARD MULTIPLE REGRESSION

6.3.1 Evaluation of Assumptions

Normality, Linearity, and Homoscedasticity

To evaluate the violation of assumptions, a standard multiple

regression was performed to inspect the scatterplot of residuals

against predicted values of the dependent variable, the histogram of

residuals, and the plot of the observed distribution of residuals

against that expected under the assumption of normality in both

samples. It appeared that there was no serious violation of

assumptions in either sample.

Ratio of Cases to Variables

There were 348 cases in the Chinese sample and 188 in the UK sample

used in regression analysis; with 6 and 5 independent variables in the

Chinese and UK samples respectively, the case-to-variable ratios were

58:1 in the Chinese sample and 38:1 in the UK sample. Both ratios were

far above the minimum requirement for regression analysis.

It should be indicated that after principal component analysis, the

number of cases in the Chinese sample was reduced noticeably because
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of missing data. Missing data were spread over variables and cases,

showing no evident systematic patterns.

Multicollinearity

The use of component scores as independent variables ruled out the

potential effect of multicollinearity on regression analysis. The

highest correlations among the independent variables were -0.12 in the

Chinese sample and 0.08 in the UK sample (See Tables 6.3a and 6.4a).

The tolerances of all variables in both samples had large values.

Outliers

Multivariate outliers were checked in both samples by examining the

scatterplots. In the UK sample, no outliers were found, whereas in the

Chinese sample 3 cases were identified to be outliers. Because of

their relatively large contribution to the variance, they should be

dealt with carefully, as pointed out in Chapter 4.

A close inspection of these cases indicates that errors occurred in

the completion of the questionnaires. Contradictory results appeared

in the survey answers of these cases. In one case, the respondent

claimed that the enterprise adopted the highest degree of marketing

orientation; on the other hand, it undertook little marketing

research, developed no 'marketing plan', had obsolete information

about markets and competitors. Meanwhile, elsewhere in the same

questionnaire, the respondent listed a large number of marketing

research activities pursued by the enterprise and had a detailed
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marketing plan. As for the other two cases, while the respondents

claimed that the enterprise was not marketing orientated at all (rated

1 on a 5 point scale in the questionnaire), it had the most updated

information on markets, exercised market segmentation, monitored

competitors, and developed a detailed marketing plan, which was most

effectively implemented. Seemingly this was due to their misreading

the question or the ascending order of the 5 point scale. Therefore,

these cases were excluded from analysis.

6.3.2 Statistics for Regression Equation

The summary results of the multiple regression equation in both the UK

and Chinese samples are displayed in Tables 6.3 and 6.4. As seen, R2,

a measure of goodness of fit of the overall model, is 0.29 in the

Chinese sample and 0.18 in the UK sample. The statistics for the

analysis of variance of in each sample suggest that the hypothesis

that R2 is zero is rejected in both samples: F(6, 341) = 22.83, p <

0.001 in the Chinese sample and F(5, 182) = 7.98, p < 0.001 in the UK

sample.

Other statistics included in Tables 6.3 and 6.4 are the unstandardised

regression coefficients (B) and constant, the standardised regression

coefficients (Beta), and part correlation coefficients. Among others,

(squared) part correlation is considered as "the single most useful

measure of importance of an IV 1.
 (Tabachnick and Fidell 1983, p. 107).

It is the correlation between the dependent variable and the ith

1	
IV: Independent variable.
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independent variable when the linear effects of the other independent

variables are partialled out of the ith independent variables. Since

there are only small correlations among the independent variables

because of the use of principal components, the part correlation

coefficients are almost equal to the Beta coefficients. Therefore, the

Beta coefficients can be directly viewed as the unique contribution of

the independent variable.

TABLE 6.3 Results of Regression Analysis in Chinese Sample

6.3a Correlation Matrix

Variables*	 MI	 PME	 CE	 FP	 IN	 SME

MKTIMPL**	 42	 16	 -13	 01	 27	 -06

MI	 -10	 -03	 02	 03	 -02

PME	 -04	 -12	 08	 -04

CE	 -02	 00	 04

FP	 -01	 -03

IN	 -05
SME

*	 MI: Marketing Initiative.
PME: The Product-Market Effect.
CE: The Control Effect.
FP: Financial Performance.
IN: Innovation.

SME: The Supply-Market Effect.
** MKTIMPL: Dependent Variable.
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6.3b Statistics for Standard Regression Equation in Chinese Sample

Dependent Variable: MKTIMPL
Independent
Variables	 B	 Beta	 Part Corr

SME	 -0.027	 -0.029	 -0.029	 0.530
MI	 0.421	 0.424	 0.421	 0.000
FP	 0.018	 0.019	 0.022	 0.683
CE	 -0.101	 -0.109	 -0.108	 0.019
IN	 0.222	 0.241	 0.240	 0.000
PME	 0.175	 0.183	 0.180	 0.000
(Constant)	 3.801

R2, = 0.287
Adjusted Ft` = 0.274

R = 0.535
F(6, 341) = 22.834

Significance F = 0.000

TABLE 6.4 Results of Regression Analysis in UK Sample

6.4a Correlation Matrix

Variables	 CE	 MI	 IN	 FP	 PME

MKTIMPL	 -06	 35	 12	 08	 -14
CE	 -02	 03	 08	 07
MI	 -08	 -02	 04
IN	 -06	 03
PME	 -01
FP
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6.4b Statistics for Standard Regression Equation in UK Sample

Dependent Variable: MKTIMPL
Independent
Variables	 B	 Beta	 Part Corr	 p

PME	 -0.129	 -0.151	 -0.150	 0.026
FP	 0.089	 0.105	 0.104	 0.122
MI	 0.317	 0.367	 0.365	 0.000
IN	 0.131	 0.162	 0.161	 0.017
CE	 -0.048	 -0.060	 -0.059	 0.379
(Constant)	 3.567

R2 = 0.180
Adjusted R,L = 0.157

R = 0.424
F(5, 182) = 7.980

Significance F = 0.000

6.3.3 Examination of Tests for Propositions

A) Propositions HA and HB

Proposition HA pertains to an assumption that a marketing orientated

enterprise has more marketing initiative. Proposition HB addresses the

positive association between innovation and marketing orientation,

being subject to contention.

As can be seen from Tables 6.3 and 6.4, propositions HA and HB were

confirmed with the largest and second largest Beta and part

correlations in both the Chinese and UK samples: in the Chinese sample

Betami = 0.42 p < 0.001 and BetaIN = 0.24, p < 0.001; in the UK sample

Betami = 0.37 p < 0.001 and BetaIN = 0.16, p < 0.05.

These results clearly reflect the nature of marketing orientation: (1)

identifying customer wants (marketing initiative) and (2) developing
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new products and services to match them (innovation). It is also

suggested that the practice of marketing orientation is the

combination of marketing initiative with innovation. The aggressive

pursuit of one without the other may evolve into either product or

sales orientation. For instance, product orientation often involves

substantial new-product development without sufficient marketing

initiative, assuming that the customer will accept any new product to

be developed by the enterprise.

The marketing initiative of a marketing orientated enterprise covers

various marketing-related activities, as suggested by the principal

component analysis. However, different activities may have different

weight leading to effective marketing orientation.	 Therefore,

discriminant analysis is used to identify further important activities

for the exercise of marketing orientation.

B) Proposition HC

Proposition HC states that a marketing orientated enterprise tends to

yield better financial performance provided other market conditions

are equal. In the Chinese sample, this proposition was rejected with

the Beta value being almost zero. In the UK sample, although the

proposition was not confirmed either, the Beta and part correlation

coefficients were relatively large and the significance level was

relatively small (BetaFp = 0.10, p = 0.12).

In China, on the whole, the economic system is far from market-based

despite the significant progress made in the introduction of markets
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in recent years. There have been far more factors influencing the

enterprise operation and thus profitability than in Western countries.

It is readily understandable, therefore, that profitability may not be

significantly associated with marketing behaviour. As demonstrated in

Chapter 5, the large enterprises were less market orientated but

generated no worse performance than the medium-sized and small

enterprises because of their technology and the like.

In the UK, enterprise performance is affected by many factors, as

indicated in Chapter 4. Therefore, it seems that the insignificant

correlation is largely due to the fact that in the measurement, 'other

conditions' such as firm size and technology, which have strong

influence on performance, are less controllable. In the last chapter,

it is revealed that higher marketing orientation in medium-sized

enterprises did not result in better performance, compared with large

enterprises. This may suggest that under competitive environment, the

pursuit of marketing orientation is often a necessary condition to

maintain, rather than achieve better, financial performance.

In addition, since marketing behaviour is related to innovation, which

involves considerable investment, the significant economic effect may

only be seen from a long-term point of view. It is worth reiterating

that in the previous chapter about 26% of the UK sample companies

claimed the problem of "low margins" resulting from marketing

orientation. Hence, the relationship of marketing behaviour with

individual variables measuring financial performance was further

examined by performing discriminant analysis later.
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C) Proposition HD

Proposition HD, namely the high market effect impels marketing

orientation, is a core in the research model. The confirmation of the

proposition received contrary results: the Chinese sample supported it

(BetapmE = 0.18, p < 0.001), whereas the UK sample rejected it,

showing a negative relationship (BetapmE = -0.15, p < 0.001).

This proposition is developed by reviewing the historical and cyclical

development of marketing behaviour in American companies. Table 5.6 in

the last chapter showed that the 'sensitivity of the market effect'

(perceived competitive threats/per unit market supply) in the Chinese

sample was stronger than that in the UK sample. It appears that the

change in the market effect was more remarkable in China than that in

the UK, although the absolute level of the market effect in the UK was

apparently much higher than that in China. Seemingly, this was also

comparable with what happened in deregulated industries in America and

some European countries (See Chapter 2).

It is also suggested in the last chapter that constraints may play a

major role in determining the actual practice of marketing

orientation. For instance, in China both small and medium-sized

enterprises faced a strong market effect (stronger in small

enterprises), compared with large enterprises. But with various

obvious constraints in small enterprises, they were less capable of

exercising marketing orientation.
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The same logic may apply to the interpretation of the results in the

UK sample, that is, the effect of constraints seemed to be stronger in

determining the level of marketing orientation in UK companies. In

general, organisations have resistance to change. It appears that the

problem in UK companies was rather severe. For instance, both R&D

expenditure (especially that in private industries) and the number of

patent applications in the UK lagged far behind those in Japan (Kassem

1974; The Independent, 23 July 1990).

As a result, many companies adopted low marketing orientation. The

inadequacy of marketing orientation in UK companies has also been

identified by a number of UK researchers (Lawrence 1971; Rodger 1980;

Doyle, Saunders, and Wong 1985; Doyle 1987; Barry 1990). Low marketing

orientation means that the company is slower to respond to markets and

less well prepared for its next move, and hence it perceives a

relatively higher market effect.

Alternatively, marketing orientated companies run their businesses on

such a basis that they feel more secure, because they are well aware

where they stand in the market, and where they should go in the

foreseeable future.	 Fromm (1969)	 has claimed that marketing

orientation "will help to reduce business risks". In other words, the

cause-effect relationship in the UK may be turned around, namely, the

low extent of marketing orientation results in the high market effect;

or the adoption of marketing orientation tends to reduce the market

effect.
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In the Chinese sample, an additional independent variable concerning

the market effect in supply market was included in the regression

analysis. As can be seen from Table 6.3, SME was not significantly

correlated with marketing behaviour (BetasmE = -0.03, p = 0.53),

although the sign showed a negative influence. Therefore, it seemed

that the asymmetrical market structure in China did not directly

affect marketing behaviour.

0 Proposition HE

Another central proposition in the research model is proposition HE:

the direct control effect either from government or corporate centres

impedes marketing orientation. This proposition was supported in the

Chinese sample (BetacE = -0.11, p < 0.05), but it was not confirmed in

the UK sample, though the direction was as hypothesised.

In the Chinese sample, the Beta coefficient was not as large as might

be expected. It should be reiterated that the component of the control

effect did not include the most significant control factor, price

control, which was overwhelming in China 2 . Seemingly, price control

can have a restricting effect on both marketing orientated and non-

marketing orientated enterprises.

2
	

In the last few years, a large number of articles and conferences
centred on the theme of reform of the pricing system in China.
Despite the measures of reforming the pricing system, the
control of prices, especially, prices of industrial goods,
remains significantly strong because of the difficulty in the
reform and potential effect on the stability of society.
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One of the main functions of markets is to act as a barometer to show

business trends, which are indicated by changes in the market price.

Thus, with prices being controlled, the ability to respond to markets

is limited, and pricing, one of the major elements of marketing mix,

cannot be used. Additionally, with the controlled prices set at a

rather low level, demand greatly exceeds supply so as to justify

production behaviour. Furthermore, price control often also depresses

enterprise initiative in developing new products.

The rejection of proposition HE in the UK sample may largely reflect

relatively weak direct control in UK firms because of its various

defects. Particularly, corporate control in the UK is somewhat lower

than that in other European countries such as Germany and France (See

Chapter 2).

However, since the sign of control was as hypothesised, the impact of

the individual variables on marketing behaviour was further examined

with discriminant analysis. In the last chapter, it was shown that

there were great disparities among control variables in the UK sample.

To summarise, all the major propositions (except proposition HC) are

supported in the Chinese sample, indicating the appropriateness of the

model in the context of China. In the UK sample, only two propositions

are confirmed, hence the model appears to apply less well in the UK.
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6.4 DISCRIMINANT ANALYSIS

6.4.1 Statistics for Discriminant Analysis 

A) Structure of Predictor Variables

The predictor variables were chosen based on the results of regression

analysis and analysis of variance. The structure of the predictor

variables is displayed in Table 6.5.

In both the UK and Chinese samples, all variables related to marketing

initiative and the variable of new product development were included.

The variables of SALCONTR, PROCONTR, and GOVNINFL (CORPINFL), which

reflect different dimensions of control, were chosen as predictor

variables in both samples.

In the Chinese sample, no variables associated with financial

performance were selected because the previous results of regression

analysis and analysis of variance demonstrated that performance was

not correlated with marketing behaviour 3 . In the UK sample, both

PERFORM1 and PERFORM2 were included since the results of regression

analysis showed the tendency that the individual variables may relate

to performance.

3	 An inclusion of these non-related variables would influence the
effectiveness of the discriminant function.
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In both samples, RIVTHRET was encompassed to assess the importance of

the variable pertaining to marketing behaviour. Included was also a

dummy variable of declining sales (SDECLINE) in the UK sample to test

the proposition that the company experiencing declining sales tends to

adopt marketing orientation (Kotler 1988, p. 24). .

TABLE 6.5 Structure of Predictor Variables

Number of Variables

Dimension of Measurement
	

China	 UK

Marketing Initiative	 9	 5

Market Effect	 1	 2*

Innovation	 1	 1

Control Effect	 3	 3

Performance	 0	 2

Total
	

14	 13

* A dummy variable was included.

B) Univariate Statistics

It is helpful to start discriminant analysis by analysing differences

between groups in univariate statistical analysis (Norusis 1985). The

univariate statistics can also be useful in the interpretation of the

discriminant function. Therefore, the univariate statistics of both

sample data are included (SPSSx DISCRIMINANT prints out the

statistics).
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TABLE 6.6 Results of Analysis of Univariate Statistics in Chinese
Sample

Group 1	 Group 2

Variable	 Mean	 sd	 Mean	 sd	 F	 p

NPROLAU1	 3.09	 1.32	 2.26	 1.19	 31.27	 0.000
MKTRESCH	 3.80	 0.90	 3.23	 0.89	 29.30	 0.000
COSTMEAS	 3.45	 1.02	 2.86	 1.06	 23.90	 0.000
MKTPLAN	 4.10	 0.87	 3.61	 1.00	 20.81	 0.000
NEWINFOR	 3.95	 0.85	 3.51	 0.82	 20.60	 0.000
NPRORESH	 3.77	 1.00	 3.26	 1.02	 18.29	 0.000
MKTSEGM	 2.22	 0.74	 1.92	 0.62	 15.05	 0.000
PLANEFFA	 3.96	 0.92	 3.57	 0.92	 13.17	 0.000
MKTKNOWL	 3.50	 0.95	 3.15	 1.01	 9.90	 0.002
SALCONTR	 2.19	 1.24	 2.62	 1.26	 8.51	 0.004
RIVTHRET	 3.21	 1.09	 2.92	 1.01	 5.77	 0.017
KNWRIVAL	 3.84	 0.90	 3.59	 0.95	 4.40	 0.021
PROCONTR	 2.52	 1.25	 2.82	 1.26	 4.23	 0.041
GOVNINFL	 3.03	 1.19	 3.28	 1.10	 3.53	 0.061

Note: Group 1 = The Marketing Orientated Enterprises.

Group 2 = The Non-Marketing Orientated Enterprises.

TABLE 6.7	 Results of Analysis Univariate Statistics in UK Sample

Group 1	 Group 2

Variable	 Mean	 sd	 Mean	 sd	 F	 P

MKTPLAN	 4.08	 1.07	 3.57	 1.06	 9.34	 0.003
CORPPLAN	 3.99	 0.97	 3.82	 1.17	 -	 ns
MKTSEGM	 4.03	 1.20	 3.81	 1.14	 -	 ns
COORDINA	 4.09	 0.88	 3.56	 1.02	 12.74	 0.001
MKTRESCH	 3.65	 1.19	 3.11	 1.07	 9.13	 0.003
RIVTHRET	 3.26	 0.84	 3.61	 0.99	 5.98	 0.016
MKTSTATE*	 1.18	 0.38	 1.07	 0.25	 4.56	 0.034
NPROLAU2	 2.45	 1.09	 1.95	 0.97	 9.24	 0.003
PERFORM1	 3.69	 0.94	 3.53	 0.96	 -	 ns
PERFORM2	 3.72	 0.93	 3.43	 1.01	 3.41	 0.067
SALCONTR	 1.95	 1.17	 2.13	 1.21	 ns
PROCONTR	 2.05	 1.33	 2.42	 1.38	 2.93	 0.089
CORPINFL	 3.46	 1.39	 3.65	 1.24	 -	 ns

Note: Group 1 = The Marketing Orientated Enterprises.
Group 2 = The Non-Marketing Orientated Enterprises.

* A dummy-coded variable.
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Tables 6.6 and 6.7 contain the zero-order group means and significance

tests of equality of group means for each independent variable in both

samples. The group variables are the marketing-orientated and non-

marketing-orientated enterprises. The F-values and significance levels

in Tables 6.6 and 6.7 are regarded as the same as those calculated

from one-way analysis of variance (Norusis 1985, p. 78).

C) Correlation Matrices

In general, interdependencies among the variables influence the

results of most multivariate analyses. An examination of the

correlation matrix of predictor variables is thus helpful for both

discriminant analysis and interpretation of the results.

SPSSx DISCRIMINANT prints a pooled within-groups correlation matrix,

which is derived from averaging the separate covariance matrices for

all groups and then computing the correlation matrix. It contrasts

with the total correlation matrix, which is "obtained when all cases

are treated as if they are from a single sample" (Norusis 1985, p.

79).
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The pooled within-groups and total correlation matrices in both

samples are included in Tables 6.8 and 6.9. Inspection of both

matrices within the same sample indicates that the majority of the

correlations in the total correlation matrix had the same direction

as, and were slightly larger than, those in the within-groups

correlation matrix. For the interpretative purpose, the total

correlation matrix was used, where a significance level for the

correlation of a pair of variables can be referred to.

D) Discriminant Functions and the Statistics

The statistics of the discriminant functions for both the Chinese and

UK sample data are summarised in Tables 6.10 and 6.11, respectively.

As seen in the tables, the discriminant functions of the UK and

Chinese samples had the eigenvalues of 0.297 and 0.300 respectively.

An eigenvalue is the ratio of between-groups variability to within-

group variability. The large eigenvalues are related to the

"effective" discriminant function.

The discriminant function yielded a 'canonical correlation' of 0.478

in the UK sample and 0.481 in the Chinese sample. "The canonical

correlation is a measure of the degree of association between the

discriminant scores and the groups" (Norusis 1985, p. 90). In the two-

group situation, it is the usual Pearson correlation coefficient

between the discriminant score and the binary group variables.
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SPSSx DISCRIMINANT prints out Wilks' lambda, the ratio of the within-

groups sum of squares to the total sum of squares. It is an indicator

of variability between groups. Much variability between groups and

little variability within groups will lead to small values of lambda.

When there is no between-groups variability or the mean of the

discriminant scores in all groups is equal, a lambda of 1 results

(Norusis 1985).

Therefore, Wilks' lambda can be used to test the null hypothesis that

in the populations from which the samples are drawn there is no

difference between the group means. To do this, a transformation of

lambda into a variable which has approximately chi-square distribution

is made (Norusis 1985). The discriminant function had a lambda of

0.769 in the Chinese sample and 0.771 in the UK sample. In the Chinese

sample it was transformed into a chi-square value of 79 with 14

degrees of freedom, while in the UK sample into a chi-square value of

40 with 13 degree of freedom. The observed significance levels in both

samples were less than 0.0001. Hence, it seems unlikely that the

marketing-orientated groups had the same means on the discriminant

functions as the non-marketing orientated groups in both samples.

Another major measurement of the effectiveness of the discriminant

function is the misclassification rate. The outcome of the

classification analyses revealed that 72.66% of the cases not used in

the discriminant analysis of the Chinese sample data and 65.08% of the

UK sample data could be correctly classified.
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The significance probability for Box's M was 0.482 in the Chinese

sample and 0.216 in the UK sample. Since the significance level for

Box's M in each sample was sufficiently large, the hypothesis that the

covariance matrices are equal was accepted in both samples.

TABLE 6.10 Results of Discriminant Analysis for Groupings of
Marketing Behaviour in Chinese Sample

6.10a Key Parameters

Items	 Results

Cases used in the analysis
Cases held out for the test
Cases excluded from the analysis due to at least

one missing discriminating variable
Cases processed
Group Sizes

310
139

181
630

Group 1: Number of MKT orientated enterprises 192
Group 2: Number of Non-MKT orientated enterprises 118

Eigenvalue of the Discriminant Function 0.300
Canonical Correlation 0.481
Wilks'	 Lambda 0.769
Chi-squared	 (D.F.:	 14) 79.075
Significance of the Discriminant Function 0.000
Significance for Box's M 0.482
Group Centroids

Group 1 0.428
Group 2 -0.697
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6.10b Standardised Canonical Discriminant Function Coefficients and
Pooled Within-Group Correlations between Function and Predictor
Variables

Predictor Variables Fl F2

NPROLAU1 0.445 0.581

MKTRESCH 0.228 0.563

COSTMEAS 0.165 0.508

MKTPLAN 0.294 0.474

NEWINFOR 0.157 0.473

NPRORESH 0.091 0.445

MKTSEGM 0.263 0.403

PLANEFFA 0.013 0.377

MKTKNOWL 0.102 0.327

SALCONTR -0.278 -0.303

RIVTHRET 0.203 0.250

KNWRIVAL -0.147 0.242

PROCONTR -0.102 -0.214

GOVNINFL -0.047 -0.195

Fl: Standardised canonical discriminant function
coefficients.

F2: Pooled within-groups correlations between discriminating
variables and canonical discriminant function.

6.10c	 Results of Classification Analysis

Actual Group	 No. of Cases

Predicted Group

1 2

Cases selected for use in the analysis*

Group 1 192 156 36
(81.3%) (18.8%)

Group 2 118 53 65
(44.9%) (55.1%)

Cases not selected for use in the analysis**

Group 1 87 69 18
(79.3%) (20.7%)

Group 2 52 20 32
(38.5%)	 (61.5%)

* Percent of "grouped" cases corrected classified: 71.29%

** Percent of "grouped" cases corrected classified: 72.66%
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TABLE 6.11 Results of Discriminant Analysis for Groupings of
Marketing Behaviour in UK Sample

6.11a Key Parameters

Items	 Results

Cases used in the analysis 	 162

Cases held out for the test 	 63
Cases excluded from the analysis due to at least

one missing discriminating variable 	 28

Cases processed	 253

Group Sizes
Group 1: Number of MKT orientated enterprises 	 74

Group 2: Number of Non-MKT orientated enterprises 	 88
Eigenvalue of the Discriminant Function 	 0.297

Canonical Correlation 	 0.478

Wilks' Lambda	 0.771

Chi-squared (D.F.: 13) 	 39.957
Significance of the Discriminant Function 	 0.000

Significance for Box's M 	 0.216

Group Centroids
Group 1	 0.591

Group 2	 -0.497
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6.11b Standardised Canonical Discriminant Function Coefficients
and Pooled Within-Group Correlations between Function and
Predictor Variables

Predictor Variables Fl F2

COORDINA 0.358 0.517

MKTPLAN 0.464 0.443

NPROLAU2 0.428 0.441

MKTRESCH 0.295 0.438
RIVTHRET -0.418 -0.355

MKTSTATE+ 0.300 0.310

PERFORM2 0.127 0.268

PROCONTR -0.183 -0.248

MKTSEGM 0.075 0.173

PERFORM1 0.132 0.150

CORPPLAN -0.265 0.143
SALCONTR -0.081 -0.138

CORPINFL -0.072 -0.132

Fl: Standardised canonical discriminant function
coefficients.

F2: Pooled within-groups correlations between discriminating
variables and canonical discriminant function.

+	 A dummy variable.

6.11c Results of Classification Analysis

Predicted Group

Actual Group	 No. of Cases	 1	 2

Cases selected for use in the analysis*

Group 1	 74	 52	 22
(70.3%)	 (29.7%)

Group 2	 88	 22	 66
(25.0%)	 (75.0%)

Cases not selected for use in the analysis**

Group 1	 33	 20	 13
(60.6%)	 (39.4%)

Group 2	 30	 9	 21
(30.0%)	 (70.0%)

* Percent of "grouped" cases corrected classified: 72.84%

** Percent of "grouped" cases corrected classified: 65.08%
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6.4.2 Interpretation of Discriminant Function

Before proceeding to interpret the discriminant functions, two

conditions have to be examined and satisfied for the results to be

meaningful:	 (1)	 the	 discriminant	 function	 is	 statistically

significant. Tables 6.10 and 6.11 demonstrate that the discriminant

functions of both the UK and Chinese samples meet this condition; (2)

classification accuracy is acceptable. Then, what is the acceptable

classification accuracy? Or are the results of classification obtained

in both the UK and Chinese samples associated with chance?

To date no consensus on this question has been reached (Hair et al

1987, p. 90). When group sizes are unequal, as in the case of this

study, a chance model (the chance for the subjects to be assigned to

the two or more groups) - the proportional chance criterion - has been

developed "to identify correctly members of the two (or more) groups"

The formula for the calculation of the criterion is (Hair et al 1987,

pp. 89-90):

C = p2 + (1-P 2

where

p = the proportion of individuals in group 1

1 - p = the proportion of individuals in group 2

In the Chinese sample, the value is

Cc = 0.62
2
 + 0.382 = 0.53 or 53%

while the rate of correctly classified cases (holdout) is 72.66% (See

Table 6.10c), which is above the 53% proportional chance criterion.

Therefore, the classification accuracy may be acceptable.
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Likewise, the criterion value for the UK sample is

Cb - 0.462 + 0.54
2
 = 0.50 or 50%

compared to the 65.08% rate of correctly classified cases (See Table

6.11c), which also appears acceptable.

With the two conditions being satisfied in both sample data, the

interpretation of the discriminant functions can proceed comfortably.

In general, three methods of interpretation are used to determine the

relative importance of each predictor variables (Hair et al 1987, p.

91). They are:

(1) Standardised Discriminant Weights. This method is parallel to the

interpretation of beta weights in regression analysis (Norusis 1985,

pp. 90-91; Hair et al 1987, p. 91). Variables with relatively larger

weights are considered as contributing more to the discriminant

function; the sign indicates the direction of the contribution,

positive or negative.

However, because of the similarity with regression analysis, the

method is subject to the same criticisms, such as the problems of

multiconllinearity and instability. These problems appear more acute

in this study since certain correlations exist between the predictor

variables in both the UK and Chinese sample data. Therefore, this

method was not used.

(2) Discriminant Structure Correlation (Loadings). An examination of

the correlations between each predictor variable and the discriminant

function can serve as assessing the contribution of a variable to the
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function 4 . The correlations are not influenced by those among the

predictor variables (Klecka 1980, p. 33), and thus recommended for the

interpretation of the discriminant function (Klecka 1980, p. 34; Hair

et al 1987, p. 91).

It is realised that "loadings have increasingly been used as a basis

for interpretation because of the deficiencies in utilising weights.

... The loadings approach is somewhat more valid than the use of

weights and should be utilized whenever possible" (Hair et al 1987, p.

91-92). Therefore, the discriminant loadings are chosen for the

interpretation of the functions in the study.

(3) Partial F-Values. "When the stepwise method is selected, an

additional means of interpreting the relative discriminating power of

the independent variables is available through the use of the partial

F-values" (Hair et al 1987, 9. 92). Since this method is not used in

this study, it is not further discussed.

6.4.3 Distinction and Assessment of Marketing Behaviour

A) Characteristics of Marketing Behaviour

Proposition HA includes eight assumptions from HA1 to HA8 (See Chapter

4), being generally taken for granted with little empirical evidence

to support them. In this part, they are assessed concerning the

4	 These correlations are given in the print-out of SPSSx
DISCRIMINANT under the heading: STRUCTURE MATRIX.
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importance of each for distinction between marketing and non-marketing

orientated enterprises.

Other things, 3 of the assumptions were included in both the UK and

Chinese questionnaires: a marketing-orientated enterprise (MOE)

develops detailed marketing plans (HA3) and different marketing plans

for different markets (HA7), and it pursues more marketing research

(HA5).

Examination of the discriminant loadings 5 in Tables 6.10b and 6.11b

shows that assumptions HA3 and HA5 were supported. Furthermore,

MKTRESCH and MKTPLAN were among the primary variables that separated

MOEs from non-MOEs in both samples (MKTRESCH in the Chinese sample and

MKTPLAN in the UK sample had the second highest loadings).

Interestingly, in the Chinese sample a MOE appeared to show a more

effective marketing plan, which was indicated by both a positive

discriminant loading of PLANEFFA (r=0.38) and the high correlation

between MKTPLAN and PLANEFFA (r =0.50; p<0.001). It seems that a MOE

not only develops a more detailed marketing plan but also, more

importantly, successfully executes the plan.

Assumption HA7 was supported in the Chinese sample with a relatively

high loading (r=0.40), but it was not confirmed in the UK sample,

5	 In the rest of the chapter, the discriminant loading(s) will
only indicate the correlations between predictor variables and
the discriminant function that is associated with the marketing-
orientated group; a positive sign denotes that the variable is
positively related to marketing behaviour or vice versa.
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since the difference between the zero-order group means for the

variable was not statistically significant, and the variable had a

small loading of 0.17.

In the Chinese questionnaire this variable was measured on a 3 point

scale with a simple question: "To what extent do you identify

different customers or markets?". In the UK questionnaire it was

measured on a 5 point scale with a slightly more sophisticated

question: "To what extent does your company develop different

marketing plans for different segments of the market?". In the UK,

since most MOEs had a detailed marketing plan (generally written),

'different marketing plans' might be readily understood as written

marketing plans, which might not be developed for segments. Notably,

the high correlation between MKTPLAN and MKTSEGM (ruK=0.50; rChina=20)

indicated that marketing planning is closely related to the exercise

of market segmentation.

Four assumptions were included in the Chinese sample only and

confirmed: a MOE makes greater effort to measure and analyse marketing

expenditures (HA1), has more information about markets (HA4) and

competitors (HA8), and pursues marketing research in advance of new

product development (HA6). All these assumptions were supported.

Moreover, COSTMEAS was a major discriminating variable with the third

highest loading.

Assumption HA2, namely a MOE integrates business activities to a

greater extent, was only tested on the UK sample, and was confirmed.

COORDINA was found to be the most important variable which separates
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MOEs from non-MOEs - it had the highest loading (r =0.52). Shapiro

(1988) has cast light on both the problems and paramount importance of

inter-functional and inter-divisional coordination in the exercise of

marketing orientation.

CORPPLAN (corporate planing) did not appear to be related to marketing

orientation: the difference between the zero-order group means was not

statistically significant, and the discriminant loading had a small

value of 0.14.

It should be noticed that in the UK sample, CORPPLAN and MKTSEGM had

negative standardised weights in the discriminant function, while

their univariate statistics denoted positive relationships. This was

due to the high correlations between MKTPLAN and CORPPLAN (r=0.52) and

between MKTPLAN and MKTSEGM (r=0.50); the contribution of MKTPLAN,

CORPPLAN, and MKTSEGM was shared, and thus the individual weights were

not meaningful. The similar phenomenon can also be seen in the Chinese

sample. This further demonstrates that the discriminant weights are

not appropriate for the interpretation especially when the predictor

variables are highly correlated with each other.

B) New Product Development and Marketing Behaviour

The principal component of innovation comprises two variables: product

improvement and new product development. It has been claimed that

marketing orientation results in proliferation of improved products at

the expense of new product development. Hence, the importance of new
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product development in distinguishing between MOEs and non-MOEs is

further examined.

Review of Tables 6.10b and 6.11b demonstrates that the level of new

product development was one of the most important factor

discriminating between MOEs and non-MOEs in both samples. In the

Chinese sample, it had the highest loading of 0.58, whilst in the UK

sample it had the third highest loading of 0.44.

C) Financial Performance and Marketing Behaviour

The variables relating to financial performance in the Chinese sample

were not included in the discriminant analysis due to the reasons

presented previously.

In the UK sample the two variables demonstrated the different levels

of relationships with marketing behaviour. While PERFORM1 - return on

capital was not significantly correlated to marketing behaviour,

PERFORM2 - profit growth showed a tendency to be positively associated

with marketing behaviour (F=3.41, p=0.07; r=0.25).

These results may have a close bearing on the characteristics of the

two measures. PERFORM1 - return on capital is related to the two

factors: profit and capital used. Marketing behaviour is linked to new

product development, whilst at the early (growth) stage of product

life cycle, considerable investment in the new product is often

involved, increasing the denominator of the ratio of return on

capital. It is interesting to point out that in the Chinese sample,
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new product development (NPR0LAU1) was also positively related with

profit growth (PERFORM2) (r = 0.11, p < 0.05), but not with return on

capital (PERFORM1).

It should be mentioned that in both samples, both PERFORM1 and

PERFORM2 were negatively correlated with RIVTHRET (in the UK sample

rPERFORM1 = -0.14, p < 0.05; rPERFORM2 = -0.16, P < 0.05 and in the

= -0.24, p < 0.01;	 .,Chinese sample r PERFORM1	 rPERFORM2 = -020

P < 0.01). This seems to be consistent with the theory and findings in

industrial economics, as explained in Chapter 4.

D) The Control Effect and Marketing Behaviour

Three variables concerning the control effect were included in the

discriminant analyses in both samples: PROCONTR, SALCONTR, and

CORPINFL (GOVNINFL). Table 6.6 indicates that in the Chinese sample

the SALCONTR and PROCONTR significantly discriminated between MOEs and

non-MOEs; the mean difference of GOVNINFL between the two groups was

significant at a marginal level (F=3.53, p=0.06). It appears that

SALCONTR was more influential on marketing behaviour in China,

compared with other controls; it had a relatively large loading of

-0.30.

Table 6.7 denotes that in the UK sample PROCONTR distinguished between

MOEs and non-MOEs at a marginal significant level (F=2.93, p=0.089),

and Table 6.11b indicates that it had a loading of -0.24. Although the

differences of the zero-order group means for variables SALCONTR and
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CORPINFL were not statistically significant, they showed the negative

direction.

In the UK it is less likely for a company to be subject to sales

planning than production planning. Table 5.4 shows that the PROCONTR

mean (2.23) was greater than SALCONTR mean (2.09). Hence, seemingly

PROCONTR better reflects 'direct control'. Moreover, the perceived

overall corporate effect on business units (CORPINFL) can obviously

contain substantial elements of indirect control, as suggested in

Table 5.4.

It is worth noting that in the UK sample, RIVTHRET was positively

correlated with CORPINFL (r = 0.21; p < 0.01) and PROCONTR (r = 0.17,

p < 0.01) (See Table 6.9b). In contrast, in the Chinese sample, both

RIVTHRET and INTENSITY were negatively correlated with all the control

variables (rSALCONTR (INTENSTY) = -0.21, p < 0.01; rSALCONTR

(RIVTHRET) = -0.10, p < 0.05; rPROCONTR (INTENSTY) = -0.14; p < 0.01;

rPROCONTR (RIVTHRET) = -0.11; p < 
0.01) (See Table 6.8b).

In the UK, when competition becomes severe, the corporate centre may

internalise a part of the businesses within the firm in order to

cushion the impact of competition. In China, government control mainly

involves enterprise functional planning. In industries or markets

where supply and demand are relatively balanced or supply slightly

exceeds demand, control is obviously less important. Therefore, in

such industries or markets, the control effect tends to be weaker.

Alternatively, where there is less governmental control, there seems

to be a higher market effect.

265



E) The Market Effect and Marketing Behaviour

The perceptions of competitive threats (RIVTHRET) in both samples were

selected to discriminate MOEs from non-MOEs. Included in the UK sample

was an additional variable, MKTSTATE, to test the proposition

concerning the relationship between marketing behaviour and declining

sales.

In the UK sample, RIVTHRET had an average negative loading (r= -0.35),

and in the Chinese sample the variable had a somewhat smaller positive

loading (r=0.25), conforming with the result of the regression

analysis. However, in the UK sample, MKTSTATE was positively

associated with marketing behaviour (r=0.31).

As pointed out previously, the findings in the UK sample basically

reflected a relatively low level of marketing orientation. It is

noteworthy that there was no relationship between RIVTHRET and

MKTSTATE (See Table 6.9b) in the UK sample, whereas there was a

significant correlation between the two variables in the Chinese

sample (r=0.16, p =0.01). This may suggest that MOEs in the UK may be

divided into two sets: 'continuous' and 'new' adopters.

For the continuous adopters, the relationship between marketing

behaviour and the market effect is very likely to be negative, as

explained previously. As regards the new adopters, a positive

correlation between marketing behaviour and MKTSTATE may result. In

the pre-tested questionnaires, several companies claimed that they

were recently being moved towards marketing orientation.
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One of the scenarios in the UK may be that many companies are

dominated by existing business operation with a low marketing

orientation, as suggested in the last chapter, while international

competition (the market effect) is being intensified. However, when

changes in the market effect are such that they actually causes

companies' sales to decline, the companies are stimulated to resort to

marketing orientation.

It is important, therefore, to look further into why and how the UK

companies had low market orientation. Notably, there are two key

elements at the heart of marketing orientation: (1) market focus and

customer orientation and (2) new products and services. It should be

pointed out that 94% of the UK sample companies claimed that their

companies' policy reflects marketing orientation 6 . Meanwhile, only 28%

mentioned that their problem in new product development lies in

inadequate marketing research. Hence, it is suggested that the

attention should be given to the second element of marketing

orientation: new product development.

Table 6.12 displays both the numerical ratio of new product

development (number of new products/total products) and turnover ratio

of new product development (turnover of new products/total turnover).

In general, the ratios suggest a low level of new product development

in UK companies 7 . This seems to conform with the recent criticism of

6	 83% of them rated at 4 and 5 points and 11% at 3 points in a
five point scale.

7	 The rate of new product development in the Swedish company
interviewed, which produces industrial goods, was 70%.
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Ratio of New Products (%) 0-10 11-30 31-50 51-70 70-100

Numerical 37 36 14 7 5
% of Firms

Turnover 26 41 18 9 4

short-termism in UK companies, resulting in the deficient development

of new products (Cox and Kriegbaum 1989; Innovation Advisory Board

1990; The DTI Innovation Advisory Board 1990).

TABLE 6.12 Ratios of New Product Development in UK (1986-1989)

6.4.4 A Model of Business Orientation Cycle

It appears that there is an 'orientation cycle' among many UK

companies. Marketing orientation is correlated with new product

development, mainly involving the early stages of product life cycle.

A key parameter associated with the orientation is the interval

between the introduction stage of the previous successful new product

and that of the next successful new product (t 8 in Figure 6.1).

Generally, a marketing orientated company has a relatively short t,

whilst a production or sales orientated company shows a relatively

long t. The findings suggest that there is a large t in many UK

companies. As such, the low level of marketing orientation in UK

companies is, in essence, mainly due to their slow investment in new

8	 There are two major determinants of t: technology and policy.
The technological determinant differs greatly from industry to
industry, depending on the characteristics of the industry.
Policy determinant is evidently related to firm's business
decisions. In this context, we indicate the second determinant
of t.
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Stage I

Stage II

Stage III

T

Product II

Stage I
PLC-related
Strategies

t PLC-related	 Product III

1 

Strategies

Stage II

Stage III

Stage I

Stage II

Stage III

products. Therefore, despite their marketing-orientated policy, many

UK companies are forced out of marketing orientation.

FIGURE 6.1 A Key Parameter of Marketing Orientation

Product I

PLC-related
Strategies

A company generally has more than one product (line), and hence the

total effect of time difference between two companies is the sum of

the difference of each product (line).

The parameter t is also closely related to the theory regarding the

impact of the market effect on marketing behaviour developed in

Chapter 2. Obviously, in a less competitive market, a small t may not

be advisable, because of unnecessary costs involved. In, say, high-

technology industries with the high market effect, t is quite small.

Seemingly a large t could have a close bearing on declining sales. In

general, in a firm's product mix, some products are at mature and

declining stages of life cycle, while others are at a growing stage
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which largely come from new products. A large t could result in a

situation in which new products cannot compensate for those at the

declining stage. When the market effect increases dramatically, the

product life cycle tends to be shortened, and hence more new products

need to be launched to achieve the balance. It seems that the delayed

or slow new product development in UK firms has given rise to their

declining sales. The time dimension leading to the competitive

advantages of many Japanese firms as well as small North American and

European firms have been noticed by Stalk and Hout (1990).

Examination of Ansoff's (1957) product/market expansion grid may throw

a light on the relationship between business strategies and

orientations. According to the grid, there are four growth strategies

for an enterprise: market penetration, market development, product

development,	 and diversification.	 From a relatively long-term

perspective,	 these	 strategies	 are	 corresponding	 to	 business

orientation. For instance, for a marketing orientated enterprise,

'product development with market orientation' is an inherent part of

its business policy; production or sales orientated enterprises focus

on 'market penetration' or 'market development' within a relatively

long period of time. In general, a blend of these strategic options in

an enterprise may be exercised, with different weight being given to

each. Figure 6.2 illustrates the relationships between the strategies

and business orientation.

Generally, after a company has successfully established a position in

a market segment through the exercise of marketing orientation or

other means, it would normally pursue a strategy of 'market
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penetration' or 'market development' so as to achieve long-term profit

goals. It is proposed that there are two way of pursuing long-term

profitability: improve productivity and increase volume - "expand

market" and "market penetration" (Doyle, Saunders, and Wong 1986).

In severely competitive markets such as those in the high-technology

industry, companies are in the continuous process of 'identifying

customer wants and developing products and services to match them'. If

a company commits to the strategies of 'market penetration' and

'market development', it is likely to be too slow in launching new

products in response to market changes, and hence it may slip into

ineffective production or sales orientation. However, if the market

situation is such that a quasi-monopoly is created, production or

sales orientation can be sustainable. Eventually, when the state of

quasi-monopoly ceases to be effective, the company has to revert to

marketing orientation.

Marketing orientation is one form of competitive behaviour, and hence

should be evaluated in a comparative setting. For instance, in the

past, a relative long t was sustainable because the industry was

characterised	 by	 a	 long	 t.	 With	 international	 competition

intensifying, resulting in short product life cycle, the market

performance of companies still operating with a long t will inevitably

deteriorate.
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FIGURE 6.2 Relationships between Business Strategies and
Orientation
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6.5 SUMMARY

This chapter examines the tests for the propositions in the study. A

standard multiple regression was first performed; 	 the absolute

measurement of marketing behaviour was used as the dependent variable

and the principal components were chosen as independent variables. The

results are summarised in Table 6.13.

TABLE 6.13 Summary of Results of Tests for Propositions

Positive (+)	 Negative (-)

Propositions
	

UK	 Result	 China	 Result

Proposition HA	 +	 Confirmed	 +	 Confirmed
Proposition HB	 +	 Confirmed	 +	 Confirmed
Proposition HC	 Rejected	 Rejected
Proposition HD	 -	 Rejected	 +	 Confirmed
Proposition HE	 Rejected	 -	 Confirmed
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Discriminant analysis was also run to scrutinise how marketing

orientated enterprises can be identified by marketing-related

activities and if individual variables are significantly related to

marketing behaviour.

The results of discriminant analysis are summarised in Table 6.14.

TABLE 6.14 Summary of Results of Discriminant Analysis

Positive (+)	 Negative (-)

Variables
	

UK	 China	 Both

Characteristics

COORDINA
MKTRESCH
MKTPLAN
MKTSEGM
NEWINFOR
COSTMEAS
NPRORESH
PLANEFFA

Innovation

NPROLAU

Financial Performance

PERFORM2

Market Effect

RIVTHRET
MKTSTATE

Control Effect

PROCONTR
SALCONTR
GOVNINFL
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APPENDIX A3 A CRITERION FOR CLASSIFICATION OF PERIODS OF MARKETING

EVOLUTION - A COMMENT

Introduction

In his article: "How Modern is Modern Marketing? Marketing's Evolution

and the Myth of the 'Production Era'", Ronald A. Fullerton (1988) cast

strong doubts upon the classic model of the 'Production-Sales-

Marketing Era' by using the historical research approach. This model

has been widely accepted and taught in marketing education and

research (Hollander 1986, pp. 3-8; Fullerton 1988). It holds that the

evolution of firm business orientation has taken place in three

stages: 1) production, 2) sales, and 3) marketing. Fullerton made a

strong claim that there were neither 'Production Era' nor 'Sales or

Marketing Era', and subsequently he proposed a new model of marketing

evolution.

The challenge appears to conflict with one point in the derivation of

the research model. This research accepts the assumption that the

marketing concept has become more widely practised in America in the

late 1950s and 60s. Fullerton's argument seems to be in disagreement

with this analysis.

Moreover, in view of the wide acceptance of the model and the

existence of a similar critical view to Fullerton's elsewhere

(Hollander 1986), the challenge deserves a close examination. The

274



importance of clarifying the issue of marketing evolution in marketing

theories can never be over-emphasised.

This section conducts a critical analysis of his assumptions implied

and his logic used, and points out some logical and conceptual

limitations of his argument. In the meantime a criterion for

classifying marketing evolution is suggested. The analysis leads to

the conclusion that the criticism is open to flaws.

In China marketing-related activities have occurred only in recent

years as a result of 'market evolution', and thus an analogy may be

drawn between present marketing in China and Western marketing in

history. This may provide an insight into the 'historical marketing

evolution' in the West.

Assumptions of Evolutionary Model 

The Fullerton's challenge is based on the definition of the assumption

made by himself that "The Production-Sales-Marketing-Era framework is

built on a 'catastrophic' model, that is, one in which major

developments take place suddenly, with few antecedents". The

fundamental logic of his criticism is evident: since the model is

'catastrophic', and historical materials show the existence of earlier

marketing activities in Britain, Germany, and America, the model is

invalid.
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Meanwhile, in evaluation of an implicit 'continuity model', which

"implies marketing existed far back in time in much the same form in

which it does today", he deems that it "is much closer to the known

factual evidence about past marketing than the catastrophic model".

However, he has continued to criticise the model on the grounds that

it 'obscures' the difference between marketing practices in the past

and those today.

Subsequently he has suggested an alternative 'complex flux model', in

which he postulated "modern marketing's evolution as a complicated and

fluid process involving simultaneous dramatic change, incremental

change, and continuity".

It is notable that the implicit concept of 'marketing' Fullerton used

to discuss marketing evolution has been broad: (i) any activities that

are associated with selling products, such as 'distributive

institutions' ('retail shops', 'advertising', 'wholesale trade', 'the

supermarket' and 'the discount house') and personal selling

('travelling salespeople') and (ii) the key elements of modern

'marketing' such as market segmentation, market research and customer

satisfaction.

Classifying Criterion of Marketing Evolution

Although the 'Production-Sales-Marketing Era' model has been assumed

and widely accepted in marketing literature and education, the problem

inherent in it has been that few people have considered the underlying
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benchmark for the periodisation. The essence of the challenge is, in

fact, addressing this issue.

'Marketing', in a broad definition, can trace its roots to even

earlier time than Fullerton's proposal; for instance, at the beginning

of the civilisation, when a division of labour was looming (McCarthy

1964, pp. 6-10; Thorelli 1983). However, the conceptual based

periodisation of 'modern' marketing evolution has implicitly dated its

inception from the Industrial Revolution (Stanton 1971, p. 10; Pride

and Ferrell 1987, pp. 16-17; Thorelli 1983) .

"... many an author has viewed marketing as a child of

industrialization. The very essence of the industrial revolution

was mass production based on mechanization, economies of scale

and specialization. But what has been produced must be sold.

Mass	 production	 required	 mass	 distribution,	 and	 mass

distribution required mass communication. Thus was born 'modern'

marketing."

(Thorelli 1983)

Although it is difficult, if not impossible, to justify the accuracy

of the Keith's (1960) periodisation of 'The Production Era', the

existence of 'A Production Period' can be justified. Thorelli (1983)

labelled this period as 'Producer-Oriented Marketing', "stereotyped by

the phrase, 'we sell what we make'". He also suggested the reasons for

the existence of the period, which have not, however, emphasised the

impact of the market effect. Other academics have indeed mentioned the
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market effect. (Pride and Ferrell 1987, pp. 16-17; Kotler 1988, p.

13). The factor seems too obvious to argue at length. In addition,

this orientation has been considered as still predominant in both "the

less developed countries and in command economies" (Thorelli 1983).

Fullerton has noticed the dissimilarity between marketing in the past

and that of today, with the focus mainly on the physical promotional

methods such as advertising methods and distributive institutions, and

advertising strategies and impact. Little attention has been paid to

the conceptual difference, which is at the core of the model of

marketing evolution (See Kotler 1980, pp. 26-35; Stanton 1971, pp. 10-

17; Pride and Ferrell 1987, pp. 16-17). The concept of 'marketing' in

the 'Marketing Era' is no longer broadly defined, and it contains the

essence of marketing orientation. Conversely, most of the evidence

that Fullerton presented seemed to suggest the existence of the 'Sales

Era'.

It is quite appropriate for Fullerton to assume that a model of

marketing evolution should allow for dramatic change, and be "based on

and linked to past phenomena". Despite his noting the differences in

physical marketing techniques between the past and today, both the

nature of conceptual disparity and 'quantity' of the change seem to

have been ignored.

Apparently, Fullerton's definition of the 'catastrophic' assumption is

the foundation of his argument. However, in his analysis he has made

no attempt to justify such an important assumption, which appears

questionable. Although few academics have considered the underlying
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assumption of the model, there has hardly been any indication that

they would accept Fullerton's definition of the assumption.

As a longitudinal time based model, the inherent business concepts and

behaviour are related to the macro-environment. Named as the

'Production Era', for instance, the periodisation is undertaken from

the perspective of the whole economy, in which production-orientated

behaviour is predominant. It does not exclude the fact that in the

period there exist sales- or customer-orientated behaviour because of

the micro-environment. As a matter of fact, the historical evidence

that Fullerton presented for his argument has obliquely reflected this

point. As he wrote: "Certainly not all producers were or became active

marketers; perhaps even a numerical majority did not".

Changes in macro-environment start from those in micro-environments,

which are the catalysts of business conceptual and behavioural

changes. The formation of the Sales or Marketing Era is evolutionary,

and has its roots in the previous Production Era, as Fullerton agrees.

At the beginning, the number of sales or marketing orientated

enterprises is insignificant. As macro-environment further evolves

with the changes in micro-environments, the enterprises with sales or

marketing orientation increase gradually, and finally outnumber the

production-orientated enterprises.
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"Although the shift of the American economy from predominantly

agricultural to predominantly industrial	 has been amply

documented, a second and almost as vital a shift, carrying with

it equally far-reaching	 social,	 political,	 and economic

consequences, escaped notice until it was well under way. The

shift was so gradual, in fact, that only close students of

employment and the shifting employment pattern detected it."

(Lazo and Corbin 1961, p. 5)

At the same time, the 'quality' of the sales or marketing behaviour

also evolves in the light of the research or marketing techniques and

organisation of marketing activities, and their concepts may become,

implicitly or explicitly, well-established. As Fullerton cited it

(Hollander 1986):

"Among business, serious marketing activities have been long

underway; big change in recent decades has been that these

activities have become organized formally into marketing

departments in firms on both sides of the Atlantic. The

marketing concept has become a formally articulated firm goal,

whereas earlier it had been practiced more than we realize but

not articulated."

The widely accepted assumption that the Marketing Era began from about

the 1950s in America (See Pride and Ferrell 1987, p. 17; and Lazo and

Corbin 1961, pp. 5-7) by no means suggests an exclusion of the

existence of production-orientated enterprises in the Era. Conversely,

280



there have been substantial criticisms concerning the insufficient

number of marketing orientated enterprises in America and the UK

(Chapter 2). However, on the whole, their proportion in the 'Marketing

Era' is still greatest, which is the essential characteristic of the

periodisation.

An examination of both UK and Chinese sample data may provide an

insight into the argument pertaining to the assumption. As indicated

in Chapter 5, in the UK sample the preponderance of the enterprises

(36%) were marketing orientated, compared with the percentage of each

of the other orientations. Undoubtedly the stage of modern marketing

evolution in the UK economy can be labelled as the 'Marketing Era'.

In the Chinese sample, the production orientated enterprises were

predominant (38%), in comparison with each of the other orientations.

However, fairly similar to Fullerton's argument, 66% of the

enterprises exploited advertising, and 15% of them were marketing

orientated. Many of them applied fairly analogous techniques of market

research to those used by Western companies, such as the survey

approach and interviews. Furthermore, many enterprises successfully

formulated	 and	 implemented marketing	 strategies,	 considerably

comparable to those in Western companies.

Both history and logic seem to indicate that customer-orientated

behaviour was first adopted by a few companies, which gradually

initiated and induced more and more companies to follow suit. The

examples of the companies recognised as having first adopted many

aspects of the marketing concept are American Tobacco, Diamond Match,
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Quaker Oats, Washburn-Crosby, Borden, Proctor & Gamble, Swift and

Armour, John Deere, and General Electric (Chandler 1977, pp. 287-314,

quoted by Hollander 1986).

The 'Production-Sales-Marketing Era' model of modern marketing

development may be depicted by Figure 6.3:

FIGURE 6.3 A Model of Marketing Evolution
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Where: PO: Production-Orientated Behaviour;
SPO: Sales and/or Product-Orientated Behaviour;
MO: Marketing-Orientated Behaviour;
PE: The Production Era;

PSE: The Product or Sales Era;
ME: The Marketing Era.
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APPENDIX A4 RESULTS AND DISCUSSION OF INTERVIEWS

In this section, the results of the interviews, which attempted to

look into the issues of 'why' and 'how', as a supplement to the survey

issues of 'what', 'how much', and 'how many' in the research model,

are discussed.

In—Depth Interview in Sweden

The theme of the interview concentrated on (1) how corporate control

influences the behaviour of business units; (2) why the company

shifted its orientation from product to marketing; (3) how the company

undertook the transformation; and (4) what major barriers were

encountered.

Corporate Control and Marketing Orientation

The manager recognised the importance of customer orientation for the

company, particularly because the company markets were severely

competitive. Having agreed to the general classification of the direct

and indirect control effects, he considered direct control as a

serious obstacle to customer orientation:
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"Markets are changing so fast that in order to bring the right

products to the market before they become old-fashioned,

development speed is a key issue. Direct control always slows

you down."

"Simply, information channels and market understanding are too

slow to follow market fluctuations because of the distance from

customers to international upper management."

These perspectives are in agreement with those claimed by Wiechmann

(1974) (Chapter 2).

A successful business unit is likely to undergo less corporate

control, and tends to be more motivated to develop its business. On

the other hand, an unsuccessful business unit may arouse greater

attention, or control actions from the corporate headquarters.

"If a site, like ours, is successful year after year and if the

application still is in the strategic area of the international

business unit, the applicant is usually boosted by the fact that

he has done the most intelligent analysis of his activity's

situation. This is because he is the one who understands the

business and because it is in his interest to make the activity

grow."
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"If, on the contrary, a supply centre in a country is less

successful for some time, upper management might take a closer

look to find out if the activity is strategic and should be kept

alive in spite of losses or if the activity should be lowered or

closed."

He expressed two points related to corporate-cultural influence: (1)

customer orientation is one of the ingredients in a culture; above

all,	 the cultural	 influence consists in stimulating people's

motivations so that they take the initiative in their work; (2) in

order to implement a congruent culture in the company, management

should be relatively stable.

"One important condition to implement a good company culture

successfully is not to change people in key positions too often;

my personal opinion is that a senior director should stay in

position more than four years (but perhaps less than ten). And

virtually no price can be too high to find the right candidate

for this job."

"Sometimes we fail in this area; it is tempting to give/accept

promotion to/by a good fellow when he appears to be a skilled

person. Never forget that decisions at senior management level

(even if excellent and accepted) often take several years to

give payoff."
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Orientation Transformation and the Market Effect

The change from product orientation to customer orientation was a

result of an increase in international competition, itself due to the

great improvement in 'communication channels'.

However, he also mentioned that not only does the market effect drive

customer orientation, but also the low market effect may make product

or production orientation in a company sustainable:

"... (unless you can ride on strong patents, cultural or

political barriers etc) Swedes will no longer be satisfied with

Swedish radios. So many competitors are willing supply a lower

cost product, or a product that can be supplied in red-, green-,

and white colours and with other options."

"If you don't listen extremely carefully to what the customer

wishes and immediately develop a product which suit both him and

your own situation of course, the customer is lost."

A further concern with the product-orientated approach was the

perspective on customer benefits:

286



"Another danger of being too product orientated is that the

products will get a lot of features that might not give any real

benefits to the customer (development engineers would be more

than happy to develop all sorts of specials, especially if they

have invented them themselves). You then get extra cost that the

customer doesn't want to pay for and losses are a fact."

Implementation of Customer Orientation

He indicated an important negative influence on marketing orientation:

"having considerable more research in a company than the competitors

have". He explained:

"This will lead to advanced products that might come out on the

market before it is developed. An example is the video story

where we were the big innovators, but the Japanese took the

market with another, simpler, system (VHS)."

"Although we developed the technically best video recording

system, recorders were not used as expected. A video recorder is

mainly used to play-back, not to make recordings. People don't

use them for recording TV programs, they use them for looking at

rented movie tapes."

Finally, he viewed the establishment of 'efficient market channels' as

essential for the implementation of customer orientation in that the

channels help the company understand market needs and develop the

right product for the market.
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In-Depth Interview in China

This interview considered the impact of the control and market effect

on enterprise behaviour not only in the light of government policy but

also from the standpoints of management and organisation in the

enterprise.

The Control Effect and Business Concept

The changes in business concept and behaviour resulting from

decentralisation had been clearly reflected in the establishment and

operation of the company. The enterprise itself developed as a result

of government policy relating to decentralisation.

A distinct characteristic in the high-technology industry was the low

control effect in the industry, which had made possible the rapid

growth of enterprises and marketing initiative in the industry. Apart

from the general government policy, the technological attributes of

the industry may also explain the low control effect, even though the

company has been officially subject to the control of governmental

bodies.

The Market Effect and Business Strategy

In China demand for high-technology is, to some extent, limited, in

spite of the trend towards the growth of the market. Meanwhile the

number of enterprises in the industry has grown rapidly. Therefore,
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the conditions of both low control effect and intensive competition

have given rise to the high market effect in the industry.

Another principal feature of the industry which differed substantially

from other industries is that it was less constrained by the

availability of raw materials, since major components are mainly

imported. Thus, there was no marked influence of the asymmetrical

market effect in the industry.

Therefore, the business strategies in the industry appeared parallel

to those in Western companies. The company was marketing orientated,

profit-directed, and innovative. 	 It had set up a 'marketing

department' and capitalised on public relation and advertising. It had

also formulated corporate plans and a business strategy with a focus

on competitors. Finally, it attached importance to human resources and

ran employees' training programs.

The concept of a 'differential strategy' seemed to be developed. For

instance, the director expressed the view that: "every company has its

own image and management style".

Management Style

The company took the initiative in motivating its employees. For

instance, it experimented with the 'share system', attempting to link

the corporation performance to personal benefits.

289



One of the basic principles in strategic management is that as

business environment changes, a company's strategy ought to change,

adapting to the environment. This principle seemed to be followed in

the company. For instance, with the change in governmental monetary

policy, the domestic market became to shrink, and the company made a

timely shift in its focus from the domestic market to the

international market.

This company developed 30 'subsidiaries'. Generally, the association

between the 'parent company' and 'subsidiaries' were linked by either

technology or products rather than by finance. The 'subsidiaries' rely

on the 'parent company' to provide them with technology or products,

while the 'parent company' capitalises on the 'subsidiaries' to expand

the market. The director identified that one of the objectives is "to

establish a nation-wide sales network and increase the company's

market share".

A participatory decision making style was adopted in the company. All

the managers and employees participate in discussion of company

policy, and hence company decisions were well communicated to the

staff, creating a sound basis of implementation. This style is very

parallel to those of Japanese companies (Kassem 1974).
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CHAPTER 7:	 CONCLUSIONS

7.1 INTRODUCTION

This study examines reported business behaviour as well as its

influences and consequences in Britain and China, with a focus on the

applicability of marketing in China. Britain is a country where the

market system is well developed, and marketing is better understood

and practised. In China markets and market-related behaviour have been

a recent phenomenon, and enterprises have recently been awakening to

the concepts of marketing. A contrast of business behaviour and

environment made between the two countries from a historical viewpoint

is helpful in understanding some fundamental issues in the development

of marketing in Western companies.

This chapter summarises the theoretical development in the study and

draws conclusions from the research results. In addition, it addresses

the methodological limitations, and the theoretical and practical

implications of the research. Finally, a prospective research project

derived from this is proposed.
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7.2 DEVELOPMENT OF RESEARCH MODEL

Since its crystallisation in the 1950s, 'the marketing concept' has

been repeatedly advocated, challenged, defended, and re-espoused.

The review of the literature has revealed that, despite extensive

research, a number of fundamental issues regarding the marketing

concept in terms of theory and empirical evidence have remained

unexplored. This study investigates such issues as: why a company

should be marketing orientated; what are the negative and positive

influences on marketing orientation; and what are the consequences of

adopting marketing orientation.

The study defined the position of competitors within the conceptual

framework of the marketing concept and reiterated that innovation is

an inherent part of marketing orientation.

The research model identified the following relationships:

1). The market effect impels marketing behaviour. Generally, the

greater the incremental changes in the market effect, the greater the

impact of the market effect on marketing behaviour.

The economic effect of marketing orientation is in essence to make the

company more viable and profitable through the creation of a quasi-

monopoly in a market segment or niche.
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2). The direct control effect either from government or corporate

centres impedes marketing behaviour, and the indirect control effect

can have either a negative or positive effect on marketing behaviour.

3). Adoption of marketing orientation leads to an increase in

operating costs in the enterprise. In a competitive environment, the

incremental costs are often a necessity, and will usually be

compensated and rewarded.

However, when competition is insignificant for various reasons,

marketing orientation is no longer commercially rational, because of

these various costs.

4). The impact of increased operating costs stimulates market-

domesticated behaviour, which consequently reduces the market effect.

5). Other things being equal, the company with a marketing orientation

tends to have better performance.

6). There are a number of factors constraining marketing behaviour

such as management capability, resources, the nature of technology and

industry, corporate culture, national culture, and key individuals'

backgrounds.
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7.3. EMPIRICAL CONCLUSIONS

A number of core propositions were tested based on self-reported

measurements. The statistical procedures of principal component,

multiple regression, and discriminant analyses were used, supplemented

by t-test and analysis of variance.

Propositions HA and HB, describing marketing behaviour, were confirmed

in both samplesl:

Proposition HA: a marketing orientated enterprise exhibits marketing

initiative by placing more emphasis on marketing research, formulation

of marketing plans, coordination of business activities, and analysis

of marketing costs.

Proposition HB: a marketing orientated enterprise is more innovative

in terms of new product development and product improvement.

Discriminant analysis further demonstrated that in both samples new

product development is a key factor distinguishing between reported

marketing and non-marketing orientation.

Therefore, it is suggested that the practice of marketing orientation

is the development of new products with market focus and customer

orientation. Integrated marketing efforts, pursuit of marketing

1	 The following conclusions are drawn from Chapter 6, unless
otherwise indicated.
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research, marketing planning, and (marketing) cost analysis are the

major marketing activities involved in the practice of marketing

orientation.

Proposition HC states that a marketing orientated enterprise tends to

have better financial performance provided other conditions are held

constant. It was partially supported in the UK sample with profit

growth having a small positive correlation, and rejected in the

Chinese sample.

The weak connection between marketing orientation and profitability in

the UK reflects the nature of the complex issue concerning the diverse

influences on profitability. It also suggests the adoption of

marketing orientation per se may not guarantee better financial

performance, and the quality of marketing orientation 2 is a major

consideration for success. The rejection in China mirrors the nature

of an economy still strongly influenced by the control effect,

indicating that other factors than marketing behaviour largely affect

performance.

Proposition HE is at the core of the research model, positing that the

direct control effect either from government or corporate centres

impedes marketing orientation. The Chinese sample supported this

proposition; in the UK sample, only production control showed a small

2	 The quality of marketing orientation is defined as the degree to
which a firm successfully differentiates itself from its
competitors and develops the values matching customer needs and
wants.
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negative effect on marketing behaviour, suggesting a partial

confirmation.

Among major direct functional controls, production control appeared to

be most influential in the UK, whilst in China price control was

dominant (Chapter 5). It was demonstrated in the study that major

differences between corporate control in the UK and governmental

control in China were:

(1) Direct and indirect. All functional controls exercised by

government in China were significantly stricter than those by

corporate centres in the UK, but corporate indirect control in the UK

appeared strong (Chapter 5).

(2) Motivation. Corporate control (production planning and corporate

influence) was positively associated with the market effect in the UK;

in contrast, governmental control was negatively related to the market

effect.

The result in the UK suggests that corporate control buffers to some

extent the competitive impact by internalising some of the business

transactions of its business units 3 . In an industry or market with

intensive competition, the corporate centre may schedule a proportion

of products of the business unit for internal transactions so that the

pressures may be somewhat reduced. However, the degree of planning or

3	 Also corporate control is often justified as pursuit of a global
business strategy and reduction of transaction costs, although
this research does not show such supportive evidence.
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influence would usually not be high enough to reduce the market impact

significantly4.

Governmental control in China is primarily motivated by the ideology

and adverse economic situation in the earlier days, and subsequently

crystalised and solidified by various interested parties involved in

the control system. Apparently, reduction of governmental control

leads to an increase in the market effect 5 .

In this study there was a certain level of governmental control

(stronger than corporate direct controls) in the UK; however, the

result did not suggest any effect on marketing behaviour.

Another central proposition in the research model is proposition HD:

the market effect impels marketing orientation. In China it is

supported; in the UK it is rejected. However, in the UK the variable

of declining markets is positively correlated with marketing

orientation. Such a market context may be seen as a particular case of

the high market effect, indirectly confirming proposition HD. This

result mainly reflects a more complicated market setting in the UK.

4	 It has also been argued that corporate control may result in an
increase in the market effect in the business unit. In general,
the effect of corporate control on a particular business unit
tends to shift the unit's focus away from its market because of
the nature of control, as explained in Chapter 2.

5	 Moreover, economic criteria dominate in consideration of
exercising corporate control, whilst in governmental control, as
it is well-known, political factors often have priorities.
Nevertheless, this study does not present evidence to support
this.
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A contrast of the impact of markets on enterprise perceptions of

competition demonstrated that the 'sensitivity' of the market effect

in China was greater than that in the UK. That is, given the same

level of supply in product markets, Chinese enterprises perceived a

relatively stronger market effect. Nevertheless, the perceived

absolute level of the market effect in China was much lower than that

in the UK (Chapter 5), conforming with the analysis in section 2.2.6

of Chapter 2.

The disparity may be because of the different stages of market

evolution between the two countries. At the early stage of 'market

evolution', Chinese enterprises are less well prepared for the market

mechanism. Hence, despite shortages in product markets, they tend to

overreact to markets. In other words, if the development of 'marketing

behaviour' is seen as a distance race, Chinese enterprises are still

at the starting point, while UK companies have run ahead for a great

distance. Therefore, their behaviour may differ greatly.

In contrast, UK companies have long been exposed to competitive

environment, and thus their behaviour may largely be shaped by company

business strategies being constrained by various internal and external

conditions. It seems that those companies with a higher marketing

orientation perceive a relatively lower market effect since they are

more aware of where they stand in the market and where they should go

in the near future. Alternatively, many UK firms appeared to remain

practising (traditional) production orientation because of various

constraints and thus failed to make timely response to dramatic market
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changes which have occurred in the last decade. Hence, they ended up

perceiving greater market pressures.

It should be stressed that the proposition concerning the positive

relationship between the market effect and marketing behaviour has

also been developed by looking into the practice of marketing

orientation in America of earlier days. A common thread between this

and the exercise of marketing in China is a rapid increase in the

market effect.

In the UK, the percentage of firms with marketing orientation was only

about 36%. Moreover, the second highest percentage was production-

orientated
6
. A large proportion of companies claimed that they had

little time to effect the policy of marketing orientation (Chapter 5).

It is suggested that there is a 'orientation cycle' among many UK

companies. A key parameter in such a cycle would be the interval

between the previous successful new product and next successful new

product (t). In general, production or sales orientated enterprises

have a long t, while marketing orientated enterprises manifest a short

t.

After a company successfully establishes its position in a market

through the exercise of marketing orientation or other means, the

6
	

Doyle (1987) found that 50% of UK companies were marketing
orientated, and 10% production orientated. The somewhat higher
percentage of companies with marketing orientation and lower
percentage with production orientation may be because his sample
only consisted of large and 'matured' leading companies from
Times 1000.
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pursuit of the strategies of market penetration and/or development 7 is

a logical extension to achieve long-term profits. In particular, when

a quasi-monopoly situation is created, these strategies are quite

appropriate.

When the product (line) gradually reaches the mature or declining

stage in its life cycle, the company is normally driven to focus back

on introducing new products with customer orientation.

The results indicate that insufficient new product development

contributed a great deal to low marketing orientation in UK companies.

It seems that many companies move back to marketing orientation too

slowly, and stay out of marketing orientation for longer than their

competitors, as indicated by the high proportion of companies with

their major products in declining markets in the UK8.

In China production orientation appeared still dominant, and the

number of enterprises reporting a 'marketing orientation' was only

15%, particularly considering that the sample was biased towards

enterprises in the more developed regions. However, the total of non-

production orientated enterprises was considerable. A significant

number of enterprises were engaged in advertising, contract-based

(rather than ownership-based) integration, and marketing research.

7	
From a long-term viewpoint, they are corresponding to business
orientations (See Table 7.2).

8	 Henceforward, the conclusions are drawn based on Chapter 5,
unless otherwise indicated.
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Marketing knowledgeability had a significant positive effect on the

practice of marketing orientation.

The relatively high market effect in China contrasts with supply

shortages, and hence the impact may weaken unless the market system is

further developed, and the supply situation improves.

In China enterprise size was positively correlated with the control

effect and negatively with the market effect. In the UK, there was no

significant difference in the perceived market effect among these

three types of enterprises; medium-sized enterprises experience least

corporate control, and large enterprises were subject to strictest

corporate control.

In the UK, large and medium-sized enterprises were more marketing

orientated than small enterprises. In China medium-sized enterprises

were most marketing orientated of the three types of enterprises.

There were fewer differences in marketing-related activities between

large and small enterprises, but large enterprises did show better

financial performance.

The relationships among performance, scale, and marketing behaviour

demonstrate a positive influence of marketing	 behaviour on

performance. The central problem in the previous test is that in the

measurement of performance, 'other conditions' such as scale and

technological resources, which have a strong effect on performance,

are less controllable. It is suggested that in many instances
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marketing orientation is simply to maintain, rather than to achieve

better, financial and market performance.

It appears that lower marketing knowledgeability of small Chinese

enterprises is partially responsible for their low marketing

orientation and poor performance. Other sources of weakness may be

management competence, and both financial and technological resources.

These explanations may also apply to the results for UK small

enterprises.

In enterprises of both countries, supplies in output markets appear to

exceed those in input markets, suggesting the asymmetrical market

structure in both countries. However, the degree of the asymmetry in

China is substantially more severe than that in the UK.

Consumer goods enterprises in China faced less control and more market

pressures than industrial goods enterprises, but showed no difference

in behaviour. This is, possibly, because consumer goods enterprises in

general tend to be smaller than those in industrial goods.

In the UK, the perceptions of business environment between consumer

and industrial goods enterprises did not differ, but consumer goods

enterprises launched more new products, formulated more detailed

marketing plans, and showed better financial performance. It seems,

therefore, that the general problem of inadequate product development

in UK companies is substantially biased towards industrial goods

industries.
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The majority of UK multi-business companies were subject to corporate

investment control. However, the weight of corporate influence over

investment projects appeared far less than that of the business units.

The study indicated that in China investment decisions are jointly

made by enterprises and government, with the weight of each being

subject to individual projects.

The majority of Chinese managing directors of enterprise had

'engineering' and 'manufacturing' backgrounds, which could discourage

the practice of marketing in China. In the UK, the low marketing

orientation coincided with the high percentage of managing directors

and chairman of the board directors with non-marketing backgrounds. In

particular, the 'manufacturing' background of managing directors was

significantly correlated with production orientation.

It was shown that there were significant differences in the market and

control effect among the regions in China due to the varying processes

of reform and different levels of economic development.

In China price control was so prevalent to the extent that there was

no difference in the level of control between state-owned and non-

state-owned enterprises. All other functional controls in state-owned

enterprises were stronger than those in non-state-owned enterprises.

All non-state-owned enterprises were more innovative than state-owned

enterprises in terms of product development and improvement. However,

managing directors of state-owned enterprises were demonstrated to

have	 better	 understanding	 of	 marketing	 (implying	 better
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qualifications) than those in VTCEs and JEs. UCEs were more marketing

orientated with concomitant better financial performance, compared

with state-owned enterprises.

In China a certain proportion of enterprises were authorised to deal

with businesses internationally. Within state-owned industries, the

authorised enterprises appeared to be substantially more responsive to

markets than the unauthorised enterprises. However, it was revealed

that they still experienced relatively strong governmental control,

and suffered from the lack of international business information.

7.4 PRACTICAL IMPLICATIONS

It is suggested that the pursuit of marketing orientation in a

competitive environment can be important9 . There seem to be particular

problems in UK small companies, which remain ignorant of the benefit

of more effective marketing orientation.

Marketing orientation comprises two interacting components: marketing

initiative and innovation. Active pursuit of one without the other is

ineffective. It appears that industrial goods companies in the UK need

to develop new products on a more rapid cycle.

9	
It is worth reiterating that in many instances the pursuit of
marketing orientation is simply to maintain, rather than to
achieve better, market and financial performance.
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A key parameter in business decisions is the choice of the timing to

launch a new product, which defines the interval between the previous

successful new product and next new product (t). A long t is risky,

whereas a small t incurs unnecessary costs, with competitors being the

point of reference.

However, the low market effect can often be caused by various factors

such as internalisation, long-term agreements, patent protection, and

regulation. In such instances, other orientations rather than

marketing may be appropriate and sustainable. When the market effect

evolves, the timing of orientation transformation is essential. "Being

too far ahead of your time can have just as serious commercial

consequences as being far too late" (McIver and Naylor 1980).

In the UK the tendency for corporate direct control to exert a

negative influence on marketing orientation implies the need for a

wider business perspective. This requires consideration of the

relative effect of centralisation or decentralisation. Seemingly there

is a trade-off between the pursuit of a global strategy and the

marketing orientation of the business units from a viewpoint of

corporate centres.

In the Chinese sample, there is a clear indication of the impact of

marketing knowledge on the exercise of marketing orientation. Given

the low extent of marketing orientation and poor financial performance

in small enterprises of both countries, promotion of business

education appears important in both countries. Furthermore, since

there is a high proportion of managing directors with non-marketing
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backgrounds in both countries, business education may help to limit

the effect of a narrow business perspective resulting from their

specialties.

Considering the substantial markets and supply shortages in China,

production and sales orientations can often be sufficient for an

enterprise to develop. With the general inadequacy of product quality

an enterprise can often secure a competitive edge by improving product

quality, which can be seen as a special case of marketing orientation.

However, marketing orientation becomes more important for the

enterprises whose markets are becoming increasingly competitive,

including small state-owned and non-state-owned enterprises and those

which involve international businesses.

The past lessons of success and failure in Western companies should be

carefully studied by Chinese enterprises which are exposed to a

similar environment. As Buzzell (1968) has suggested in an analogous

case:

"If products are in different stages of their life cycles in

different countries, then it is tempting to conclude that

marketing strategies used in the past in the more 'advanced'

countries should be used in other 'follower' nations. There is

some evidence to support this conclusion."

Nevertheless, the market 'evolution' in China has undergone a

different route from that in the West. In many industries and markets,
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as indicated previously, the business environments are fairly

comparable between China and Western countries. Hence, recent

marketing and managerial principles and techniques in the West can be

also useful and applicable.

7.5 RESEARCH IMPLICATIONS

A number of Western academics have pursued theoretical and interview-

based studies on marketing in China since the economic reform.

However, hitherto little survey research has been undertaken

concerning marketing-related activities in China.

As such, this study may have some historic significance in that it may

be the only one that has examined nationally business behaviour,

influences, and attitudes of Chinese enterprises from the perspectives

of 'traditional' Western marketing during the period of the reform.

Furthermore, it seems unlikely that similar research will be

undertaken in China in the near future, because of the difficulties of

access to Chinese enterprises.

The problem of conducting research in China was expressed by Professor

Hans B. Thorelli at Indiana University who has considerable experience

regarding the research issues in China (private correspondence):
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"Having done field research on Chinese consumers, I am aware of

the difficulty of getting access. A number of later invitations

to go to the PRC I have been forced to turn down, as they would

never make a firm commitment to permit research opportunities."

Having categorised enterprises in China, the research has analysed

enterprise behaviour of each type and the problems. In view of the

lack of the systematic research on Chinese market-related behaviour,

this study has laid the foundation for future research in the relevant

field.

The study is also one of the few that have investigated the roles of

the market effect, governmental regulation and corporate centres in

relation to marketing behaviour in the West.

The confirmation of the positive relationship between marketing

behaviour and the market effect in China indicates that Chinese

enterprises have become responsive to markets as a result of the

economic reform. The nature of the embryonic stage of 'marketing

behaviour' in China can help to understand the adoption of marketing

orientation in the West in earlier days.

7.6 METHODOLOGICAL LIMITATIONS

The research project involved a comparison of marketing between the UK

and China, with a postal survey being chosen as the major data-
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collection method. The time limitation of the research and the time-

consuming nature of the Chinese field work require a focus on key

issues which are mainly associated with the context of China.

As such, only those propositions in the model which are related to

China have been closely investigated. Nevertheless other issues

covered in the model are also important and likely to produce

significant results in Western market economies. For instance, in the

research only the direct control effect is included for the sake of

comparison. However, the impact of indirect corporate control is

obviously a significant factor shaping company behaviour in Western

countries.

In the study self-report measurements are used to identify

relationships between behaviour and environment proposed in the

research. In general, two criteria can be used to assess whether a

measurement is good or not: reliability and validity (Hughes 1974, p.

3-37).

"Reliability is the property of producing consistent results when

certain research methods are repeated" (Luck and Rubin 1987, p. 147).

Presumably, repeating similar research is extremely difficult, if it

is not impossible, as mentioned above. However, the appearance of

similar structural patterns in principal component analysis between

two samples demonstrates somewhat indirectly the reliability of

measurements.
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Validity is the property reflecting 'accuracy' of a measurement: "An

instrument is valid when it measures what is supposed to measure"

(Hughes 1974, p. 3-37). In the situation of attitude measurement,

"since attitudes are elusive, attitude-scale validation is difficult"

(ibid). Hence, the issue of validity in the study needs to be further

discussed.

There are two sources of measurement problems: respondent-associated

errors and instrument-associated errors (Luck and Rubin 1987, pp. 148-

149). Since the questionnaires used in both the UK and China have been

carefully tested, the instrument-associated errors may be limited.

In general, there are three situations where respondent-associated

errors may occur:

1. Respondents may have insufficient knowledge of the question. This

may happen particularly in the Chinese questionnaire because a number

of respondents were neither managing/vice-managing directors nor sales

managers. However, these non-managing-director respondents had certain

responsibilities such as being in charge of engineering/technology,

accounting and finance, and thus supposedly were, more or less,

knowledgeable about their enterprises. Therefore, the problem may not

be severe. In addition, in several cases, the responses to the

questionnaire has involved a number of functional departments such as

planning and sales/supply departments, which held the necessary

information.
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2. "Respondents may understand the question, may wish to answer, but

may not remember the necessary information" (Luck and Rubin 1987, pp.

148-149). The problem did not appear significant in the study in that

the completion rate in the UK sample was 97.5-100% (average=99.8%) and

in the Chinese sample was 92.5-100% (average =97.1%). These

satisfactory completion rates reflect the care taken in survey design,

question wording and pre-testing. Moreover, as they dealt with

fundamental strategic and operating matters, the knowledge required to

respond adequately would be possessed by the key respondents (CEOs and

marketing directors). When this knowledge was not immediately

available, the survey was forwarded to those possessing it - this was

particularly true in the case of China.

3. "Respondents may understand the question, have the information, yet

be reluctant to give it; sometimes personal information must be

obtained and the tendency may be to refuse to answer" (Luck and Rubin

1987, pp. 148-149). A similar situation to this problem is that there

is some concern over confidentiality in some UK sample companies, and

a number of them refused to answer the questionnaire. Nevertheless,

the questions in the study are mainly concerned with general business

activities and environments, and confidentiality has been guaranteed.

Therefore, the problem does not appear to affect the validity of

measurements seriously.

There may be an additional problem in the measurement of marketing

behaviour, which is particularly associated with this research.
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In China, many people are inclined to overestimate what they visualise

to be good. Additionally, 'market orientation' has been widely

advocated, by broadcasting media in China in the last few years.

Therefore, the absolute measurement of marketing behaviour in the

Chinese questionnaire might have been overestimated, to some degree.

Measurement in the UK sample might also have been affected in a

similar manner.

However, the potential effect has been taken into account by taking

the following steps in the research: the absolute measurement has

mainly been used to identify the relationships, and the quantity of

behaviour was measured in relative measurement.

Generally, absolute measurement is more appropriate for the

identification of relationships among research subjects, for it

conceptually includes the whole score range of a scale. Meanwhile, the

relationships may not be affected significantly by overestimation

since the effect is proportional among the relevant research subjects.

Relative measurement (a nominal scale) is less influenced by the

effect of overestimation because of the nature of the measurement.

In the last few years, many Chinese enterprises have been very

concerned about the economic reform and the weight given to their own

opinions. This has been reflected by many letters attached to the

returned questionnaires. Moreover, the questionnaire itself aroused a

great interest of many Chinese respondents, and thus they have

answered the questions willingly. This may be helpful in inspiring

truthfulness in their responses.
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Given the broad nature of the measures of marketing-related

activities, it remains somewhat difficult to draw fine distinctions

between Chinese and UK enterprises. For instance, many enterprises

claimed to have undertaken research of 'distribution channel',

'advertising', and 'market share analysis'. However, how the research

activities have been carried out and to what extent they have differed

from those conducted in Western companies are unclear.

As demonstrated previously, the Chinese sample is biased towards

developed regions. The market system in regions such as Northeast and

East China is more developed, and managing directors in Northeast

China are more knowledgeable about marketing.

7.7 RESEARCH EXTENSIONS

How long it will take for the market system to be further developed in

China and what route the Chinese government will undertake is still a

moot question. Thus it is pointless to proceed with an in-depth

discussion of theoretical issues at this stage. The rest of this

section will, therefore, mainly concentrates on potential research

extensions within the domain of the UK or other Western countries.

About 83% of the UK sample companies claimed that their corporate

policy reflected marketing orientation. Nevertheless, about 57% of

them (about 46% of the total sample companies) considered that their

implementation of marketing orientation had reached a high level.
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Furthermore, only about 36% of the sample companies laid a dominant

emphasis on marketing orientation, although 60% of the companies

regarded marketing orientation as most suitable for their business

development in the near future.

Since marketing orientation is desired, why have the companies not

adopted it? How can the non-marketing orientated companies intending

to become marketing-orientated achieve this? And how can the companies

overcome the barriers to marketing orientation?

A research project further exploring the implementation of marketing

orientation may cover the following derived questions:

(1) What are the major common constraints on marketing orientation?

How do they inhibit the transformation of marketing orientation?

Theoretically a number of constraints to marketing orientation have

been proposed by Stampl (1978, 1983). Nevertheless, research is needed

to identify further and test the constraints empirically, and thus to

construct a theory which may serve as a guideline for practical

action.

For instance, 24% of the UK companies claimed that they had difficulty

in coordination among different functional departments. Is it

essential? To what extent is such obstacle influential? Is it true

that Japanese companies have less problems in coordination because of

their cultural traits?
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(2) Are these constraints surmountable? If so, how? How can marketing

orientation be effectively implemented? How many successful

implementation strategies could be identified empirically and

theoretically?

It has been found that most of the largest UK companies see

'marketing' as a set of functional activities which are separate from

other functional ones (Witcher 1990). What are the main reasons? How

does it affect the exercise of marketing orientation in the companies?

(3) What positive and negative effects can top management have on

marketing orientation? How does corporate culture affect it? How can a

favourable corporate culture be cultivated?

Corporate centres in UK companies have been shown in this study to

exert a significant indirect influence on business units. Is the

influence negative or positive on the adoption of marketing

orientation? What type of managerial system is suitable for the

exercise of marketing orientation?

(4) What measurements of marketing performance should be used for the

development of marketing orientation? What are the inherent

relationships between the different measurements?

Both UK and USA academics have asserted that the present performance-

measurement system tends to foster the short-term profit drive, which

encourages cost-cutting and risk-averse behaviour (Doyle 1987; Hayes

and Abernathy 1980; Riesz 1980; Aaker 1989). To what extent is this
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true? What measurements can be developed to encourage marketing

orientation?

(5) How is new product development related to the process of marketing

orientation? How is the time dimension of new product development

linked to marketing orientation?

In many companies the practice of marketing orientation appears to be

cyclical. The timing of new product introduction could be a crucial

parameter. How is this related to business orientation and outcomes?

Stalk and Hout (1990) have suggested that first or fast innovators

tend to outperform competitors.

(6) What are the relationships between national culture and marketing

behaviour? The social-cultural factors may affect companies' attitudes

towards marketing and the spirit of innovation.

It has been recognised that since the later nineteenth century, the

formation of new values has restrained "the cultural revolution of

industrialism", which "lies at the heart of both the achievements and

the failures of modern British history" (Wiener 1981, pp. 157-158).

Insufficient management education in the UK, compared with that in

Germany, America, and Japan (Moore 1986), is an indication of the

limited cultural adaptability (Locke 1989).

Marketing orientation needs the coordination among different

functional departments. The group-orientated Japanese culture may

316



help. In contrast, the individualism-based Western cultures may cause

some difficulty, as a number of the UK companies claimed in the study.

There is some research pertaining to the relationships of national

culture with management styles, organisation, and economic growth (See

Hofstede and Bond 1988). Some of these measures may be borrowed to

look into the issues in marketing.

(7) What are the relationships between marketing orientation and other

orientations such as production and product? When is marketing

production more appropriate and when are others?

The relationships between marketing orientation and other orientations

have been left out unexplored, despite their fundamental nature, in

the marketing discipline.

The current study has attempted to raise and clarify the questions of

'why' and 'when' a company should be marketing orientated. The

proposed work could primarily explore how a company can identify and

overcome the barriers to marketing orientation.

The research will be confined within a few industries to be selected

based on distinctive technological characteristics. At the initial

stage the case study method will be used to pre-test and construct the

propositions along the dimensions addressed above. In-depth interviews

will involve the managing director and the related functional

departments such as personnel, marketing, engineering, and finance
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within the firm. A semi-structured questionnaire will be used in the

interviews.

A postal survey may be used later on to test the propositions to be

developed from the case study. Considering that marketing orientation

is one form of competitive behaviour, the survey will be conducted in

a cross-culture setting, where the suitability of marketing

orientation is better evaluated.
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APPENDIX 81: QUESTIONNAIRE USED IN CHINA

MARKETING QUESTIONNAIRE

1. In the following questions, please tick one proper answer for
each question unless otherwise instructed, e.g 	

2. Please circle one number for those questions which have code
numbers.

I. GENERAL MANAGEMENT AND MARKETING

1.1a. Who is responsible for marketing in your enterprise?

1. None	 	  4. Deputy Manager/Director 	
2. Managing Director 	  5. Other Manager/Director 	
3. Marketing Manager 	  6. Others (Please specify)

b. How much influence does the above-mentioned person have on product
improvement and new product development?

No influence	 1 2 3 4 5	 Complete decision	 [ ]

1.2a. The principal background of your managing director is:

1. Engineering/Technology 	  5. Sales and purchase 	
2. Manufacturing	 	  6. Personnel
3. Finance and accounting 	 7. Statistics
4. Logistics	 	  8. General

b. Which of the following areas takes up most of the time of your
managing director?

1. Marketing and sales 	 	  2. Purchasing	 ]
3. Finance and accounting 	  4. Problems of employees
5. Manufacturing	 	  6. Public relations
7. Personnel	 	  8. Others (Please specify)

9. Not applicable

1.3a. To what extent does your company carry out marketing research?

We carry out hardly	 We carry out a very great
any marketing research	 deal of marketing research

1	 2	 3	 4	 5

]
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E. Direct mail
F. Outdoor
G. Others (Specify)

A. Newspaper
B. Television
C. Radio
D. Magazines

b. Which of the following marketing research activities has your
enterprise been engaged in: (Please tick as many as apply)

1. Advertising [ ] 6. Short-range forecasting [ ]
2.	 Pricing [ ] 7. Long-range forecasting [ ]
3. Market share analysis [ ] 8. New product acceptance [ ]
4. Packaging [ ] 9. Market potential [ ]
5. Promotion [ ] 10. Distribution channel [ ]

11. Others	 (specify) [ ]

c. To what extent do you carry out marketing research in advance of
product improvement and new product development in the last 5 years?

Not at all	 1	 2	 3	 4	 5	 A very great deal

d. In what ways does your enterprise carry out marketing research?
(Please tick as many as apply)

Yes	 No
1. Using full-time employees 	
2. Using part-time employees 	
3. Using outsiders
4. Others (Please specify) 	

1.4. The present corporate objectives of your enterprise are: (if more
than one, please put the three most important ones in rank order)

a. Enlarge production capacity
	

b. Increase profits
c. Develop new products/markets 	 	 d. Reduce cost
e. Improve product quality
	

f. Increase turnover
g. Increase market share
	

h. Acquire new supplies 	
i. Upgrade enterprise
	
	  j. Develop long-term

k. Others (Please specify)
	

supply contracts

1.5a. Have you used advertising to promote your product in the last 3
years?

Yes 	  (Please answer b).	 No 	  (Please go to c)

b. What media have you used for your advertising? (tick as many as
possible).

C. If you have not used advertising in the last 3 years, the reason is:
(If more than one, please put in rank order)

a. Lack of funds
b. Products readily sold without advertising 	
c. Not cost effective
d. Others (Please specify) 	
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1.6. How important is personal selling to increase your turnover?

Not at all important	 1	 2	 3	 4	 5	 Very important

1.7. In the past 3 years, what percentage of your products have
been improved (Improved products/Total products)? (%)

10 or less 11-20 21-30 31-40 41-50 51-60 61-70 71-80 81-100

1.8a. In the past 3 years, what percentage of new products (including
failed new products in markets) has your enterprise developed
(New products/Total products)?

10 or less 11-20 21-30 31-40 41-50 51-60 61-70 71-80 81-100

b. How important do you think it is to develop new products for
your enterprise?

Not at all important	 1	 2	 3	 4	 5	 Very important

c. What problems do you find in developing new products? (If more
than one, please put the three most important ones in rank order)

a. Lack of funds
b. Lack of R & D strength and conditions
c. Lack of marketing research skills
d. Lack of ideas
e. Not enough enterprise benefits
f. We don't need new products to increase our profits
g. Too risky
h. Others	 (Please specify)

1.9.	 In the past 3 years, what investment has your enterprise made?

Your enterprise has:

1. Not made any investment [ ]
2. Upgraded plant and equipment [ ]
3. Developed new products [ ]
4. Increased production capacity [ ]
5. Developed integration, merger, and acquisition [ ]
6. Others (Please specify) [ ]

1.10. Given funds, would you prefer to: 	 (Please tick one)

a. Upgrade plant and equipment [ ]
b. Develop new product
c.	 Increase production capacity
d. Increase advertising budget
e.	 Increase sales promotion budget
f.	 Increase employee's welfare
g. Others	 (Please specify)
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1.11a. To what extent do you agree with the statement "identify customer
needs and wants and follow them to make products rather than hard
sell what you can make"?

1. Strongly disagree
2. Disagree
3. Uncertain
4. Agree
5. Strongly agree

b. If your choice in question 1.11a is 4 or 5, how successful have you
been in implementing it?

Not	 Very
successful	 1	 2	 3	 4	 5	 successful

c. If you are not successful, i.e. your choice in question b is 1-3,
what have been major difficulties? (If more than one, please put the
three most important ones into rank order)

1. Don't know how to implement it [ ]
2. Lack of funds [ ]
3. Not enough time [ ]
4. Not enough support from other key persons [ ]
5. It is difficult to coordinate other functions [ ]
6. Others (specify) [ ]

d. If your choice in question 1.11a is 1 or 2, what are reasons: (If
more than one, please put in rank order)

a. Too high costs [ ]
b.
c.

What we produce can be easily sold [ ]
It is not best approach for our enterprise development

d. Others (Please elaborate)

1.12. Considering the following statements:

A = Concentrate on reducing costs, achieving high efficiency, and
enlarging production capacity.

B = Make products with good quality and feature and improve
them over time and then try to sell them.

C = Concentrate on promoting and selling what we have already
produced

D = Identify changing customer wants and develop products to well
serve them.

E = Focus on developing and adopting new technology.

(i) Which one can best describe what your company has done in the last
two years? (tick one letter)

ABCD	 E	 [ ]
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(ii) Which one is more suitable for your company future development?

ABCDE

1.13 To what extent do you identify your customers?

1. We clearly define particular customer needs and
develop particular products for them.

2. We don't segment the market very effectively.

3. We don't distinguish market - we sell to everyone.

1.14a. What is the extent of formal marketing planning?

Not at all	 1	 2	 3	 4	 5	 Completely

b. What principal contents does your marketing plan cover?
(Please tick as many as apply)

[ 1

1.	 Sales volume goals	 [	 ]	 2. Market share goals [ ]
3. Profit goals	 [	 ]	 4. Target market [ ]
5.	 Product line	 [	 ]	 6.	 Price [ ]
7. Distribution channel 	 [	 ]	 8. Sales force [ ]
9. Advertising	 [	 ] 10. Product service [ ]
11. Action programs	 [	 ] 12. Controls [ ]
13. Others (Please specify) [ ]

c. If you have a formal marketing plan, how effective do you
think this plan is?

Not effective at all	 1	 2	 3	 4	 5	 Very effective [ ]

1.15a. What effort does your enterprise make to measure the cost-
effectiveness of marketing expenditures?

No effort at all	 1	 2	 3	 4	 5	 Substantial effort

b. Compared with that in 1987, your marketing expenditure in 1988
has been:

[ ]

1. Increased	 2. Decreased
3. Unchanged 	  4. Unknown

1.16a. How many salesmen are there in your enterprise?

b. Compared with those in 1987, your salesmen have been:

1. Increased	 2. Decreased
3. Unchanged 	  4. Unknown

1.17. Does your management receive current sales and market information?

Not at all	 1	 2	 3	 4	 5	 Highly current
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1.18. To what extent do you	 Not at all	 Completely
understand your competitors?
(methods, ability, strategies)
	

1	 2	 3	 4	 5	 [ ]

II. MARKET EFFECT

2.1a. In your major product market,	 Extreme	 Excessive
the general situation is one of: 	 shortage	 supply

1	 2	 3	 4	 5	 [ ]

b. How do substitutes influence
the sales of your major product?

	

No	 Serious
influence	 influence

	

1	 2	 3	 4	 5	 [ ]

c. To what extent do potential 	 No	 Serious
new competitors threaten	 threat	 threat
your major product?	 1 2	 3	 4	 5

d. What is the intensity of 	 Very	 Very
competition for your	 weak	 tough
major product?	 1	 2	 3	 4	 5

e. How do you perceive the threat 	 No	 Serious
of present competition to your 	 threat	 threat
enterprise survival?	 1	 2	 3	 4	 5

f. The future competition for your major product tends to be?

1. Intensifying
	

3. Stable
2. Weakening
	

4. Unknown

g. Your major product is:

1. In a growing market	 	  3. In a stable market 	
2. In a declining market 	  4. Unknown

h. The market share of your major product is:

1. Increasing
	

3. Stable
2. Decreasing
	

4. Unknown

i. Number of competitors:

5 or less 6-30 31-100 101-1000 over 1000

Don't know

2.2a. In your major supply market for	 Extreme	 Excessive
raw material or component, the	 shortage	 supply
general situation is one of:	 1	 2	 3	 4	 5	 [ ]

b. If your choice in question 2.2a is 1 or 2, the major supply market
tends to be:

1. Further shortage
	

4. Less shortage
2. Stable
	

5. Excessive
6. Unknown
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c. How easy is it for your
	

Very
	

Extremely
enterprise to buy your
	

easy
	

difficult
major raw material?
	

12
	
345 	 [ ]

III. CONTROL EFFECT

3.1. To what degree are you influenced
by government in running your
business?

3.2. To what extent is your production
controlled by compulsory plan?

3.4. To what extent is your major supply
controlled by compulsory plan?

3.6. To what extent is your sales
controlled by compulsory plan?

	

No	 Major

	

influence	 influence

	

1	 2	 3	 4	 5	 [II

	

No control	 Completely

	

at all	 controlled

	

1	 2	 3	 4	 5	 [ ]

No control	 Completely
at all	 controlled

1	 2	 3	 4	 5	 [ ]

No control	 Completely
at all	 controlled
1234 	 5	 [ ]

3.7. What percentage of your major product was sold by your enterprise in
1988: (%)

5 or less 6-20 21-50 51-80 81-100
[
	

]

3.8. The products which will be sold by your enterprise tend to be:

1. Decreasing	 3. Increasing
2. Unchanged	 4. Unknown

3.9. To what extent are there pricing control for your major product?

(1). In terms of the number proportion of physical goods
(Number of product controlled/Total product) %

10 or less 11-20 21-30 31-40 41-50 51-60 61-70 71-80 81-100

(ii). In terms of the sales proportion of the product
(Sales of product controlled/Total sales of product) %

10 or less 11-20 21-30 31-40 41-50 51-60 61-70 71-80 81-100

3.10. The price set by the State
for your major product is:

Very low	 Very high
1	 2	 3	 4	 5	 [ ]

3.11. Compared with that in 1987, the range of State pricing in 1988
were:

Fixed price	 Guiding price

[	 ]1. Reduced
2. Unchanged
3. Increased
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3.12. The proportion of State pricing in future tends to be:

1. Decreasing
2. Unchanged
3. Increasing
4. Unknown

Fixed price	 Guiding price

[ ]	 [	 ]

3.13a. Is there a budget level above which your investment decision have
to be made by higher organization?

Yes.	 (Please answer following 	 questions)
No.	 (Please go to question 3.14)

b. Below the budget investment level, 	 No
to what degree is your investment	 influence

[ ]

Complete
control

decision influenced by government?

c. Above budget investment level,
to what degree do you have an

1	 2

No
influence

3 4	 5

Complete
control

[II

influence on investment decision? 1	 2 3 4	 5 [ ]

3.14. To what degree can you decide Not at all Completely
on how to use retained profit? 1	 2 3 4	 5	 [ ]

3.15. The fund of new product development of the retained profit in
1988 was:

1.
2.
3.
4.

(%)

Under 10 5.	 41 - 50 [ ]
10 - 20 6.	 51 - 60
21 - 30 7.	 61 - 70
31 - 40 8. Above 70

IV. COMBINED EFFECT

4.1. Have you achieved any kind of integration, merger, and acquisition:

	

Yes 	  (Please answer question A)

	

No 	  (Please go to question 4.2)

A. What kinds: (Please tick as many as apply)

al. With raw material suppliers
a2. With wholesalers or retailers
a3. With competitors
a4. With the enterprises which are

unrelated with current business

bl. With the enterprises which are of
the same ownership types

b2. With the enterprises which are of different
ownership types (Please specify)
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4.2. Has your enterprise been authorized to directly do business
with foreign companies?

	

Yes 	  (Please answer A)

	

No 	  (Please go to question 4.3)

4.2.1. Not enough international market information
4.2.2. Incomplete authority in delegation
4.2.3. Availability of high quality raw material

Poor cost and4.2.4. efficiency position

4.3. What is your attitude towards the government control in the
following aspects?

The following number indicate:

[	 ]
[	 ]
[	 ]

A. If yes, what problems do you find: (If more than one, please
put in rank order)

4.2.5. Poor product quality
4.2.6. Too much outside interference and barriers
4.2.7. Others	 (Please specify)

1. We prefer to increase control
2. We prefer to decrease control
3. We prefer to remain unchanged
4. We have no idea

Please tick one number as appropriate in each question:

a. Price control	 1	 2	 3	 4 [ ]
b. Production control	 1	 2	 3	 4 [ ]
c. Supply control	 1	 2	 3	 4 [ ]
d. Sales control	 1	 2	 3	 4 [ ]
e. Investment control	 1	 2	 3	 4 [ ]

4.4. What are the major constraints for your enterprise development:
(Please put the three most important ones in rank order)

a. Funds [ ]
b. Competent managerial staff [ ]
c. Technicians [ ]
d. Capable salespeople
e. Distribution channels
f. Product competitiveness in feature and quality
g. Motivation
h. Availability of raw material
i. Autonomy
j. Others (Please specify) 	

4.5. To what extent has your managing 	 Hardly	 A good knowledge
director been exposed to marketing? 	 1	 2	 3	 4	 5	 [ ]
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V. ENTERPRISE IDENTIFICATION

5.1. Position of respondent:

1. Managing Director 	  2. Marketing Director
3. Marketing Manager 	  4. Other Manager/Director 	
5. Others (Please specify) 	

5.2. Region where the enterprise is located:

1. North China
	

4. Mid-South China
2. Northeast China
	

5. Southwest China
3. East China
	

6. Northwest China

5.3. Industries the enterprise operates in: (If more than one,
please put in sales rank order)

1. 	  2. 	  3. 	 4. 	

5.4. Type of your major product:

1. Industrial goods
2. Consumer goods
3. Industrial service
4. Consumer service
4. Others (Please specify) 	

5.5a. In what year was your major product launched?

b. Has it been improved since it was launched?

Yes 	  (Continue to answer c and d)
No 	  (Go to question 5.6)

c. How many times has it been improved since it was launched?

	  Times.

d. To what extent has it been improved since it was launched?

Very little	 1	 2	 3	 4	 5	 Very much

5.6. Stage of your major product category:

1. Introduction	 2. Early growth
3. Late growth	 4. Early maturity 	
5. Late maturity 	 	 6. Decline
7. Don't know

5.7. Type of enterprise:

a. State-owned	 	  b. Cooperative & joint venture 	
c. City collective	 	  d. Private (individual)
e. Village & town	 	  f. Contracted
g. Leased	 	  h. Shareholder's
i. Others (Please specify)

363



5.8. Number of employees

1. Less than 50
2. 51 -- 200
3. 201 -- 600
4. 601 -- 2,000
5. 2,001 -- 10,000
6. 10,000 -- 50,000
7. 50,000 -- 100,000
8. More than 100,000

5.9. Sales (In 10 thousand unit): V

1. Less than 50
2. 51 - 100
3. 101 - 500
4. 501 - 1000
5. 1001 - 5000
6. More than 5000

5.10. Profit after interest & taxes (In 10 thousand unit): V

1. Less than 50
2. 51 - 100
3. 101 - 500
4. 501 - 1000
5. 1001 - 5000
6. More than 5000

5.11. Percentage of sales exported into other countries: (%)

0	 1-10 11-20 21-30 31-40 41-50 51-60 61-70 71-80 81-100

[	 ]

5.12. How is your financial performance compared with the average for your
industry, in terms of:

(i) Return on Capital

Much worse	 1 2	 3	 4 5	 Much better

(ii) Profit growth

Much worse	 1 2	 3	 4	 5	 Much better

Don't know
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APPENDIX B2: QUESTIONNAIRE USED IN THE UK

MARKETING IN ACTION

This study is intended to compare corporate marketing behaviour in
the U.K., U.S.A., and China. The questionnaire covers measures of
general marketing orientation as well as the impact of market
performance and any regulation or other control.

CONFIDENTIALITY is guaranteed. Summary research results will be fed
back to you. Thank you for your cooperation.

POSITION OF RESPONDENT: 1. Managing Director
2. Marketing Director/Manager
3. Others

(1). IN THE FOLLOWING QUESTIONS WHICH HAVE SCALE NUMBERS, PLEASE
CIRCLE ONE NUMBER UNLESS OTHERWISE INDICATED.

(2). FOR OTHER QUESTIONS, PLEASE TICK ONE ANSWER FOR EACH QUESTION
UNLESS OTHERWISE INSTRUCTED.

GENERAL MANAGEMENT & MARKETING

la. Who is responsible for marketing in your company?

1. Managing Director	 	  3. Sales Manager
2. Marketing Director/Manager 	  4. Others	

b. How much responsibility does the above-mentioned person have for
product improvement and new product development?

No responsibility 	 1 2 3 4 5	 Full responsibility

c. Is the above-mentioned person a member of the following committees
or groups? (Please tick as many as apply)

Yes	 No
1. Executive committee	 [ ]
2. Board of Directors 	 [ ]

2a. To what extent do you carry 	 Not at all	 A great deal
out market research (either
directly or by sub-contracting)?	 1 2 3 4 5	 [ ]

b. In what way(s) does your

1. Using
2. Using
3. Using
4. Buy in

company carry out market research?

full-time employees [
[I

I

]

]

part-time employees
consultants
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individuals (if

ging	 Marketing
ctor	 Director

3. What is the principal background of the key
applicable) in your company?

Chairman	 Mana
of Board	 Dire

1. Engineering
2. Finance/Accounting
3. Manufacturing
4. Marketing
5. Sales
6. Others

]	 [	 ]

4. The present corporate objectives of your company are: (if more than
one, please put the three most important ones in rank order)

A. Increase profits
B. Increase turnover
C. Develop new products
D. Diversification

E. Increase market share
F. Improve product quality
G. Develop new markets
H. Others

5a. What proportion of your total turnover is accounted for by improved
products in the last 3 years (improved products/total products) (%)?

10 or less 11-30 31-50 51-70 71-100

b. What proportion of new products has been launched in the last 3
years in terms of:

(i) Number of new products/number of total products (%):
(including failed new products in markets)

10 or less 11-30 31-50 51-70 71-100

(ii) Turnover of new products/ turnover of total products (%):

10 or less 11-30 31-50 51-70 71-100
[

c. What problems do you find in developing new products? (If more
than one, please put in rank order)

A. Lack of funds
B. Lack of R & D competence
C. Lack of marketing research skills
D. Not cost effective
E. Too risky

d How important do you think 	 Not at all
	

Very
is it to develop new products 	 important
	

important
for your company survival?	 1 2 3 4 5

6a. To what extent can your company's policy be summarized by "identify
changing customer wants and develop products and services which
match them better than competitors"?

Not at all	 1 2	 3 4 5	 Completely	 [ ]

366



b. If your choice in question 6a is 4 or 5, how successful have you
been in implementing it?

Not successful	 1 2 3 4 5	 Very successful

c. What have been the major difficulties in implementing the policy?
(If more than one, please put in rank order).

1. Not enough time
2. It is difficult to coordinate other functions
3. Margins are too low.
4. Constrained by existing technology
5. Do not know how to effectively implement it
6. Others

7a. Which one of the following statements can best describe what your
company has actually done in the last two years? (Tick one letter)

A	 BCDE	 t ]
Where:

A = Concentrate on reducing costs, achieving high production efficiency
and productivity, and increasing production capacity.

B = Make products with good quality and features and improve them over
time and then try to sell them.

C = Concentrate on promoting and selling what we can make.

D = Identify changing customer wants and develop products to serve them
better than competitors.

E = Identify the closest rivals, learn their strengths and weaknesses,
and forecast their behaviour and develop marketing strategies to
capitalize on their weaknesses.

b. Which one of the above statements do you think will be most suitable
for your company development over the next two years?

ABCDE	 [ I

8. To what extent does your company coordinate the activities of the
marketing department with the activities of other department?

Not at all	 1 2 3 4 5	 A very great deal	 [ ]

9a. What is the extent of	 No plan	 A detailed

formal corporate	 at all	 written plan

planning?	 1	 2	 3	 4	 5	 1 ]

b. Does your corporate plan involve identifying targeted customer
groups and products to be supplied to them?

Yes
	

No	 1 ]

10a. What is the extent of formal
marketing planning?

	

No plan	 A detailed

	

at all	 written plan
1	 2	 3	 4	 5	 1]
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b. To what extent is your managing director involved in the
formulation of marketing plan?

Not at all	 1	 2	 3	 4	 5	 Completely

c. To what extent does your company develop different marketing
plans for different segments of the market?

Not at all	 1	 2	 3	 4	 5	 Completely

THE COMPANY MARKETS

lla. The overall supply situation 	 Extreme	 Excessive
in your major product market 	 shortage	 supply
is one of:	 1	 2	 3	 4	 5	 [ 1

b. How do you perceive the threat	 No	 Very
of present competition to your	 threat	 serious
company's survival?	 1 2	 3	 4	 5

	
[

c. Your major product is in:

1. A growing market
	

3. A stable market	 [
2. A declining market 	  4. Unknown

12. In your major supply market for	 Extreme	 Excessive
raw material or components, the	 shortage	 supply
general situation is one of: 	 1	 2	 3	 4	 5	 [ ]

NATIONAL & CORPORATE POLICY

ANSWER QUESTIONS BELOW (13-14) FOR YOUR OWN BUSINESS UNIT (BU) 
IF APPROPRIATE OR ELSE IN TERMS OF CORPORATE POLICY:

13a. To what degree is the BU's	 No	 Major
investment decisions 	 influence	 influence
influenced by Government.	 1 2 3 4 5	 [ 1

b. To what extent is the BU 	 No	 Major
influenced by the corporate 	 influence	 influence
headquarters.	 1	 2	 3	 4	 5	 [ [

c. To what degree is the BU's	 Not controlled	 Completely
production planning controlled 	 at all	 controlled
by the corporate headquarters?	 1 2	 3 4 5	 [ 1

d. To what degree are the BU's	 Not controlled	 Completely
raw materials allocated by	 at all	 controlled
the corporate headquarters?	 1 2	 3	 4	 5	 [ [

e. To what degree is the BU
influenced by the corporate 	 Not controlled	 Completely
headquarters in the choice of	 at all	 controlled
the markets or customers?	 1 2 3 4 5	 [
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f. To what extent is there pricing
control by the corporate	 Not controlled	 Completely
headquarters for the BU's major	 at all	 controlled
product?	 1 2	 3	 4	 5	 [

14a. Is there a budget level above which the investment decisions of the
BB have to be made by your corporate headquarters?

	

Yes (Please continue to answer following questions)
	

[
No (Please skip to question 15)

b. Below the budget investment level, to what degree is the BU's
investment decision influenced by the corporate headquarters?

No	 Complete
influence	 1 2 3 4 5	 control

c. Above the budget investment level, to what degree does the BD
have any influence on investment decision?

No	 Complete
influence	 1 2	 3 4 5	 influence	 [

15. What are your major constraints for your business development:
(Please put the three most important ones in rank order)

A. Funds
	 [

B. Product/technical innovation
C. Product competitiveness in feature and quality 	
D. Availability of raw material
E. Marketing & sales
	 [

F. Poor cost and efficiency position

COMPANY INDENT I I CAT I ON

16a. Type of your major product:

1. Industrial goods
	 2. Industrial service
	 [

3. Consumer goods
	 4. Consumer service

5. Retail/wholesale

b. Sales (in E million units):

1. Less than	 1	 	  5. 100 -- 249
2. 1 -- 9	 	 	 6. 250 -- 499
3. 10 -- 49	 7. 500 or more
4. 50 -- 99

c. How does your financial performance compares with the average for
your industry, in terms of:

(i). Return on Capital

Much worse	 1 2	 3 4 5	 Much better
	

[

(ii). Profit Growth

Much worse	 1 2	 3 4 5	 Much better
	

[
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(4.3)
P
Ea2 kj = 1

k=1

or a'a = I

APPENDIX B3: MATHEMATICAL PRESENTATION OF RATIONALE OF

PRINCIPAL COMPONENT ANALYSIS

The rationale of PCA can be enunciated in the following mathematical

terms
1

.

We assume X' = [X1, X2, ..., Xp] to be a p-dimensional random variable

with mean p and covariance matrix E. The problem of PCA is attempting

to find a new set of variables (principal components), Y1, Y2, ...,

Y
P' 

which are uncorrelated and present a decreasing order of their

variances. Each YJ. can be expressed as a linear combination of X:

(4.1)
	

Yj = aj1X 1 + aj2X2 + ... + ajOp = aj'X

or	 Y = a' X

where a'j = [aij, a2j, ... apj] is a row vector of constants. Then, we

impose the condition that the Y's are uncorrelated, namely the

orthogonality condition:

whereIis the identity matrix, namelyapxpmatrix with unity on

the diagonals and zeros elsewhere.

1	
This part is mainly based on Kendall (1975) and Chatfield and
Collins (1980), unless it is otherwise referenced.
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The first principal component is derived by choosing al so that Yl

has the largest variance, that is, the choice of al will maximise the

variance of a'1X which is subject to the constraint that a'a = I. The

second principal component is decided by choosing a2 so that Y2 has

the largest variance for all combinations of the form of equation 4.1

which are uncorrelated with Yl. Likewise, Y3, ... Yp are so derived

that they are uncorrelated and have diminishing variance.

In finding the first component, al is so chosen that the variance of

Yl is maximised, which is subject to the orthogonality condition a'a =

I. Because

(4.3)	 E(Y) = alp

(4.4)	 E = E[(X - p)(X - p)']
= E[XX'] - pp'

With equation 4.1, 4.3, and 4.4, we derive the objective function

(4.5)	 Var (Y1) =	 - E(Y1)12]
= E[{a1 1 (X - p)1']
= E[a1 1 (X - p)(X - p)'al]
= - p)(X - pr]al
= al'Eal

To maximise the variance, the method of Lagrange multipliers is used,

which is the standard procedure for maximising a function of multiple

variables with one or more constraints. We need to find the stationary

value of equation 4.5 which is subject to the condition al'al = I. we

form a new function

L(al) = al'Eal - T(al'al - 1)

where T is the Lagrange multiplier. To find the stationary points, we

have
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(4.6)	 = 2Ea1 - 2Ta1 = 0
dal

that is

(4.7)	 (E - TI)al = 0

If equation 4.7 has a solution for al, instead of the null vector, (E

- TI) has to be a singular matrix, namely

IE	 Til = 0

In the equation, T, a non-zero solution for equation 4.7, is an

eigenvalue of E. Since

Var (al l X) = al'Eal
= aliTIal
= T

and we want to maximise this variance, the largest eigenvalue T is

chosen as Ti. Then eigenvector al can be derived from equation 4.7.

For the second principal component (Y2 = a2 1 X), there are two

constraining conditions: (1) orthogonality (a2 1 a2 = 1) and (2) no

correlation between Yl and Y2. We have

(4.8)	 Coy (Y2, Yl) = Coy (a2 1 X, a11X)
= E[a2 1 (X - p)(X - pral]
= a21Eal

This should be zero. From equation 4.6, we know Eal = Tal; thus, the

second constraining condition is equivalent to a2 1 al = 0.

To maximise the variance of Y2, two Lagrange multipliers are needed,

due to the two constraining conditions. The two multipliers will be

denoted by T and (1). We define the function
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L(a2) = a2 1 Ea2 - T(a2 1 a2 - 1) - 0a21al

To find the stationary values, we perform

6L
(4.9)	 -- = 2(E - TI)a2 - Oal = 0

Sa2

We premultiply the equation by al', then we have (note that a2 l al = 0)

2a1'Ea2 - 0 = 0

Since in equation 4.8, we require a2'Ea1 = 0; hence 0 is also zero at

the stationary value(s). Then, equation 4.9 becomes

(E - TI)a2 = 0

namely
	

IE - TII = 0

Similarly, this time the second largest eigenvalue of E is chosen, and

a2 is the corresponding eigenvector.

In a general form, to derive the principal components Y1, Y2, ..., Yp,

which are subject to the constraining conditions, the problem is to

find the required T I S which are the p characteristic roots of

IE - Til = o

The T I S are called the eigenvalues of E; the a's are the corresponding

eigenvectors. The solution of this standard form of equation can be

easily obtained by a computer program (we will see that in the case of

the discriminant function, we will have the same kind of equation).
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APPENDIX B4: MATHEMATICAL PRESENTATION OF PRINCIPLES OF

DISCRIMINANT ANALYSIS

If there are p predictor variables, X1, X2, ..., XP' 
a linear

combination can be expressed as2

Y = viXi + v2X2 + v3 X3 + ... + VbXb

with the unknown coefficients vi, v2, v3, ... V. When there are K
groups with a total of N cases, the F-ratio is used to test the

significance of the overall difference among several group means in

analysis of variance. It thus appears to be an appropriate criterion

for separating groups:

F = MSp/MSw

= SSb/(K-1) / SSw/(N-K)

= SSb/SSw x (N-K)/(K-1)

where MSp and MSw are the between-groups and within-groups mean-

squares respectively, and SSp and SS w the between-groups and within-

groups sums-of-squares respectively. The larger the disparity, the

larger is F. Since the multiplier (N-K)/(K-1) is a constant for any

given problem (where N and K are fixed), it is discarded, resulting in

a revised definition of the F-ratio

T = SSb/SSw

It is called the discriminant criterion. Moreover, because

2
	

The following elucidation of basic principles of discriminant
analysis is based on Tatsuoka (1970, 1971) unless it is further
referenced.
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k _
ss b y lng (Y(g) - V .)2

k
SSw = E (ng - 1)sy

2

g=1

k ng
= E E (Y(g)i - y (g)) 2

rli=1

and

Sy
2 _ 

=1 .2s.2- i	 + 2EEViViriiSiSj,	 1	 l>3

where sy
2 is the standard deviation of Y, si the standard deviation of

Xi, rij is the correlation between Xi and Xj, then the discriminant

criterion T becomes a function of the combining coefficients. The task

of discriminant analysis is that of (1) expressing the discriminant

criterion T as a function of the combining coefficients vl, v2, ... ,

vP' and (2) determining that set of coefficients which maximises 
T by

means of differential calculus.

Expressing the Discriminant Criterion

Assume Xagi to be the Xa (a = 1, 2,... p) of the ith case in the gth

group (g = 1, 2, ..., k);

Xag be the Xa-mean of the gth group

and
	

ia, the grand mean of Xa

let
	

V 1 = [ vi, v2, ..., vp]

X'gi = [Xigi, X2g1, ... Xpgi]

Xi g = [ilg, i2g, ..., ipg], ki = [il , ... Rp]
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Then we have

Ygi = v'Xgi

Yg = v'Xg

and
	

-17 = v'X

Further, we defineapxNmatrix

X ' [ X11 X12 --- Xln l 1 ... 1 Xki ... Xknk]

where N = nl + ... + nk is the total sample size.

Next, we define a row vector

Yl g ' [Y 1, Yl, --- Y1. '-'2 . --- Y2. --- 1-1c. Yk. --- Yk]

(nl elements) (n2 elements)	 (nk elements)

and correspondingly,aNxpmatrix

Xg. = [X1X1 ... X1 1 X2 ... X2 1 •.. I Xk ...Xk]

(n1 columns) (n2 columns)	 (nk columns)

Finally, let

Y' = [Y, Y, Y, ... Y]

N repeated entries
and

X.. = [ i1 -01 	  IX]

N repeated columns

From the above, we have

Y' = v'X

Y'g = %Pig.

and
	

Y' = vii..
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or

Where

Thus
SSw = (Y - Vg)'(Y - Vg)

= (yi _ yi g )(yi _ yug)i

where

= (v'X - v'Xg.)(v'X - v'Xg.)'

= [v'(X - X9 .)][v 1 (X -

= v'[(X - Xg.)(X - Xg.)']v

= v'Wv

W = (X - -ig.)(X -

isapxpmatrix whose diagonal elements are equal to

k n
E Eg (Xagi - iag)2

g=1i=1

and off-diagonal elements are

k na
E r(Xagi - Xag)(Xogi - ipg)

g=li=1

(a = 1,2,..., p; 0 = 1,2, ..., P)

Thus W is called the within-groups sums-of-squares-and-cross-products

matrix, or within-groups SSCP matrix.

In the same way, the between-groups sum-of-squares SSb can be

expressed as

SSb = (Yg - Y) 1 (Yg - Y)

. (ii, g _ Ip)(y, g _ v,),

= (v'ig. - v'X..)(v'Xg. - viii..)'

= [ ( 1/ 1 (Xg. - X..)][(v1(Xg. - X..)]'

= v'[(Xg . - .i..)(ig. -

SSb = v'Bv

B = (Xg. - X..)(ig. - -i..)1
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isapxpmatrix with the between-groups sums-of-squares of Xa,

k
beta = Eng(Xaa - Xa)2

g= 1	 '

as the diagonal elements, and the between-groups sum-of-cross--

products,

k _ 	 _ 	 _
bap =gEn1g(Xag - Xa)(X fig - X0)

(a = 1,2,..., p; p = 1,2, ..., p)

as the (a, p)-element. B is called the between-groups SSCP matrix.

Maximising the Discriminant Criterion

Using the expressions of the within-groups and between-groups sums-of-

square, we are able to express the discriminant criterion as a

function of the unknown combining coefficients:

SSb	 v'Bv
-

SSw	 v'Wv

Now the next task in discriminant analysis is to determine the set of

coefficients which maximises the discriminant criterion. This is

undertaken by taking the partial derivative of T about each component

vi of v and setting the result equal to zero:

61	 2[(Bv)(v'Wv) - (v'Bv)(Wv)]
	  -o

Sv	 (v'Wv)2

Dividing both numerator and denominator by v'Wv and using the

definition of the discriminant criterion, this equation becomes
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ST	 2(Bv - T WV)

- 	 -o
Sy	v'Wv

that is

(B - T W)V = 0

This may be further transformed as

( W-1B - TI) = 0

provided W is non-singular, i.e. IWI =/= 0 (generally this will be

true). This equation is equivalent to

IA - TII = 0

whereA(standing for W-1B) isapxpmatrix with known elements, v

is an unknown p-dimensional column vector, and T is an unknown scalar.

The equation, as in the case of principal component analysis, can be

easily solved using a computer program.

Extension to Classification Situations

Based on the coefficients v' = [vo, vl, v2, ..., vp], we can compute

the discriminant score for each case:

Yi = v'Xi

Using the discriminant score, we can following a rule to classify

cases into one of the K groups. If the set of statements Gl, G2, ...,

Gk exhausts all the possibilities concerning the group membership of a

case, Bayes' rule can be followed for the classification (Tatsuoka

1971, p. 229), and the technique used in SPSSx package for

discriminant analysis is based on this rule (Norusis 1985). The
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probability that a case with a discriminant score of Y falls into

group K is given by

p ( Gd Yi) -

P(YilGk)P(Gk)

E P(YilGk)P(G k)

where: (1) P(Gk), the prior probability of group membership, is the

probability of a case belonging to group K when it is drawn at random

from a mixed population of all K groups. It can be obtained by several

means. If the sample is regarded as representative of the population,

the observed proportions of cases in each group can be used as

estimates of the prior probabilities (Norusis 1985).

In some studies, even a large sample may result in a small number of

cases in one or more groups, and thus the researchers often choose a

fixed number of cases per group. In this case, the prior probability

of group membership may be obtained from other sources. If there is no

available information about the prior probability of group membership,

or there is the equal likelihook of case belonging to each of the K

groups, equal prior probabilities for all groups may be chosen.

(2) P(YilGk) is called the conditional probability of Yi given group

K, that is, if the case i is assumed to belong to group K, the

probability of the score combination is calculated given the group

membership. It gives an idea of the likelihood that a case with the

score is a member of a particular group.

(3) P(GklYi) denotes the posterior probability. It is the probability

that case i is a member of group K, given that its score combination
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is Vi. It can be calculated from P(YilGk) and P(4) by using Bayes'

rule. A case is assigned to the group for which its posterior

probability P(GklYi) is the largest (Tatsuoka 1971, p. 230).
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APPENDIX B5: INTERVIEW WITH A SWEDISH COMPANY

Interviewee: Development Manager

Interviewer: Hong Liu University of Warwick

Date:	 24 October, 1988

TABLE Profile of the Company

Items	 Characteristics

Type of Major Products	 Factory Automation
Traffic Application

Number of Employees
	

101 -- 500

Turnover (million)
	

£10 -- 49

Profit after Interest and Tax (million)
	

£1 -- 9

Question 1.	 (The definitions of the direct and indirect control

effects have been given) Is the classification of direct and indirect

control valid in the context of your company? Can you depict what

kinds of control are involved in your company in general terms?

Answer:	 My company employs several hundreds of thousands of

employees, and I can of course only talk for what I have seen from my

horizon. There is certainly a very big difference between consumer-and

professional	 electronics businesses, which themselves are not

comparable with whitegoods and lighting.

I will, however, try to give the answers as little bias as possible.

I think your definitions are quite valid.
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In a multinational company with factories in different countries,

there is no chance to be influenced by direct control as you define

it. Simply, information channels and market understanding are too slow

to follow market fluctuations because of the distance from customers

to international upper management. Instead upper management uses

indirect control means such as annual procedures for approval of

investment budgets for development, and also for investments in

production equipment and in the build-up of marketing channels.

There is however little control of the detailed contents of the budget

applications. If a site, like ours, is successful year after year and

if the application is still in the strategic area of the international

business unit (e.g. industrial automation), the applicant is usually

boosted by the fact that he has done the most intelligent analysis of

his activity's situation. This is because he is the one who

understands the business and because it is in his interest to make the

activity grow.

If, on the contrary, a supply centre in a country is less successful

for some time, upper management might take a closer look to find out

if the activity is strategic and should be kept alive in spite of

losses or if the activity should be lowered or closed. Our company

has, I would say, a good will to assist the local centres to find good

solutions; after all, the local plants are their "bread and butter".

Question 2: What impact do you feel direct control or quasi-direct

control has on the company behaviour, such as the company's perception

of competitive threats and the company's commitment to customers?
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Answer:	 Death! Markets are changing so fast that in order to

bring the right products to the market before they become old-

fashioned, development speed is a key issue. Direct control always

slows down as you know.

Question 3: What sort of corporate control do you think has the major

influence on the company orientation? It has been claimed that the

corporate centre set the culture in which lower level mangers propose

and implement strategy. Do you find any evidence in your company

supporting this argument?

Answer:	 Certainly trying to establish a company culture, or

international business unit culture (in case of too diversified

activities in the company) is extremely important. Such a culture may

have a lot of ingredients, from work procedures to the desired image

in the market.

Make extensive use of sweat-shirts, ski-tours, sailing, and so on to

build teams. But most important of all, make people feel motivated to

work long hours.

One important condition to successfully implement a good company

culture is not to change people in key positions too often; my

personal opinion is that a senior director should stay in position

more than four years (but perhaps less than ten). And virtually no

price can be too high to find the right candidate for this job.

Sometimes we fail in this area; it is tempting to give/accept

promotion to/by a good fellow when he appears to be a skilled person.
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Never forget that decisions at senior management level (even if

excellent and accepted) often take several years to give payoff.

Question 4:	 You mentioned that the company used to be product-

oriented, this orientation was somewhat unsuccessful, and the company

should be customer-oriented. It appears that the company also operated

successfully with product orientation for a long time. What factors

have made the product orientation of the company unsatisfactory?

Answer:	 In short, I think the main reason is because the

communication channels have been so much improved.

In the past it was good enough to bring a brown radio with one

loudspeaker to the market in Sweden from a factory in Sweden, in

Germany from a German factory etc. There was not so much international

competition. Products were simple, and any improvement was appreciated

by the customer.

Now, when a global market approach is a necessity to give the

necessary production volumes you need to survive (unless you can ride

on strong patents, cultural or political barriers etc) Swedes will no

more be satisfied with Swedish radios. So many competitors are willing

to supply a lower cost product, or a product that can be supplied in

red-, green-, and white colours and with other options.

If you don't listen extremely carefully to what the customer wishes

and immediately develop a product which both suits him and your own

situation of course, the customer is lost.

Another danger of being too product oriented is that the products will

get a lot of features that might not give any real benefits to the
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customer (development engineers would be more than happy to develop

all sorts of specials, especially if they have invented them

themselves). You then get extra cost that the customer doesn't want to

pay for and the losses are a fact.

Question 5: It seems that your company is still in the process of

changes from product orientation to customer orientation. What do you

think are the major factors inhibiting the change from product

orientation to customer orientation in the company?

Answer: I can think of many, but one worth mentioning is having

considerable more research in a company than the competitors have.

This will lead to advanced products that might come out on the market

before it is developed. An example is the video story where we were

the big innovators, but the Japanese took the market with another,

simpler, system (VHS).

Although we developed the technically best video recording system,

recorders were not used as expected. A video recorder is mainly used

to play-back, not to make recordings. People don't use them for

recording TV programs, they use them for looking at rented movie

tapes.

Another important factor is to have efficient market channels, to be

able to sense what the key market needs, and develop the right

product for that market.
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APPENDIX B6: INTERVIEW WITH A LARGE CORPORATION IN CHINA

Interviewee: Director of Corporation Development

Interviewer: Hong Liu, University of Warwick

Date:	 7 April, 1989

TABLE Profile of the Corporation

Item	 Characteristics

Nature of Ownership	 Shareholder

Type of Major Product 	 Computer System, Instrument,
Satellite TV Reception Technology

Number of Subsidiaries l	30

Number of Employees 2	296

Turnover3	77

Profit after Tax4	4.4

1. Figure for 1989.
2. Figure for 1989. Estimated based on the interview;

excludes subsidiaries.
3. Figure for 1987; Unit: in million yuan.
4. Figure for 1987; Unit: in million yuan.

Question 1:	 How was the company initiated?

Answer:	 The company was founded in 1984. Actuall y the reason was

very simple: at that time numerous influential R&D results were not

properly utilised. Once the results were taken out of laboratories and

the researchers were rewarded, they would be put on shelves. This

happened not only in research institutes but also in universities. No

one considered how to realise the societal and economic values of

research. For instance, for a researcher to be promoted as a senior
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engineer, all depends on his research yields rather than their final

economic effect. This traditional concept has dominated for a long

time.

The problem was clearly present and every one was aware of it. But

never did any one take the initiative in solving it. It was to exploit

R&D results and convert them into economic values that the company was

founded.

Question 2: How did your company establish customers' awareness of the

company and products, especially at its initial stage — in Western

countries the company has public relation department and uses

advertising?

Answer:	 We also capitalise on these approaches. We make full use

of TV, newspaper, as well as company's magazines and other materials

for publicity. But the media of advertising used were gradually

developed. At the early stage, because of financial constraints, the

company relied mainly on direct mail, brochures, and other low cost

means.

Question 3:	 As a shareholder's company, does your company still have

the "grandmother" (the government supervisory body that has direct

authority over the company)?

Answer:	 Yes, it does. In China it is impossible for an

enterprise to be rid of the "grandmother". But our grandmother is

enlightened; she does not control you but helps you. Many problems

need her help to be solved.
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In our company, the ownership is separate from management. The company

is run by the managing director, who is under the leadership of the

board of directors. Strategic issues are decided by the board of

directors, such as business policy and allocation of retained profits

at the end of a year.

Question 4:	 The company involves the relationship with both the

board of directors and government. Does your company find the

differences in terms of their managerial influences?

Answer:	 The government agent mainly inspects the financial

statements, levies taxes, and exercises other governmental functions.

It also relays policies from the central government, and conducts

financial audit. Above all, in China, you cannot do without the

grandmother. For instance, to be able to go abroad on business, you

have to undergo various procedures through the grandmother. Whereas in

Western countries, as long as you have a passport, you can directly go

abroad. Without the grandmother, nobody takes notice of you. This is

only a simple example; there are plenty of this kind. Since our

grandmother is enlightened, she does not become involved in the

company business operation.

Question 5:	 There are two types of innovations: those which directly

come out of laboratories and may not understand market needs and

wants; those which are developed based on information on markets. In

high-technology industries, which kind do you think play a more

important role?

Answer:	 Both. For example, a few years ago the Chinese

Scientific Academy developed an anti-magnetic electric source. Usually
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if there had not been our company, the product would not have been

exploited. We found the markets in control systems and improved the

products based on user's suggestions. Gradually, the full product line

was developed.

Question 6:	 Has it ever happened in your company that the products

developed in laboratories could not find markets?

Answer: Products in high-technology industries have a short life

cycle. For instance, the competitors have produced a more advanced

anti-interference electric source. You need to monitor the markets,

and ought to be aware of whether your markets are disappearing;

otherwise you will be in trouble. We felt it imperative to have

information on markets. Therefore, with the growth of our business, we

set up the marketing department.

Question 7:	 Your company was founded in 1984; when did you build up

the marketing department?

Answer:	 Last year (1988).

Question 8:	 How many staff are working in the department?

Answer:	 Three.

Question 9:	 What responsibilities do they have?

Answer:	 Market research, international business development,

feasibility study for new product development, and market development.

For instance, suppose a foreign company needs a kind of product, the

marketing department will find out if we have it, if we can produce

it, and if any enterprise in the country has or produces it.
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The staff in the department all have qualifications in business

management; the fields of both their undergraduate and postgraduate

studies were in business management. Also they have been specially

trained in marketing.

The functions of the marketing department have gradually been

developed by experience. Now the department directly participates in

any business negotiations.

Question 10: You mentioned that you used advertising. How does your

company plan the budget for adverting: based on affordable approach or

a percentage of sales?

Answer:	 We use a great deal of advertising. The annual

expenditures for advertising are about 70-80 thousand. At the early

stage, the expenditure of advertising was budgeted based on what the

company could afford. As our businesses developed, we started to

utilise the approach of percentage-of-sales, but not strictly.

Advertising budget ought to be allocated by the method of percentage-

of-sales. Nevertheless, the company is running through the managerial

system of MBO, and there are 30 subsidiaries in the Group. For

advertising to be cost-effective, we centralised a part of advertising

budget. In addition, the parent company has spent a lot on the company

image. Some of the image advertising incurs costs; some does not. For

instance, TV programs on the company made for TV station and

interviews between reporters and the managing director are examples of

free advertising.
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Question 11: It seems that the Chinese Scientific Academy is a main

source of innovation for the company; does your company have its own

R&D force?

Answer:	 Yes. There are 250 researchers in our company: about 30

senior engineers, and 70-80 researchers having postgraduate equivalent

or above qualifications. About 100 researchers are working on new

product development.

Cooperative research will be undertaken if our R&D conditions are

inadequate. For example, many cooperative research projects have been

established with the Qinghua University and the Beijing University,

which have very strong R&D resources. Generally, cooperative projects

have to benefit both the organisations and individual researchers.

Question 12: Does your company develop corporate planning?

Answer:	 Yes. In 1987, diversification and exportation were our

corporate objectives. As a consequence of implementing the strategy,

the company made about V1.5 million profits in 1988, though the

implementation only took place for a short period.

In 1989, the government has adopted the monetary policy of cutting

down monetary supply. Hence, while maintaining the same strategy as

1988 in domestic markets, the company has shifted its focus onto

international markets. It aims at making Y15 million profits in 1989.

As a result, the company's businesses have been developed in America,

Australia, and Hong Kong.

Question 13: Has the corporate plan been written in detail or only in

the key individuals' minds?
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Answer:	 The plan has not been written.

Question 14:	 How does your company perceive the intensity of

competition?

Answer:	 Very intensive. 800 companies in the area of Zhongguan

Village are all our competitors. But every company has its own image

and management style.

Question 15:	 What are the major factors which make your company

successful?

Answer:	 Reputation. The company enjoys a better reputation out of

the companies in the region. 	 It is considered as upright and

reliable.

Question 16: Does your company monitor the competitors in terms of

their product development and business strategies?

Answer:	 Yes. Among 800 companies, most of them are quite small,

which can not compete with us; only a few large companies are primary

competitors. We monitor where they are moving. Of course, the new

product development is their confidential domain.

Before all the companies in the region were established, many of us

were working in the same fields or even in the same enterprise. We are

also the leading researchers in the industry. Therefore, we are well

aware of each other in terms of management styles and business

strategies. Despite competing with each other, we are still good

friends.	 Monitoring does not necessarily mean attempting to cause

them trouble.
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In spite of competition between us, mutual support does occur. For

instance, if our customers need some products which we do not have but

the competitors have, we will introduce them to the competitors; the

same is true for the competitors. However, there are also the

situations in which some companies place entry barriers to their

competitors.

Question 17: For manufacturing enterprises in many other industries,

a shortage of raw materials is a major problem. In your industries, do

you have this problem?

Answer:	 Generally speaking, this problem does not exist in our

high-technology industry. Key supplies are mainly imported.

Question 18: What is the relationship between the parent company and

the subsidiaries?

Answer: They are our subsidiaries, and share our "reputation" -

the company name (X X), such as "Dalien X X", "Wuxi X X", or "Tienjin

X X". We provide them with products at a premium price and technical

support as well. For example, if a subsidiary will negotiate a

business contract without a competent team, the parent company will

send appropriate people to help it. The Profits will be distributed

between the subsidiary and parent company. The subsidiaries and parent

company are a system; if the reputation of the parent company is

improved, it helps the subsidiaries and vice versa.

Question 19:	 Does your company have any mechanism to control the

subsidiaries in case they deviate from the central corporate policy?
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Answer:	 It is unlikely for this to occur because, before the

business relationship is established, they are carefully inspected and

chosen. Not anyone who approaches us can be our partners. So far no

such kind of thing has taken place.

Question 20: If a subsidiary wants to invest in some projects, is it

necessary to get the permission from the parent company?

Answer:	 Not necessarily. It has its own board of directors; this

kind of important decisions will be made by them.

Question 21: Do the subsidiaries have to hand over a part of their

profits to the parent company annually? What is the rule to distribute

the profits?

Answer:	 Yes; after they retain the bonus, welfare, and

production development funds, the rest of their profits will be

delivered to the parent company.

Question 22: What are the major constraints on the company business

development at present?

Answer:	 The company confronts the same problems as a Western

company does. For example, if the prediction of markets fails to match

the market situation and more inventory results than the markets need,

losses are inevitable.

The determinant for success in high-technology industries is

technology, which eventually depends on people. Without capable

people, the company cannot be expected to be successful. These people

must be willing to follow you rather than those who tail after you
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when you are in your heydays and leave you when you are in adversity.

Therefore the ways you train and attract your employees are very

important. For instance, a manager from Hong Kong came to do business

with us representing company A first time and company B second time.

Hence, the company has implemented the "share system"; every employee

is a "shareholder" of the company - this is a breakthrough and still

at the experimental stage. The success and failure cases of business

practice in Western countries have been carefully studied.

It is important for employees to commit themselves to the company in

the light of their career rather than only for money. The amount of

money they receive should be higher than the average salary level so

that they could lead a reasonably easy life. But money should not be

the sole goal. Otherwise, salaries can never be too high and they

always leave for the company with higher salaries.

Whether a company is successful or not has much to do with the

qualification and managerial ability of the managing director. If the

managing director has a dictatorial managerial style, and always

thinks of his own benefit, the company is inevitably going bankrupt.

The employees may pretend to commit themselves; as long as

opportunities arise, they will leave and even bring the company's

secrets with them.

Relatively higher salaries are a basic condition to keep employees in

that the workload in the company is much more than that in normal

state-owned enterprises. Why do people come to the company to do much

more work for the same salaries? But to pay higher salaries, the

company must be effective and efficient.
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Therefore, every linkage in the company can be a constraint. On the

whole, for the company to be successful, it is vital for the employees

to be confident of the company's future. The management team should be

competent so that the employees follow the company's policy, and

consistent in conduct so that the company has cohesion.

Question 24: For a state-owned enterprise to make investment, if the

investment is above a ceiling, the project has to go through a

hierarchical procedure to get permissions from government. Does your

company have to undergo a similar procedure for investment?

Answer: No. The managing director makes the investment

decisions. He has the authority in finance, staffing, and business

operation. Thus he plays a key role in the company development. If he

is tightly controlled, he can do nothing and assumes no

responsibilities either. The responsibility, authority, and benefit

ought to be combined.

At the end of a year, if the company performance is satisfactory, the

board of directors will award the managing director with a bonus based

on the company policy. A certain proportion of the profits will be

used as the bonus fund for employees; the amount to be distributed

will be decided by the managing director. If more profits than planned

are achieved, more bonus can be distributed if the company is prepared

for paying the "bonus tax" (when the bonus exceeds the defined amount,

tax will be levied).

Question 25: Does your company have a department or a group of staff

that are set up to aid management decision making?
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Answer:	 Some companies have; some are not formalised, like ours.

But there are two regular meetings every week in the company. One is

the management meeting in which the managers from all departments

participate. At the meeting, the strategic issues, such as company's

business policies and government policies involved in the company, are

discussed; but the final decisions are made by the managing director.

Another is the releasing conference in which the company's policies

are issued and discussed among the employees. Therefore, the decisions

made by the managing director have taken both managers' and employees'

suggestions and opinions into consideration.

Question 26: When selecting partners, what factors does your company

consider?

Answer:	 Two factors: one is whether the market is substantial in

the region where the enterprise is located; the other is whether the

enterprise has a good reputation in the region and a competent

management team. One of our objectives is to establish a nation-wide

sales network and increase company's market share. If the company does

not capture the markets, the competitors will because it is impossible

for all the users in the country to come to Beijing for our products.

Question 27: Has your company run employees' training programs, either

on-job or off-job?

Answer:	 Yes, we have. Since the workload of employees is heavy,

the training is mainly undertaken on-job. By and large, when entering

the company, newcomers will be trained for some time; the training

program is arranged by the department in which the employee will work.
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At the beginning stage of the company, the majority of employees had

only 'A' levels and equivalent qualifications, and therefore more

training programs needed to be run. Afterwards, the employees

recruited were postgraduates or had equivalent qualifications — even

the salesmen on sales counters are postgraduates. Thus training

programs are more specialised, being tailored according to particular

situations.

Question 28: How many new products did your company launch last year?

Answer:	 Every year at least one or two major new products, and

myriads of small new products, are launched. Last year our "286 model"

was successfully accepted in a international bid.
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