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Welcoming Speach

Li Xiao-mu
Vice President of BISU

Distinguished Guests,
My Dear Friends,
Ladies and Gentlemen,

In this golden autumn season, we welcome in Beijing the opening of the 4"
Session of Joint Conference with UNF, and welcome guests and friends from all
over the world.

Over the past six years great changes have taken place in China and the
whole world. We never relax in our efforts to pursue what we consider to be the
right course and to find out the truth behind the prosperity and crisis of our econo-
my. At this moment, my mind drifts to the year of the 1™ Session held by BISU. It
was 2004 that witnessed our new cooperation and exchanges. Thereafter two ses-
sions were held by UNF in America in 2006 and by University of Applied Sci-
ences Cologne in Germany in 2008 respectively , we all made progress in academic
exchanges and friendly cooperation with our joint efforts. And now we return to
Beijing , China and gather together in BISU again after the first round. Then I be-
lieve that will be a new start and continue to strengthen our exchanges and friend-
ship.

Ladies and gentlemen , currently , Beijing, as the capital of China,has put for-
ward the strategic objective of building the world city and Shanghai is holding
World Expo 2010, from which,we perhaps understand the confidence of all Chi-
nese people to embrace the opportunities and challenges in the post-crisis era. To
promote the common prosperity of the whole world is our heartfelt aspiration.

Finally,I sincerely wish the 4™ Session of Joint Conference a complete suc-

cess and wish all of you a pleasant stay in China.
Thank you!
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Marketing Considerations in China-US Joint
Efforts to Promote Global Prosperity

Adel 1. El-Ansary®

Abstract: The author contends that the focus of the current economic-politi-
cal debate regarding US-China relations is on the production aspects of the manu-
facturing sector. There is tendency to correlate outsourcing of manufacturing oper-
ations to China with deficits in the balance of trade,rise of unemployment,and the
progressive decline in the US manufacturing sector. The author suggests that a
marketing channels view encompassing the production,commercial ,and consump-
tion sectors offers a more balanced perspective on the key issues of the de-
bate. Refocusing the US-China debate on the interconnection between production-
manufacturing , commercial trade wholesale and retail distribution, and consump-
tion sectors offers more positive view of the relationships between the two coun-
tries. In this paper we advance a number of propositions in order to stimulate dis-
cussion and redirect the debate in a positive win-win direction. The reader is fore-
warned that the paper offers views that are more reflective and speculative than
analytical and definitive. It is written to promote discussion and generate related
research ideas and projects.

Keywords : China-US relations, marketing channels, outsourcing, global
brands , channel formats , global supply chains,joint efforts, global prosperity

The US and China are two of the largest world economies. In the third quar-
ter of 2010 the rankings of first,second and third were The US, Japan and China
respectively. At the inception of the 4" quarter China and Japan traded places,
China becoming second and Japan third. It is worthy of note that China is the first
developing country ever to enjoy such top ranking. By 2020, indications are that
the U. S. and China will reverse ranks. The fact that economic power begets politi-

@ Adel L El-Ansary is the Donna L . Harper Professor of Marketing, Coggin College of Business, Uni-
versity of North Florida,1 UNF Drive, Jacksonville, Florida 32224, E-mail ; selansar@ unf. edu. Mobile; +1 —
904 —333 —7777. This paper is written expressly for the Beijing International Studies University ( BISU)-Cog-
gin College of Business Research Conference,September 24,2010 at BISU campus, Beijing, China,
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cal power raises issues related to economic supremacy and/or political dominance
leading to tensions that dominate Sino-American relations.

China is the largest land mass in the world. The dominant economic base of
its vastly different regions is agricultural and industrial. In the meantime,the US
experienced major shifts in its economic base from agricultural/commodity prior to
the 1940s to industrial/production and agribusiness from the 1940s through the

0’s followed by service and information economies in the 80s and the 90s. The
first decade of the 21* century ushered a second wave of globalization that perma-
nently altered the shape and destiny of the world’s largest economy,i. e. ,the US
economy.

Over one hundred American-based global companies have presence in Chi-
na. Although such presence takes different legal/structural entry strategies and/or
functional engagement ,there is no doubt that outsourcing of manufacturing opera-
tions to China is at the forefront of US-China political-economy debate. The domi-
nant argument in the US is that outsourcing of manufacturing operations to China
led to the demise of manufacturing/production economic base in a number of in-
dustries in the U S. Two major US concerns include trade imbalance and exporting
jobs to China. Other concerns revolve around the unintended consequences of out-
sourcing such as technology transfer that may compromise the integrity of global
brands and national defense systems.

Arguments against outsourcing to China by US-based corporations ignore the
fact that outseurcing accounts only for inputs in the production processes and neg-
lect the outputs of related marketing processes. By definition , balance of payment
and balance of trade are accounts that involve not only the outsourcing of US man-
ufacturing operations to China ,but also many other calculations and adjustments.

In this paper the author argues that the promises of joint effort to promote
global prosperity can be fulfilled only if such efforts are built on strong founda-
tions imbedded in the Marketing Functions performed by manufacturers , wholesal-
ers,and retailers ,the Marketing Channel that bind them together,and the Markei-
ing Strategies that propel their performance to higher altitudes. The premises of
these promises and related propositions worthy of investigation are presented in
the remainder of this paper.

1  Foundation Thesis

The economic base of a country is known to evolve over time. As economic
progress takes place, it is inevitable that the economic sectors of coupled countries
gravitate between the two countries due to shifts in their respective competitive
advantage. For this reason ,as the US economy progressed from an industrial/man-

I’
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ufacturing base to a service/information base, it was therefore only logical that a
major part of the US industrial/ manufacturing sector operation was outsourced to
China. This argument is illustrated in Figure 1 and advanced in the following
proposition ;

Proposition 1 As a country’s economy advances from one economic base to
another, its competitive advantage shifts from mass economies of scale in produc-
tion dominated by packaging and labeling to mass economies of scale in marketing

Service Informatio Experience
Economy Economy Economy

dominated by differentiation and branding,

Agricultural .
Nature of the [An d Extractive gidustnal ]_»
conomy

Economy

Economy
S &
$ &
y v 2 A
Nature of Commodity Product Service Value Experience
Marketing Marketing Marketing Marketing Marketing Marketing

Nature of
Manufacturing

Cultwanon/
Design/ Value/Relation
Hﬁﬁ?ﬁgg/ HProduction}—v[Operanons HValue ChamH Notiverks l

Figure 1 The Changing Nature of the Economy, Marketing,and Manufacturing

The value of a country’s output increases as it moves along the development
ladder from commodity to industrial ,from industrial to service,from service to in-
formation, and information to experience. While production creates one utility,
such as physical utility , marketing creates three utilities, namely time, place, and
possession. It is proposed then that the value added by production is therefore
dwarfed as a result of the value added by marketing. This argument is illustrated
in Figure 2 and advanced in the following proposition :

Proposition 2. The value of the output of an economy increases geometri-

cally as it advances from one economic base to the next.

27x

9%

Value 3Ix

1x

Commodity  Product Service Experience

Figure 2 Exponential Increase of the Value of Output
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Now the critical question facing the US, What is next? Speculations are
that the next economy will be the Green Economy. Thomas Friedman, among
other authors, suggests that the power and leadership of the world economy will
belong to those countries that take the lead in environment protective technolo-

gy-
Proposition 3;Given the historic progression from one economic base to the

next it is befitting that the US economy will evolve into a Green Economy. China’s

economy will evolve into a Service economy.

Proposition 4. Given the increase in the value of economic output as a
couniry diversifies its economic base, it is to the benefit of economically linked
countries to demonstrate support during this transitional shift from one economic

base to another.

While Main Street perspective of US-China relations is based on perceived
negative impact of outsourcing on balance of payment and employment, Wall
Street perspective is positive for a number of marketing related forces including
global branding, channel formats, and supporting supply chain processes. These

forces are discussed in detail in the remainder of this paper.

2 | Global Branding

Regardless of the nature of its economy the wealth of the US has been deter-
mined by the equity accumulated by the brands of its resident compa-
nies. [llustrative examples are presented in Table 1.

Table 1 Economy,Wealth and Brands
The Economy Source of Wealth Dominant Brands

C diti d
Agriculture and Extractive ommodities an 01l Retail Brands;Exxon, Mobile, Shell
Sources of energy

i Production of Consumer and
Industrial Industrial Goods Product Brands:GE,P&G,GM, Ford

Service B (i - h
Services Financial and Health crvice 'rfmds,Cm group, Merrill Lynch,
Mayo Clinic

Online Brands:Amazon,E - bay,

Information Technology Goosle . AOL
gle,

. Marketing and Merchandi- | Experience Brands: Starbucks, Apple, So-
Experience . .
sing ny, LG, William Sonoma

Brand Equity is the estimated value of brand assets. There are two sources of

brand equity: consumer-based and other sources such as endorsements and as-
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sessments by syndicated magazines and reports. Customer Based Brand Equity
(CBBE) accounts for the lion’s share of the value of these brand assets. The US
owns 49 of the Top 100 Global Brands representing 18 sectors of the econo-
my. The Brand Equity accumulated by each brand ranged from the number one
ranking , Coca-Cola, valued at 70,452 billion to the last ranking, number 100,
Campbell’s, valued at 3,241 billion.

Proposition 5. The wealth of a nation is determined by value of the Brand
Assets; i. e. ,the cumulative value of the Equity of the Brands that the nation

owns.

Little known about manufacturers is the fact that their advertising and selling
expenditures exceed those of wholesalers and retailers combined. In essence , man-
ufacturers are marketers at heart! For example, the production/manufacturing
function of Nike is ancillary to the company’s marketing and branding. Under dif-
ferent circumstances are the positions of beverage companies, restaurants, and
lodging brands; in these instances the only viable strategy is to franchise opera-
tions to host country nationals. For global brands it is standard operating practice
to outsource manufacturing/operations to low-cost countries. It has been proven by
a number of studies that a brand’s country of origin is the key determinant of
brand image. For example, an American brand manufactured in China is viewed
by the Chinese consumers as more superior and prestigious than an equivalent
Chinese brand produced in China. While outsourcing is a cost determinant , brand

image is the revenue determinant in the equation.

Proposition 6 Specialization by institutional types; e. g. , manufacturing,
wholesaling, retailing has given way to specialization in marketing channel func-
tions, flows,and processes; e. g. , transactions, negotiations, branding , promotion

management , and operations.

Proposition 7: As a global company capitalizes on its core competencies by
pursuing a competitive advantage based on cost leadership and differentiation , the
outsourcing of manufacturing operations will follow as a natural outcome.

Proposition 8: Repatriated net income inflows of US-based global corpora-
tion far exceed fund outflows to ameliorate the cost of outsourcing,

3 | Channel Formats

The global market place is dotted by channel formats initiated by manufac-
turers , wholesalers , and retailers alike. One of the dominant formats is retail fran-
chising of restaurants and services. Franchise channel members specialize in man-

Il
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agement and operations. While the management of the franchise is global in
scope, retail front operation is local. For example, Coca Cola franchise local bot-
tlers to produce and meet local demand. Similarly food service franchisors such as
Kentucky Fried Chicken and McDonald’s develop globally-connected local supply
chains to support stores in the country of operation. Extending the analogy to the
broad spectrum of retail brands reveals that outsourcing is an inherent strategy in
the operation of global chains designed to support their operation. The magnitude
is enormous. For example,the top 25 global retailers based in the Unites States,
Europe, Australia and Japan reported over 2 trillion dollars in global sales
in 2008.

Proposition 9; Franchise channel formats present opportunities that lead to
enhancing the joint effort to promote global prosperity by fostering cooperation be-
tween home country franchisors and host country franchisees, facilitate technology
transfer, and the development of effective and efficient supply chains in host coun-

tries.

Proposition 10 Franchise channel members specialize in management and
operations. As US-based franchisors grow their operations nationally and interna-
tionally the growth in employment shifts from production to service labor and man-

agerial competence in service operation.

4 | Closing Remarks

It is inevitable that the nature of a country’s economy changes as it progres-
ses from one stage of economic development to the next. Inherent in such change
are lags and leads of its various sectors resulting in periodic unemployment in the
declining sector ('s) . Undoubtedly differential advantages are at work and the
effects of change are magnified in a global economy characterized by the ease in
which corporate operations are able to migrate abroad, and the flexibility presen-
ted when selecting a mode (s) of entry. Manufacturing operations outsourced to
China in the 1990s are migrating to Vietnam, Malaysia, Indonesia, and India in
the second decade of the 21" Century. It is abundantly clear that micro decisions
have macro consequences. Failure of governments to envision the magnitude of
change and the extent of preparation necessary to enhance its effects result in ex-
tended recessions in the affected sectors of the economy.

Success of US-China joint efforis to promote global prosperity requires para-
digm shifts from .

¢ Countries to “One World”

® Unemployment to “Re-deployment”

I’
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® Unemployment Compensation to “Re-training Compensation”
¢ Silo functions and institutions to * Value Chains”
® Products and Services to “Brands”

Joint US-China effort to promote global prosperity must be supported by joint
US-China cross-disciplinary faculty research. Such research may be coined in the
context of these paradigm shifis and supported by the thoughtful content of the pa-
pers presented and discussed at our conference.
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