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Chapter 1 Introduction

This introduction section introduces the pharmaceutical value chain and explains the current Chinese
vitamin Cpowder industry. Then the case company iigtroduced,and the aim offorward vertical
integrationwill be discussed. Finally, its influermecustomer relationships will be discussed.

1.1 Pharmaceutical Value Chain

The pharmaceutical industry develops, produces, and markets drugs or pharmaceutical licensed for
use as meitations. Pharmaceutical are allowed to deal in generic or brand medications and medical
devices. They are subject to a variety of laws and regulations regarding the patenting, testing and
ensuring safety and marketing of drugs. the pharmaceutical indusy value chain(Figure 1),
comprises offour main componats, namely (2) manufacturing of the active pharmaceutical
ingredients (AR), (b)manufacturing of theend product (nedicing, (¢ distribution to the dispensing

point such as pharmacy or wholesakemd (9 dispensing to theonsumer (Aken, 2016)He stated

that there are two categories of manufacturing required for drug productid®l manufacturers
produce the raw ingredientshichwill beused in melicine; andhe end producmanufacturers which
produce thefinished dose fornto be sold tathe trading companieand consumed by the patient.

According to Cphl Chinawfw.cphi.com accessed 29th May 2017), Chinaiesthwor | d’ s | ar
producerand exporterof active pharmaceutical ingredients (APIs) atigt he wor |l d’ s secon
pharmaceutical market. In 2014, the global API market reached 130 billion dollars edthpound

annual growth rate (CAGR) d¥o7 bywhich Chinacovers40% of global APls productidihis believed

that the Chinese API industry will develop more rapidly in the foreseeable futhreh will rise to 180

billion dollars in 2020However most of the products are sold to the endagaluct manufacturing
companiesand more than 70 times profit will be created by them (X.f@usonal communication, 06

09-2017). Currently here are five different types of vitamin C end produdtich include vitamin C

chewable tablet, vitamin C effervescent tablet, vitamin C powder drinkvitachin C mixed tablets

(with vitamin A and vitamin E, etc(NER> Annual Report 2015/2016, 2016Jake the vitamin C

chewable tablet for example, the raw vitamihpowder content is about 10% of the whole tablet but

the price of the end i40 times than the raw vitamin C powder.
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Figurel lllustration of the pharmaceutical value chain
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1.2 Chinese Vitamin C Production and NEPG

Among all the Chines&PIs varietiesChinese Wamin C powder industry i representative example
Chinese Vitamin C industisyone of the fewChineseéAPIswhich has its owmpatent and pricing poer.

In 2015, global demand fafitamin C stood at 120,000 tonnes and China managed to capture over 80%
of the global marke{fwww.foodnavigatorasia.com accessedlst June 2017)There are five major
Vitamin C production compasin the world, which are CSPC Pharmaceutical Grbteh North China
Pharmaceutical Company.td, Northeast Pharmaceutical Group. Ltd (abbr. GEMRoyal DSM
(Jiangshan)Ltd and Shandong Ruby Pharmaceutictd. All, except for Royal DSKJiangshan). Ltd
whichis a DutchChinese joint venturenterprise are from ChinaTlhis is because thehinese Vitamin

C productiorhasa relatively competitive advantage low labor cosd, next to advantages ihigh yield

and strong quality control processes.

NER5is a Chinese statewned pharmaceutical company with many yearexgperience majoring in
producing Active Pharmaceutical Ingredients (ABhe of theirbestselling product is Vitamin C
powder, with annual production of 20,000 tonnes, whicainks the 2% place in China (NEPAnnual
Report 2015/2016, 20126In China, theVitamin C pwder is exportedmainly to Europe, it is also
exported to South and North Americalapan, KoreaChinaand other countries in the world (NEP
Annual Report 2015/2016, 2016)ccording to the NEPG Annual Report, about 47%s ofitaminC
powder customers are located in Europe, in which most of them are the distributors/trading
companies. The western distributors/trading companies sell the vitamin C powder smthproduct
producers Sme of them also customize the raw vitamin C powdased ontheir customers
requirements. Then the end product producéugther process the vitamin C powder to make thed,
feed, food supplementg;osmetics and vitamin C drinketc. Todate, the aw vitamin C powder as an
API, itgprice shows a cychtvariation (NEB Major Product Research Report, 201Rifferent medical
preparations (which are made to different concentrationsyvéalifferent prices Use vitamin C
chewable tablets aan examplethe price ofl-gramvitamin C powder is charged 325 times more in
the tablet than just 1 gram of pure vitamin C powdgpX. Supersonal communication, 089-2017).

If we calculate the extreme situation, the price of tieamin C powder intte final product ischarged
70-600times more tharthe raw Vitamin C powdef.his addedsalueis mostlycreated by thevestern
downstream customersvho process the powder to the tableThis situationis a prevalence in the
Chinesevitamin C powdeindustry, whois exportedtheir productto the end producimanufacturing
companywithout adding valu§NERS Major Product Research Report, 21Among all the Chinese
API industry, NEPGjisst one example of the companieshose products aréow value addedIf NEPG
continues to operatein a lowvalueaddedsituation, the company will be unprofitablgith the raw
vitamin C powder productianin order to change the current situatiowhich by supportingthe API
manufacturing company to increase the bargaining power towards the generic from medicine
producer. Also helping the company to capture more benefit within the marioetyard vertical
integrate was proposetly the companyas a possible solutioto this situation(NEPG Major Product
Research Report, 2012).

1.3 Problem statement

In the pharmaceutical industriKubo (2011¥tated that the most common type of vertical integration

is backward vertical integration. This backward vertical integratiortikagpossible causesyhichare

(1) “provide the company with early access to high quality active pharmaceutical ingredients and
improve the profitability, in addition to further enhancing the R&D capabilitiashp, 2011 Karwal,

2006) and (2)avoid sourcing APl from a competitor (Stafford, 2006, p.302). Karwal (2006) points out
that “Many key API suppliers, especially from India, China and Eastern Europe, are moving up the value
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chain and decreasing their supply activities, becoming direct etitops in finished form generi€s
However, there is a gap of analyzing the incentives of forward vertical integration in pharmaceutical
industry and lack ofempirical research of howthis could successfullymplement in an API
manufacturing company.

Todte, NEEBE s Vi tamin C po wdupstream ofdhe whole pharmaceutical value t h e
chainand it is low valueadded In order to improve Chinese Vitamin C industriow valueadded
production and get more profit, value creation is necess@wye concrete manifestationf value
creation isprofit maximization (Jensen, 2001According to Bowma#& Ambrosini(2000), aprocess

by which the value can be exchanged and realized by the next tier customers canrtssldefia value
creation processHe also stated that the result of value creation process could be an increased value
of the product, which by increasing the product value and its pticerderto add value to vitamin C
powder productionand be able to charge more priddEPG decided to integrate forwaithe idea of
forward vertical integration is to change the production process from only producing powder to further
process the various end produdfSigurel). This value creation process could be defined as a hybrid
strategy within Faulkner & Bowmah ©@ 95) ' s st r gotopogeyapie chartaokillustrafelthe y
price and perceived value, which showed the applicable strategies. These strategies include low price
strategy, differentiation strategy and hybrid strategy. In whichlilgbrid strategycouldboth help the
company to eliminatehe intermediate cost and enable the company to produce various products.
However,broaden the product portfolio may result in a conflict with customersrrent product
portfolio, which could lead to a clasbf both parties benefit Jensen (2001) statetthat company
cannot create valuewithout good relations with customers or suppliers. Tetain the existing
customers, firms need to deploy and leverage resoutgeghieve superior performancéay, 1994;
Morgan, 2009). They are usuadinbeddedn organizational processes and enables firmdordinate

their activitiesmore effectively (Day, ). literature stated that dower price or various customized
product range couldnfluencethe current customets relationships which in terms of cust®r's
willingness to buyAnderson et al., 2004; Yu et al., 2Q1Bowever, there aréactors thatcan mediate

the customes’ willingnessto buy, such as the customerattitudes over the companis current
performanceand the customersattitudes over the comparig current relationship quality

Since there is still much uncertainty between forward vertical integraiiothe Chinese Vitamin C
industryand itsinfluenceon the aurrent austomer * s wi | | i,itig of éterest téamalyzathey
direct relation between forward vertical integration anithe possiblechanges of currentc u st o me r
willingness to buy. Alsthe mediating attributes will be analyzgethe identified factors and relations
may then be useful for the NEPG.

S

1.4 Objective and Research Questions

The objective of this study is to help NEPG to capture benefits from forward vertical intedogition
identifyingthe relation betweerc o mpany’ s ¢ a p a bforwardtvertiea integetgppaandl i ng t
possible changes afurrent customels willingness to buyhe new productamong its current EU
customers.

Thus, the general research questigBRQ)of this study iswhat is theimpact offorward vertical
integrationon custome® willingnesstobuy Y2y 3 b 9t D Qcustoded@d®NBy & 9!

To answer this general research question, the following specific research questions (SRQs) need to be
answered; the words in bracket shows in which chapter and research phase that particular questions
will be answered:



(1) What are themeasugnble factorssuch agorward verticalintegration aurrent relationship quality
customerswillingness to buynd itsrelation to the new custome relationship# [Literature reviewc
Theoretical Phase]

2 What are the NEP®@cesiorsragarding to the selacsed factoegPrimary p
data collection & Resultg EmpiricalPhasé

(3 What ar eapdbiltiedo dfferRs@urrent EU customers regarding to the selected factors?
[Primary data collection & ResultsEmpiricalPhasé

(4) Whatare the gaps and possible matcHetween NEPG and its current EU customers regarding to
forward vertical integrationPData analysi; Analysis Phase]

(5) Whatare the options for NEPG regarding to forward vertical integration and how do they thigect
new customer relationshigg Conclusion &Recommendatior, ConclusiorPhaség

1.5 Research Design and Framework

1.5.1 Research Design

The research design establishes tleeisiormakingprocess, conceptual structure of investigation and
methods of analysis used to address the centeakearchproblem of this study. The aim of this study
wasto analyze the direct relation between forward vertical integration and its influestceurrent
customer relationship and draw the managerial implicatiohs achieve this goal, @osssectional
study desigrwasselected whichwasthe most common type of study design in the social sciences
(Kumar, 2011)This choicavasbased on two reasa Firstly, Kumar (2011) stated that the bdetgn

of a study is crossectional when the findings in thresearchwill be authentic for a limited period of
time after this study. In this study, sevefattors that could influence the current relationghivere
proposed To test the feasibility of thedactors interviewsweredone with NEPGs manager s
current EUcustomers.According to the interview the best match of both partg preferencesvas
compared and analyzedn this way a compromisevas made between NEPG and its curreBU
customers Hence, a crossectional desigwasused because it allows for the comparison of different
groups of people in one point in time.

1.5.2 Research Framework

The research framework of this research canfduend in Figure2 and serves as a tool to clarify the
whole research process. Thesearch framework thavasused in this researciasdivided intofour
phases namely theoretical, empiricalnalysisand conclusion respectivelyThe arrows irFigure2
represents the sequence of initiation of the research. The theoretical phase consists of the literature
review of hypothesis abduorward vertical integrationcustomer relationships in terms of factors
influencerelationship quality andcustomerswillingnesgo buy. Afterwards, the empirical phaseas
divided into two differentdata collection methods, namelgustomer interviews andcompany
interviews. The outcome from both data collection methodsrethen used for the comparisomhich
aimed to find the possiblegaps and matchelsetween NEPG and its current EU customesstly, the
conclusion phase summagp the result of the analysis and provides the managerial suggestions for
NEPGegarding to forward vertical integration and how do they affect the new customer relationships
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Chapter 2 Literature Review

To answetheq u e s tWhat are the measurable factors such as forward vertical integrationeist
relationship quality, customerwvillingness to bugnd its relation to thenewcustome relationshipg”

the literature review covers the existing theoretical frameworks of three main concepts namely
forward vertical integration, value creation and customer relationship. This literature review will start
by identifying pmr works and concepts done within valualdition through forward vertical
integration Then, the review will continue by elaborating the frameworks of customer relationships,
followed by thevariables about customerperceptiors. Thischapter closes by answering the stated
specific research questioand build the hypothesesgcoherently presented by the conceptual
framework.

2.1 Forward Vertical Integration

In this review subsection, the incentiaad the benefitof forward ntegrationwill be elaborated Also,

to successfully integratewhat actions/changes should company make/facilitate will be discussed.
Then the strategiesof forward vertical integratiorwhich are prevalencen pharmaceutical industry
will be listed. Finally, the applicability level of thefegward vertical integration methods to the
Chinese pharmaceutical industry will be discussed

2.1.1 Dimensions of forward vertical integration

The concept of forward veral integrationwas discussed in different studieBuzzell (1983) stated

that vertical integration can have a significant impact on business performetideh could be crucial

to survival. However, different dimensions need to be combined to an ovelvédrd vertical
integration measure. As such there are not only different dimensions but also different perceptions of
what is a success or failure.

Harrigan (1985) proposed a dynamic concept of vertical integration in whichkeyéo effective
management is to understand the corporate needs for the intrafirm cooperation. Therefore, a
corporate strategy need to be developed in order to vertically integrated. Harrigan (1985) also
suggested that firms may adjust the dimensions of ithetrtical integration strategies to suit
competitive or corporate needs. He stated several dimensions of integrations need to be taken into
consideration, which are:

(1) Stages of integrationThe number of steps in the chain of processing which a figages in from
ultra-raw materials to the final consunme determines the number of stages of integratidfarrigan
(1985) stated that the number of integrated stages matters if firm do not manage complexity well and
the firm should define the boundariaxf vertical integration.

(2) Breadth of integration The way that firms define their SB4 boundaries vary.
activities firms perform ifhouse at any particular level of the vertical chain determines the breadth of
integration of the SBU ahat level. Breadth of integration matters because plants that try to produce

too many diverse components for a product line may lose opportunities to enjoy scale economies.
Harrigan (198) argues the breadth of integration matters because plants that prptiuce too many
diverse components for a product line may lose opportunities to enjoy the scale economies. He also
stated that overly broad manufacturing policies could also mean that SBUs lose cost advantages of
purchasing components or services fromnaefficient outsiders.

(3) Degree of integrationDegrees of integration determines the proportion of total output (of a
particular component or service) an SBU purchases from (or sells to) its sister SBUs. Fully integrated



SBUs transfer 95% or more okthrequirements for a particular resource-ouse. Taper integrated
firms purchase more than 5% of their requirements for that resource form outsi@zes{lall, 1968

(4) Form of integration Although many firms prefer to own vertically integrated snéntirely, they

need not own a business unit to control it and enjoy the benefits of vertical relationships, for a variety
of other control arrangements are possible. In many environments, firms can obtain leverage over
other’ s asset s fullytOftem firins carvsacure knowtedige, services, and materials
in this manner with only a small ownership stake.

All vertical integration strategies encompass degree, stages, breadth, andfaarigan, 1985)He
alsostated thatthere could be some cobination among these dimensions atite decision to alter
one dimension of strategy will affect the values of other dimensions.

Pharmaceutical market consists of an upstream segment that manufactures active pharmaceutical
ingredients, and a downstream segment that processes the active pharmaceutical ingredients into
finished formulations and supplies them to final consumarshe pharmaceutical industrythe most
common type of vertical integration is backward vertical integration. Kubo (2011) states that there are
two possible reasons of vertical integration in the pharmaceutical industrichare (1)“provide the
company with arly access to high quality active pharmaceutical ingredients and improve the
companys profitability, in addition to further enhancing our R&D capabiliti@sd (2) avoid sourcing

API from the competitdr(Stafford, 2006)

On the other hand, the mosioenmon type of forward vertical integration in pharmaceutical industry

is Marketing/R&D integration, open innovation afikeep every production shous€ strategy.Since

the product innovation is risky and time consuming, with R&D costs representing projgbrtion of

sales revenues (DiMasi et al., 1991). Moreover, R&D cost will also influence the pattern of international
resource allocation and firem’competitiveness. The aim of forward vertical integration in
pharmaceutical industris in concordance whitthe general idea of forward integration. Therefore, the
vertical integration in pharmaceutical industry is to better understand ¢the n s u meeds and
shortenthe R&D time (Balakrishnan & Wernerfelt, 198®&ckburn, 20044arrigan, 1986 Researchers
stated the most common form for forward vertical integration in pharmaceutical industry is
Marketing/R&D integration, open innovation and keep every aspedbiimse integration (Becker &
Lillemark 2006; Chesbrough, 2006; Chesbrough & Appleyard, 2007; @asdimke] & Chesbrough

2010; DCAT Week highlights pharma challenges, retrieved Oct. 2017). Becker and Lillemark (2006)
studied a European pharmaceutical firm about the integration of marketing and $&drs They
classified Marketing/ R&Dtegrationas a crosfunctional integration and its main motivation comes
from its beneficial effects on new product development performance (Beckdig8nark 2006; Griffin

& Hauser, 1996; Song, Thieme & Xie, 1998; Song, Mofteiss & Schmidt, 7). Becker and
Lillemark(2006) argued that to improve the cost effectiveness, Marketing/ R&D integration has an
opportunity to add value by producing fuller documentation of a dsygrofile than what is strictly
needed to obtain regulatory approval. He pased that study théntegrationof marketing and R&D

in the context of the pharmaceutical industry seems particularly promising for a number of reasons.
Such as understanding consumer needs, marketing as a source of innovation, translating consumer
needsinto workableproducts, testing and forecastirtgowever, Marketing/R&D integration are met

with several barriers such as timing of integration, cost of integration, level of integration and mentality
difference,etc.

Open innovation is a trend to improvéed productivity and probability of success (Khanna, 2012).
However, there is a lack of detailed literature about forward vertical integratiofkiegping every



production inth ous e integration” i n t he phar maceuti cal
forward/backward to produce every product by the company itself. Especially in the API industry, it
seems more lucrative if the company forward vertical integrate from making ingredients to make
finished products.

Despite there are many influence factors of tihgplementation of forward vertical integration (such

as companis capabilities, dimensions of integration, ¢tand lack ofiteraturesabout forward vertical
integration in pharmaceutical industrit,is promising to give an empirigaioof of vertical integration
through“ k eevgry production irhous€ strategy.In order to analyze how could pharmaceutical
industry successfully forward integrate, the aforementioned dimensions will be adopted and used in
this research.

2.1.2 Value creation strategies and effect on company’s performance

In this review subsection, strategies of value creation will be elaborated. Then, the specific type of
value creation strategies which fits the forward vertical integration will be explained. Moreover, its
applicability and influencen the performance of Chinese pharmaceutical industry will be discussed.
In the end, the relation among value creation, forward vertical integration and customer relationship
will be discussed.

2.1.2.1 Value creation strategies

Value creation is the purpose of the firm to create and deliver value in an efficient enough way that

will generate profit after cost (Jorgenson, 201Als0, it is stated that theealizationand maximization

of profit is an objective function of value maximization and thus, a necessary precondition for the
survival of a company (Jensen, 2001; Kalwani, 1995). To create value, a company must possess unigue
skills that can help it to differentia from its competitors, in terms of quality, product service,
technology or cost. A company that maintains its competitive advantage is able to surpass competitors

in the long term (Liu, 2013Jo strivefora c ompany ' s ¢ o mipthemarket rmesmayd vant a
position themselves in specific manners trying to achiesst leadership, differentiation leadership,

cost focus or differentiation focu®tc. (JohnsonScholes& Whittington, 2009).These strategies are

adapted from PorterZ008 ) ° s  nehmia stategiapreaulkne& Bowman( 1 995) ' s samdr at egy
Treacy & Wiersema (1998)valuedisciplineq

Figure3).

In Porter (2008} threegeneric strategies, he stated a company can achieve its competitive advantage
by choosing either of the following three ways, which are cost leadership, differentiation and focus
strategies. Cost leadership strategy means the company becomes the {oagesbmpany by either

lower the input cost €.g. location, contracts) or reach the economies of scale (e.g. operational
efficiency). As an alternative, differentiation strategy involves the uniqueness along some dimension
that is sufficiently valued by custwers to allow a price premium. In the end, focus strategy is to target

a narrow segment of domain of activity and tailors its products or services to the need of that specific
segment, to the exclusion of others (Porter, 2008). However, Porter (2008)satigaiethe company

can only achieve its competitive advantage by either lowering costs than its competitors or having a
superior products or services that drdifferentiated’ from competitors products. The company who
wants to implement both strategies ithe same time will stuck in the middle and end up with failure.

However, Faulkner & Bowman (19%8trategy clock provides another wayf approach There are
three competitive strategiesn their strategy clock, which are loprice strategy, differentiton

10



strategy and hybrid strategy. In contrast to Porter (2098hree generic strategies, Faulkner &
Bowman (1995% strategy clockrovidedmore scope fof hybrid strategies. They argued that besides
the low cost and differentiation strategies, the hdstrategy allows a company to reach both high
perceived benefit and low price.

In addition, Treacy & Wiersema (19%3yalue disciplineare also introduced ag complementary
strategy This value disciplines include threwrategies which areoperational excellence, product
leadership, and customer intimacy. Operational excellence provides customers with reliable products
or services at competitive prices and delivered with minimal difficulty or inconvenience. Product
leadership strives to pragte a continuous stream of statd-the-art products and services. Customer
intimacy is to continually tailor and shape products and services to fit an increasingly fine definition of
the customer.

Profit maximization

l Hlansen, 2001)

Value maximization / Value creation

}

Competitive advantage wonnson. etal 2009

— T

Three generic strategies (Ports- 2008) The strategy clock (Faulkesr & Bowman, 1995) Value disciplines 0mess & fissena 1993
Cost leadership Differentiation  Focus strategies Low price Differentiation Hybrid Operational Product leadership Customer intimacy
1 excellence

Forward vertical integration

(Baumandnar 199 Etag, 1976;
Frohlich, 2001; Harjoan, 1965; Joskow,
2010; Rgvamn. 1993

Figure3 Value creation schem@orter, 2008; Faulkner & Bowman, 1995; Treasy & Wiersema, 1993)

De Carolis (2003) stated the value of a fsmesources is determined by the context of #ecific
market in which it is operating.o develop core competences in the pharmaceutical itrglus a rather
complex function. The considerable time, money, and uncertaisgpciated with developing network
resources also represent a barrier for firms desiring to compete in the res@ataisive side of the
pharmaceutical industry. Firms compagi in the pharmaceutical industry employ heterogeneous
strategies ranging from lowost strategies adopted by generic drug manufactures to highly
differentiated strategies used by largesearchoriented and biopharmaceutical companies (Taggart,
1993). Gudri et al. (2011) studied among 68 US, European and Japanese pharmaceutical firms in the
time period between 1997 and 200Mis study reconciled that strategic value addition in the
pharmaceutical industry has emphasized the role of three dimensions: R)eRBertise 2) economies
of scale, and 3) access to alliance netwoher researchers also stated other dimensions such as
patent protection, service level and product brandiipgmas & Bogner, 1994#riem & Butler, 2001
Bogner, Thomas & McGee, 198@stel Oels Kreimeyer, & von Zedtwif2005; GassmanReepmeye

& Von Zedtwitz2008; Guedri et al., 2011).

Technological competencies in pharmaceuticalsaafienction of expertisén scientific disciplines and

therapeuticarea.Pharmaceuticatompanies have been quite fast at embracing the new technology,
adapting to their owrrequirementsand using it intensively to increase their productivity. Also, the

11



advent of new technology increases the probability of discovering new molecules. Rigtly,
shortening the time necessary for scanning for the suitable molecules for an identified disease.
Secondly, by allowing the holders of the technology to scan across a range of therapeutic indications.
This potentially creates a competitive edge for thopharmaceutical producers who possess
ownershipadvantages in the new technology over others do not. Also, on the other hand, pursing new
products in one therapeutic area can enhance learning in other areas. Schweizey 2168 there

is a clear cut bveen the pharmaceuticaindustry as it existed in the past and tpbarmaceutical
company in its current form as it was shaped through the wave of mergers, acquisitions and the
increasing number of strategic alliances in order teegploit new technologs, cediscover new
molecules, canarket new drugsAllen, Lee & Tushman (198f)dKatz (1988%uggestsn technology
driven environmentsintra-organizational learning enhances research performance. Henderson and
Cockburn (1994) also find that a flowinformationacross the boundaries of the firm is related to the
research productivity.

Besides the technological competencies, pharmaceutical companies need to effectively market their
new products (De Carolis, 2003). De Cafgl®3) also stated the success of some drugs, particularly
those in the same category, depends on how well a companyli¢imentiate that drug particularly

to doctors or the customers.

2.1.2.2 Effect on company® performance

Traditionally, economists ggested that vertical integration is motivated by a drive for market power
or cost reduction factoréBhuyan2005;Lin et al., 2014; Carlton & Perloff, 1999, Chaptervi2et al.,
2013. From their empiricalesearchthey found forward integration enablesmanufacturer tdetter
understand customer requirements armbtter manage the demand side by directgntrollingthe
retail price. This action allows the manufacturer to provide superior performances, whichesclud
more innovativeproducts at low costwhich could fit Faulkner & Bowman (1995hybrid strategy.
Also, many researchers foundhat downstream vertical integration plays an important role for
manufacturing firms in several ways (Baumgartne@%%Frdlich, 2001; Guan, 201Rangan, 1993).
Firstly, it can help firms to secure the distribution channels of their prodnaisder to achieve more
market power especially in markets with increased uncertaintietgér, 1978; Harrigan, 198%angan,
1993).Secondly, it can offer a way to control efficiency gains and transaction cost reductions in the
supply chain (Frohlich, 20Q1Joskow, 2010 Thirdly, downstream markets can offer the forward
integrated suppliers important benefitsecausenow they could make more goods and services in
house(Baumgartner, 1999%Harrigan, 198p Lin et al. (2014¢haracterizehe main effect of forward
integration is on (1profitability, (2) product quality, an{B) economy of scale (volumi&)competitive
setting.Howeve, the effect of forwardntegration istwofold, whichunilateralforward integration can
harm a manufacturés profitability.

In China, the APhdustry possesses a low R&D intensifierce competition over the lowended
product (X. Supersonalcommunication, 2810-2017) Thehigh-quality standard and long R&D period
lead to a high entry barrier of the API industNormally, the western manufacture company will
source from two to threéd\PIsuppliers Therefore, the competition for the western stomer resources
becomes intensefFor most of the Chinese APl manufacturing companies, incliNE®5, the main
purpose to forward vertical integration is textend the production line, increase the production
efficiency and quality tget more profit. Sine the main advantage in Chinese Vitamin C industry is the
low labor cost and production efficiency. By integrating forward, GIEBuld produce versatile
products in a relative low price to meet different custonierseds.
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In an exchange relationship a product must fiestist, so a relationship can be built around it.
Customers do not have the motivation to continue the relationship merely for the relationship itself
unlessthey receive a product that meets their standardBased on the incentive o€hinese
pharmaceutical industry and the purpose of NEB®, main effect of forward integration which
summarized byLin et al. (2014) will be adopted and measured in this resed@ghanalyzing how
performance can influence thaustomer relationship, these measurable factors will be adopted from
the literature and empirically examined in this research.

However, those factors are measuring the direct effect of a company who forward vertically integrated.
According to Walter et al. (2003j,the benefit of a relationship is realized within that relationship, it

is a direct effect. This means that the fulfillment of the function does not depend on other relationships
or factors. These indirect effects inclde nonproduct related attributes such as service and
communicationWilson, 1995Based onthia s | demwmans theoryChen et al. (2005)ives an extra
vision aboutthe communicationinteraction. hteraction between the customer and supplier, which
means more specifically, the face to face interaction. This kind of interaction focus more to the
technicalsupport sincehe quality of technical support is as the same importance as product quality.
The ability to communicate with exchange partners fostayeperation and trust in relationships
(Perrien and Ricard, 1995; Deutsch, 1998refore, these indirect factors will also be adopted and
examined in this research.

To sum upin NERs Major Product Research Report (2)1it stated that the future VitamirC
production should aim at both magsoduction and lean production. Féhne low-end productlike

pure vitamin C powdeicost leadershiould be reached by lower thgroductioncost and improve

the production efficiency. Forthe highend product, such as pranixed powder products,
differentiation strategy is more suited, aghe company should focus on improving the quality,
producing tailored product and providing better serviince NEBintegratesthe production process
from only producingVitamin Cpowder to the finished dose formsThis kind offorward vertical
integrationin Chinese vitamin C industtguldpartly meetthe concept ofFaulkner & Bowman (1995)
hybrid strategy who arguedthat a company coulderve different marketdy both being both cost
leadershipand differentiate from the competitordBy combining the abilities to respond directly to
customer requests and to provide the customer with a highly interactive, customized experience,
companies have a greater ability today tstablish, nature, and sustain long term customer
relationships than ever befor@Chen & Popvich, 20038esides these advantagegsearchers also
indicated thatvalue addition by forwardntegration could significantly influence the customer
relationshipthus customer relationship management (CRM) is needed. However, thdmited
research about the relationship between forward vertical integration and customer relationship in API
industry. Therefore, the relationship between forward vertical integnatémd customer relationship

in the Chinese vitamin C indog need to be further analyzed, which by using the aforementioned
three aspects.

2.2 Customer relationship

Inthis review subsection, general idea of customer relationship management will be introduced. Then,
the measurement factors of customeelationship qualitywill be elaborated. Finally, how can these
factors apply to this research will be discussed.

Management of customer relationships is a key activity for #reerprise Ways of more effectively

managing relationships with customers are typically addressed under the heading of relationship
marketing (RM), customer relationship management (CRM) and cestaranagement (Frow et al.,
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2011). However, there is a considerable confusion in the academic and managerial literatures about
how they differ and what the implications might be used each approach for effective customer
management. Parvatiyar and Sheth @20 argued the terms RM and CRM can be used interchangeably.
While ZablahBellenger, & Johnstof2004) and Frow et al. (2011) agreed on that the RM and CRM are
different phenomena, which a cledistinctionshould be made between them.

According to many researchers, relationship marketing (RM) involves the strategic management of
relationships with multiple stakeholders (Christopher et al., 1991; Doyle, 1995; Gummesson, 1995). It
alsoemphasizeshat customer retention affects company profitability in that it is more efficient to
maintain an existingelationship with a customer than create a new one (Bull, 2003; Payne,
Christopher, Peck & Clark998; ReichheldTeal & Smith1996). Since the &ting customer are
already familiawith andrequire far less persuasion to buy the compangroducts or services (Bull,
2003). Empirical evidence stresses that it is critfoala company to build the‘right” type of
relationship with its customers (Mij, Gupta, and Narasimhan, 1996; Reinartz and Kumar, 2000). This
“right” relationship depends on several situational factors, which are organizational design, adequate
incentive schemes, and information technology resources, as well as industry, cornpangtomer
relationships. These factors may affect the performance of relationship marketing activities.

Customer relationship management (CRM) is defined as an activity that addresses all aspects of
identifying customers, developing customer insight dnidlding customer relationships (Boulding et

al., 2013; Srivastava et al., 1999). Thus, GRMIvesthe strategic management of relationships
utilizing appropriatetechnological tools (Frow et al., 2011). Customer management represents parts
of CRM whichinvolvesa more tacticalmanagementof customer interactions and transactions.
According to Newell (2001), CRM is a useful tool in terms of identifying the right customer groups and
for helping to decide which customer to jettisofhere are several CRMlIue drivers to enhance the
customer equity, which are target profitable customers, integrate offering across channels, customize
products and services and improve service efficiency and effectiveness (Richards & Jone3h2008).
relationship model was axpted from Frow and Payne (2009), which is showRignire4.

In thisresearch sincéhe research objective is NEPG andciisrent EUcustomersandthe aimis to
retain the current customex Therefore, toidentify the“right” relationshipwith the customerss our
focus Thisfits the relationship marketing (RM) theowhich stated byNiraj, Gupta, & Narasimhan
(1996 and Reinartz & Kumar2@00. In order to identify the“right’ relationship, customers
perceptions will be analyzed. Alstompanys capabilities and strategies will be analyzed, which in
respond of custometgerceptions and preferences regarding to the relationship. This actiofvieso

a tactical management of customateractionsand transactionsBoulding et al., 2013; Srivastava et
al., 1999 Newell, 2001)Thereforethis study will adopt a combination of both relationship marketing
(RM) and customer relationship managemé@RM) theory.
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Relationship Marketing CRM Customer management

Figure4 Relationship marketing, CRM and customer management (Source: Frow and Payne (2009))

2.2.1 Factors determine customers’ willingness to repurchase

Int oday’' s environment , dependent onghs relationshepithey hava withteeir s i n g |
suppliers/customers and are demanding that they adhere to high standards. It is increasingly
important that suppliers have strong relationships with their customers to stay ahead of the
competition. The e@sblishment, development, and maintenance of relationships between exchange
partners is crucial to achieve succelglbfgan and Hunt, 1994 There are many advantages for firms
that enter into productive relationships with their customers such as low tretimaal cost, more
cooperation, lower risk, and information sharinglifam, 199% Research has begun to investigate
what determines the success or failure of relationships between exchange partners by looking at both
seller characteristics and the natuoé interactions between suppliers and custome@sdsby, Evans,

and Cowles, 1990; Morgan and Hunt, 1994

Hdlier et al. (2003) stated that these thremnstructsdirectly influenced thecustomersrepurchase
intention. Repurchase intention defines the individisajudgement about buying again a designated
service from the same company, taking into account his or her curs@mation and likely
circumstancesHdlier et al. (2003statedthat the customer repurchase iahtion is directly related to
customerperceivedquality, perceived valuend perceivedequity.

Customer perceived valudetermines the custometsverall appraisal of the net worth of the service,
based on the customserassessment of what is received (Benefits provided by the service) and what
is given (costs or sacrifice in acquiring and utilizing the service).

Customer grceived quality measures the customeroverall assessment of the standard of the
service deliverprocess. This process could be further explained by the product quality, sguality,

and ways of communication/interaction.

Customer perceived equjtis the customeroverall assessment of the standard of fairness and justice
of the companis servicdransaction and its customer problem and complaint handling process.

According to many researchers, analysis of the inddationships between customer retention factors
can be undertaken at the single transaction (micro) level or at a global (maced) lie this research,
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since the NEPG is a Chinese vitamin C manufacturing company and the target customer group is the
European customers. Therefore, macro level framework will be adopted. This is also because the
customer repurchase decision often depandn a general assessment of the service and supplier,
based on multiple service transaction experiences with that supdbangher and Mattssor1,994;
Liljander and Strandvik 995).

2.2.2 Customer relationship quality

Many factors may contribute to theustomer repurchase intention. Heer et al. (2003) stated that

the current relationship quality directly influenced tleestomersrepurchase intentionResearchers

argued that relationship quality has three dimensions, which are commitment, trust arsfagion

(Parsons, 2002; Croshy, Evans, and Cowles,; 188thigThurau and Klee, 1997Commitmentis

often cited as a critical ingredient for determining customer relationship suctesgef, Schurr, and

Oh, 1987; Schurr and Ozanne, 1985; Morgan ldndt, 1994; Wilson, 1995Trustis believed to

alleviate risk and to increase cooperation in exchange relationsBigfsu¢r and Ozanne, 1985; Swan

and Nolan, 198p Satisfactionrefers to the degree to which interactions between the buyer and the

seller neet their expectations for performance and can be based on evaluations of the tangible
product or nonproduct related attributes such as service and communication (Wilson,; 198iter

et al., 2003. Parson (20023ummarized the aforementioned dimensioass c ust o me rss’ per
sinceall these three factorar e measured from the buyers’ perspe:
According to Parson (2002i st o mer s’ pertepts oonvbhuyabsespercer
supplier perform in order to influence the relationship quality.artompetitive business situation

there is always a chance that a seller canrgglaced bya competitor. Therefore, it is useful to
understandthes uppl i er’ s performance that cus<tustomer s t hir
relationships.These variables includeommitment, trust and satisfaction which according to many
researchers, measures tleeu s t o pareaived’value, perceived quaglitand perceived equity.

Commitmentis the enduring desirdo maintain the relationship and the length of the relationship
(Moorman, Zaltman, and Deshpande, 199&kcording to Morgan and Hunt (1994), commitment
should be an important variable in determining successful relationships depend on mutual
commitment between customer and supplier. When motivation to maintain the relationship is high,
then the probabilitythat the quality of the relationship is also high increases. A longer relationship
implies a certain degree of commitment between two parties (Dwyer, Schurr, and Oh, 1987). Therefore,
commitment should be considered as a necessary condition for maintaielisipnship quality.

Just like commitmenttrust is one of the most widely examined and confirmednstructsin

relationship marketing researdCrosby, Evans, and Cowles, 199@rgan and Hunt, 1994ilson,

1995. Common to all different definitions ed to conceptualize trust theres the notion that trust

constitutest he bel i ef, attitude or expectation of a pa
outcomes will be for t Amdaleel, 1092tMoanntan gi @ (199dlefise o wn b e
trust as“willingnessto rely on an exchange partner in whione has confidenée Summarizing the

conceptual approaches of other scholange summarize trust have three essential components: (1)

the belief that the relationship partner will shdyenevolence in his or her actiomsnderson and Weitz,

1992; Geyskens, Steenkamp, Scheer, and Kumar),1@)6onesty, which means the trusting party

relies to the relationship partner being credible (E2gney and Cannon, 1997; Ganesan, 19&) the

belief that the relationship partner has the competence to act for the benefit of the relationship
(Andaleeb, 1992; Ganesan, 1994; Moorman, Zaltman and Deshpandég,|h38 research, we adopt

this approach, for which the concept of trust includes bevlence, credibility, and global trust.
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According to considerable attention to business relationship consequence, a construct that has
received particular attention within the domain of B&Bationshipds trust (Sharif, 2005). It maintains
relationship by staying with existing partner and resisting attractive steonh alternatives.

Satisfactionrhas been di scussed extensively as daringentr al
the past two decads and it is considered as a key driver of the kegn relationship between

suppliers and buyerAnderson and Sullivan, 1993; Churchill and Supernant, 1982; Tse and Wilton,
1988. Anderson and Narud9849 def i ne sati sf act iatemesullirg fromaheposi t i
appraisal of all aspectsofafisn wor ki ng r el at i o rCastome satsfadtianwithn ot her
a product presumably leads to repeat purchases, acceptance of other products in the same product
line, andfavourableword-of-mouth publicity (Cardozo, 1965). Therefore, the knowledge about factors
affecting customer satisfaction is essential. According to Cardozo (1965), Oliver (1980) andl&hurchil
Supernant (19823 research satisfaction is built upon thmatch between productperformance (i.e.

quality, price, capacity, etc.) and custorisexpectationMoreover, Chen et al. (2008nalysedthe

factors that affect the degree of customer satisfacti@wouldinget al. (1993) indicate that customer
satisfaction can be transaction specific or cumulative. Transaction specific customer satisfaction may
yield meaningful insight into a particular encounter and may be predictive of additional transactions,
but cumulative satisfaction is a more fundamental conceptualization of a'dirpast, current and

future performance (Anderson et al., 1994). Johnston el al. (P§tdded that thedegreeto customer
satisfaction can be enhanced depends on how well the trading pariauer integratedOrganizational
learning theory helps explain why integration should be related to customer satisfadfiotual
knowledge created through information shared along the supply chain increases the profitability of a
common understanding amanthe parties. Hence a custom&expectations are kept consistent with

the supply chails ability to meetthe customets need; met expectations being correlated with
satisfied customers, especially to the extent the customer has contributed to the mkroalledge

created bythe shared information. For example, through collaboration with customerssandp p | i er s
firms can learn to tailor service offerings to more closely match specific customer requirements (Stank
et al., 2001).

For NEPG, if it forward wviezally integrates the relationship with its current Edustomers will change

(Yu et al., 2013). During the literaturesearch we found there appears a gap on actually measuring
the direct impact of forward vertical integration on customer relationships. To measure the impact of
forward vertical integration on customer relationships, customer perceptions will be measured and
andysed (Parson, 2002)One of the purposeof this research is to fill thigap and empirically
investigate the impact of forward vertical integration on customer relationships.

2.3 Conceptual Framework

Based on the theoretical framework previoudigcussed, the following conceptual framewoRigure
5) was assembled and the hypothesis is made.

This study considettiree main sets of variabk forward vertical integration in terms dfmensions
of integration, customes’ willingness to repurchasé.e. customers$ perceptiors regarding to the
companys new product, service, price, communication, eényl the current customer relationship
guality in terms of commitment, trust anshtisfaction

2.3.1 Forward Vertical Integration and Customers’ willingness to repurchase

According to Baumgartner (1999); Frohlich (2001); Guan (2012); Rangan {2$@w2010); Etgar,
(1978 andHarrigan,(1989, awell-integrated supply chain can reduce the transactional cost and

17



deliver more service and versatile productéowever, they stated that before company forward
vertically integrate, there are several variables neéedbe measured and considers by the company.
These wariablesdescribethe factors that measurgthe dimensions offorward vertical integration
According toHarrigan (985), dimensions of integratiovariables describes the characteristictoé
specificforward vertical integration a company will carry auhich links with a company strategy
Theseadimensions of integratiomariablesncludestages of integration, breadth of integration, degree
of integration and the fornof integration. The aim of théorward vertical integration proceda this
researchis to eliminate the intermediate cost and produce various products, whitht s t he “ Hy b
straineéqul kner & Botrategy clockHbvegeh according to researchers, value
creation by forward vertical integrationcould changethe current customers attitudes towards
continuebuying the new producfrom the same suppliefThis is becausthe companys new product
portfolio may overlap with the customer compdayproduct portfolio thusthreats the customer
companys own lenefit.

According tanany researchers, the repurchase intention is made when customers found a product in
terms of quality, value and eity meet their expectations (Hker et al., 2003). These quality, value
and equiyy measures of a supplier will be measured from cust@mn@erspective and be treated as
customersperceived benefit. Walter et al. (2003) stated tlifathe benefit of a relationship is realized
within that relationship, it is a direct effect. This meahat the fulfilment of the function does not
depend on other relationships or factorBhe direct effect of suppli&s can be measured from product
price, product quality and service qualitghuyan,2005;Lin et al., 2014; Carlton & Perloff, 1999,
Chapter 12Baumgartner, 199; Frohlich, 2001; Guan, 20Rangan, 199Ftgar, 1978; Harrigan, 1985;
Joskow, 2010Vickery, Jayaram, Droge & Clantone, 2003; Danese & Romeo, P0d2¢ three factors

can be classified afirect functins where a customer gains benefit from a supplier relationshitpe
indirect effect includes the service/support and the communication/interaction. These factors are
classified as an indirect factor because they cannot be measured directly. Personal reipicard
other factorsalsoneed to be taken into consideration (Walter et al., 20@3sed on thesethe first
hypothesis is made.

Hypothesis 1/ 2 Y LJI ga@akil@ieswhichin terms of dimensions ohtegration has direct impact
on customer8&willingness tobuy the new product

2.3.2 Current relationship quality

Besides the impact obfward vertical integration, Hier et al. (2003) stated that theustomers
willingness torepurchasecould alsobe influenced bythe current relationshipuality. Parson (2002)
stated severale st omer s’ r el a@anbhesumsnarizep intu therfactarb thagisfluente
relationship qualitywhichr e f er t o the customer s’ perceptions o
tangible and intangible attoutes (Parsons, 2002Ylore in specific, these variablese commitment,

trust and satisfactionqGardozo, 1965; Oliver, 1980; Churchil & Supernant, 1982; H&hoigu & Klee,

1997; Chen et al., 2005iellier et al., 2008 Especially for the customer ssfiaction,Homburg et al.

(2005 stated that higher customer satisfaction would lead to improved company performance and
thus lead to an increase profitabilitilany researcheralsofound that customersgend to repurchase

from the same supplier in a B2B relationship when they perceived a high value, high quality and equity
over itssupplier.Therefore the following hypothesis is made:

Hypothess 2:Currentcustomed Q  LJS NXVErIthié dothpanyin terms of commitment, trust and

satisfactionhas a mediating effecbetweenforward vertical integration and customergwillingness
to buy the new product
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2.3.3 Conceptual framework

In this conceptual framework hiypotheseshatc o mp any ' s regarging to fotward verticsl
integrationwill influence thecurrent customerswillingness to buy or repurchase intensi@huyan,
2005; Lin et al., 2014; Carlton & Perloff, 1999, Chapter 12; Yu et al., 2013; Baumgartnefrdbigh,
2001; Guan, 201Rangan, 2013; Etgal978; Harrigan, 1985; Rangan, 1993; Joskow,)2Bbvever,
customer’' s per ce prtermsmof conumimentatrust anoh patisfagtionay have a
mediating the impactThese factors were developed from the literatu(Bsrson, 2002; Crosby, Evans
and Cowles, 1990; Henrithurau and Klee, 1997; Dwyer, Schurr, and Oh, 1987urr and Ozanne,
1985; Morgan and Hunt, 1994; Wilson, 1988 used in this researcfiherefore, in this research,
three aspectswere measured to ést the aforementioned twdhypotheses Firstly, the comparig
capabilitiesin terms of the dimensions of integration will be measured. Secordlly, st o mer ' s
willingness to buy the new produetill be measured. Finally, the current relationship quality that from
the customersperspectives will be measurebh order to find out the gaps and the possible matches
between NEPG capability regarding tdorward vertical integratiorand itsinfluence oncurrent EU
customerswillingness tdbuy the new product will be measuredll the aforementionedfactorsare
listed in the following conceptual frameworkiQureb) andwere measured in this study.

Company’s capabilities in
Forward vertical integration

Stages of integration
Breadth of integration
Degree of integration
Form of integration

Customers’ perception over a company

* Commitment H2 > H1

e Trust
* Satisfaction

Customers’ willingness to buy the new product

* Price

* Product quality

» Service/ Support

* Communication/Interaction

Figure5 Conceptual framework
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Chapter 3 Methodology

In this chapter, thanethodology of this research will be explained, which includes research design,
data collection and analytical methadn the end, the limitation of this methodology will also be
discussed.

3.1 Research Design

The research design used in this study isgecstudy design, since the total study population is one
entity (which is NEPG) (Kumar, 2011). Kumar (2011) stated when doing a case study design, it is
assumed that the case being studied represents the typical case. This assualipticsius to have a
valuable insight on a particular topic or situatidte argued the major strength of the case study design

is that it is useful in areas where little is known, which is prevalent in qualitative res@dretmain

focus in qualitative research is to understand, explain, explore, discover and clarify situations feelings,
perceptions, attitudes, values argkperiencesof a group of people (Kumar, 201Bince the main
interest of this research is to study tis¢érategy of the company and the perceptions of the customer,
the qualitative study design is more appropriate. As it is a flerjble and openendedtechnique to

collect data andt is more appropriate for exploring the variation and diversity in anyeas of social

life (Kumar, 2011).

3.2 Data collection

In this study, the data will be collected within two groups, namely NER@nagers and NERG
current EU astomers. The reason that these two groups of informanwitsbe chosen is:

According toNER5 Major Product Research Report (2)INEPG exportabout 47%of its vitamin C
powder product to Europewvhich the European customegise NEPG major customer segments. Also,
to analyze the customerperceptiorsover the company in the context of forwavertical integration,
customers willingnessto-buy towards the new product andurrent relationship qualitywill be
analyzedFinally to respond the customer@reference and aim for getting more profit, compatsy
capability will be developed.

Sincethe NEPG headquarter is in Shenyang, the place for the data collection will be in Shenyang,
Liaoning province, PeopteRepublic of China. Depending on these two groups of giogulation,
primary data will be collected and analyzéithe primary data diection method will be used in this
study is interviewsince interview is one of the most common methods used in the qualitative research
(Kumar, 2011)Also,Frey and Fontana (199hpte that case studies normally focus on two types of
data gathering m#hods, which areobservationand interviews Interview involves asking questions,
listening to and recording answers from an individual or group on a structured;staemtured or
unstructured format in an idepth manner Qu & Dumay, 2001 McNamara (1999) stated that
interviews are particularly wuseful for getting
stated the interviewer can perusgetailedinformation around the topicsince the questions can be
further explained,and theinformation can be supplemented@hewhole interview researcifior both
partieswill be conducted over a period of one morgimcethere are time limitationf this research

In this research, two parts of interviews will be conducted, which the firgtipgerviews will be set

up amo ngEUNEDMErS and the second part of interviews will be conducted with the NEPG
managersFor all above the reasons and the fact that not all NER@nagers and its customers will
have the same chance to be selectelde judgmentalsampling will be used. This type sdmpling
method will be used forboth groups ofinterviews. According to Kumar (2011), triamplingmethod
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is appropriate for qualitativetudieswhen the goal is to describe a phenomenon. Moreover, it is used
when the researcheknows who can provide the best information to achieve the objectives of the
study (Kumar, 2011).

The firstpart of interviews will be set up with NEPGurrent Europeacustomersfor inquiring their
perceptions over NEPG and their attitudes toward forward vertical integrdliablel). For selecting
the adequate amount of interview customer candidatBsker et al. (2013), suggest that researcher
should shoot for a sample of 12. Sindeist number gives them the experiencé planning and
structuring interviews, conducting and partially transcribing these, and generating quotes for their
papers.However, for a longer projestuch aghesis the sample size might extend slightly, but rarely
more than 20(Baker et al., 2013%Bince this study ia sixmonths thesis research, the firpart of the
interviews will be set up amon@4 NEPG current Europeancustomers. Thespecific customer
companieswill be selected under the help of NEPG, witlod selectingeriteriawill be based on the
customers firm size, purchasing behaviaheir final product typeand the relationship with NEPG.
Since NEPG will forward vertically integrate from making powdemake effervescent tablets,
chewable tablets and coated tablets, the custosi@rho also make vitamin C tablet product will be
selectedin priority.

Tablel Company selection

Mr. Company Location Customer tyoe |Product type

1 AVIDAHEALTH PTE.LTD. Europe, (Mainly in UK) Distributor API

2 WILD Flavors & Specialty Ingredients Germany Distributor API

3 P&G International Distributor API

4 FLEVO CHEMIE (NEDERLAND) B.V. Metherlands Distributor APl

5 PARKACRE ENTERPRISES LIMITED UK Distributor Finished product
6 Alliance Boots Sourcing (Hong Kong) Limited [Hongkong Trader Finished product
7 OSKAR BERG GMEBH Germany Distributor API

8 VICORQUIMIA. 5. A Spain Distributor APl

9 SELECTCHEMIE AG Switzerland Distributor API

10 ECSA Chemicals AG Switzerland Distributor API

11 Jo Kozerzet Kozpont Kft Hungary Retailor Finished product
12 ATLANTIC CHEMICALS TRADING GMEH Germany Distributor API

13 Catalent Germany Eberbach GmbH Germany Distributor AP

14 SAMDOZ ILACSANAYI VE TICARET AS. Turkey Distributor API

Asemistructuredcustomer interview guide will be created, which regarding to the measurable factors
developed from the literatur¢such aghe factors measureurrentrelationship quality andustomers
willingnessto-buy). According toYin @013, when utilizing semstructured interviews, it is important

to identify key informants and focus on those who are in a position to lafeemation about the
problem studiedTherefore, interviewing the sales manager or other equivalent position ofitamin

C tablet product manufacturingompanies will be put in the top priorityrhispart of interviewswas
seekng to answer the sulguestion2, which analyzes the customégserceptiors regarding to the
currentrelationship with NEPGvho is going to forward vertically integrai@m only making powder

to make effervecent tablets, chewable tabletand coated tabletsetc. Also, he astomers
willingnessto-buy, will be measured in this researchhe customes interviews will be conducted in

the end of November, 201Tdeally, all theinterviewees will bepproachedphysicallyHowever some

of the customer companies may operate a subdivision in China and others do not. Therefore, the
interviews among selected customevgreapproacheckeither physicallyor via social media (E.g. Skype,
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etc.). Moreover,some ofthe interview among all th&4 European customerg/ere recordedunder
the customersapproval

Table2 NEPG manager information

Name Function Title

A Yinan Huang [NEPG international trading department (European divisiggeneral manager

B Zhenghe WandNEPG international trading department (European divisidManaging director

C Xianying Su  |R&D Vice-general manage
D Jinna Cao NEPG international trading department General manager

E

Wenqing ZhangNEPG international trading department (European divisigi9ales manager

Thesecondpart of the interviewswasset upamongfive managers oNEPQGTable2). According to the
interviewees'’ job function different guestions
Information questions and opinion questions were used to collect facts and perceptions; probing
guestionswasalso prepared to be used when informahémswerscause confusion or required more

details. These questiongere aiming for gathering informatioabout thevarieties of currenditamin

C products, company strategy over forward vertical integration and its current relationshijl its

EU customersThe first interviewvasconducted in the middle of Novembewjth the generaimanager

of N mfer@dtianal trading departmenfEuropean division)inan HuanfManager A. The aim of

the first interviewwasto get the information about the varieties of the current Vitamin C product
NEPGexport to the Europeamarket, the customes final product typeand the current customer
relationship strategiesTogether withMs. Huang informant customerswere selected based on their

firm size, purchasing behaviaheir final product typeand the current relationship with NERGhe

second inteview wasconducted after thecustomets interviews finished, whiclwvasconducted with

t he managing director of NEMRE®Opsardivisidl)eZhenghde Waagn al tr
(ManagerB.Tor espond the customer s’ pamedfer pskingovhathe t he s
company’' s c aepaading tb the relaeted aspeacisuch asproduct quality,total product

guantity being exportedservicdsupport, communication/interaction, etg. The third interviewwas

conducted with thevice-general manager of NEPG, Xianying(anager . Theaim of the third

interview wast o k n o w dingadoGover forward vertical integration and to see what
adjustmentsc an be made in order t,whichmia tertns of $tages, beadth,t o me r
degree and form of integratiamAimedfor getting more information from the company, two more
managers Jinna CdManager D and Wenging Zhan@Manager B were interviaved. All hesefive

interviews were semistructured as well sincethe target groupare the top managersAccording to

Bryman (2015), sensitructured interviewsanprovide a framework, which allowtke interviewer to

set specific topics to be examined and in the meantime provides a higher possibility for interviewer to
acquiremore indepth answers.

The second parbf interviewssoughtto answer the sulguestion3, which analyze the companys
capabilitiesregarding to theforward vertical integration, which from only producing vitamin C powder
to produce effervescent tablets, chewable tablets and powder drifike.second intervieuidewas
createdbased on the direct &ndirect effect of com@nys capabilities and dimensions of forward
vertical integration.To respond customé&s preferences¢ 0 mp admmensienover forward vertical
integration, profitably, product quality service and communication/interaction will be measuréual
this part of the interviews, the intervieweesere approachedphysicallyand the interviews will be
recorded
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3.3 Analytical method

Qualitative data analysis is the range of process and procedures whereby we move from the qualitative
data that havebeen collected into some form of explanation, understanding or interpretation of the
people and situations we are investigatif®rauss, 1987)t refers to research activity which, involves
several different but related elements (or operations). Qualatnalysisoccursat various levels of
explicitness, abstraction and systematization.

It is time saving by using the electronic softwarectmle, but it might alsatake several weeks to get

acquaintedwith asoftware package (BasR003). Regarding to the time constraints and the translation
process, the datavastranscribedand coded manually in this resear@fable4, Table6 and
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Appendixl Company intervievguestiony The framework of codingzasguided by the measurable
factors whichwere derived from the literature.

The main variables in this reseangiere measura by multiple items, such as compasgapabilities

in terms of dimensions of integrationcurrent customer relationship quality and theustomes
willingnessto-buy. The detailed interview questions are listed in
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Appendix 1 Company interviewquestionsand Appendix 2Customer mterview questions(and
Expected answér

In total, 31 questions were constructed and asked to the NEPG managers, respeStvedyof the
guestions were also repeated in different interviewéiese questions were divided into foguestion
types namelydirect effect questions, indirect effect questions, questions regarding to degree of
integration and informative questiond he classification of the questions is showmaile3.

Table3 Classification of questions (Company interview)

Question Type Question number Number of questions in total
Direct effect questions 2;7;12; 13; 20; 21; 22; 24; 28 9
Indirect effect questions 23; 25; 27; 30; 31 5
Questions regarding to degree of integration |1; 3; 4; 5; 6; 11; 14; 29 8
Informative question 8;9; 10; 15; 16; 17; 18; 19; 26 9

According to Walter et al. (2003} ,the benefit of a relationship is realized within that relationship, it
is a direct effectLin et al. (2014) stated there are thresspectsof the main effect of forward
integration whichare profitability, quality and volume function. These factorsttivaere summarized
by Lin et al. (2014re adopted and measured in this resear®line questions(in
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Appendixl Company interviewjuestiongwere generated to measure the direct effect of company
performance. These items are developed based on the studies by Lin et al. (2014) and Harrigan (1985).

There are alsindirect effectswhich couldalsoinfluence thef i rperforsnance. These indirect effects
include non-product related attributes such as service and communication (Wilson, B&&9d on

the Ma s | odemand theory, Chen et al. (2005yives an extra visio about the
communicationinteraction. hteraction between the customer and supplier, whioleans more
specifically, the face to face interaction. This kind of interaction focus more to the techojmabrt
sincethe quality of technical support is aselsame importance as product quality. The ability to
communicate with exchange partners fosters cooperation and trust in relationships (Perrien and

Ricard, 1995; Deutsch, 1958herefore, these indirect factors will also be adopted and examined in
this research Fivequestions( in
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Appendixl Company intervievguestionywere created based on the studies by Chen et al. (2005),
Wilson (1995) and Perrien and Ricard (1995).

Dimensions of integratiorefers to thestage breadth, degree and form of integratioklarrigan, 1985).
Harrigan (985) suggested that firms magvaluate themselves beforiategrating Firms mayadjust
the dimensions of their vertical integration strategies to suit competitive or corporate ndsdht
guestions(in
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Appendixl Company interviewguestiongwere used to measure dimensions of figrintegration.
The items are developed based on the studies by Harrigan (1985).

I n addition, accor dinngfollowedup duestiomggnnager ' s answer ,
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Appendix1 Company interviewjuestiongwere asked, which aimed to acquire more information.
Since these questions were asked extemporaneously, those questions were not strictly followed the
framework.

Current relationshipguality was measured fromthe customers perceptiors, which containghree
aspects, namely commitment, trust and satisfactitmtotal 22 questiongin Appendix 2Customer
interview questiongand Expected answgmwere generated, which aiming to find out customerast,
satisfaction and commitment over the NEPG. These factors were measured by Likert scale, and further
inquiries were made to find out the customénstentions behind the score.

Commitment is the motivation to maintain the relationship and the lengththe relationship.
According to Morgan and Hunt (1994), commitment should be an important variable in determining
successful relationships depend on mutual commitment between customer and supplier. When
motivation to maintain the relationship is higthen the probability that the quality of the relationship

is also high increases. A longer relationship implies a certain degree of commitment between two
parties (Dwyer, Schurr, and Oh, 198IMreequestions(in Appendix 2Customer riterview questions

(and Expected answgrwere generated to measure the custongicommitment over its supplier.
These itemsveredeveloped based on thewglies by Dwyer, Schurr and Q987. Moreover, because

of the complex natureof the B2B context, Kristensen et al. (2000) stated that business customers
consider corporate image as the most important criterion for being loyal to the supplier compared to
satisfaction, trust, and handling customer complaints.

Trust refer to the beéf that the other party is honest and sincere and in no circumstance will
deliberatelydo anything to damage the relationshiphe trust of a firm may be determined on the
basis of reputation, trustworthiness, mutual disclosukevpn and Suh, 2004aswell as previous
experience WVilson, 1995)Authors such as Doney and Cannon (1997), Ganesan (1994) treats trust as
a seconebrder construct of credibility which is based on the extent to which the retailer believes that
the vendor has the required expesé to perform the job effectively and reliabyognitivedimension);

and benevolence which represents the good intention of exchange partners, as well as beneficial
motivation of the vendor to the retailer when new conditions arise (Ganesan, 19@ddefne the

trust between supplier and customer belongsniter-organizationatrust, and it measures the aspects

of transaction experience, fairness, reputation, and trust worthinBssed on the direct and indirect
dimensions developed by Lin et al. (204d Walter et al. (2003)ix questions(in Appendix 2
Customer mterview questions(and Expected answprwere generatedto measurethe customets

trust over its supplierThese questionsere alsadeveloped based on the studies Glaro et al. (2003),
Doney and Cannon (1993nd Ganesan (1994)

Customersatisfactionwasused to measure the quality of a business relationship. People are satisfied
when the perceived relationship is equal to or stronger than what they expet¥adlin Andreassen
and Lindestad(1998)suggest that the customer satisfaction indicators should tap into the construct
by addressing overall satisfaction and congruence with expectatiRing. (1993proposed that the
relationship between buyers and sellers reflects overall satisfadticetition, we adopted wo items
commonly used in customesatisfactionresearch as indicators of the customer satisfaction construct
(Oliver and Swan 198%oreover, adopted fronthe direct and indirectdimensions developed by Lin

et al. 014) and Walter eal. (2003)which can determine the customémillingnessto-buy, thirteen
guestiong(in Appendix ZZustomermterview questiongand Expected answgmwere constructed and
used to measure relationship satisfaction. This measurement instrumenalsadeveloped based on
Fornell et al. (1996).
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A follow up questiorwasasked, which i8If NEPG forward vertically integrate, from ophpducing
powder to produce tablets product, will you still buy its product? the customels answer iSNC',

then the intention hide behind this answer will be asked and then the interview will be ehidedever,

if the respondent answersYES, the following question which related to the customeggpectations

(i.e. product quality, price, volume, service, communication and the relationship) will be asked. These
guestionswere constructedbased on Lin eal. (2014), Waér et al. (2003, Oliverand Swan (1989),
Dwyer, Schurr, and Oh (198and Fornel et al. (1996)

3.4 Triangulation

Because of the limitation of the case study method, triangulation of data source is redséoeshdary

data will be collected to avoid bias and gain insight from other case studies. In a case study design, the
“casé you select becomes the basis of a thorough, holistic asaepth exploration of the aspect that

you want to find out about (Kumar021).Also,it is stated, a case study should focus on a bounded
subject/unit that is either very representative or extremely atypical. In this stwdgesabout
customer relationship regarding torward vertical integration in EuropeafastMoving Consuner

Goods (FMCG) industries will be selected first. If there are not many case could be found, then the
customer relationship management case regarding to forward vertical integration in any industries in
Western countries will be selected. However, theubdary of the case search will keep within the
western countries.

When doing the search for the cases, the credibility of the source has to be evaluated and taken into
consideration. Within this study, the sources are divided into high, medium andrkxibility levels.

Case sources from academic and governmental institutional bodies are classified to have high
credibility level; several examples include universities, government reports, and journals. Case sources
from nonacademicinstitutions are clasified to have a medium credibility level; several examples
include news articles, consultancy compasyarticles, nosprofit organization articles. Case sources
from colloquial platforms are classified to have a low credibility level; several exampladarself

written articles and forums.

3.5 Validity and Limitation

Thissection presents the validity anldnitations of both the interviews and the case comparison
analysis method. Since this research is a case study, there are several limitatiorssstéidlyi The
limitations are the case study limitation itself, sample selection method, and data collecting method.

In this research which only NEPG will be analyiteddlack ofepresentativenesandits generalizability

to the whole vitamin C industng low. Another possibility is that researcher bias may arise according
to the amount of data being collected. There are possibilities that the data gathered are misread or
misinterpreted by the researcheMoreover, the information of the contact custone was given by
NEPG which they might just be the sales person or contract employee of that company. This could
influence the quality of the result since the interviewed person may not represent the company and
al so, hel/ she may n oecisibninahis sitadtidn. Bedagse af theaforementioreed d
reasons it would be hard for the researcher to have an objective outlook on the data and reduce the
scientific nature of the research.

When constructing the interview guide, it is important to hate face and contenvalidity. Each
guestion or item on the research instrumemiusthave a logical link with the objective, and the items

and questions over the full range of the issue is measured. Also, the wording of questions and physical
setting is important, while avoiding the leading questions.
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When conducting the interview, the quality of the data depends on the quality of the interviewer, the
guality of the interaction and the researcher bias (Kumar, 2011). In an interview situation the quality
of the data generated is affected by the experienskills and commitment of the interviewer. Also,
becausethe interaction in each interview is unique, the quality of the responses obtained from
different interviews may vary significantliyloreover, the researcher bias in the framing of questions
and the interpretations of responses is always possible. In this research, the researcher will be the
primary instrument for data collection and analysiss possible that he/shenay exhibitbias in the

way he/she interpret responses, select response categari choose word teummarizerespondents
expressed opinions. In the end, due to theo mp a confidential agreement, the interviewee may

not willing to tell everything. This may also affect the quality of information or even result in an
interview beng terminated. In addition to the data collection method, the integrity and skills of the
investigator are important. Because the researcher will be the prinmtyumentfor data collection

and analysislt is also possible that the researcher might neide to prepare for the training and
transcribe responses.
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Chapter 4 Results and analysis

In this section, the result of the primary data collection method will be presented and discussed. The

main objectives of this sectiareto answer thesecondSRQGWh at are t he NEPG’' s cur
perceptiors regarding to thetrust, satisfaction and commitmefit’andthe third SRQ What ar e t h
NEPG' s capabilities to off ehedimansonsotintegratioct’'ThEU c u st
chapteris parated into three sulchapters, each chaptewould first start with presenting the

primary data collection results, and then analyzing the found result, which could drive to the possible

gaps and matches between NEPG and its EU customers.

4.1 Customer’s interview result

The idea of the customer interview isgoe ar c h f or pedceptiors aver NEP @& eurrent
performance, ando analyze whether there is positive matchbetween customersperception over

NEPG current performance antheirwilingness t o buy NEPG' s new produ
integration The resuls of the customeri nt er vi ews s h o wetibns oversNEBGne r s’ [
current performancewhich in terms of trust, satisfaction and commitment wasite positive.

However, there v@sno significant correlation between customers

Usedthe three factors(trust, satisfaction and commitmentfiat had been derived in Chapterdl|the
customer interview results ere summarizedin Table4) and averages were calculated ftigure6).

From Figure6 we could see that most of the averages were above 5 and most of the standard
deviations were below Jerception over NEP&current performance and their willingness to buy the
new product.
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Figure6 Overall aerage result oall thecustomer intervievs

According torable4, customes trust over the companyas measured (Question 1 to 6). The results

ranged from 4 to 7 (out of Gnd the averages were aboveFrom the table it is clear that customers

trusted EPG' s brand and the quality of their produc
company believes NEPG treat wus in an honest way
The reason why these European customers trusted NEPG is rhafr@lyse NEPG is a large, state

owned company. Moreover, it has a relative good reputation in the European market, which regarding

to the product quality and delivery time.
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Table4 Result of customer interview

Questions Remarks
Trust
1 Our corm pay the current relationship with NEPG (Overall trust).
L tats d d tation invitamin €
2 |Our company the current product brand of NEPG. ATE® COMparnty, State minec, Bood fepration invitamin
market
The guality of the product is above the standard. Some of the
3 |Our company NEPG's current product guality. ; . i o -
companies found there are diviations between batches
MEPG could deliver the preduct on time. However, sometimes the
4 Our company believes the expertise of NEPG to perform job effectively and reliably. . P .
technical problem takes lenger time
E t tion is under th tiati d lated by th
5 |Our company believes NEPG treats us in an honest way in every transaction. ey r.ansar_ fon is under the negetiation and regulated by the
regulation
Companies focus on the long-term goal and would like to seek
6 |Our company has interest of NEPG in company's welfare and motivation to seek joint gains. 3 § ne e
mutual benefits
Satisfaction
Problem could be solved together, could be solved accurately,
7 |Our company is satisfied with the current relationship with NEPG. MWEPG treat customer honestly, communication is smooth.
Hewaever, the duration is a bit long
Sometimes there are impurities/deviations/color/size problems
8 |Our company is satisfied with NEPG's current product guality. o / / / o
among batches
9 MEPG's current product quality meet our com pany's expectation (which aspect does and which|The general guality is good, but for some batches, the guality
aspect doesn't meet the expectation?) should be improved
The price matches the product guality, and the product quality is
10 |Our company is satisfled with the current price NEPG offer to me. P P . V. P 9 ¥
above the standard
1 The current price NEPG offer to our company meet our company’s expectation. (which aspect|The price is the result under the negotiation, but it is always good
does and which aspect doesn’'t meet the expectation?) to be cheaper
Staffs are helpful, most of the problems could be solved,
12 |Our company is satisfied with the current service guality of NEPG? Why? P ! p .
However, sometimes the duration is teo long
Mast of the technical probl Id be solved. How the
13 |Our company is satisfied with the current service regarding to the technical problem. o8 c?. E echnica prc.n ems cou e solve . ever, the
tracebility is low, sometimes also takes longer time
Sometimes the problems could be solved very slow, especiall
14 | Our company is satisfied with the current service regarding to solve the problem in time. . P . ¥ s esp ¥
regarding to the technical problem
15 |Our company is satisfied with the current service regarding to the problem solving accuracy. Most of the technical problems could be solved accurately.
16 The current service guality of NEPG meet our company's expectation. (which aspect does and|Most of the aspect [service guality such as accuracy, attitude,
which aspect doesn't meet the expectation?) ete.) Except for the problem sclving time.
Staffs are easy to communicate and always willing to help.
17 | Our company is satisfied with the current communication/interaction with NEPG. Why? However, for the tracebility of the process, may be NEPG should
improve the communication within the company
Email is the most common media NEPG uses to contact with
. - . o . their customers. Moreover, face to face meetings will be
18 |Our company is satisfied with the current way of communication with NEPG. Why? o
arranged when it is necessary. The current way of
communication is enough
MNormally when orders are made (2 months in average), we
definitely contact NEPG. For other cases, like there are problems
18 | Our company is satisfied with the current frequency of communication with NEPG? Why? ¥ . Y o m
happened, we contact NEPG immediately. If it Is needed, we
contact NEPG anytime.
Commitment
MEPG is a guite reliable partner, if the product quality could be
20 |Our company focus on leng-term geals with NEPG in this relaticnship. standarized then customers definitely would like to coperate with
them in a leng run,
Seme of the companies enly share formulas with NEPG. NEPG
21 |Our company shares any values with NEPG. [What kind of values do you share with NEPG?) works as the manufacture, and after production NEPG will put
customers' label on the product and export
MEPG is a state owned company, a trustworthy partner, if it is
22 |[Our company willing to invest time and other resources into the relationship with NEPG, needed, we would be happy to share our resources with NEFG to

build cur mutual benefit

For thecustomers satisfactionmeasuremeni{Question 7 to 19 ifable4), resulisranged from 4 to 6
(out of 7).If we calculated the average scores which weased on the customersatisfaction most
of the customers are quite positive towards NERGurrent business performancsince most of the
average scores were abovéFHgure6). However,question regarding to the product qualit@gestion
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8 and 9) had an average score of 4a8@ 4.71 This was because sonmegs the products are different
betweenbatches, which in terms of impurities, yellskcolor and different particle sizes. Also, NEP

scored low (an average of2d) inproblemsolving issues (Question 14)

Moreover, the results ovecustomers commitment(Question 20 to 22 iffable4) ranged from 1 to 7

(Out of 7).However, in this section there was an outlier which is question 21, stat@du r

shares any v a(Figue$). whichthad amN &/€r&e of 2. The reason of this low
commitment score was because sowfehe customers theynly share their formulas with NEP#&d
others didn’t s h a NEPGeai ntyhtehri npgr owdiutche fdifa@ oo the r s’
customer compang labe) or NEPG sell their own products to the customérsmther reason for this

low commitment score is becausastomers statedhe traceability of theproblem-solving process

low and the procedsg time is always too longCustomers gpeciallypointed out the technical
problems, which thesolvingtime is extremely long.

Finally, based on tlee customets perceptions, their willingness to buy the new product were asked.
The resultfrom the interview were classified, as can be observetddhle5. Compared the results,
most ofthe existing EU customers would like to continue buying the vita@npowder produc{API)

from NEPG, instead of buying their netivewable or effervescent vitamint@blet product.

Table5 Customer's willingness to buy the new products

No. Company hame Willingness to buy tablets
1 AVIDA HEALTH PTE.LTD.

2 WILD Flavors & Specialty Ingredients
3 P&G

4 FLEVO CHEMIE (NEDERLAND) B.V.

5 PARKACRE ENTERPRISES LIMITED

6 Alliance Boots Sourcing (Hong Kong) Li

7 OSKAR BERG GMBH

8 VICORQUIMIA. S. A

9 SELECTCHEMIE AG

10 ECSA Chemicals AG

11 Jo Kozerzet Kozpont Kft

12 ATLANTIC CHEMICALS TRADING GMHMes |
13 Catalent Germany Eberbach GmbH

14 SANDOZ ILAC SANAYI VE TICARET A.

Among all these 14 analyzed companies, 9 of the customers (which were marked inTizuleb)
answered they do not want to buy the new tablet protluc a f t e r

NEPG’

S

forward

From the answer of previous questions that were listed ale4, we analyzed the average score of
these (positive) customers who are willing to buy the new prod&ture7). Compared with the
customers who are not willing to buy the new tablet products, the average score of these positive
customers were slightly higher. Especially from question 7 to 19, these positive customers were more
sfied witprdductsEnAc8 quality.dVioreave, the answers of these customers were
more positive than the others, which means they would like to focus on thetlenmg goals or share

more values with NEPG.
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Figure7 Average result of customer who are willing to buy the new tablet product
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Figure8 Average result of customer who are not willing to buy the new tablet product

Forall thecustomers, theéntentionsbehindwere further askedwhichwerelisted inTable4. From the
results we found that he main reasotfor the customers who are not willing to buy the new product
was becausehe short effective shelf lifeof the finished product (vitamin C tabledjter its arrival to
Europe In generalfrom the day that customer order the product till the product is ready for shipment,
it will take around 2 months. Moreover, lathe producsareshipped by marine transportatigrwhich

will take another 45 days, approximatdRigure9).
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Figure9 General procedure of production to delivery

From the very beginninipe shelf life of the raw material (vitamin C powder) is two years. The effective
shelf life is calculated as: shelf life remained when arriving at the final destination divided by the shelf
life of the vitamin C powder when start producing the tabléigationl).

Equationl Effective shelf life calculatioof vitamin C tablets

N AT A BG BAMAEAAAA O O EAOEEAR OOET AOET 1
%/E/EAZ\E)E[EEZT‘Z ,,,,

Normallybefore the order is madehe effective shelf life for the product should be more than 80%
will be stated in the contragtPersonal communication, 23 Nov. 2017). Howeteexport vitamin C

tablet products from China to Europd&rom the daythat customer ordeed till the final delivery it

takes appoximately half yearlt is not possible to reduce thead time sincehe factory is not only
supply the overseas customers. The product will be produced by order but if there is a rush order then
NEPG will ship the product by air freigintgeneralthe effedive shelf life of the imported vitamin C
tablet productremainsonly 75% of the total shelf life, whighhard for thenext tiers customers either

to sell the product or keep more products in stodkerefore, short effective shelf life is the main
reason that the European customers are not willing to buy the tamietlucts.

Customers also stated another option for NEPG to sell the vitamin C tablet products in the European
market, which $ diving into the retail market and sell their tablets directly to the markéis could

provide NEPG a broad potential markst cutting the intermediate costs which are created by the
traders/distributors Three ofNEPG managers alshowedpositive attitudes towards diving into the
European retail market, but they listed the potential riske& though diving into the retail arket

could eliminate the intermediate bidskto spreadwhich is created by the tradgdistributors, it need

a strong support by the local markétowever, the European market is segmented, and most of the

end customers trust more aut their own countré s ’ brand. For NEPG it is
their product as an overseas maagturer who is unfamiliar to those locadnsumers

For the rest 5 customersvhich were marked in greeand orangecolor inTable5, 4 of them(which
are marked in greenshowed their interest obuying the new tablet product from NEPG. These
customers would like to buy both vitamin C powder and tablet products, the purpbsbese
customersis to broaden their current product portfolio artdy to maximize thé profit. The last one
customefs answer isit depend$ (which aremarked inorangein Table5), since they would like to
make a decisiotased on the price of the new tablets product and the quality of pheduct The
reason why WILD Flavors & Specialty Ingredients gave this answdresagse iftomparing the
production am transportation fee,there is not much costdifference between the Chinese
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Manufacturers and the European manufacture@nce in Chinanore labors are used, and, in the
Europe productions are all completed bpachines.

Moreover, the price of the raw material (vitamin C powder) also plays an important role. Since the
price of the vitamin C powder shows a cyallicariation, which rangefom 3.58— 10.2 Eurokg and
currently it staysat ahistoric high pricébetween 9.510.2 Euro/kg.flthe price of vitamin C powder
rises,the production cost will rise directly since the price of the raw material rifake vitamin C
chewable tablets for example, the production of one vitamin C chewable tabled3sEuro and the
selling price is 0.13 Euro/tablet. The amount of pure vitamin C powder contains in one tablet is 0.3
grams. Therefore, if the cost of vitam@ powder i€.03 Euro/tablet, plus the production cost 0.03
Euro/tablet, the total cost for one vitamin C chewable tablet will l@@Euro. This cost is almost the
half of the selling price, whi ch st costlshigpingd n’ t i
cost, etc.)In this situationit is better to procure vitamin C tablets from oth€hinesesuppliers instead

of making their own product. However, if the price of vitamin C powder product (API)es than 7
Euro/kg (which stated by &lEPG managetghen it ischeaperfor the Europearcustomersto make

their ownvitamin C tablet produs.

Among those companies who would like to buy the new tablets product from NEB&wed up
guestions wereinquired. These questions wergying to sk what this action means o0 cust omer s
current production.Thesummarizedesults areshown in Table6.

Table6 Customers' intention of buying the tablets

It depends, but the price NEPG offers to us should be way more lower so we can gain profit from it.

If NEPG forward vertically integrate, from only producing|However, the main concern is the validity of the tablets. If we buy a large amount of tablets from NEPG
powder to produce tablets product, do you willing to give the|and then sell it to our EU customers, the period of validity will be shortened and it is not considered as
current production process to NEPG? a "fresh" product by the customer. We always want to make sure our company can gain more profit
and avoid the risks.

If you give the current production process to NEPG, what does it
mean to your process?

What conditions do you have regarding to the relationship with|Our relationship with NEPG might be tighter, since we have more product which are sourced from NEPG. We
NEPG? also share more resources with NEPG

Broaden our product portfolio, find new customers

What conditions do you have regarding to the NEW product

tityfvol 4 t to buy? It depends on the volume our customers need, and the company's capability
guantity/volume do you want to buy?

What conditions do you have regarding to the price of the NEW|The vitamin C finished product is not really expensive, so we would like the price that NEPG offer to us be as
product? cheap as possible

What conditions do you have regarding to the NEW product
quality?

The shelf life is the main concern

What conditions do you have regarding to the service/support

(Technical support, etc.]? The service/support should be better, in terms of short processing time and more accurate

What kind of communication/interaction do you expect? Email, some face to face meeting if it is needed

How often do you prefer to communicate with NEPG? Before every order is made, and when problem occurs

Do you still focus on long-term goals with NEPG in this|Yes, we are still focusing on the long-term goals with NEPG. Since we are now sourcing more from NEPG and
relationship? Why? we would like to establish a tighter relationship our supplier

Do you still willing to invest time and other resources into the

|ationship with NEPG? Why? Yes, if it 1s needed, we woukd like to invest more of our company's resources into this relationship.
relationship wi ? y'?

In Table6, it showedtwo main concerns fothe customersvho were willing to buy the new product
The first concernvas about the profit. Since every company want to get more profit and do a better
business in the market, they alwagarewhether from sourcing vitamin C powder to vitamin C tablet
is profitable or not.All the companies stated that since the price of vilanT tablet is not really
expensive (which is around 0.£3.3 Euro/tablet), so they would like to ask NEPG to offer a relative
lower price.The second concenmvas about the effective shelf liffEquationl), because the shipment
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takes a long time anitlisalso quitehard to shorten the lead time. Then for these distributors/traders,

to source vitamin C tablets from NEPG means they could broaden their product portfolio. Moreover,
this could alsaneanthat besides the existing customers who are buying the vitamin Glpgvihe
customer companies need to find new customers.

Considering about the relationship, all of the customers stated thay would prefer a tighter
relationship with NEPGhE is because the customensll source more product from NEPG and they
would like tosharemore resources anthformation with NEPGVoreover, al the customers would

like to focusa longterm goalwith NEPG if it is needed because base on the current performance, they
trust NEPG and their products.

On the other hand, custometsad a recommendation about the quality and the service/support which
provided by NEPG. They explained that they would like to have a more standard product quality and a
higher traceability for their new vitamin C tablet products.

To conclude, howevethere was ngoositive mediating effectbetween thec u s t o peeaptiors

over NEPGand their willingness to buy the new produ&ince most of the customers are distributor

and traderswho import the product from NEPG and further sell to their EU erabipct producers.

When they want to make a decision they smbso nee
considerationAlso, the effective shelflifdi r ect |y affects the customers’
products, since the producticand transportation takes longer time. In the end, the cost and the brand

effect could also be included into the reason why most of the customers showed no interest about
buying NEPG's new tablet product.

4.2 Company’s interview result

Based on theustomers perceptiors, the idea ofthe 5 company interviewg were to search for the

companys capabilitiesn the actions offorward vertical integrationThis subchapter will be divided

into two parts, which ar e hefowam serntigalirgegratianmarder | i t i e s
to adapt to the customersrequirements or preferences, compdasystrategies must badjusted
Basically,using the dimensions that werderived from Chapter 2; together with the customers
perceptiors, company interview results were summarized
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Appendixl Company interviewguestion¥

Table7 Classified company interview questions

Name Question asked

Yinan Huang |1,2,3,4,5,6,8,9,15,16,17,18,19,20,21,

Zhenghe Wang1,2,3,4,5,6,7,10,11,12,13,14,15,16,18,28,29,30
Xianying Su  (1,2,3,4,5,6,7,8,9,10,11,13,14,15,16,28,29,30

Jinna Cao 1,3,7,11,12,13,14,15,16,19,20,21,22,23,24,25,26,27
Wenging Zhangl,19,20,21,22,23,24,25,26,27

mo|O|(®@|>

Detailed manager information was shownTable2 and inTable7 the questions were classified by
person.Accordingto Manager BNEPG raw vitamin @owder products hold a 18% market share in
Europe, with an annual exportati@mountof 40065000 tonnes. The productn cost of pure vitamin

C powder i2.3—2.6 Euro/kg, and the previous selling price was 2.8 Eur@able8). The net profit

for every kilo of pure vitamin C powder is 8.8.2 Euro/kgstated by Manager A, B, C, D andTBen

all managers statethe shipment cosshould also be taken intoonsideration which is around 20
Euro/kg. If we added these cost upere is already a negative suMoreover, manager A and B stated

that the total number of NEPG current European customer is less than 1d@thin this customer
group, most of theNEPG s c u r r e n dre distulaitbre on ¢radersin order to broaden the
product portfolio andgeneratemore profit, Manager A, B and C all stated tfdEPGwvas already
decided to integrate forward, by producing vitamin C chewable tablets and vitamin C effervescent
tablet. They explained theeason why NEPG would like to make vitamin C tablet product is, the
production cost for one vitamin C chewable tablet (which onlytams 30mgpure vitamin C powder)

is 0.003 Euro. However, the market price for one chewable tablet is 0.13 Euro. So as the effervescent
tablets, the production cost for one 1000mg tablet is 0.0toEThe sellingrice for one effervescent
tablet is about0.3 EuroOne of he reason whNEP&hose these two products is becaubese two

are the most lucrativpr oduct among al | the vitamin C tabl et
production propertiesOn one handManager A and B saMEPG did market researchin early 2015

which includes thevorld market trend of vitamin C tablet consumptiofheystated that vitamin C
chewable tabletwas consumed most by theonsumersworldwide. Moreover,managers mentioned
NEPG already has its own vitamighi@wable tablet production site, thus vitamin C chewable tablet
was chosen in theiproduct portfolio. On the other handjitamin C effervescent tablet produetas

also very common in the European markatd many large companies (like Bayer, BASF, ete.) ar
producingthem. Therefore, based on theelative large margin and market shaykthese two types of
vitamin C tablet productdNEPG selectatiem to produce(Manager A, B and C)

Table8 Price comparison of vitamin C products

Iltem Production cost Selling price
Pure vitamin C powder 2.3-2.6 Euro/kg 3.58-10.2 Euro/kg
Vitamin C chewable tablet (30mgQ) 0.003 Euro/tablet 0.13 Euro/tablet
Vitamin C effervescent tablet (1000mg)|0.01 Euro/tablet 0.3 Euro/tablet

By forward integrang to makevitamin Ctablet producs, Manager A, B and C allated thatNEPG
would like to keep every production in houddanager A stated thatte intension behind ithat the
cost to produce tablet in housel®v sinceENEPG alreadyas a production site for the tablet products.
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Al s o, for NEPG’' s current domestic customer s, it
transport to other cities.

All the five NEPG managers confirmed the possibilitidEd?G couldirectly divingnto the European
vitamin Ctabletsretail market.However they alsostated thatthere are severathallengego sell the
vitamin C tablet products European market One of thechallenges was thdiesides the duration of
transportation,European markeis sggmented This means thatesides theeU membersvhose food
importation are regulated by the EF§Buropean Food Safety AuthoritylonEU membersstill
executetheirownc ount r i e s stanfacddldo, foratlie énteryiew withManager BPersonal
communication, 23 Nov. 20},7he explained that based on thgrevious market analysiand
experienceskEuropearconsumerde nd t o b uy t h brand. Ths is mainty bacausertheye s
trust more to the product or the brand they are familigith. Even though there could ke possibility

for NEPG to dive into tHeuropean vitamin C tabletstail market and sell their product directly to the
Europearconsumers NEPG wiBtill face the risk otinprofitable or even losslt is hard to predict e
profitability of exporting tablets td=urope whichwill riskof putting aconsiderablesffort and getting

a low profit in return. Therefore,NEPG needs to analyze the risks and benefits thoroughly before it
finally decides to export to Europe.

However,Manager D and E stated that NEPG dpesduce tablet products and export to South

America, which the transportation time is alabout 45 daysNEPG produce the bulk tablet products

and exported to the South America and the fipatkaging anthbeling procedure will bdone in the

cust omer s® mlea otf o rtihees NEPG’” s cust omer ®weaer,éheyend pr
will only procure the tablet products from NEPG when the price of vitamin C powder is tod high.

is because the pricef raw vimmin C powder was show a cyclieafiation, which could be influenced

by a short in supply, exceed the emission limit, or the government regulation. However, the price of
vitamin C tablet product shows very stable.

Regarding to the target exportation volumdanager B stated thahe expatation volume of the next
yearis targeted for more thn 5,000 tonnes for the vitamin C powd8&incethey will exporttheir first
batch of vitamin C tablet product t&urope their target is 1,000 tonnes

To conclude, from all these five interviews it is clear that NER&pable of further producing tablet
products. It might also be promising and lucrative to dive into the European retail market but a detailed
risk analys need to be done in advance. Also, the main constraints for NEPG is the production time.
From the production side Manager C stated that they will try to shorten the lead time but it is not sure
yet.
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Chapter 5 Discussion

This discussion section presenthh e possi bl e gaps and matches bet we
t he ¢ ompany Wwhchis @npirg toiardsweheifoerth SRQ What are the gaps a
matches between NEPG and its current EU customers regarding to forward vertical integtadiiso,

the limitations of the data collection method will be discussed. In the end, there will be a reference

case of a successful Chinese vitamin C tablet manufacturing company wh@edatmaintegrate
successfully. The relatability dfis referencecase will be further discussed together with tfozal

case

The general information whicregarding to the informative questionsere got from both the NEPG

manager and th customerswere in concordancefor example, delivery time, transportation time,
complaints,etc)Regar ding to the customer’ s r enaithenton ab ol
of the company, NEPG wguite satisfied with it. However, considering about the customer complaints,

which regarding to the product quality and the extremely Igmgcessingime, NEPG rmnagers stated

that theywill work on thequality controland thetraceability of the problersolving process. Especially

for the tablet products that will be exported to Expe, NEPG will improve the traceabiliy each
processhetween NEP@ndthe factories, from the powder to the tablet production.

The first objective ofhis study was to examine whether there is a (positive) relationship between

company's capability about forward vert Thsal i ntoe
the first hypothedi2& Ly g Qana@hichih @rind & dnmessisns of

integration has direct impact on customegdvillingness tobuy the new product’ . This hypoth
was tested by the customer’s reaction over t he
measurable factorswere useédo t e st c abilitiessandg Ust ompr ' s wi l l i ngnes:
aredimensions of integratiorprice, product quality, service/support and communication/interaction.
Customer interviews and email g u essattitudesntowardsr e s  we

N E P Grward Vertical integrationMoreover, five company interviews were also done to see what

t he company’ s Havavprdrom thosetresuksst was hard to see theravas a direct

correlation between forward vertical integration and currenistomers willingness to buy the new

product. The reasonould becausenost ofthe NEPG customers are distributors or traders, they do

not need to process the raw vitamin C powder by themselves. Noyrttadise distributors/traders

source the vitamin Cqwder from NEPG and sell them to the next tier custorm(&usropean end

product manufacturing companieshccor di ng t o t h e if dEPE folvancverical r e s p «
integrate,which means NEPG will produce both vitamin C powder and talbhetg still can buythe

raw vitamin C powdefrom NEPGSi nce most of these distributors
manufacturing companiesAlso, ®nsidering about theduration from the production to the
transportation these distributors would not prefer to buy thablets from NEPG.

The second objective of our study was to examine whether there is a mediating effect between
cust omer s ’'sand ¢heircwdlipgnes® to buy the new producthe second hypothesis: is

“Current customelt Q LIS NDVErlthé dognpanyn terms of commitment, trust and satisfaction

has a mediating effect between forward vertical integration anddza 1 2 YSNER Q A f f Ay Iy S:
new product This hypothesis was also tested by customer interviews, by which asking the customers

about ther trust, satisfaction and commitment over tifEPG s cur r ent The &xdifige r ma n c ¢
reveal a subtle support for such an effetittshowed that the customers who trust more about the

company tend to buy the new producBince during the customer interviethere were some

companies showed their willingness to source the vitamin C tablets from NEBGvorthwhile to

compare the resii with Hdlier et al. (2003and Homburg et al. (2005)vhichthey bothfocus on the
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customer’ s e x pre)purchase irdemtionddd d | ©h e et findings sugfe3that3 ) ' s

C U s t s mgectationsatisfactions have a strong correlation with the repurchase intention.
Homburg et al . (2005) " s findings suggeshered t ha
willingness to buy functiorOur study extends Higer et al. (2003and Homburg et al. (2005)s wo r k

by identifying othertwo aspects that the customer can use to aserre their perceptions- namely,

commitment and trustAmong all the interviewed congmies these&companiepresentel a relatively

higher scoren trust, commitment andatisfactiont o war d s N Edadityand cenenmunicatiore

they would also establish a lostgrm relationship with NEPG. The reason behirdause theyave a

mutual goal with NEPG, which thalso want to expand their product profile and find more customers

to obtain profit.

Literatures about the relationship between customer perceptions and their repurchase intentions

were searche@nd compared with or results According tdHellier et al. (2003) and Olsen (20GBgy

found that customer satisfactiotead to a customer loyalty and brand preference dhdrefore it

influencesthe customer repurchase intentiorin theirresults t di dn’ t rekstiorobetwesen di r e c t
customers trust, commitment with their repurchase intentions. However, they were stated more in a

cause and effect relationshignh Yi & La (2004 s resul t |, they showed a
relationship among commitment, trust, satisfaati@and customer repurchase intention. They also

stated that all this factors lead to a disconfirmation and therefore influence the customers satisfaction,

loyalty and the repurchase intention.

For triangulation, it was hard to find the literature which sked a direct influence between
customer’s trust, commi t ment , satisfaction and |
compare with the previous research, there was one construct missing in our res@aeclsLstomer

loyalty was not included iotthis research and this might be one of the reasons why there were limited
information about the similar research.

Finally thereare several limitations of conductirtis study. One of the biggest limitation of the study

is theincomplete information. Since the contact information was provided by the company and the

quality of the contact person could not be ensured. There might be a chance that the contact person

is contracted by another company and he/she isnotawareofamyca ny ' s deci si on. Or
in charge of sourcing and directly takes order from the companthis casgethe contact person may

not know the company’'s decision t owaidbiadtoMEP G’ s f
incomplete or even wmg direction of the final resulAnother limitation wagersonal bias, since this

study was mainly based on interviews and probing
part of the interview the question was not explained well or it is nellwnderstood by the respondent.

Moreover, te idealsituation for data collection in this studwas that allthe intervieweeswill be
approachedace to face, which further opini@tould be asked. However, in the real case, only 5 out

of 14 companies we approached in persoithis could also lead to an incomplete answer, since some
respondents only gave scores while without giving any remarks. In the teadconstruct of the

interview questionswas obtained from several studies, which may lack of figdout the detailed
intention about the direct relation between forw
buy.
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Chapter 6 Conclusion & Recommendations

The general research question of this study‘vghat the impact of forward verticaintegration on

Odza i 2 YSNRIoboyh Y2 ¥ AIY S EDHQEA OdANBYyThiDs Odadyp YSNEe mp
this question using the differertonstructsthat influencesforward vertical integrationc u st o mer s’
willingness to buy, and the factorsildfulnce customers’ trust, satisfact
company.ln order b answer the general research questidine subquestions weredeveloped,and

the methods were developed in order to answer these questions.

According to the IlIiterature three main factors w
forward vertical integration, customer’s willin
perception over a companf wo hypot heses werydJ & e, wWhichih 6K f A {0 A
terms of dimensions ofntegration has direct impact on customegwillingness tobuy the new

product’ & @udrent customei Q LJS NDWErIthE doghpAnyn terms of commitment, trust and

satisfaction has a mediating effedetween forward vertical integration and>dza 1 2 YSNB Q G Af f A
to buy the new product . I n order to test duliaterewetewavelopedp ot he s
for constructing the questions and approaahg to the answer. In this research interviewdagmail
guestionnaires were used, since not all the respondents were available for-toff@ee interview. In

total 5 customer interviews, 9 emagjuestionnairesand 5 company interviews were done in this
research.Qustomer irterviews were done firstthe aim of these interviews vgto find out whether

the customers would like to continue buying product from the same company if it is forward vertical
integratedlAl so, the customers’ trust, satisfaction an
Foreveryinterview question, further explanation was required, to see whether there is a correlation

between forward vertical integration and customers willingness to buy. Moreover, the aim of customer
interview was also seeking to find whether thereareeolrat i ons bet ween sandst omer
their willingness to buy the new product. Howeveur findings suggested thétere is no significant

relation between forward vertical integration an
was primarily due tdong production to delivery timand segmented European market. Other reasons
mi ght |l ead to this result was because most of t}

preference may differ fromehckse manufacturing con

Qbsequently, the company interviswere doneby adoptingg he Harri gan (1985) " s
whichwer e used to examine Atffhterc dmmaln yn'gs oaap a thiel ictuis
in the perspecti ve ofion$thisstudygpedcted de@®e@saps and matches di m
t hat may ar i se dueridalnngegratidhPShtesNERGowillvoaly pdoduitamin C
chewabletablets and effervescent tablets akaep every prodctionin house.The maimrmanagerial
gapsbetween NEPG and their European customiadude the information management and the

length of processing tim&he possible matches could be NEPG and their European distributors would

both like to expand their business area and find enoustomers, whiclkiould beone of thepotential

point of NEPG’' s f or war tMoreoeer, the product typen(titangnrCecheivable and
effervescent tablets) or the industry (food supplement) could be varied. If NEPG decided to acquire

more downstream/retail compaies, they could also extend their business to animal feed or cosmetic
industry, which is more lucrative than the food supplements industry. However, this strategy needs a
detailed investigation about the certain industaynd gainextra expertise over it, since NEPG is not

familiar with those industries.

De Carolis (2003) stated the value of a fsrmresources is determined by the context of specific

market in which it is operatingThe considerable time, money, and uncertaistysociated with
developing network resources also represent a barrier for firms desiring to compete in the research
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intensive side of the pharmaceutical industry. Firms competing in the pharmaceutical industry employ
heterogeneous strategies ranging frdow-cost strategies adopted by generic drug manufactures to
highly differentiated strategies used by largesearchoriented and biopharmaceutical companies
(Taggart, 1993). Guedri et al. (201dmphasized thepossible value addition strategy ithree
dimensions: 1) R&D expertise 2) economies of scale, and 3) access to alliance n&dewakise of the
limited budget and shorterm goal oriented attitude, it is relatively hard to pursue the R&D expertise

in ChinaTherefore, this dimension was not adoptetthis research.

Finally, our results suggest that approaches to measurerdise of the strategies which stated by

Guedri et al. (201)1to analyze which option is the best way for the Chinese vitamin C industry. Also,

add the customer loyalty into the ogeptual framework to make a more comprehensive relationship

bet ween cust ome rtieisreparghpse intendor(Yi & ba (2004 ellier et al. (2003);

and Olsen (2003))Then,the quality of the respondent should be standardized. This actido is

guarantee all the respondents could represent their company and they are also fully aware of their
company’' s deci simpact of foMard vertical éntegratian kheulsk builton both of

the customesandc opnprame/p tsi.ocnéSp antriel iitni etshe |1 ong ter m
perceptiors arerelevant becaus¢éhey determinet he company’ dntheendsaseédong pr of
the reference case of Aland (Jiangsu) Nutraceutical Co., Ltd., we also suggest that acquiring the
pharmacy/retal companies and reach the economy of saaight be a potential aspect for NEPG in

their process of forward vertical integration.
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A reference case - Case study of Aland (Jiangsu) Nutraceutical Co.,
Ltd.

According to the interview with NEPG managers, they mentioned a reference case which cou
perfect example for NEPG. The company is Aland (Jiangsu) Nutraceutical Co. Ltd., which wa
Jiangsu Jiangshan Pharmaceutical Co. Ltd.. Jiangsu JiaRyetraraceutical Co. Ltd. was found
1990, which is a global leading vitamin C API manufacturing company and the main

suppl ements producer in China. In 2015, Ro
production and left Aland (Jigsu) Nutraceutical Co., Ltd. to grow itself.

In 2010, Aland (Jiangsu) finalized the ful
(which was found in 1955). This acquisition facilitated Aland (Jiangsu) to become a large ¢
manufacurer in the American dietary supplement market. Few years later, it acquired many Amé
dietary supplement companies, such as Adam Nutrition, Perrigo Nutritionals, the British largest
supplement manufacturer Brunel and Bio care. By acquiriagghvestern old brand companies, Alal
was able to enter the Europe & American dietary supplements retailing market.

Overseas acquisition is the key of the success of Aland (Jiangsu). By combining contract manu
and brand sales together; enabledaAt (Jiangsu) to centralize the production and maximize
capacity. To date, low profit, high demand is the current situation in the dietary supplement m
all over the world. Aland (Jiangsu) is a positive example which shows the principal pathsuayiva
i n t he worl d’ s dietary suppl ement
maximization, adopting delicacy and a superior information management also contribute to
(Jiangsu)'’'s current
is less profitable than the vitamin C API product; by reaching the economics of scale and cen
production after the delicacy management, which brought Aland (Jiangsu) an-bi#o#-Euro value
of exports.

Aland (Jiangsu) could be a good example for NEPG, which shows how to reach the economics
in the vitamin C tablet market. Keep acquiring the old brand European vitamin C tablet manufa
companies could be important, which may enable the fareigmpany to secure the European ret
channel. Also, the information management is crucial in the whole process. Without a
information management, it is hard to track and trace the process, especially for the ove

mar ketj.
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Appendix 1 Company interview questions

A set of interview questions will be created for measuring the confpaapabilities in this study. We
asked the first interviewee from NEPG to identify up to 20 European customers based on their firm size,
purchasingoehaviorand the product they buy.

Question

Answer

What kind of product will you make after forward vertical integration?

Vitamin C chewable tablet and effervescent tablet

N

What kind of value will you deliver after forward vertical integration? (Lowerthe cost, broadenthe
product portfolio?)

Broadenthe product portfolio, sincethere is not much profit canbe gainedwithin the Europea
market

How to extend product portfolio?

After analyizedthe market, result showsthe most popularvitamin Cproduct that consumedby the
Europeanconsumerss vitamin Cchewabletablets and effervescenttablets. Therefore the product|
portfolio will only be extended to these two products.

Will NEPG keep every production in house?

Yes, after sourcing the raw material. Every production will be kept in house

DoesNEPGproduce both vitamin C powder and vitamin Ctablet products in the same production|
site?

No, they are separated.Sincethe processand alsothe production requirementsare different. The|
quality standardand the quality evaluationmethodsare alsodifferent. Twositesarelocatedin two
different places, which the distance is 6.5 kilometer.

What will the process be if the production site is separated?

First the powder was produced in the powder production factory and packed in bulk. Thel
transportedto the tablet productionfactory. Sincethe distancebetweentwo sitesare not far away
the transportation cost could be kept low

Currently which product can get the most market share in Europe?

Rawvitamin Cpowder, currently it holdsa 18%marketsharein Europe,with an annualexportation
quantity of 4000-5000 tonnes.

©|~

How many customers does NEPG has in the European market?

Less than 100

Are they distributor or final manufacturing company?

Most of NEPG'sustomersare distributor, which due to the production and exportation time limit.
However, there are also small fraction of final manufacturing company, which is less than 20.

Why most of NEPG's customers are distributors?

Shelf life, storage capacity, etc.

11

Is there any possiblities for the distributors (or end customers)to buy NEPG's/itamin Ctablets|
product?

It depends,for example,a pharmacyin Portugalthey havetheir own factory to produce vitamin ¢
ptablets. Normally, they source from NEPGand they can produce the vitamin C tablets by|
themselves.However,during the time that the price of vitamin C powder rises,they think they|
cannot cover the production capital, then they source the vitamin C tablets from NEPG.

What is the profit of vitamin C tablets product?

Normally is 10-15%

13

Compare with the vitamin C powder and the tablet product, which product is more profitable?

Thereare fluctuationsin the vitamin C powderindustry. Thismeansthe price of vitamin Cpowde!

could be very highor verylow. Thesechangesdependon the governmentsregulation(pollution),|
the competitionamongthe industry,etc. However the priceof vitaminCtabletsshowsa verystable|
status.Nomatter how muchthe raw materialrises,the price of the endproduct couldnot varymuch)
This is because of the customer expectation and the market control.

14

What is the market power of NEPG's vitamin C powder

We position ourselvesasan costleadershipmanufacturingcompany.DSMhey positionthemselvey
as high end product producer. Theychargea relativelyhigherprice sincethe purity of the productis|
higher than the other companies.

15

Do you see the potential of selling vitamin C powders?

The added value of vitamin Ctabletsis dependon the vitamin Cpowder. If the price of vitamin J
powder getlower, then the addedvalueis high. However,if the price of vitamin Cpowder is high,|
the addedvalue of vitamin Ctabletsis low. Thisis alsothe reasonwhy there are many SMEsquit|
from the market.

16|

Do you have any recommendations/suggestions for NEPG's forward vertical integration?

If NEPGwvant to be the marketleader,it mustacquirethe end retailer andimprove its information|
system. Managing the supply chain demand is the crucial point.

Isit possibleto selecttop 20Europeancustomershasedon the aforementionedaspectsand who hag

7 a good relationship with NEPG? Who are they?

What are the firm size of these European customers?

Medium to large companies, but most are the distributor

What products do they normally buy from NEPG?

Vitamin C powder, and other powders (e.g. Vitamin E, Vitamin D, etc.)

How much volume do they buy from NEPG? At what price?

9.5-10.2 Euro/kg, quantities are depend on the customers' requirement

What products they produce by usingthe b 9 t Daf anaterials? (Effervescenttablets, chewable
tablets, coated tablets, etc.?)

Food additives, supplement, drinks, feed, etc.

22

How often the customers buy from NEPG?

It dependson the customers'need, every quarter or every month. However,it is hard for the
overseas customer to keep stocks, since the shelf life of the vitamin C products are limited.

23]

How does NEPG export the product (vitamin C product) to the customers?

Forthe largecompaniesNEPGnakethe productfor themand then export. Forthe smallcompanies|
NEPGwill export the product in large packagesto the destinationand then distribute to eacl
customer.

What kind of quality does NEPG provide to them?

Standard quality, with specified particle size.

25|

Are there any customer complaints and how does NEPG deal with that?

Yes,if there are quality/technical problem, the problem will be transferdto the quality/technical
department. If there are complaints,customersneed to fill in a form and the complaintswill be|
solvedwithin severalweeks,by changingreturniningor saleat discount.Most of the customersare|
satisfied with the result.

26

How long will it takes to export to Europe?

Normally from production to the final delivery it will take about more than 90 days. Sincethe
shipment will take at least 40 days to Europe.

27|

How does NEPG deal with the rush orders

Normallyall ordersare shippedby marine transportation,which will take 45 days. If there are rush|
orders, the product will be shipped by plane, which will only take 2 or 3 days.

Will NEPG generate more profit after forward vertical integration?

It's hard to say.Sincethe quality guaranteeperiod for vitamin Ctabletsis 2 years, after productiol

and transportation the quality guaranteeperiod will be only one and half year. Also, europear
marketis segmenteddifferent country hasthere own quality standard.Foreuropeancustomerthey|
trust more in their own countrie's brand.

What are the volume setting that you aim at the customersbuy for vitamin Cpowder?Forvitamin ¢
tablets?

More than 5000tonnesper yearfor the raw vitamin C powder,for vitamin Ctabletsmaybe only 100
tonnes.

What type of communication/interaction do you perform with your customers(Faceto face, email,|
etc.)?

Normally by email, if there are conferences the customers may be approached face to face.

How often do you communicate with your customers?

Normallyeverytwo to three months, but if there are complaintsor questions,the communicatior,
will be anytime.
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Appendix 2 Customer interview questions (and Expected answer)
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Appendix 3 Customer company details and type of respond

Nr. Company Location Customer tyogProduct type  [Contact person Type of respon
1 AVIDA HEALTH PTE.LTD. Europe, (Mainly in UK) |Distributor API Liangfang Chen Interview
2 WILD Flavors & Specialty Ingredients  |Germany Distributor API Eric Wang Interview
3 P&G International Distributor API Cherry Wang Interview
4 FLEVO CHEMIE (NEDERLAND) B.V. |Netherlands Distributor  |API Lu Xu Interview
5 PARKACRE ENTERPRISES LIMITED |UK Distributor Finished producfOliver Harvey Company email
6 Alliance Boots Sourcing (Hong Kong) Limiteshgkong Trader Finished productGigi Lau Interview
7 OSKAR BERG GMBH Germany Distributor API Bernhard Hartmann [Company email
8 VICORQUIMIA. S. A Spain Distributor API Lourdes Pimienta |Company email
9 SELECTCHEMIE AG Switzerland Distributor API Monica Gonzalez  |Company email
10 ECSA Chemicals AG Switzerland Distributor  |API Nicola Filippini Company email
11 Jo Kozerzet Kozpont Kft Hungary Retailor Finished producflLajos Dunas Varga |Company email
12 ATLANTIC CHEMICALS TRADING GMBBermany Distributor API Jeffrey Rumble Company email
13 Catalent Germany Eberbach GmbH Germany Distributor API Barbara Klauer Company email
14 SANDOZ ILAC SANAYI VE TICARET A Surkey Distributor  |API Cag !l a P EK [CBnipanieril

Appendix 4 Coded interview transcripts (Company)

Key word

Respond

Reasons

Strategy

Produce vitamin C chewable & effervescent tablgts

Keep every production in house

Reason and Valu

(Broaden product portfolio

Gain more profit

Broden customer portfolio

Get more end product manufacturelOnly if the vitamin C powder is expensi

Other options

Directly dive into EU retail market

Risks/Challenges

Short effective shelf life

Long lead time

Appendix 5 Coded interview transcripts (Customer)

Key word Respond Reasons
Trust Company size, state-owned
Satisfaction Product quality in terms of color, impurities,etc.
Delivery time
Price
Service Delivery in time, problem solving
Commitment Less/No shared values NEPG only produce powder for the compa

or company only share formulas with NEP

Long term goals

Impact on customer companiesginfluence on company's current production

Price difference, less control over procesg

More shared facilities/values

Tighter relationship with NEPG

Main concerns

Price, volume, shelf life
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