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A Case Study of Shanghai Tang:
How to Build a Chinese Luxury Brand

Klaus Heine™
Michel Phan™*

This case focuses on Shanghai Tang, the first truly Chinese luxury brand that appeals to both
Westerners and, more recently, to Chinese consumers worldwide, A visionary and wealthy business-
man Sir David Tang created this company from scratch in 1994 in Hong Kong, Its story, spanned
over almost two decades, has been fascinating, It went from what best a Chinese brand could be in
the eyes of Westerners who love the Chinese culture, to a nearly-bankrupted company in 1998, be-
fore being acquired by Richemont, the second largest luxury group in the world. Since then. its turn-
around has been spectacular with a growing appeal among Chinese luxury consumers who represent
the core segment of the luxury industry today. The main objective of this case study is to formally
examine how Shanghai Tang overcame its downfall and re-emerged as one the very few well-
known Chinese luxury brands. More specifically, this case highlights the ways with which Shanghai
Tang made a transitional change from a brand for Westerners who love the Chinese culture, to a
brand for both, Westerners who love the Chinese culture and Chinese who love luxury, A close ex-
amination reveals that Shanghai Tang has followed the brand identity concept that consists of two
major components: functional and emotional. The functional component for developing a luxury
brand concerns all product characteristics that will make a product ‘luxurious’ in the eves of the con-
sumer, such as premium quality of cachemire from Mongolia, Chinese silk, lacquer, finest leather,
porcelain, and jade in the case of Shanghai Tang. The emotional component consists of non-func-
tional symbolic meanings of a brand. The symbolic meaning marks the major difference between a
premium and a luxury brand. In the case of Shanghai Tang, its symbolic meaning refers to the
Chinese culture and the brand aims to represent the best of Chinese traditions and establish itself as
“the ambassador of modern Chinese style”. It touches the Chinese heritage and emotions. Shanghai
Tang has reinvented the modern Chinese chic by drawing back to the stylish decadence of Shanghai
in the 1930s, which was then called the “Paris of the East”, and this is where the brand finds in-
spiration to create its own myth. Once the functional and emotional components assured, Shanghai
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Tang has gone through a four-stage development to become the first global Chinese luxury brand:
introduction, deepening, expansion, and revitalization. Introduction: David Tang discovered a market
gap and had a vision to launch the first Chinese luxury brand to the world. The key success drivers
for the introduction and management of a Chinese luxury brand are a solid brand identity and, above
all, a creative mind, an inspired person. This was David Tang then, and this is now Raphael Le
Masne de Chermont, the current Executive Chairman. Shanghai Tang combines Chinese and Western
elements, which it finds to be the most sustainable platform for drawing consumers. Deepening: A
major objective of the next phase is to become recognized as a luxury brand and a fashion or design
authority, For this purpose, Shanghai Tang has cooperated with other well-regarded luxury and life-
style brands such as Puma and Swarovski. It also expanded its product lines from high-end cus-
tom-made garments to music CDs and restaurant. Expansion: After the opening of his first store in
Hong Kong in 1994, David Tang went on to open his second store in New York City three years
later. However this New York retail operation was a financial disaster. Barely nineteen months after
the opening, the store was shut down and quietly relocated to a cheaper location of Madison Avenue,
Despite this failure, Shanghai Tang products found numerous followers especially among Western
tourists and became “souvenir-like” must-haves. However, despite its strong brand DNA, the brand
did not generate enough repeated sales and over the years the company cumulated heavy debts and
became unprofitable, Revitalizing: After its purchase by Richemont in 1998, Le Masne de Chermont
was appointed to lead the company, reposition the brand and undertake some major strategic
changes such as revising the “Shanghal Tang” designs to appeal not only to Westerners but also o
Chinese consumers, and to open new stores around the world. Since then, Shanghai Tang has be-
come synonymous to a modern Chinese luxury lifestyle brand,

Key words: Chinese luxury brand, company turnaround, luxury brand building

1. Introduction to the Case

Since the 1980s, the luxury market has grown
at a much higher rate than the world economy.
Bain & Company (2011) estimates the global
luxury market to reach almost 200 billion in
2012, and forecasts it to grow in the next few
years by about five to six percent per vear.
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The optimism within the luxury industry is
grounded to a large extent on the ongoing eco-
nomic prosperity of Asian countries such as
India and especially China (PwC, 2011). This
is accompanied by forecasts that predict the
Asian luxury market to grow by more than ten
percent per year in the next few years (Bain
& Company, 2011). According to a study by
Deloitte (2011), the number of millionaires in



China will almost double by 2020 to about 2.2
million. There is an ever-growing group of
people in China that is both, able and willing
to consume luxury products, Asian culture is
characterized by high levels of collectivism,
power distance and face-consciousness, which
make Asian consumers especially prone for
luxury products (Lu, 2008: Eng and Bogaert,
2010), This was demonstrated by the steep
economic rise of Japan, which has become the
world's biggest luxury market today (Bernstein
Research, 2010). Only about 20 years ago,
there was virtually no luxury market in China,
The first Western luxury brands entered the
Chinese market at the beginning of the 1990's,
with Louis Vuitton leading the pack in 1992,
Guccl grew its presence from only six stores at
the beginning of 2006 to 56 outlets listed on its
website this year, which exemplifies the rapid
expansion of many luxury brands in recent
years, Today, China has already surpassed the
United States as the world's second biggest
luxury market and is expected to become the
world's largest luxury market by 2015 when it
will account for about 20% of the global luxu-
ry market (McKinsey, 2011).

Paradoxically, in twenty years China has be-
come one of the world's biggest consumer mar-
kets for luxury products, and vet, its own luxury
brands are almost nonexistent. A major chal-
lenge for Chinese brands seems to be a prob-
lem with their country image. China is not as-
soclated with luxury, neither by foreigners, nor

by Chinese (Montimer, 2007). However, looking
back into the Chinese history, for hundreds of
years the label "Made in China™ was synonyrmous
to a superior level of quality and craftsmanship.
Starting from the 16" century, many Western
merchants went to China to trade European
and American silver for Chinese luxury goods
such as high-quality silk, ceramic, porcelain, and
cashmere, and to learn the art of fine writing
and printing (Armoudom. 2012). China's long
history and tradition of craftsmanship provide
actually a breeding ground for the development
of luxury brands. But this will be a long and
challenging journey. Japan started its shopping
binge of European luxury about thirty vears
ago just as China does now, At that time, the
“Made in Japan" label was seen as down-mar-
ket, and 1s now associated with superior quality
and cutting-edge (fashion) design (Montimer,
2007)., However, there are still only very few
Japanese luxury brands to be found today.
Sanderson, Hille, and Friedman (2012) suggest
that they have “struggled with the creative
side of the industry.”

Having said that, there are indeed a few de-
veloping (near-) luxury brands in China, and
most of them are still in an experimental stage,
They include Changyu wine (Yantai, since 1892),
Mary Ching shoes (Shanghai, since 2009), Ne
Tiger dresses (since 1992), Shanghai Vive cos-
metics (Shanghai, since 2010), Longio watches
(Shenzhen, since 1996), Sea Gull watches
(Tianjin, since 1955), Tian Wang watches
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(Shenzhen, since 1988) and Zhaoyi jade jew-
elry (Beijing, since 2003). A special case is
ShelJi-Sorgere menswear, which is founded by
state-controlled China Garments in 2011. Their
products are designed in China but manufac-
tured in Italy. There are also some successful
Chinese fashion designers such as Uma Wang
(since 2005), Qiu Hao (since 2006) and Xander
Zhou (since 2007). In addition, some brands
are based in Hong Kong such as Carnet (since
2003) and Emphasis by Chow Sang Sang jew-
elers, Ports 1961 (founded in Canada and since
1994 located in Hong Kong) and Dorian Ho
fashion (since 1993). Another group consists of
brands with foreign owners such as Shanghai
Tang (Richemont, since 1998). Shang Xia
(Hermes, since 2008) and Wenjun spirits (LVMH
holds 55% since 2007) and the jewelry house
Qeelin in Hong Kong, which was set up by a
French entrepreneur who hired a Chinese designer.
The main question remains - how to develop
a truly Chinese luxury brand that will be rec-
ognized as such by Chinese and non-Chinese

consumers?

The objective of this paper is to analyze the
major challenges and success factors for devel-
oping a Chinese luxury brand using a case
study approach. We take reference to different
emerging luxury brands in China, but, because
of ifs outstanding success, we make a focus on
Shanghai Tang. The paper relies on an ex-
clusive In-depth Interview with Raphael Le
Masne de Chermont, CEO of Shanghai Tang. In
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addition, we also analyzed other public inter-
views with him and other published materials
about the company.

II. Company Profile

Since its creation in 1994 by Sir David Tang
Wing-Cheung, a Hong Kong businessman, Shanghai
Tang has been the pioneering Chinese luxury
brand with international presence, David Tang
has interpreted Chinese culture and craftsman-
ship with a vibrant sophistication and dynamism
of the 20" century, utilizing the best quality
Chinese materials from luxurious Chinese silk
to the finest Mongolian cashmere and precious
Chinese jade, to create a range of contemporary
luxury products proudly made by Chinese,
However, as the company struggled, David
Tang decided to sell the major share holding of
Shanghai Tang to the luxury group Richemont
in 2001. Before he moved on to new business
ventures, David Tang stayed on for a couple of
years during the handover of the top re-
sponsibilities to Raphael Le Masne de Chermont,
who has spent his entire professional life within
the Richemont group. After a Master degree in
Management, Raphael successively worked for
Cartier, Piaget, Officine Panerai and Baume &
Mercier in the UK, Belgium and Hong Kong.
When he took over the top jb at Shanghai
Tang, his mission was to transform an ailing



niche brand of Shanghai traditional tailoring
into the first profitable Chinese lifestyle brand.
With its mission as the global ambassador of
contemporary Chinese Chic, Shanghai Tang
showcases Chinese traditions and craftsmanship
through a universe of affordable luxury prod-
ucts including ready-to-wear for women, men,
and children, as well as accessories, homeware
and lifestyle experiences through lounge music
collections and the Shanghai Tang Café that
offers a modern Chinese cuisine experience. From
a colorful and nostalgic art deco concept store
in Hong Kong (Pedder Street), Shanghai Tang
has evolved into an international network of 40
boutiques in the world's most prestigious shop-
ping districts, including London, New York,
Shanghai, and soon Paris (2013) and Tokyo
(2014). Today Shanghai Tang is no longer a
new brand: and since its launch of almost 20
years ago, it has already built up some heritage
and experienced an exciting history with ups
and downs from which other potential Chinese

luxury brands can learn,

lll. Basic Market Entry
Strategies into the Luxury
Segment

The background of the existing Chinese luxury
brands (see above) reflects the basic market
entry strategies. There are two majr ways of

getting into the luxury segment - one is through
the designers. Some highly talented Chinese
fashion designers may be successful in devel-
oping their businesses from small designer brands
into international luxury brands, which will
survive independently of their creators. Many
well-known Western luxury brands were set
up by designers and have survived well after
their creators are gone, such as Yves St Laurent,
Chanel and Dior to name a few. The other
major way into the luxury market is exempli-
fied by Shanghai Tang. The brand was cre-
ated by a businessman who identified a market
potential for creating a Chinese luxury brand
using Chinese natural assets and craftsmanship,
Most of the potential new players in the
Chinese luxury market come from Chinese en-
trepreneurs, who are not designers. However,
cooperation between these two groups might
be promising.

Allying with a Western luxury group is an-
other strategic option that is used by Shanghai
Tang. The brand benefits from the com-
petencies and the network of the Richemont
group, In the design team, 50% of designers
are Chinese and 50% are Europeans and they
work in pairs, The mix of cultures is a good
catalyst for creativity while keeping the brand
DNA well rooted in the Chinese culture, They
all have extensive experience in designs from
either their own design businesses or other
Western luxury brands such as Gucci, Kenzo,
or Issey Miyake. Shanghai Tang regularly or-
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ganizes field trips to Europe or Asia for its de-
signers and encourages them to travel to new
places to learn and get inspired. Armoudom
(2012) regards the cooperation with Western
partners as a major success driver for Chinese
luxury brands. The combination of Western
marketing expertise and Chinese mythology
boosts the success of Wenjun spirits probably
far beyond its possibilities without LVMH.
Selling parts of their brand to a foreign luxury
group can benefit Chinese companies with, by
far, higher profits and values of their remain-
ing shares. In addition to the financial gains,
these Western allies can contribute to the im-
provement of the general image of Chinese
products, which will facilitate the development
of future Chinese luxury brands. A Frenchman
set up the luxury brand Qeelin in Hong Kong
and hired a Chinese designer to add Chinese
elements to his products, Similar to this model,
a Chinese entrepreneur could set up a brand and
hire Chinese designers and Western marketers,

Another option for Chinese businesses would
be to acquire European luxury brands: this is
already a trend, which probably will become
more apparent in the near future. For instance,
the Italian Cerruti 1881 menswear brand was
acquired by the Hong Kong Li & Fung group.
which also bought 80 percent of the French
luxury fashion brand Sonia Rykiel. Another
Hong Kong-based YGM group also acquired
the British Aquascutum and China's Weichai
Group acquired 75 percent of Italy’s Ferretti
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yachts (Sanderson et al,, 2012). However, al-
though it can help Chinese firms to build their
marketing knowhow and improve their reputa-
tion, these luxury brands will remain European:
a change in ownership does not change the
brand’s roots and DNA, Therefore, this strat-
egy does not help (in the short-term) to create
truly Chinese luxury brands. Another strategic
decision is the selection and investment in a
particular luxury segment that is intrinsically
linked to a country image. Luxury watches
seem to be highly associated with Switzerland,
luxury chocolates with Belgium, luxury cars
with Germany, luxury shoes with Italy, and so
on. Brands can from benefit from a positive
country image that is connected to a product
category. Similarly there are promising product
categories for which Chinese entrepreneurs could
benefit from a positive “Made in China" im-
age, such as cashmere and silk products, furni-
ture, porcelain and stoneware, spirits, tea, and
also stationary products including writing in-

struments and letter paper.

After the market entry stralegies are defined,
managers of a potential Chinese luxury brand
need to decide what the brand should stand for.
To some extent, they need to follow the “codes
of luxury” in order fo be perceived as luxurious.
In addition. they need to think about the sym-
bolic meaning and benefits that their brand can
add to their products, The concept of brand
identity can help managers in these tasks. This
framework will be Introduced in the next
paragraph. The China-specific adaptation of this



concept will be discussed with reference fo
Shanghai Tang.

IV. The Concept of Brand
Identity as a Framework
for the Creation of Luxury
Brands

According to the modern consumer identity
orientation in brand management, brands are
regarded as images in the minds of consumers
and other target groups (Esch, 2010), which
are designed by companies to identify their
products (Kotler, Keller, Brady, Goodman and
Hansen, 2009). Dependent on human identity,

brands are also ascribed as having an identity
(Kapferer, 2008). The brand identity comprises
all brand associations that are intended by the
company (Aaker, 1996). It corresponds to the
intra-company self-perception of a brand, which
determines precisely how the brand should ap-
pear to the external target groups. As shown
in Figure 1, the brand image constitutes the
anti-pole of the brand identity, corresponds
with the public perception of a brand and is
the result of brand positioning by various mar-
keting measures and other consumer experi-
ences with a brand (Esch 2010: Kotler et al,
2009). The elements of brand identity can be
mainly divided into two main components, The
first component covers the functional, mainly
physical and product-related associations, while

<Figure 1> The Status of Brand Identity in Brand Management

Intra-corporate Perceptions of
influences
Brand Specifications Target Groups
influences PosItlonlng of influences
Competitors l
Brand Identity
(as intended by the
company) ) Brand Image
target-setting Brand Positioning influences andidentty
-—_— rio i ral en as
Fuactionsl Eu»ﬂond‘ by Nsrious maketing ineseurie perceived by the target
mpon Componen groups)
Product Brand
Charactersstics Personality
I feedback

Source: Esch (2010, p, 91)
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the other component includes the abstract and
emotional brand associations (Esch, 2010: Aaker,
1996).

4.1 The Functional Component: How
to Make a Brand Luxurious

This component mainly covers the physical-
functional characteristics of a brand’s products,
for example, the double-stitched seam or the
canvas of a Louis Vuitton bag (Esch 2010).
These attributes lead to functional and psycho-
social brand benefits such as the longevity of a
Louis Vuitton bag because of its double-stitched
seam, or the quality because of its unique can-
vas (it is the material most commonly used for
Louis Vuitton bags, other than leather). Luxury
brands are highly associated with their re-
spective core products, All luxury brands have
some functional characteristics in common, which
can be referred to as constitutive character-
istics of luxury products and brands. Study re-
sults suggest that consumers perceive luxury
products to have six major characteristics. As
shown in Figure 2, these characteristics include
price, quality, aesthetics, rarity, extraordinari-
ness and symbolism (Heine and Phan, 2011).

These characteristics may be viewed as di-
mensions ranging from a minimum level that is
absolutely necessary to a maximum level that
corresponds to the highest form of luxury.
Luxury consumers differ in their expectations
of their ideal luxury products, which do not re-
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quire all characteristics to reach the highest
level. Consequently, luxury companies can ad-
just the luxury level of the major character-
istics to a specific combination depending on
the preferences of their target group, The lux-
uriousness of a product increases proportionally
with the increasing level of at least one of those
characteristics. Not surprisingly, the degree of
luxuriousness is one of the major means of dif-
ferentiation for luxury brands (Esteve and
Hieu-Dess, 2005).

Deepening the understanding of these char-
acteristics gives some guidance for trading-up
mass-market goods and to create luxury prod-
ucts and brands, Each luxury brand aims at
evoking associations about the constitutive
characteristics within their target group to at
least some degree. Therefore, these character-
istics could be referred to as the “codes of luxury™
that any luxury brand has to comply with (see
also Kapferer and Bastien 2009b).

However, a brand is qualified as a luxury
brand only if it actually succeeds in evoking
luxury-specific associations in the minds of its
target groups. As illustrated in Figure 1, it has
to transfer its intended brand identity into the
minds of its target consumers without it being
distorted by other external influences, such as
the marketing measures of competitors. Meeting
this challenge requires great expertise in ad-
equate luxury marketing techniques. Luxury
companies may compete for the best possible
perception of their products by their target



{Figure 2> The Constitutive Characteristics of Luxury Products and Brands

Charactsistics Produst Characlersios _ Produc Characeritos
 Price [ Price ‘
Quality Cxparses of Material & Components || Durability & Value
manufacturgr :
i s Comfortability & Usability
Workmanship ';:r:;t;ﬁ:ﬁg&
Features Safety
Product size
Service
| Aesthetics
Rarity Rarity ‘
Extraordinariness Extraordinariness
Symbolism Symbolism

Source: Heine and Phan (2011)

groups. As many luxury brands are true mas-
ters in influencing consumer perceptions, Catry
(2003) refers to them appropriately enough as
the “great pretenders.”

This stage of brand development is partic-
ularly challenging for Chinese companies that
aspire to enter the luxury market. First of all,
they need to deeply understand what a luxury
brand actually is, the "codes of luxury”, and
based on that, the specific marketing techni-
ques that allow creating perceptions of luxuriousness,
Allying with a Western partner seems to be
helpful to overcome this challenge. Born into a
wealthy family of Chinese entrepreneurs and
well educated in England, founder Sir David
Tang certainly had no problems in creating an

image of prestige and luxury. He did not use
so much the superlative pricing strategy, but
emphasized above all the quality and crafts-
manship of his products utilizing the best of
Chinese materials, ranging from luxurious Chinese
silk to the finest Mongolian cashmere and pre-
cious Chinese jade, Shanghai Tang's unique
Imperial Tailoring collection offers made-to-measure
services supported by a strong heritage of leg-
endary Shanghainese tailoring. However, much
of the Shanghainese tailoring skills and fash-
lons were lost during the Cultural Revolution,
with now only a few houses employing these
ancient techniques, Shanghai Tang being one
of the last bastions.

A Case Study of Shanghai Tang: How to Build a Chinese Luxury Brand 9



4.2 The Emotional Component:
Giving a Symbolic Meaning to a
Brand

The emotional component covers the non-
functional symbolic meanings of a brand. A key
characteristic of luxury products and brands is
their specific symbolic meaning, which marks
the major difference between the premium and
luxury segment (Kapferer and Bastien, 2009b).
There is no other product category with a sim-
ilar relevance of symbolic benefits, which often
even exceed their functional benefits (Vernier
and Ghewy, 2006), As the symbolic meaning
of luxury brands refers to a large extent to
human personality traits (Vigneron and Johnson
2004), the emotional component corresponds
largely with the concept of brand personality.
According to Aaker (1997) the brand person-
ality refers “to the set of human characteristics
associated with a brand.” The personality of
Christian Dior, for example, might be seen as
elegant, glamorous and provocative. Luxury
products cannot symbolize anything, but they
need to comply with the worldview and taste
of the upper class (Kapferer and Bastien 2009b).
The personality concept especially for luxury
brands includes five major personality dimensions
including modernity, prestige, sensuality, un-
derstatement and eccentricity (see Figure 3).
Modernity, for instance, relates to the temporal
perspective of a brand, and eccentricity the
level of discrepancy from social norms and
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expectations. This personality concept provides
potential founders of a luxury brand some
guidance for the development of symbolic meaning.
Similar to a painter who looks at his color pa-
lette to know his options. marketers can use
the personality concept to give their brand some
meaning, a personality or even an “aura”, Figure
3 gives an overview of the identity of luxury
brands including the constitutive characteristics
of luxury brands and the dimensions of luxury
brand personality: both components are closely
linked. According to the functional component,
luxury products are characterized by high
symbolic meaning, which is covered to a great
extent by the dimensions of luxury brand
personality, When marketers aim to enhance
their brand with great symbolic meaning, they
have to ask themselves what they actually want
to symbolize - and then they can find some
answers and guidance from the dimensions of
luxury brand personality. Chinese designers, who
strive to develop their designs into a luxury
brand. cannot make much use of the brand
personality concept. Their own creative person-
ality represents the brand (personality). The
concept is more suitable for Chinese business-
men, who want to develop a new luxury brand.
Of course, both groups have to understand the
high relevance of symbolic meaning within the
luxury segment. While the functional compo-
nent and the specific aesthetics of luxury are
(still) heavily influenced by Western countries,
the emotional component and the symbolic



{Figure 3> Overview about the Concept of Luxury Brand Identity

Functional Identity Emotional Identity
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meaning can, and have to originate from the
Chinese culture, China is a high-context cul-
ture, and its rich history and mythology offer,
by far, enough material for symbolic benefits
of Chinese luxury brands.

4.2.1 Changing consumer preferences:
China's New Cultural Revolution

Despite the almost inexhaustible sources of
symbolic meaning in the Chinese culture, there
were substantial obstacles for the development
of successful China-specific meaning in luxury.
Luxury was and still is highly associated with
Western culture, and therefore Western luxury
brands were generally perceived as being more

Dimensions of the Luxury Brand
Perso‘:Jiality

== Modernity

- Prestige

el Understatement

— Eccentricity

= Sensuality

luxurious and prestigious, and Chinese brands
such as Shanghai Tang and Frankie Xie were
clearly at a disadvantage, “Western stuff
was hot. Chinese stuff was not.” (Heine and
Trommsdortf, 2008, p. 41). However, this is
changing. "There is a growing sentiment that
5000 years of civilization has created superior
ways of doing things that have only been re-
vived today™ (Prasso, 2007). Prasso (2007) ar-
gues that "sinofication” even becomes a chal-
lenge for Western luxury brands and that they
have "to figure out how to stay in this game,
offering products that appeal to China's grow-
ing sense of Chineseness - to its national pride
and strength of tradition.” On the other hand,
this trend is benefiting Chinese luxury brands

A Case Study of Shanghai Tang: How to Build a Chinese Luxury Brand 11



such as Shanghai Tang and its strategy in tar-
geting Mainland Chinese consumers. Le Masne
de Chermont also reports: “We have to explain
that it is okay to be luxury and Chinese”
(Movius, 2009). By doing so, Shanghai Tang
helps changing people’s minds towards Chinese
luxury (Bogert and Elliot, 1997), This trend is
highly related to the generation of “young em-
perors’, who were born after 1978 when the
national reform started and into a new era of
China represented by a growing economy
and the “one child” policy. Their parents and
grandparents concentrated all their resources
and efforts on their single child/grand-child,
which makes this generation the best educated,
the most confident, but also the most self-cen-
tered and ambitious among all the living gen-
erations in China, They are avid and savvy
and frequently self-indulgent consumers (Hedrick-
Wong, 2007). This generation will change the
Chinese luxury market: the “nouveau riche”
attitude of today will be replaced by sophisti-
cation and a more discrete taste and style
(Degen, 2009). It is reasonable to expect that
this proud generation is increasingly comfort-
able with its heritage and much more receptive
to Chinese luxury brands (Montimer, 2007).
The symbolic meaning of Shanghai Tang
refers to a big part of the Chinese culture: the
brand even aims to represent the best of
Chinese traditions and to establish itself as
“the ambassador of modern Chinese style”
(Reena, 2005). It touches Chinese heritage and
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emotions. Tang has reinvented modern Chinese
chic by drawing back to the stylish decadence
of Shanghai in the 1930s, which was then
called the "Paris of the East” - this is where
the brand finds the inspiration to create its
own myth and to tell touching stories with
their advertising campaigns. By drawing in-
spiration from their beloved home country,
Shanghai Tang offers something that quite
simply can't be found anywhere else in the
world. Shanghai Tang may follow the tradition
of established luxury labels associated with a
specific national aesthetic: it has the chance to
become the Chanel of China (Reena, 2005).
Throughout the year, regular seminars are
planned to ensure that all employees also know
exactly where the company is heading at and
what the brand aims to stand for in the
market., As shown in Figure 4, the spring/
summer 2012 campaign, for instance, captures
the undying spirit, charm, and economic might
of China with powerful and evocative images,
It is their symbolic meaning and vision that
make these images as powerful and expressive,
A brand without a deep emotional identity ul-
timately has not much to say and is likely to
create just shallow and insignificant adverts
(which can be observed by the German brand
Joop!). Shanghai Tang and some other Chinese
brands such as NE Tiger improved their brand
storytelling (Armoudom, 2012), which is the
crucial ability to exploit Chinese cultural herit-
age for their brands.



{Figure 4> Shanghai Tang Spring/Summer 2012 Campaign

Source: shanghaitang.com

V. Luxury Brand Management

After creating the identity of a luxury brand,
the actual brand management starts with the
introduction followed by a deepening and ex-
pansion phase, Over the vears. a brand can
encounter difficulties, which may require a
brand repositioning followed again by deep-
ening and expansion phases. This demonstrates
that brand management follows certain stages,
but is a dynamic process that only ends with

the elimination of a brand. As outlined in

Figure 5, these phases of luxury brand man-
agement are characterized by typical objectives
and success factors. This framework is used in
the subsequent paragraph to analyze the major
success factor of developing Chinese luxury
brands with a particular reference to Shanghai

Tang.
5.1 Introduction
David Tang discovered a market gap and

had a vision to launch the first Chinese luxury

brand, Key success drivers for the introduction

A Case Study of Shanghai Tang: How to Build a Chinese Luxury Brand 13
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{Figure 5 Stages of Luxury Brand Management
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and the management of a Chinese luxury brand
are a solid brand identity (as discussed above)
and above all a creative mind, an inspired
person. This was David Tang and this is now
Raphael Le Masne de Chermont. Shanghai Tang
and almost all Chinese luxury ventures com-
bine Chinese and Western elements, which they
find to be the most sustainable platform for
drawing consumers (Armoudom, 2012), As this
is true for most luxury brands. successful Chinese
luxury brands start from a design innovation
that draws attention and media coverage (Nueno
and Quelch ,1998).

5.2 Deepening

A major objective of the next phase is to be-
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come recognized as a luxury brand and a fashion
or design authority. For this purpose, Shanghai
Tang has cooperated with other well-regarded
luxury and lifestyle brands such as Philipp
Treacy, Puma and Swarovski (Jones and Conti,
2006). In contrast with many other luxury
brands, Shanghai Tang is less keen on celeb-
rity marketing. Le Masne de Chermont Is
scathing about this marketing practice and “its
ability to make people sheep-like followers of
celebrity”: he argues that it would boots Shanghai
Tang's sales if singer Beyoncé were seen with
a Shanghai Tang bag, but he claims that she
should buy it herself because she genuinely
likes it (Montimer 2007). This strategy is itself
not a success driver on its own, but it demon-

strates again a visionary brand manager, who



CFigure 6 The first Shanghai Tang store in Hong Kong on Pedder Street

v . ;"’

Source: authors’ own pictures

does not just follow the beaten luxury track, but
who has his own mind and does things differently,
Otherwise it is hardly possible for a luxury
brand to surprise its customers and to deliver

them the expected unexpected.

5.3 Expansion

After the opening of his first store on Pedder
Street in Hong Kong in 1994, David Tang
went on to open his second store, as beautiful
as the first one, in New York City three vears
later. The grand opening in 1997 of the 12,500
square foot store on Madison Avenue prime lo-
cation was the excitement of the American
high society at that time, The duchess of York

Sarah Ferguson gave Oprah Winfrey a pair of

o

Shanghai Tang's signature silk pajamas live on
her talk show. The well-known Chinese actress
Gong Li was featured in a print campaign in
The New York Times, Vanity Fair, Harper's
Bazaar and W (Yim, 2007). However this New
York retail operation was a financial disaster,
Barely nineteen months after the opening, the
store was shut down and quietly relocated to a
cheaper location of Madison Avenue (Reena.
2005). The main reasons were: (1) there was
an Important knowledge gap about American
consumers, whose interest for Shanghai Tang's
products was largely overestimated. The bright
and bold colors matched with 1930's Shanghainese
style were overwhelming for American consumers,
(2) The style of Shanghai Tang was confusing

for customers. There wasn't any consistency in
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the style of the product offerings: they in-
cluded both pre-revolutionary and Cultural
Revolution styles and the post-modern repre-
sentation of China's heritage. (3) It was diffi-
cult to justify the high price of those Chinese
products when much cheaper alternatives were
readily available in the local Chinatown, (4)
The choice of retail space on Madison Avenue
prime location was too expensive, US$2.7 mil-
lion annually, for the sale volume (Yim, 2007).
Besides its failure on the US market, Shanghai
Tang products found numerous followers espe-
cially among Western tourists and became
“souvenir-like” must-haves, However, despite
its strong brand DNA, Shanghai Tang business
model was neither expandable nor exportable.
Consumers who bought a Shanghai Tang
“cheongsam” (a traditional Chinese woman's
dress) wear it occasionally and hardly need to
buy more than two in their lifetime. The brand
did not generate enough repeated sales and
over the years the company cumulated heavy
debts and became unprofitable,

54 Revitalizing: Turning a niche
brand into a profitable company

After purchase by Richemont, Le Masne de
Chermont repositioned the brand and under-
took some major strategic changes:

1. Making the brand more relevant and
wearable: He created an artistic director
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position and hired Joanne Ooi for this role.
Joanne worked closely with Raphael to re-
new the design of Shanghai Tang products.
The brand should not be exotic or ethnic
Chinese. They chose to move away from
the very traditional 1930's Chinese style to
a more contemporary modern Chinese de-
sign while still keeping the bright and
bold colors that made the brand unique.
They also launched two ready-to-wear
collections per year. Le Masne de Chermont
comments: “our challenge has been to make
our collections relevant, wearable and modern”
(Jones and Conti, 2006). The new design
would allow consumers to wear Shanghai
Tang clothing with a pair of jeans on dai-
ly basis without losing their elegance,

. More freedom and responsibilities for

designers: FEach product category was
assigned to a designer who works closely
with Le Masne de Chermont and Ooi.
The team of designers was in charge of
expanding and improving the product of-
ferings in terms of quality and margins.

3. Increasing brand awareness and desire

with new advertising print and social me-
dia campaigns,

. Strengthening the presence in travel

retail: Shanghai Tang opened stores around
the world and in particular in major Asian
airports such as Hong Kong, Beijing,
Shanghai and Singapore in order fo capi-
talize on the regional tourist market. All



Shanghal Tang stores are directly oper-
ated by the company.

. Improving customer service: To be
consistent with ifs Asian roots, Shanghai
Tang also considers customer service as a
main pillar of their business model and
put a lot of effort in selecting and training
its boutique sales teams, Sales staff is se-
lected on their personality and attitude
(kind, pleasant, altruistic, genuine willing-
ness to help others, hard-working, and love
what they do). Some of them were re-
cruited from the hospitality sector because
of their former training and good sense of
service, They are purposely forbidden to
make any personal judgment about poten-
tial customers in the stores based on their
looks. Potential customers of Shanghai

Tang can be anybody and sales staff can-

not be snobbish towards them. They are
also told to behave like the ambassadors
of the brand but not the brand. Their
main role was to serve the customers, and
not tell them what to buy or not buy.
Members of a highly prestige-oriented and
face-consciousness culture such as China
know pretty well how to make people feel
valued: Chinese businessmen could exploit
their country's expertise in this field in or-
der to compete with Western brands, Le
Masne de Chermont strongly believes that
selling luxury is selling emotions and, he
and his team are working very hard on
building a memorable shopping experience
in their stores using the five senses: smell
(with their home fragrance ginger flower),
touch (with leather, silk or cashmere
products), music (with Shanghai Tang CDs),

(Figure 7) Raphael Le Masne de Chermont and Flagship Shanghai Tang Mansion in Hong Kong

Source: images.businessweek com/.../source/7.htm
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sight (with colorful store fittings) and
taste (with Shanghai Tang café).

5.5 Deepening & Expansion: From a
niche souvenir brand to a luxury
lifestyle brand

After fifteen months under Raphael's leader-
ship. Shanghai Tang returned to profitability,
despite the 2003 SARS (Severe Acute Respiratory
Syndrome) crisis affecting severely the travel
industry. This achievement was a very sig-
nificant stage in the life of the company as it
reestablished the shareholders’ confidence in its
business model. Raphael then decided to strengthen

its giftware line and introduce the accessories

18 ASIA MARKETING JOURNAL vol. 15 No. 01 April 2013

(Figure 8) Shanghai Tang's Product Portfolio

line, The product line expansion included
homeware, tableware, fragrances, music CD of
Shanghai divas, stationary, game sets (such as
the well-known Chinese mahjong game), and
even a café in their flagship store in Shanghai.
With the expansion of its product portfolio (see
Figure 8), Shanghai Tang evolved from a sou-
venir to a luxury lifestyle brand and became
accessible to many more consumers and en-
couraged repeated sales (Bogert and Elliot, 1997).
With healthy cash flows, Shanghai Tang could
finance new store openings in Americas, Europe
and Middle East such as Miami, Honolulu,
Madrid, and Kuwait City. At the same time,
the company still fully controls its distribution

via its stores (no wholesaling), The accessories



line grew from 5% to 35% of the total sales
turnover over five years from 2005 to 2010.
The growth relies also in a shift of its custom-
er base away from Western tourists towards
international and also Chinese custormers (Movius,
2009). Today 65% of the Beijing clientele and
90% of Shanghai are Chinese and their average
spent is 45% higher than any other nationality.
They buy mostly expensive products such as
cashmere and leather items. The company also
improved its production process while increas-
ing its production capacity and quality to meet
the market demand. However, looking mainly
at short-term financial results in luxury almost
certainly leads to failure. Building a successful
luxury brand requires a long-term vision and
strategy, time, and heavy resources (Armoudom,
2012).

5.6 Further Expansion through Viral
and Social Media Marketing:

Instead of focusing on traditional advertising
media, Shanghai Tang is building on the brand
awareness and authenticity through a sponsor-
ship program of polo tournaments in Mongolia
which originated in the 13" century. Shanghai
Tang also sponsars elephant polo competitions
in Sri Lanka and Thailand, which is a relatively
small investment and triggers viral marketing
(Montimer 2007). Shanghai Tang has invested
in e-commerce (accessible from the main web-
site) and social media such as Facebook, Twitter
and iPhone/smartphone applications (see Figure
9). The latter is called "Shanghai Tang City
Chic” and includes a city guide of interesting

places to see in Beijing and Shanghai. The

(Figure 9> Shanghai Tang on Social Media

(M Tube) 5 e

Uploaded videos
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company also has a web blog on modern Chinese
chic that talks about anything that relates to
modern Chinese chic around the world, However,
a short comparison with Gucci or Prada dem-
onstrates that their social media efforts have
some scope for further improvements: Gueci has
over 10 million while Prada 2.2 million followers
on Facebook compared to only 30,500 followers
for Shanghai Tang (as of 8 February 2013).

VI. Summary and Conclusions

Sitting by the windows of the bar at the
Fullerton Bay Hotel in Singapore, Raphael Le
Masne de Chermont is reflecting upon his years
at the helm of Shanghai Tang, the first truly
Chinese luxury brand. He believes he has ach-
ieved a tremendous contribution to the success
of Shanghai Tang. In fact there is very little
doubt about it and he can be very proud of it.
Since his appointment as Executive Chairman
of Shanghai Tang in 2002, Raphael Le Masne
de Chermont has successfully turned around a
nearly bankrupted company with a niche mar-
ket positioning into global Chinese luxury life-
style brand, which serves as a role model for
other Chinese luxury brands, This success was
not just luck but a truly well-thought through
management strategy he has elaborated over
the years, However, the road he has been tak-
ing is far from being silky-smooth and many
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challenges still lay ahead of him and his team:
how to continue to grow without diluting the
company brand DNA? How to grasp a bigger
share of the booming Chinese luxury market
without alienating his core consumer segments?
How to continue to offer a unique luxury
shopping experience to his customers while in-
tegrating new technologies and social media?
The future challenges for Shanghai Tang
over the next few years will definitely be how
to capture a larger share of the fast-growing
Chinese luxury market. One way of doing so is
to open more stores, especially in the second-
tier or third-tier cities in China. Raphael al-
ready plans a few new store openings. There
will be a new store in Harbin, Shenyang and
Dalian (China), and two new additional stores
in Singapore (one downtown and one at the
airport). Most of the company capital invest-
ments for the next three years will be in
China. However, an exception has been made
for Paris, the capital of luxury, fashion, and in-
ternational tourism. The former Paris store on
the “Rive Gauche” (the left bank of the Seine
River) was closed down to allow the opening
of a new one on the “Rive Droite” (the right
bank). Another challenge for Shanghai Tang is
how to increase its brand awareness in China
without having to spend on traditional media
such as television and print advertising.
(Received February 8. 2013)
{Revised March 26. 2013)
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