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FOREWORD 

The purpose of this international congress is to increase the know­
ledge base of marketing thought and practice as it exists in a variety of 
countries around the world. Marketing academicians, practitioners and 
public policy makers at all levels throughout the world submitted original 
papers for conference presentation and for publication in this proceedings. 
AU competitive were refereed (subjected to a peer review). The result of 
this effort produced 312 empirical, conceptual, and methodological papers 
involving all functional areas of marketing with a special focus on interna­
tional aspects. Out of the 162 which were accepted, 141 were published in 
this proceedings. 
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PRODUCT MODIFICATION STRATEGIES USED BY FOOD COMPANIES 
FOR FAST ENTRY INTO NEW GEOGRAPHIC SEGMENTS 

Kaye Crippen, National University of Singapore 
Christopher Oates, National University of Singapore 

ABSTRACT 

This paper examines product modification strategies and techniques 
used by food companies to gain entry into new geographic market 
segments. Interviews were conducted with international and regional 
companies of all sizes marketing in Asia-Pacific and included 
companies from Europe, North America, Middle East, and Asia­
Pacific (A-P). The findings suggest that product modification has been 
utilised in the Asia-Pacific region. 

PRODUCT MODIFICATION 

The issue of global standardization centers around the use of straight 
product extension versus product adaptation for different market 
segments (Levitt 1983, Terpestra 1991). The concept for this research 
was formulated while trying to identify products that were modified 
for the A-P market. Kawanaka and Sasaki (1991) at Kao, a large 
Japanese consumer product firm, suggested that vast cultural 
differences exist in how persons use consumer products, i.e. detergents 
and shampoos. This led us to hypothesize that food preferences and 
the way people use foods could also vary and that modification might 
be necessary for some food products to gain acceptance in the A-P 
market (Crippen & Oates 1992, 1993). This research suggested that 
food product modification is often used to help gain product 
acceptance in the A-P market. 

Food marketing development efforts have accelerated in many Asia­
Pacific countries due to the increased spending power of an enormous 
number of potential consumers. Increases in the number of working 
women has created a big demand for processed foods especially in 
Hong Kong, Japan, Korea, Malaysia, Taiwan, Thailand, and 
Singapore. The number of urban supermarkets is growing as is the use 
of television to advertise food products. Large populations with 
increasing incomes are found in the PROC, Indonesia, and India; the 
latter has the world's largest number of middle class consumers 
(Fortune 1992). Companies with flat competitive home markets i.e. 
from Europe or North America are entering new geographic areas 
with fast growing markets which offer long term potential. Asia­
Pacific with a large population, increasing urbanisation and rising 
personal incomes, has become a target for many companies. Some 
have chosen to enter the Asia-Pacific through countries such as 
Singapore where English is the major business language. Early 

entrants realized that it was necessary to quickly get into A-P markets 
in order to establish local business relationships, to learn how to do 
business, to develop brand awareness and consumer loyalty. There is 
much growth in food markets in many regions, especially the Asia­
Pacific, which has the highest growth rate in consumption of food in 
the world (Singapore Business 1993). However Selwyn (1991) advised 
that there is a narrow window of opportunity. 

Asia-Pacific in particular puts great ·demands on food companies 
seeking to enter its markets, often requiring products to be modified 
in terms of taste and flavour. Foods marketed in certain areas of the 
A-P, i.e. Japan require higher aesthetic standards for packaging. High 
temperature and humidity place additional strains on the product. 
Many fast food chains have had to introduce new items or modify 
products for the A-P market (Kotler 1991). For example, the Rendang 
and Samurai burger and the Kaya McMuffin. 

Many companies are doing more than just putting their current 
products on the shelves around the world. International food giants 

such as Campbell's (Selwyn 1991 and Engardio 1993) and Nestle 
(Heer 1991) and other smaller companies such as Yeo's are modifying 
products to suit different consumer taste pallettes which characterise 
the different regions within the A-P where variations due to ethnic, 
religious, and other cultural variables influence taste preferences. 
Sensory evaluation literature suggests that there are differences in 
product acceptability based on taste, flavor, and texture (Graf 1991). 

Campbell's Soup research and development office for the A-P region 
in Hong Kong uses a strategic approach to new product development. 
Some products are transferred directly i.e. tomato soup while other 
products require short, medium, or long term development efforts. 
Products requiring less development effort such as a spicier chicken 
broth, a staple in Chinese and other regional cuisines, has been 
introduced quickly into the market to establish a market presence and 
to create repeat purchases. Working women have less time to make 
homemade style chicken broth, which requires hours of preparation as 
do the double-boiled style Chinese soups i.e. water-cress and duck 
gizzard. Campbell's introduced the latter type under Swanson label; 
these soups probably required a medium amount of effort to bring to 
market. Longer range developments are in process in their regional 
laboratory where a panel of local taste testers can be utilised. They 
realised that in order to be successful in markets where taste 
preferences vary from the west, they needed to modify some items 
from their product line to be successful in these market. 
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MARKETING OF ECONOMIC DEVELOPMENT PROGRAMS 
--EXPECTATIONS AND HANDLING NEW OFFERINGS 

Timothy Wilson, Clarion University, USN 

Abstract 

Development centers in a position of marketing new pro­
grams to potential users may find themselves confronted 
with the issue of needing to know what constitutes a rea­
sonable response to efforts as well as how initial intro­
duction might be best handled. Concepts relating to ex­
pectations are covered from both the source (supplier) and 
the receiver (user) sides. A case study is reported that 
apparently illustrates aspects of general expectations. 
Previous association with the center and on-site meetings 
at the prospect clients' companies appeared to be positive 
elements in the successful marketing of the case study 
program. 

Introduction 

Periodically, development centers find themselves in a 
position of marketing new programs to potential users. A 
common reaction to such efforts by center personnel is that 
efforts are marginally successful. Some respondents may 
be obtained, but sign-ups take more time and more effort 
than would be expected. The purpose of this paper is to 
examine the start-up phase of programs and identify as­
pects of behavior that might be expected. At issue is what 
constitutes a reasonable response to efforts as well as how 
initial introduction might be best handled. A case study is 
reported that apparently illustrates general behavioral ex­
pectations. It is anticipated that this paper may interest 
development professionals who find themselves in posi­
tions of having to market new programs as well as market­
ing professionals who may assist them. 

Conceptual Background 

The marketing of economic development programs repre­
sents an exercise in industrial/institutional marketing. 
Essentially, it involves one organization marketing its 
services to another. It has been suggested that understand­
ing of industrial markets can be gained by examining the 
smallest unit of analysis in marketing -- the dyad (Bonoma 
1978). Five relationships were identified that were thought 
to impact transactions. These relationships included not 
only the relationships that existed between potential buyer 
and seller as individuals, but between their respective 

1 Visiting Professor of Marketing at the University of 
UmeA at the time this article was prepared. The financial 
assistance of the Stiftlesen Seth M. Kempes Minne Foun­
dation and the support of the UmeA Business School and 
Clarion University during the preparation of this paper is 
gratefully acknowledged. Also, the ongoing relationships 
with the Economic Development Center at Michigan Tech­
nological University and the Small Business Development 
Center at Clarion University are greatly appredated. 

organizations as well. Thus, it may be not only personal 
effort, i.e., individual to individual activity that counts, but 
also relationships that exist between centers (and their 
supporting organizations) and firms that may affect their 
outcomes. This model may be used to guide analyses of 
expectations when attempts are made to "sell" new eco­
nomic development programs to potential users. 

Supply/Seller Side Considerations 

Personal selling is the most important demand-stimulating 
force in the industrial marketer's promotional mix (Hutt 
1987). It is perhaps inescapable that any center initiated 
development program that is successful will require a 
substantial amount of personal selling. Along these lines, 
it is recognized that to some degree, there is a "law of 
averages" that affects salesperson's success. That is, each 
time out an order may not result. Instead, it is known that 
a certain number of calls among a certain number of po­
tential clients will produce a certain number of sales. 
Indeed, it is common for salespeople to discuss this situa­
tion in terms of an inverted triangle in which a certain 
number of "suspects" are required to produce a certain 
number of "qualified prospects," which in turn will pro­
duce a certain number of interviews that will eventually 
produce a successful sale (see Marks 1981). 

Salespeople likewise appreciate that it may be particularly 
difficult to make a new sale. A number of calls may be 
required in which information is presented to purchasing 
participants before a sale may be closed. Survey results 
indicate the average number of calls to close a sale may be 
close to four, although this number may be less if comple­
mentary communication such as telemarketing is used 
(Cahners 1989; Haas 1992). The model commonly used to 
depict this aspect of marketing industrial products suggests 
that it is markedly easier to sell to existing customers. 
That is, the first time that an item is purchased from a 
vendor a client may find that an intensive, detailed study 
might be necessary. As more familiarity is gained, howev­
er, subsequent purchases may be made rather routinely, 
with a minimum of investigation (Robinson 1967). 

Demand/Purchasing Side Considerations 

One way of looking at the user side of the dyad is to 
consider the use of the development center's service as 
similar to the development of a new product for the poten­
tial user. That is, the small business manager has a num­
ber of options that might be considered for incorporation 
into the business -- one might be the use of the center's 
service; others might include commercializing a new prod­
uct, or opening up a new sales territory. From among 
these options, a limited number can be selected for pursuit 
because of constraints in resources -- both financial and 
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personal. Thus, even though center programs may appear 
attractive, they may not be utilized because of competing 
alternatives within the firm. With regard to center opera­
tions, then, it mig:1t be noted that all potential respondents 
may not be equally likely to favorably accept an offer. 
Among those who do, a number of personal sales calls 
may be required to gain acceptance. 

Background Summary 

If a buyer-seller dyad is accepted as a reasonable model 
for describing center-client transactions on new programs, 
certain conclusions appear to be forthcoming. First, nei­
ther the buyer nor seller side of the dyad suggests that all 
transactions will be successful. In fact, conversions of 
much less than 100 percent may result. With regard to the 
"buyer" side, studies do not yet seem to have been made 
concerning the utilization of development options among 
small firms. Product development, however, represents an 
associated area. In this area, it has been suggested that 
firms commercialize one out of seven ideas -- although the 
ratio appears to be getting better (Booz 1982). On the 
"selling" side, professionals have learned to deal with a 
suspect -- prospect -- candidate truncation. At the prospect 
to sale level, perhaps a ten to one ratio is appropriate 
(Marks 1981; Belliveau 1990). These ideas are captured in 
Figure 1. Further considerations suggest that it will take a 
number of calls -- perhaps four to close a sale, and pre­
existing relationships between center and firm may be 
important. 
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Figure 1 - Proposal Process 

Case Study-- The MAP Program 

The case selected for discussion involves a center in a 
geographically remote area in the US. Manufacturing 
firms typically located within the development area that 
was studied due to quality of life considerations. Although 
opportunities existed in the lumber and mineral industries, 
diversified manufacturing businesses tended to be located 
there due to some experience of the owner-managers. 
Either these individuals were born there, went to college 
there, or had a pleasant vacation there. Certainly, location 
dose to market proximity was seldom a factor. The three 
major industrial markets were about 400 miles away. 

Firms "starting up" in this area tended to be successful 
initially due to skill in manufacturing and an intuitive 
approach to the marketplace. The area also was gifted 
with a generally positive work ethic, reasonable labor rates, 
and other economic considerations that offset high trans­
portation costs. Marketing, however, always had tended to 
be a problem. General success among diversified firms 
tended to be dependent upon an entrepreneur having a 
"gut" feeling for the marketplace, getting repeat business 
from old, established accounts, "hitting the road" during 
slow periods, developing loose relationships with market­
ing reps and attempting product or geographical expansions 
as a way to make up for lack of performance with existing 
operations. 

Not all firms, however, fit this mold. Exploratory research 
on existing manufacturing businesses indicated a two-tiered 
growth model (Musser 1987). On the one hand, there was 
a small group of rapidly growing businesses that contrasted 
to a larger grouping of slower growing, or declining, busi­
nesses. Rapid growth firms, having developed successful 
marketing programs, tended to minimize the problems 
associated with being located in a remote location. Fur­
ther, it was known that marketing advice was the most 
common assistance provided by development centers in the 
US at that time (Tinsley 1978, 1989; Felham 1985). These 
observations suggested that a well conceived marketing 
assistance program could spur growth of the slow growth 
or declining firms, or at least strengthen their ability to 
remain viable companies. This, in tum, would aid job 
creation and retention, a primary community objective. 

Consequently, the idea of a regional assistance program 
was derived. A Marketing ~ssistance fro gram (MAP) was 
proposed to remedy some of the marketing deficiencies 
local firms had. Marketing specialists were to be brought 
in to provide assistance to a maximum of ten basic eco­
nomic businesses with potential for increased sales and job 
creation. Assistance could involve developing a new 
marketing plan or updating an existing plan, introducing a 
new product, developing a sales strategy, improving use of 
marketing reps, expanding geographical or product lines, 
penetrating deeper into existing markets, or other assis­
tance. In all cases, the specific area( s) to be addressed and 
the level of effort were to be mutually agreed upon at the 
onset of the assistance period by the business, the market­
ing specialist, and the center. Center staff members were 
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to assist the company in implementing the marketing plan 
developed with a marketing specialist, particularly if this 
implementation involved financial packaging or other 
expansion or retention services. 

The center had an effective structure in place for imple­
menting the marketing assistance program. The center also 
had a history of success within the six counties within its 
designation as the principal economic development agency 
for the region. In addition to the home office staffed by 
three development professionals, the center had established 
two satellite offices, each staffed by a full-time develop­
ment specialist. The center had also established formal 
working relationships with local economic development 
corporations, industrial councils, public officials, bankers, 
utilities, and the business community in what was at that 
time a regional economic development network. 

The program under discussion was externally funded, was 
implemented at the start of the calendar year and was to 
run for two years. Funding sources included a manpower 
consortium ($25,000), the state department of commerce 
($10,000) and the local university ($15,000) for total fund­
ing of $50,000. The program budget of $50,000 assumed 
start-up costs of $10,000 and that ten companies - the 
program's stated goal - were to be assisted at an estimated 
cost of about $4,000 per company. This money was to be 
used to pay consultants for services rendered to clients. 
Client companies, in turn, were invoiced for the consulta­
nt's time and expenses and any other out-of-pocket costs 
incurred. These monies were to be used to replenish the 
fund so that a perpetual service, in principle, would be 
available to assist the region. 

Different types of contracts were written, but an essential 
feature of each was that the client paid only if satisfied 
with the work. The "task" contract offered clients inten­
sive assistance geared to achieving specific marketing 
goals, usually over a six month to one year period. Re­
payment under this contract type asked the client to begin 
repaying the loan upon completion of the contract scope of 
work. A second type of contract, the "mentor" contract, 
was designed for companies which are able to implement 
their own marketing program but who wanted periodic 
contact with the marketing specialist to review recent 
marketing performance and to receive suggested "course 
corrections." "Mentor" contracts provided four quarterly 
consultations. Repayment of this loan was left to the 
discretion of the client according to their perception of the 
value of the assistance received. Clients were also offered 
a repayment option in which they would pay royalties on 
some future performance measure such as, for example, 
sales increase. Thus, the risk for a business entering into a 
contract with no guarantee of eventual financial return was 
minimized. Program administrative expenses were an in­
kind contribution by the university (Musser 1990). 

Results 

Industrial Population 

There were 56 manufacturing businesses in the six county 
area that comprised the center's development area. These 
firms employed 3015 individuals. Largest employment 
was in the fabricated metal products sector (SIC 33-37) --
18 firms with 1565 employed. Next came wood and paper 
products (SIC 24-26) -- 16 firms/1133 employed and then 
processed foods (SIC 20), 9 firms/117 employed. The 
area's "high tech" sector was comprised of two specialty 
chemical firms (SIC 2ll) who employed 53 individuals. 

Communication Process 

Each of these firms was contacted by mail with a MAP 
brochure and a cover letter that explained the program's 
intent. Additionally, press releases were issued to local 
radio stations and newspapers to support the direct mail 
effort and generally publicize the program. The initial 
mail contact was followed by a telephone conversation 
intended to arrange an initial meeting between company 
management and a center representative to collect standard 
Census of Manufacturing type information. All firms 
responded favorably to this overture. Of these firms, 
twenty-five expressed interest in the MAP. Subsequently, 
75 minute face-to-face meetings were scheduled with these 
interested companies. These meetings commonly were 
held at a central facility, either at the development center 
or an outlying regional location, to reduce candidate travel 
while maintaining an expeditious schedule of sequential 
meetings. Attending these meetings were the project coor­
dinator, the center's regional contact person, the consultant 
and the chief marketing person in the candidate company -
- frequently the president or an owner-partner. 

These meetings typically developed a format in which 
further information was obtained on the marketing efforts 
of the company. This marketing information was devel­
oped from a structured interview that included questions on 
product lines, target markets, present marketing mix, sales 
history, company objectives, growth strategies, marketing 
opportunities and present plans. After the potential client 
finished with his or her communication, the consultant 
summarized the apparent situation to the agreement of both 
parties. Frequently, these situational summaries included 
some suggestions of assistance for the firm. 

Meetings were concluded by an oral description of the 
program by the project coordinator and a description of the 
financial arrangements that might be made. Follow-up 
telephone calls were used to determine participant's further 
interest, and where interest was indicated, a letter of pro­
posal was sent. These proposals were developed by the 
project coordinator after discussions with the consultant. 
The proposals included specific tasks to be accomplished, a 
time period in which the tasks would be accomplished, and 
financial terms. These agreements were structured in 
contract form so that the clients knew they were entering 
into an expectation on their part -- both financial and in 
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participation. A follow-up call explained the nature of 
these expectations. 

If an agreement was reached, it tended to take further 
meetings and communication. In fact, successful agree­
ment on an individual project tended to take three letters 
five telephone calls, and four meetings. A communicati~n 
model that started with awareness being raised initially and 
which proceeded through client interest, evaluation, com­
mitment and agreement tended to be followed. Both the 
pattern of communications and the communication model 
is shown in Figure 2. Complete closing on initial projects 
tended to take four months, but successful closings on 
other projects took longer. 
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l Con~1~n Call + : 
Closing (8 Agree- - ~ 

Meeting ments) 

I C~ract t 
I \.all 
I 

Awareness -.....Interest l 
~ EvaluallOn 1 

L-....,- Commitment 1 

L----.,.... Agreement 

Figure 2 - Communications in Signing 

Signing Successes 

Naturally, not all manufacturers who had shown initial 
interest in the program ended up signing contracts. The 
greatest decline in interest came after the first face-to-face 
meeting with the consultant. Of twenty-five companies 
attending the first meeting, twelve indicated that they had 
no further interest in the program at that time. Because 
these firms continued to be candidates for future contact, 
they were not pressed for actual reasons for not entering 
the program. Of the remaining thirteen frrms, one signed 
after the initial meeting, but other meetings were required 
with the other twelve. Of these, six more companies 
signed MAP contracts after the second consultant meeting 
and two companies signed contracts after a third consultant 
meeting, for a total of nine contracts. The attenuation in 
participation is also shown in Figure 2. 

Projects were normally contracted in a manner that provid­
ed for initial payment of 15 to 20 percent of total agreed 
upon cost, with the remainder due upon project comple-

tion. Two clients chose "mentor" contracts, with the re­
maining seven choosing "task" contracts, i.e., projects tied 
to specific tasks. Average contract amount was about 
$2,000, about 50 percent less than originally projected. 

Best success was obtained among local specialty chemical 
firms where both producers agreed to projects. Local food 
producers supplied the largest single group -- three, out of 
nine firms. Wood furniture firms produced two contracts -
- out of a possible sixteen frrms, and machinery & equip­
ment manufacturers produced two out of eighteen possibil­
ities. In all, a 17 percent penetration was obtained in 
number of possible firms. About seven percent of possible 
employment in the manufacturing sector was covered, 
which indicated a tendency toward receptivity among 
smaller firms; the largest contracted firm employed 50 
persons. Some SIC's were completely missing in the 
portfolio. No project, for instance, came from basic wood 
production operations. These results are shown in Table I 
along with the type of contract signed and the number of 
meetings required to obtain a project among successful 
firms. 
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Table I - Population & Program Results 
* Does not include frrst meeting. 

Discussion 

Initial internal evaluation at the center of this program's 
introduction tended to suggest that it had not been as 
successful as it had been expected to be. This reaction 
came from the relatively few number of recruits into the 
program and the amount of effort that it took to get these 
recruits. There were the nine contracts when ten had been 
established as what had been thought to be a conservative 
goal. This program was positioned as a "can't miss" pro­
gram. It had adequate funding, was reasonably staffed, 
and appropriately administered. Nevertheless, projects 
were smaller in size than anticipated, and further, there had 
been many more meetings and much more ancillary com­
munication than expected. 

To a certain extent, the assistance supplied at the first 
client-consultant meeting may have hurt the chances of 
recruiting initial clients. Information exchanged at that 
meeting sometimes gave potential clients adequate direc­
tion for immediate marketing efforts. Consequently, there 
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was no need for them to enter into a contract. From the 
very beginning, however, the objective of this program was 
to help local companies, not particularly client recruitment. 
Thus, at no time was any attempt made to withhold mar­
keting suggestions from potential dients. Eventually, 
clients who did not enroll initially may yet become client~. 

"Expe<.:ted" is a key word. The program offered a needed 
service under terms that were difficult to refuse, and it 
turned out to be a good program. Initial clients were 
provided the services for which they contracted. Some 
entered into second round projects, and other companies 
entered the program later. It took time and effort, howev­
er, to develop the program. 

In particular, the following lessons were learned in mar­
keting this program, which may be of assistance to other 
development professionals: 

1. "10" was not a conservative estimate. In making an 
initial assessment of what might be possible, an arbitrary 
selection was made of an expected number of successes. 
This item may not seem so important in evaluating a pro­
gram, but this selection did play a role in directing the 
effort during the early stages of the program. Some of the 
time spent getting converts might have been spent in get­
ting initial results on the projects themselves. 

In setting a goal, instead of selecting a number arbitrarily it 
might have been better to have selected a percentage of 
total population -- 10% or 15% would seem to be suggest­
ed from considerations of the conceptual background. 
"10", a 20% penetration, was well into what would be the 
early majority for this program in terms of product adop­
tion (Rogers 1962). 

2. Past relationships did appear to play a role in su<.:cessful 
marketing of the program. Two key companies who en­
tered the program had previous relationships with the 
center, or at least with the university in which the center 
was located. The earliest adopting company, the one who 
adopted after one meeting, had an owner who graduated 
from the university. The firm also had utilized center 
services previously in its foundation stage. Thus, to this 
"innovator" the service was undoubtedly a modified rebuy. 

The largest contract also was written to a firm whose 
general manager and project manager had graduated from 
the university. This firm also had utilized some start-up 
funds the university had provided. Although there was 
never any indication that a "pay back" was involved in the 
relationship, it was fairly clear that a comfort zone had 
been established among participants. 

3. Certain industries produced no contracts. It may seem 
inappropriate for center managers to think of discriminat­
ing among potential recipients for a service. The general 
thrust of a development center is to be equalitarian in its 
approach. In segmenting for successful introduction of a 
service, however, growth is perhaps important -- small 
firms and growing industries may be a key combination in 

success. Situations where managers have some sense of 
what might be accomplished, but lack resources to accom­
plish results apparently is important. As much as centers 
may want to help older-line, basic industries, internal 
judgement concerning outside assistance may preclude 
success in a sector. In the case here, the lack of any pro­
ject servicing the basic wood products industry was some­
what a disappointment On the other hand, being able to 
serve both special chemical firms was a plus for the pro­
gram. 

4. On-site "sales" calls were essential to the program's 
~- It may seem trivial to consider where meetings 
are held, but in this case successful conversions of pros­
pects to sales occurred primarily after meetings were held 
in the potential client's offices. Time was important to 
potential clients in the project. In fact, one way of looking 
at the projects that were contracted was that they represent­
ed time purchased -- time in which the manager could do 
something else while a specific task was being done for 
him. Thus, when the program began fitting into managem­
ent's time, and not vice versa, favorable results appeared to 
occur. 

5. The customer really does determine what the product 
will be. It is a truism in industrial marketing that in the 
long term, the customer determines what the final product 
will be (Corey 1975). It turned out in this program that 
they also determined what the product would be in the 
short term. Clients appeared to want small, specific pro­
jects when it came to assisting their businesses, i.e., a 
survey of potential users of their businesses, an assessment 
of consumers' perceptions of a product, a letter suitable for 
some direct mailing efforts. An essential task in develop­
ing the program was assisting managers understand what 
might be done and the results an activity might produce. 
The availability of larger amounts of support under favor­
able terms seemed not so important as specific results that 
might be expected. 

It was probably the results orientation that eventually sold 
projects in the program as much as anything else. Even 
when projects broke down into well defined steps, clients 
appeared to want to contract for services on a step at a 
time condition. 

Conclusions 

A successful program introduction has been described. In 
retrospect, many of the observations might have been 
anticipated from industrial marketing considerations. 
Although successful new programs will depend upon both 
the geographical area into which the program is introduced 
as well as the program itself, modest initial conversions 
and multi-meeting approaches might be anticipated. Utili­
zation of in-plant meetings and "segmentation for intro­
duction" by focusing upon firms with previous favorable 
ties to the center that happen to be in growth sectors may 
enhance initial success rates. Further, smaller, results­
oriented projects may be most likely to be favorably ac­
cepted by target firms. 
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MANDATED SAFETY RECALLS IN THE U.S. 
AUTOMOBILE INDUSTRY -- 20 YEARS EXPERIENCE 

Timothy Wilson, Clarion University, USA 
Albert L. Page, University of Illinois at Chicago, USA 

In an earlier study, an attempt was made to assess the 
macro effect of mandated auto recall on the U.S. auto 
industry. With the amount of information available at that 
time, recalls were numerically significant and increasing, 
the industry appeared to be relatively unaffected by their 
mandated imposition. Out of 248 campaigns, only 15 were 
100 percent successful, and overall, less that two-thirds of 
all cars recalled were actually returned for inspection. 
Newer automobiles tended to have greater sm:cess rates as 
did vehicles from larger market share manufacturers. 
Further, there appeared to be no impact on sales in 
subsequent years nor did there appear to be any company 
particularly adversely impacted by recall practice (Page and 
Wilson 1976, 1979). 

Because of the coverage and archetypical nature of these 
recalls, it is important to track industry reaction to this 
business constraint. The intent of the original legislation, 
of course, was not to impact business deleteriously, but 
rather to produce a safer product for U.S. consumers. In 
effect, Senator Moss, one of the sponsors and supporters of 
mandated recall, suggested economic costs, trade name 
damage, and liability litigation would produce decreasing 
recall numbers in the long run (1974). The study has 
therefore been updated. Over a twenty year period, one­
half (numerically) the automobiles sold in the United States 
have been recalled for inspection and/or repair of safety­
related defects. From information available from NHTSA 
and trade associations, an analysis was made of industry 
trends. 
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Four observations were made. (I) After a period of first 
growth and turbulence, the industry appears to have settled 
into a trend of declining annual recall as shown in Figure 
I. (2) Recall share appears overall to be related directly to 
manufacturing market share, thus, manufacturing scale does 
not appear to be a factor in affecting recall. Japanese 
automobiles, however, appeared less likely to be recalled 
than domestic automobiles. (3) No obvious effect existed 
between automobiles recalled in a single year and 
subsequent sales at either the industry or individual firm 
level. ( 4) Cost of recalls appear reflected in price insofar 
as the incremental cost associated with safety devices is 
highly correlated with cumulative recalls over the period. 

The overall conclusion of this study is that industry has 
positively reacted to mandated recall legislation. The need 
to control costs, please customers, and meet competition 
apparently has been instrumental in meeting this challenge. 
Moss, in his initial assessment of this probability appeared 
correct. The Japanese have been particularly successful in 
implementing control of recalls, and this observation has 
not been lost on the industry. Chrysler, for instance, has 
developed an advertising campaign associated with 
favorable recall statistics (Chrysler 1988). 

The lack of a sales impact, as this information has been 
interpreted in the past, remains troublesome. This paper, as 
well as previous studies, indicates little impact of recall on 
subsequent sales. This approach inherently is an 
information usage model. 
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SUCCESS FACTORS IN GLOBAL PRODUCT INNOVATION: 
AN ILLUSTRATION FROM THE PHARMACEUTICAL INDUSTRY 

Poh-Lin Yeoh, University of South Carolina 
Roger Calantone, Michigan State University 

Abstract 

Success in new product development is a critical 
management issue for many firms in high technology industries. No 
where Is this statement more applicable than for firms in the 
pharmaceutical industry. This Industry remains one of the most 
profitable among U.S. high technology industries. However, the 
decades of uninterrupted growth have been replaced by a period of 
dynamic change and instability brought about by spiralling health 
care expenditures, heightening generic competition, Increasing R&D 
costs, and shortening patent lives . 

Long-term survival and growth in this period of transition 
demands a fundamental reorientation in firms' new product 
development efforts -- maintaining a constant flow of new drugs that 
are highly differentiated and offer real cost advantages (e.g., 
requiring lower dosages than similar drugs). More importantly, new 
product efforts should be devoted to the development of new 
chemical entities (NCEs). Since the pharmaceutical Industry is 
globally dominated by W. Europe, Japanese, and American 
multinationals, it is also equally important to consider the 
international competitiveness of NCEs developed from these triad 
economies. 

The objective of this paper is to develop a model that 
explains the probability of new product success in the global 
pharmaceutical industry. As the choice variable is dichotomous 
(global NCE/not global NCE), logistic regression (Walker and 
Duncan 1967) was used for estimation purposes. Global NCEs are 
defined using the classification scheme proposed by Hass and 
Coppinger (1987). These authors defined global NCEs that 
demonstrate multinational acceptance by six major industrialized 
countries within four years. These countries include the U.S., 
Germany, Japan, the United Kingdom, France, and Switzerland. 

Conceptual Model and Hypotheses 

Based on a critical analysis of the new product development 
and innovation literature as well as extensive interviews with Industry 
experts, five variables were hypothesized to influence a 
pharmaceutical firm's ability to develop global NCEs: (1) prior 
experience; (2) product differentiation; (3) competitive intensity; (4) 
source of technology; and (5) national origin of firm. The 
relationship between the dependent variable and the fiVe explanatory 
variables are illustrated in Figure 1. 

Findings 

All the Independent variables of the logistic model are 
significant except for the national origin variable. This nonsignificant 
finding suggests that drugs developed from the U.S., W. Europe, and 
Japanese firms are equally likely to be global NCEs. The 
classification hit rate and the R2 for the logistic model minus the 
national origin variable was 86% and 0.773, respectively. These 
indicators suggest that a significant proportion of the variance is 
explained by the model. Analysis confirms that: 

FIGURE 1 
FACTORS INFLUENCING THE PROBABILITY OF DRUGS 

BEING GLOBAL NCEs 
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(a) A firm's historical accumulation of specific technical 
capabilities increases the firm's chances of developing 
global NCEs. 

(b) Drugs that are highly differentiated are more likely to be 
global NCEs. 

(c) Global NCEs are more likely to be found in therapeutic 
markets characterized by low competitive intensity. 

(d) Compared to licensing, internally developed technological 
skills have a greater positive effect on firms' ability to 
develop global NCEs. 

Conclusion 

This study yields some interesting insights into factors that determine 
global success in the pharmaceutical industry. A better 
understanding of what makes a new product a global success is 
essential to improving R&D planning and management. The 
pharmaceutical industry is both a high risk/high reward business 
and firms with focused and sound R&D planning will enjoy a more 
sustainable advantage in the industry. 
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GOVERNMENT MANDATED-COUNTERTRADE IN AUSTRALIA: SOME 
INTERNATIONAL MARKETING IMPLICATIONS 

Peter W. Liesch, University of Southern Queensland 

Abstract 

Government mandated-countertrade (G M-C) is practised 
in Australia as offsets policy. Its objectives and 
implementation have been refined over recent years to 
recognise the inefficiency of conventional arm's length 
exchange for the international transfer of technologies, 
skills and capabilities. Earlier formulations of offsets policy 
in Australia sought increased workload for local industry, 
whereas recent policy innovations focus on the use of 
beaucratic governance, created and enforced by 
government, to effect these transfers. Recent innovations 
to Australian G M-C are outlined and some marketing 
implications for foreign firms seeking to do business with 
the Australian government are presented. 

Introduction 

Government mandated-countertrade (G M-C), practised as 
offsets policy, has been in effect in Australia since 1970, 
although since the late 1980s it has been refined. This 
refinement has been stimulated, in large part, through the 
search by the Australian government for mechanisms which 
might assist Australian industry to improve upon its 
international competitiveness and hence the national 
economy to improve its macroeconomic performance. The 
technology imperative, characterising industrial 
development policies, and access to international markets, 
figure prominently in the current implementation of 
Australian G M-C policy, with the inefficiency of 
conventional arm's length exchange in transferring 
technology and other information, such as international 
marketing skills, organisational capabilities and managerial 
acumen, now being recognised (Australian Civil Offsets 
Program 1989, 1992). 

Definition 

Countertrade is exchange which involves a conditional 
arrangement, in addition to the primary transaction, to 
complete the exchange. It is becoming more widely 
reported in the literature (eg Bates 1986; Cho 1987; de 
Miramon 1983; Hansson 1991; Hennart 1989, 1990; 
Huszagh and Barksdale 1986; Khoury 1984; Liesch 1986; 
Lecraw 1989; Mirus and Barnard 1986; Neale and Shipley 
1988; Palia and Liesch 1991; Wills and Palia 1987; Yoffie 
1984). While not always being mutually exclusive in 
oractice. two fundamental forms of international 
;ountertrade may be identified, voluntary countertrade and 
mandated-countertrade, although other classifications are 
acknowledged (eg Hennart 1990). 

Voluntary countertrade might be considered as a corporate, 
competitive, largely marketing, device undertaken by firms 
to broaden their competitive strategy options. Under these 
arrangements, there is no external requirement th~t the firm 
practise countertrade. Voluntary countertrade ts not the 

subject of this paper. Mandated-countertrade exists in the 
event of an externally imposed requirement tor an exchange 
to include a reciprocal and conditional transaction. 
Further, when the requirement for reciprocity and 
conditionality in trade is established and enforced by 
government the practice is G M-C. This paper specifically 
focuses on that form of G M-C where the requirement for 
reciprocity and conditionality derives from an obligation 
placed on a foreign firm supplying a capital equipment 
purchase funded by government (Hennart 1990). In the 
Australian context, this form of G M-C is effected as 
offsets policy, and is practised as the Au~tralian Civil 
Offsets Program (ACOP) and the Australian Defence 
Offsets Program (ADOP). 

This paper reports on mandated-countertrade as it is 
practised by the Australian government. Very little has· 
appeared in the !iterature on this topic, either in Austr~lia 
or elsewhere, wtth Hennart (1990, p.267) recommendmg 
" ... that future empirical research should be conducted at a 
disaggregated level and should focus on the differential use 
of particular types of countertrade". The paper focuses on 
one specific type of countertrade arrangement, government 
mandated-countertrade, and it is in three parts. The first 
part describes offsets policy in Australia, while in the 
second part, the fundamental dimensions of G M-C as it is 
practised in Australia are identified. Implications and 
concluding comments for foreign firms seeking to supply 
government-funded procurements to Australia are 
discussed in the third part. 

GOVERNMENT MANDATED-COUNTERTRADE IN 
AUSTRALIA 

In its current form, the objective of the ACOP is " ... to 
contribute to the enhancement of Australia's industrial and 
technological development by establishing internationally 
competitive activities within Australia" (Australian Civil 
Offsets Program 1988, para 1.2). The ADOP seeks " ... to 
enhance self reliance in supply and support of the Defence 
Forces; to establish new or exercise existing industry 
capabilities of importance to defence; and to develop 
capabilities in industry that ~II e~an~e internation~ 
competitiveness and enable mcreasmg mvolvement m 
future defence procurement programs and for further gains 
in self-reliance" (Doing Australian Defence Business 1987, 
para 3.12). 

With an emphasis on technology, skills and capabilities 
transfer, the current programs are aimed at establishing 
long-term commercial activities in Australia which are 
internationally competitive. Further, the most recent 
(1991) revisions to offsets policy in Australia are " ... based 

on the idea that government buymg_power _can be used. to 
gain access for local industry to the mternatwnal mark~tmg 
capabilities and the internal markets of the transnattonal 
corporations" (Australian Civil Offsets Program 1992, 1?·1 ). 
Although these current objectives, in practice, do not dtf_fer 
substantially from the earlier ones. the means of effectmg 
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them_ have changed with an increased refinement being 
practised under the current programs. There is a 
recognition now in Australia that the rationale for a G M-C 
policy lies _with tec~ology (skills and capability) transfer, 
and accessmg the mternal markets of international firms, 
but that the earlier machineries for offsets acquittal were 
~omewhat incomplete. This refinement is evidenced by the 
mcreased range of eligible options available for foreign 
~rms to disburse offsets obligations and by the prospect for 
mcreased participation of Australian firms in international 
business activities by accessing otherwise blockaded 
internalised markets. 

Administration 

Administration of the Australian offsets programs is split 
between the Department of Industry, Technology and 
Commerce {DIT AC) for civil offsets and the Department of 
Defence (DOD) for defence offsets. Defence offsets 
commitments are specified in a defence procurement 
contract and form one component of a program for 
Australian Industry Involvement {All). Civil offsets refer 
to all offsets other than those embodied in a defence 
procurement contract. Responsibility to provide offsets 
rests with the overseas supplier who incurs an offsets 
obligation when Australian state and federal governments 
finance a purchase, lease or hire arrangement which it 
sources, and where the duty-free price of the purchase 
exceeds AUD$2.5m with an imported component in excess 
of 30 percent of this price; or alternatively, the DOD 
mandates offsets for designated defence strategic purposes. 

Several criteria must be met before offsets proposals are 
accepted. These are: the commercial viability criterion, 
which requires that offsets result in Australian activities 
which are competitive in price, quality and delivery; the 
price criterion, specifying that offsets activity should not 
incur any price premium; the technology criterion, 
requiring that offsets be of a level of technological 
sophistication not inferior to that embodied in the goods or 
services being purchased; the new work criterion, which 
requires that offsets be additional to activity which would 
have occurred in the absence of an offsets program; and the 
defence criterion (peculiar to purchases subject to the 
ADOP), which necessitates that defence offsets contribute 
to self-reliance in supply and support for the Australian 
Defence Forces (Australian Civil Offsets Program 1988, 
Ch.3). 

Offsets Variants 

Four offsets acquittal variants have existed in Australia: 
individual offsets arrang~ments, offsets credit 
arrangements, pre-qualified offsets supplier arrangements 
and partnerships for development. The latter three variants 
were introduced in the 1988 revisions to the practice of G 
M-C in Australia. Individual offsets arrangements are 
disbursed on a case-by-case basis by obiigated firms which 
are generally in..4Tequent suppliers of government purchases. 
Activity additional to that which fulfils an immediate offsets 
obligation might be approved as offsets credits. Offsets 
:redits accumulated by a foreign supplier can, with the 
concurrence of the offsets authority, be transferred to 
another foreign supplier. That is, a market in offsets credits 
nas been established. 

The awarding of Pre-Qualified Ottsets Supplier Status 
(PQOSS) seeks to facilitate offsets obligated firms placing 
activities in Australia that are long-term, and as such has 
the intent of avoiding the possibility of a piecemeal, ad hoc 
approach to fulfilling obligations that could detract from 
the ultimate objective of enhancing the establishment of 
viable long-term internationally competitive activities. 
Firms achieving PQOSS are granted offsets clearances by 
Federal and State purchasing authorities (Australian Civil 
Offsets Program 1988, Ch.5.3). At the present, 35 foreign 
firms hold PQOSS. 

A Partnerships for Development program is operational in 
the information industries where the intent is to engender 
the establishment of corporate alliances between the foreign 
supplier and local Australian enterprises. Most of the 
foreign multinationals tendering for the supply of computer 
hardware to Australian government instrumentalities have 
become accredited partners in development (Australian 
Civil Offsets Program 1989, Ch.6; 1992, Ch.6). At 
present, 21 firms from the USA, United Kingdom, Japan 
and Europe have partnerships in development status with 
an annual aggregate export commitment from Australia of 
$1.169b and an annual aggregate commitment to R&D in 
Australia of $233m (Australian Civil Offsets Program 
1992, Ch.6). These firms are committed to achieving an 
annual Australian R&D budget of 5 percent of their 
Australian turnover and an export to import ratio of 50 
percent, with an average Australian value-added content 
across all exports of 70 percent over a period of seven 
years. 

Specific offsets obligations can be discharged in man:~­

forms and include: the transfer of technology, trainin,!! 
programs, research and development, overseas marketing, 
exports of products and services, joint or collaborative 
ventures where the Australian involvement is to occur at 
the conceptual, design, development and production stages, 
venture capital investments and administrative expenses 
incurred in arranging offsets (Australian Civil Offsets 
Program 1992, Ch.4). Although multipliers apply to the 
R&D and training forms of offsets (ie the offsets obligated 
firm is accredited with achievements in excess of 1 00 
percent of the supply cost of the offsets), until recently, the 
export of local products and services has been most 
preferred by offsets obligated firms. In 1991-92, R&D 

· surpassed the export of products and services as the most 
preferred form of offsets disbursement (Australian Civil 
Offsets Program 1992). 

Liesch (1986), in~> stu~y of the performance of offsets for 
the IJeriod 1970-84, showed that off~ets orders placed by 
foreign offsets obligated firms with Australian recipients, as 
a percentage of the contract value for offsets purposes 
were 8.5 percent for the total defence sector, 15.2 percent 
for the total civil sector and ll.8 percent overall. These 
figures indicated that there may be a problem in meeting 
the targeted level of 30 percent offsets achieved, as a 
percentage of the duty-free purchase price on any single 
government purchase incurring an offsets obligation. Much 
of the policy refinement since the mid-1980s can be traced 
to improving upon this poor performance. 

An indication of the extent of defence offsets activity in 
Australia is complicated by the nature of the Australian 
Industry Involvement Program (All), and by the paucity of 
accurate publis:ted data. The All program includes the 
ADOP activities classified as designated and assisted 
workload and local content activities. although there has 
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not been, in the past, consistency in this differentiation. 
Designated and assisted activities are those deemed to have 
a defence, strategic significance to Australia and, hence, 
might be permitted a price premium for them to be 
undertaken in Australian firms. Defence offsets, in 
principle, should not incur a price premium and these 
activities are incurred on the imported component of a 
defence procurement. Local content is a term used by the 
Department of Defence which includes designated and 
assisted workload and which refers to the non-offsets 
balance of All undertaken in Australia. 

For the period January 1986-June 1989, defence offsets of 
$501.561m were committed, which represents 21 percent 
of the total value of All. The balance of All activity, 
$2.005b, is local content including designated and assisted 
activities. All, for this period, represented 66 percent of 
the value of all contracts placed for defence-related 
procurements. The emphasis on local content reflects the 
present Australian government's desire to use Australian 
prime contractors for the major defence projects. Most of 
the activity undertaken by these Australian primes is local 
content which is not subject to offsets requirements; offsets 
obligations relate only to imported content. For example, 
the new Australian submarine project is being undertaken 
by the Australian Submarine Corporation (ASC), a 
corporation specifically established to manufacture the 
Australian class of the Swedish Kockums Type 471 
submarine. ASC's shareholders are: Kockums Marine AB 
(40 percent and Swedish), Wormald International (25 
percent and Australian) and Australian Industry 
Development Corporation (35 percent and Australian). 

The aerospace, and weapons and weapon systems sectors 
have dominated the industry categories within which 
defence offsets activity has taken place in Australia, with 47 
percent of total offsets secured over the period January 
1986 to June 1989 being aerospace and 31 percent being 
weapons-related. For this time period, as a proportion of 
contract value for offsets purposes, the aerospace industry 
has attracted some 36 percent of total offsets, while the 
weapons-related industry has attracted 18 percent. The 
automotive industry has secured the largest share, relative 
to the contract value for offsets purposes, of activity for 
local firms (42 percent of contract value) (Patterson 1989). 

DIMENSIONS OF GOVERNMENT MANDATED­
COUNTERTRADE 

Generic countertrade 

On the one hand, the conjecture might be put that 
mandated-countertrade is trade expanding, in the sense of 
promoting trade that otherwise would not have occurred 
and that it has facilitated an increased awareness of 
alternative commercial arrangements beyond conventional 
arm's length exchange. Alternatively, the conjecture might 
be put equally forcibly that mandated-countertrade departs 
from free-market principles which provide the discipline 
necessary to realign domestic industry structures towards 
those consistent with patterns of international comparative 
advantage. Consistent with this view is the opinion that 
although some short term expediency might be obtained 
from mandated"countertrade, its continued practice and 
possible (likely) institutionalisation is antagonistic to free­
trade principles which return net 2ains to those 

participating. It might be argued by these persons there are 
hidden, long term costs associated with countertrade that 
together with the more apparent costs overwhelm the 
visible and immediate benefits (Liesch 1991). 

The genesis of the newer forms of countertrade, such as G 
M-C, as complements to conventional trade and 
international business, lies largely with domestic politics. 
Increasingly, governments have become involved in 
creating environments within which local firms might 
capture the greatest advantage through trade. Offsets 
policies are evidence of this involvement by governments, 
particularly from developed market economies to ·do for 
local firms that which they cannot do for themselves'. In 
particular, the leverage accorded government in the 
procurement of capital goods from abroad provides such an 
opportunity. Further, and particularly pertinent to. ~he 
acquisition of'big-ticket' military purchases, offsets pohc1~s 
provide the public facade that the purchasing econom~ IS 

acquiring net benefits in the form of local productiOn 
capability and capacity from its capital procurement budget 
in the defence pdl'lfolio. Governments have found it 
necessary to persuade constituencies that defence budgets 
provide local benefits additional to national defence 
preparedness (Cooper 1984). 

Trade-related international economic integration 

While the rationale for G M-C, as practised in Australia is 
ensconced finnly in the failure of conventional arm's length 
marketplace exchange to effect technology (including 
marketing, managerial and administrative skills and 
capabilities) transfer, these arra~gement.s also displ~y 
distinct aspects of trade-related mternattonal economic 
integration. Employing the Norman and Dunning (1984) 
taxonomy of the evolutionary process of a nation's 
international business involvement. most G M-C 
arrangements have fallen within the intra-industry industrial 
composition category as these transactions involve, in the 
primary instance, arrangements for local participation 
within the same industry category as the purchase subject 
to the offsets obligation. However, if suitable offsets . 
activities cannot be contracted within the same industry 
category, unrelated offsets have been approved. It might 
be presumed that in the more sophisticated G M-C 
programs these latter arrangements are minor in relation to 
the wider variety of technology transfers, training 
programs, R&D, part-production, joint and collaborative 
ventures entered into, which fall within the same industry 
category identified by the original purchase. Unrelated 
offsets are illustrative of international inter-industry 
transfers. 

Protectionism 

The ACOP and the ADOP include both explicit and implicit 
aspects of protectionism for Australian industry. For 
example, implicit within these programs is the Krugman 
(1987) prospect that government support for certain key 
industries, with a view to developing an indigenous 
capability, might then be transposed to increased activity in 
export markets ( eg the Partnerships for Development focus 
for the information industries). Explicit is content 
protection for targeted Australian industries, particularly 
key activities of defence strategic importance (Industries 
Assistance Commission 1984; Warr and Parmenter 1984; 
Joson 1985). However, the success ofthis form of import-
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protection cum export-expansion strategy is very much 
contingent on a passive international trade and commercial 
environment. This protectionism has the intent and effect 
of profit-shifting, and could well prompt both commercial 
and foreign government reciprocity. 

Increasingly, industrial policy has been taking the form of 
non-tariff protection (Ewing 1984), and while Australia's 
protectionism until the early 1980s had been described as 
" ... visible, and its mainly tariff and tariff quota mechanisms 
are (were) open to quantification ... (which) ... was done to 
imp~ove Australia's international negotiating stance" 
(Ewmg 1984, p.72), there has been a marked shift toward 
non-tariff measures in the 1980s and to date (Forsyth 
1985). In the main, both domestic and international politics 
detennine the nature and extent of protection, and this is a 
fun~ti~n of both the economic and political power of the 
partiCipants. A new era of technological nationalism exists 
in Australia, and this is evidenced by an increased 
go~ernment intervention in the high technology industries, 
an mtervention that has been described as the substitution 
of competition between governments for the competition 
between firms (OECD 1984). 

SOME CONCLUDING FOREIGN FIRM 
INTERNATIONAL MARKETING IMPLICATIONS 

Of the four immediate groups of participants involved in G 
M-C activity, viz the offsets obligated foreign firm, the 
home country government of the obligated firm, the 
mandating government and the offsets recipient firm, the 
following comments are tar$eted at the former. The 
implications now to be raised mform foreign firms of some 
issues, pertaining to offsets, they need consider when 
entertaining the prospect of dealing with the Australian 
government. Foreign firms tendering to supply Australian 
government-funded civil and defence procurements must 
adhere to the requirements of the Australian offsets policy. 

Selection of an offsets acquittal variant 

Of the four offsets variants identified previously, two are 
available to foreign firms with defence offsets obligations 
(case-by-case individual arrangements and offset.s credit 
arrangements), all four variants are available to foreign 
firms supplying information industries' products (the 
above, together with the awarding o_f pre-qualified offsets 
supplier status and the partnerships for development 
arrangement), while all other foreign firms supplying civil­
related products have the option of all arrangements except 
that of partnerships for development. 

The choice of offsets variant is largely dependent upon the 
nature of the procurement supplied, but also and possibly 
more important, the demand pattern of the procurement. 
First, defence suppliers, with the two options only, are 
unlikely to choose beyond the case-by-case form of 
acquittal if the procurement is a one-off arrangement, 
whereas offsets credits might be accumulated when the 
product is being procured more frequently. Second, 
suppliers of civil-related goods (excluding those. in the 
information industries) have three options and will most 
likely choose the case-by-case acquittal if they are 
supplying on a one-off basts, with offsets credits possibly 
being sought when the purchases are more frequent, and 

PQOSS sought by firms regularly supplyi~g ~overnm~nt 
procurements. Third, foreign firms supplymg informatiOn 
technology goods have a similar choice.. but ~th t~e 
further Partnerships for Development opt1on ~hich w1ll 
most likely be negotiated by regularly sup~lytn~ firms 
seeking to incorporate their local ~ffsets actiVIties 1nto an 
international production and marketmg network as part of a 
global configuration and coordination strategy. 

These strategies, however, are complicated. fu~~er by the 
size of procurement contract .and the avadab1hty of !he 
facility to trade in offsets cred1ts. F?r example, a for~1gn 
supplier making a large one-off or infrequent ~e nu,ght 
find it advantageous to accumulate offsets cred1ts. agat~st 
these sales and, either hold or: trade ~hese c~e~1ts w1t.h 
other firms which are having d1fficulty m acqu1ttmg the1r 
obligation. While arrangements will differ across firms, an 
optimal outcome will ensue if the negotiated arrangement 
produces net benefits for all interested parties. Thi~ will 
occur if offsets activities can be arranged that are cons1stent 
with, or preferably e~ce, the. obligat.ed firm's 
international confi~ration of 1ts operations and tf the local 
Australian offsets recipient obtains activity that it wou~d 
not have acquired in the absence of the offsets mandate (te 
the new work criterion is satisfied). 

By accumulating offsets credits, the foreign supplier is 
excused from negotiating offsets arrangements on future 
sales, provided all relevant criteria are satisfied. With a 
similar effect but more formalised, the awarding ofPQOSS 
allows the f~reign firm to plan its discharge of obligations 
on a long-term basis without the requirement of seeking 
clearances on individual sales. These firms are able to 
develop strategies for offsets acquittal that are more likely 
to foster local collaboration and alliance-building than the 
piece-meal, one-o~ arrangemen~ which characteri~ pre-
1986 implementation of the pobcy. The Partnerships for 
Development variant, although at present available only to 
foreip firms in the infOJl!l8lion. industries,. is the most 
sophisticated offsets vanant m Australia. Th7se 
partnerships are an attempt to cement collaboratton 
between local enterprises and foreign firms with firm­
specific attributes that are lacking in their Australian 
counterparts, and the acquisition of ~hich. is see~ by the 
Australian government as being essenttal to tmprovmg local 
firm and industry international competitiveness. 

Selection of offsets arrangement 

The offsets obligated foreign firm must select an offsets 
arrangement from a specified list which satisfies the 
elemental offsets criteria earlier identified. Timeliness of 
acquittal is a conside!ation in this selection as ~oriz<;ms for 
completion, and nulestones, mu~t be detatled m . the 
negotiated offsets deed. In th1s regard, the vanous 
multipliers applied to cert.ain offsets arrangements can 
hasten offsets disbursement. The unwillingness of foreign 
suppliers to contribute !nvestments to venture ~pita! funds 
is clear and offsets dtsbursement through skills transfer 
activiti~s is not overly attractive, even with the multiplier 
applied. It could well be that obligated firms assess their 
human capital stock as being worthy of protection, as are 
certain key technologies, and these remain internalised. 
These firm-specific attributes characterise many of the firms 
supplying governm.e~t procurements, and are .central to 
their global compettttve ad.vantage~; they are u~t~ely to. be 
shared with other firms, trrespecttve of multtphers bemg 
applied. Underwriting the technological and commercial 
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development of potential rivals is evaded demonstrably by 
foreign offsets obligated firms. 

In general, the most frequently used form of recent civil 
offsets acquittal has been the obligated firms' purchase of 
Australian products and services for export. The recent 
interest shown by offsets obligated firms in R&D offsets 
might be explained, at least partially, by the relative 
attractiveness of the Partnerships for Development program 
for information technology firms, and the PQOSS for 
others. The longer gestation periods required for g~aring 
up for R&D offsets acquittal might be providing an 
indication that foreign firms are commencing to fulfil their 
obligations under the requirements of these offsets variants. 
However, the formation of joint or collaborative ventures is 
not being sought actively, as an offsets form, which is 
possibly explained by the requirement that the local 
involvement in the venture should be at the conceptual, 
design and development stages of a project. Once again, 
this form of acquittal might be seen by the foreign firm as 
distributing its competitive advantage to a possible future 
rival, and hence is avoided. 

Finally, part-production arrangements have waned in 
attractiveness, which is not surprising in light of the 
diseconomies that have plagued this form of acquittal. 
While part-production has been a major focus of Australian 
pre-1986 offsets, the excess cost considerations implicit in 
duplication of suppliers in various countries, with their 
concomitant shortfalls in minimum efficient scales of 
operation, have militated against this offset arrang~ment. 
This inefficiency is compensated largely by the obligated 
firm imposing a price premium on the sale to 'offset' the 
increased cost of locally-supplied component parts. 
Nonetheless, the Australian Department of Defence is likely 
to continue to accept some such price premium for certain 
designated activities critical to the defence objective of 
maintenance of industry capability for defence preparedness 
motives. 
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Abstract 

This paper considers the implications for 
countertrade (CT) of recent liberalisation of 
politico/economic structures in the former 
Eastern Bloc. Because CT is a response to 
market imperfections, more relaxed 
institutional restrictions with greater 
availability of information may remove the 
need for CT. However, orthodox trade 
requires mutual currency convertibility or 
reliable access to trade finance. Until 
these are established, CT is likely to 
feature strongly in. trade with. for.mer . CMEA 
countries. Meanwh1le, lower 1nst1tut1onal 
barriers will drive Western and Eastern 
partners toward more formal strategic 
alliances. The experiences of a small g~oup 
of UK exporters illustrates these tendenc1es. 

Introduction 

British firms are often reluctant 
participants in economic relationships with 
Eastern European countries. Complicated 
p'rotracted negotiations with governmental 
Foreign Trade Organisations, distaste for the 
polit1cal structures of the gov.ernment and 
concern and suspicion of the qual1ty of goods 
offered have resulted in a relatively low 
proportion of British trade c~nducted with 
the nations of the former Counc1l for Mutual 
Economic Assistance (CMEA). 

Firms from other European nations, for 
example, Germany and Holl.and,. have been less 
reticent in their econom1c l1nks with these 
countries, partly owing t~ geog~aphical 
factors but largely due to the1r read1n~ss to 
engage in countertrade (CT), an undes1rable 
practice in the eyes of many Western 
executives and their governments. 

The various forms of CT all have a common 
feature: reciprocity. In each case, .a seller 
provides a buyer with goods (or serv1ces) and 
undertakes in return to purchase goods (c;>r 
services) from the buyer. To many, th1s 
linkage of sales to purchases represents a 
throwback to a darker, moneyless age, when a 
hungry carpenter had to find a farmer whose 
barn-door needed repairs. The invention of 
money and the evolut.ion of marko;ts. were 
direct responses to th1s "double co1nc.1dence 
of wants" problem. Therefore, revers1on to 
CT often appears to be an ineff~cient 
alternative to trading via cash or cred1t. 

During the post-war period, a major 
proportion of trade between former CMEA 
countries and a significant proportion of 
East-West trade was conducted in this way. 
As the Eastern Bloc economies expanded, 
albeit at rates slower than those experienced 
in Western Europe, their need f<;r advan~ed 
technology inputs outstri~ped th~1r capac1ty 
to finance the requ1red 1mports by 
conventional means. As a result, Western 
suppliers increasingly faced demands to deal 
via CT with the implied threat that the 
sales w~uld otherwise be lost to a competitor 
more receptive to CT. 

Several official reports have recorded the 
growin& incidence of CT (UN 1979, Ford 1986) 
often 1n less than enthusiastic terms. Some 
Western nations have been "flatly opposed" to 
CT, while others, although clearly regretting 

the necessity to deal in this way, gave it 
qualified approval. 

However, not all Eastern Bloc nations were CT 
enthusiasts. According to an official 
~ource, "The Hungarian government has never 
1n the past, (and obviously not in the 
present), advocated the idea of trading with 
any country, and specifically with the West, 
on a countertrade basis. In Hungary, we 
never had any compulsory, legislatory 
directive or incentive to countertrade with 
the West". 

This paper continues by considering the 
likely future prospects for CT activity, 
examines the motives for CT from both an 
"Eastern" and a "Western" perspective and 
suggests that, in view of these, CT may be 
supplanted by more formal trading 
relationships. The penultimate section 
briefly describes fundings based on a small 
sample of UK exporters, in the light of 
which, an assessment of likely future 
developments in the former Eastern Bloc is 
offered. 

Recent 
led to 
decline 
several 

Prospects for Countertrade 

developments in Eastern 
suggestions that demands 

(eg Van Hoof 1991). 
reasons for this. 

Europe have 
for CT will 

There are 

At a general level, the sheer freedom from 
the bureaucratic interference required by a 
centrally-planned regime, will probably 
promote more enterprising attitudes and 
require speedier and more efficient business 
transactions, whereas CT is slow and 
cumbersome (Jasch 1989). 

More specifically, recognition at official as 
well as business levels of the development 
gap between Western and Eastern Europe will 
lead to greater demands for technology-based 
imports from the West. Freedom from controls 
over the pattern of import and export trade 
may lead to greater ability by Eastern 
exporters to supply goods which Western firms 
really require, and for which they are 
prepared to offer hard currency. The arrival 
of Western banking, accountancy and 
Consultancy resources in Eastern Europe will 
sharpen local expertise, and enhance the 
likelihood of additional loan facilities 
being granted to finance such imports. 
Finally, the very fact that tied trade was 
associated with the old regimes may lead 
local entrepreneurs to seek alternative 
trading media. 

CT with the former GDR has already virtually 
ceased since the reunification with the FRG 
while recent events threaten the continuation 
of CT in several other states. As with 
Hungary, Rumanian CT is now insignificant 
since the country now "acts for free trade, 
(we offer) no encouragement for CT, and we 
press for hard currency". CT is no longer 
mandatory in any Eastern country and 
conventional modes of trade financing are 
increasingly available. In general, the 
historical motives for CT in the region are 
disappearing. 

Although many of these former CMEA countries 
remain highly indebted and suffer chronic 
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domestic and foreign currency shortages, this 
financial stringency is likely to ease in the 
long term through internal development and 
injections of Western aid, possibly including 
substantial debt remissions. 

It is easy to see from the following examples 
why Western firms would welcome the demise of 
CT. ICL provided components to Poland for 
building portable televisions to Western 
European standards and then acted as sales 
agent for the TVs in the West. The Poles 
then purchased ICL personal computers in kit 
form with the hard currency received for the 
TV sets. These machines were customised for 
the Polish market and sold locally for 
Zlotys, which were then used to subsidise 
production of yet more televisions which ICL 
sold in the West. 

The US 3M Corporation set up a Swiss 
subsidiary to negotiate deals with Eastern 
Bloc countries. The proceeds from selling 
$1m of Polish nails were deposited in a 
European bank and the Polish government drew 
on the account to buy 3M health-care 
products. 

Perhaps the biggest CT transaction with 
E.Europe was the complex Soviet pipeline 
deal, involving German pipe producers, a 
separate firm of gas suppliers and the Soviet 
Union as supplier of natural gas and 
initiator of the deal. Essentially, the 
Western firms were to be paid for their 
respective construction and distribution 
services in the form of natural gas 
throughout (Schuster 1978). 

Motives for Countertrade 

Whether demands by E. European importers to 
deal via CT really will decline depends on 
what impact recent liberalisations may have 
on the motives for CT. It is useful to 
distinguish "Eastern motives" from "Western 
motives". 

The Eastern Perspective 
From the Eastern perspective, incentives to 
CT can be grouped into economic, political 
and developmental, although these categories 
inevitably overlap. 

Economic Motives. 
Eastern European countries often used CT to 
by-pass hard currency shortages and debt 
crises and to augment import volumes. (Roosa 
1985) Moreover, CT may enable both Western 
firms and Eastern countries to predetermine 
the terms of trade by setting the implied 
values of goods thus reducing foreign 
currency risk. CT enables countries to 
concede, or even initiate, secret price cuts 
to stimulate exports during periods of flat 
demand without causing long-term damage to 
world prices. Similarly, Eastern European 
countries have imposed CT terms on Western 
exporters beset by excess capacity during 
recession (Nykryn 1985), in order to overcome 
Western import barriers, such as anti-dumping 
restrictions, and to redress trade balances. 
(Gonzalez 1985) 

Political Motives. 
Under the former tight state control of trade 
and industry, CT was used to promote 
political ideals. The Foreign Trade 

Organisations (FTOs) which formerly 
administered CT in ex-CMEA countries, used 
their powers to deter low priority imports by 
imposing strict obligations on importers and 
to surmount Western import barriers. 

The clandestine nature of CT enabled it to be 
used as a veil to regulate the types and 
volumes of imports and to administer 
internally unpopular austerity regimes. 
Moreover, the FTOs used CT to mask imports of 
strategically important products at the 
expense of possibly more socially desirable, 
and certainly more popular and urgently­
needed, consumer goods. 

Developmental Motives. 
This group of CT motivators is linked with 
internal industrial development ambitions, 
although these are not exclusively associated 
with Eastern Europe (Jones 1990). Common 
incentives for demanding buy-back or offset 
terms are to enhance a country's technology 
stock, its infrastructure, labour skills and 
employment levels (Griffin and Rouse 1986). 
By allocating additional CT credits to 
exporters in favoured industries, it is 
possible to stimulate the diversification of 
a nation's industrial base. This is further 
facilitated when CT is used to penetrate new 
markets by accessing the marketing channels 
of Western firms to overcome adverse country­
of-origin stereotypes and to save on 
distribution costs (Zurawicki 1988). 

The Western Perspective 
Western exporters generally prefer hard 
currency or Letters of Credits to payment in 
goods since currency is more liquid, more 
certain and less troublesome, despite greater 
exchange rate volatility in recent times. 
If, however, Western exporters face problems 
like general spare capacity and strongly 
competitive rivals, they may accept customer 
demands for CT to meet their own volume 
objectives and achieve contributions to fixed 
costs. CT is often regarded as a "second­
best" alternative, reluctantly adopted only 
when orthodox approaches appear unworkable. 
However, experience breeds expertise, ( Palia 
1990) and many firms now operate specialist 
units to manage their CT operations. Why do 
they use CT rather than orthodox trading 
channels? 

The needs of "inefficient" Eastern marketers 
can be exploited by the Western exporter to 
enter and develop a new market. CT may be 
more efficient than orthodox trade if access 
to a "ready-made" customer reduces search 
and transactions costs, such as agents' 
commission. It may avoid the bureaucratic 
delays in a currency rationing process 
operated by an importer's government. By 
advancing the receipt of traded goods and 
hence, income from selling them, CT resembles 
factoring (Mirus and Yeung 1986). CT may 
also be an 'internalising' device whereby 
large diversified multinationals can source 
new materials, components and supplies 
offered on terms superior to those of current 
vendors (Kogut 1986). This form of "company­
oriented" CT satisfies the needs of the 
counterdelivery recipient and can reduce 
distribution costs, thus achieving better 
exchange terms than by paying market prices. 
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CT is a response to imperfections in those 
centrally-planned and other less developed 
economies, with only embryonic market 
systems, unreliable legal systems and poor 
information flows (Mirus and Yeung 1991). In 
some transactions, the quality of goods and 
services is only fully observable to 
suppliers, encouraging sellers to under­
supply the unobservable characteristics. 
Conversely, property rights over information­
based goods and services are difficult to 
protect. CT may be a useful device for 
dealing with these principal-agent and 
property rights problems. The exporter finds 
that the value of the contract depends on his 
efforts to identify and sell exportable local 
goods, while his own property rights are not 
easily appropriated. CT "packages", despite 
serious drafting and implementation costs, 
may thus be preferable, under certain 
conditions, to sets of independent contracts. 

CT thus occurs in response to market 
imperfections and, in the case of trade with 
"command" economies, official restrictions on 
conventional trade and currency dealings. 

From the Western perspective, involvement in 
CT may be interpreted in two ways. On the 
one hand, it may be merely "opportunistic", 
representing an ad hoc and essentially short­
term means of boosting sales and achieving a 
contribution to fixed costs at a time of 
particularly harsh trading conditions. On 
the other hand, it can be seen as a way of 
obtaining an initial "toe-hold" involvement 
in a market, serving as a forerunner to a 
longer term presence when conditions permit. 

Recent liberalisation programmes introduced 
in a number of Eastern European countries 
have a number of possible implications for 
East-West CT. The establishment of more 
conventional trading relationships could well 
obviate the need for some forms of CT or 
reduce reliance on them. This would apply 
particularly to "opportunistic" CT. 

Greater access to hitherto restricted markets 
and more positive official attitudes towards 
conventional trade deals and inward 
investment can be expected to both encourage 
established traders to increase their 
involvement in these markets and to prompt 
new traders and investors to participate in 
various types of strategic alliance. 

Strategic Alliances 

Strategic alliances are cooperative 
arrangements between businesses (each of 
which continues to retain its own individual 
identity), enabling them to obtain access to 
technologies, know-how, capital and markets 
to augment their own resources and 
capabilities. Pairing resources and 
capabilities in this way allows strategic 
partners to achieve synergistic effects 
otherwise unobtainable on an individual 
basis, while allowing each partner to focus 
and concentrate on its core business 
strengths. Strategic alliances are seen as a 
particularly effective way of expanding 
internationally as an alternative to solo 
exporting and foreign direct investment. 
Partners can contribute established marketing 
and distribution systems, production and R & 
D facilities and local knowledge of the 

markets they serve. They can ensure that 
products get to market more quickly and more 
effectively, particularly where products need 
to be modified to meet local regulations 
covering product standards and packaging, and 
the preferences of local customers. 

Strategic alliances can take a variety of 
forms including: 

* joint: product: ion agreement:s, in which 
partners cooperate to make components 
or complete products. These agreements 
enable partners to optimise the use of 
their own resources, to share 
complementary resources and to take 
advantage of economies of scale by, for 
example, each specialising in the 
production of particular components or 
finished products. 

* co-market:ing agreement:s in which 
partners cooperate to market or promote 
each other's products. Again, these 
agreements enable partners to maximise 
their marketing efforts by obtaining 
wider sales coverage through wholesale 
and retail outlets and the benefit of 
partners' local marketing expertise. 

* cross-licensing agreement:s may be used 
to enhance the effectiveness of 
production and marketing alliances by 
exchanging the rights to use their 
products or services. 

* joint: R & D agreement:s in which 
partners cooperate in basic Research 
and Development of products. Such 
agreements facilitate the input of 
different mixes of technical expertise 
and know-how in solving problems and in 
progressing projects, allow partners 
to reduce the expense and risks 
involved in R & D work. 

* joint: vent:ures involve the formation of 
independent businesses through the 
cooperation of two or more parent 
firms. The central characteristic of a 
joint venture is that it is an equity­
based relationship, with ownership 
split in a variety of ways. Forming a 
joint venture is usually undertaken if 
the nature of the business or project 
requires partners to forge a deeper 
commitment to the business or project 
than can be allowed for within the 
confines of a contractual agreement. 
One implication of the equity 
arrangements is that it is usually more 
difficult to terminate than other types 
of strategic alliance. This factor does 
not appear to have prevented increasing 
numbers of Western firms from 
concluding joint venture deals in 
Eastern Europe. 

Joint Ventures: A Flurry of Activity 
Recent joint venture initiatives include 
Fiat's purchase of a 51% stake in its long­
standing associate FSM in the first-stage of 
the pri vatisation of Poland's car industry. 
Fiat also plans to buy into Russia's VAZ 
motor manufacturing company which produces 
Ladas, with a mixture of cash, technology 
transfer, and licence deals. Fiat is likely 
to export existing designs for production at 
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VAZ's Togliatti plant, which it helped set up 
over 20 years ago. It plans to build up its 
presence in Russia as a "second leg" within 
E. Europe to complement the much larger car 
interest in Poland, eventually producing 
300,000 cars p.a. To date, this is the 
largest expansion by a Western company 
anywhere in E. Europe. 

Fiat will not be alone in Russia. British 
Aerospace, is planning to invest "tens of 
millions of pounds" in building 150,000 units 
of its Montego model in order to capitalise 
on low Russian labour costs and to get into 
position for building up market share in 
Eastern Europe. Finance will be provided via 
an equity stake in its partner, NAMI, the 
state-controlled organisation responsible for 
motor vehicle technology and design in Russia 
and the other states of the former USSR. 

In air transport, Air France is leading a 
consortium to buy 40% of CzechoslovaKian 
Airlines (GSA) in a deal which values the 
group at $150m. The state government and 
local financial institutions will retain the 
remainder of the shares. Meanwhile, British 
Airways intends to set up a Moscow-based 
airline in partnership with Aeroflot by 
forming Air Russia as a legally-established 
company. BA will take a 30% holding with 
Aeroflot splitting the rest of the majority 
stake with Moscow's domestic airport. The 
new airline will use Russian airspace to 
shorten trans-Asian flights, slicing hours 
off long-haul services. 

In tobacco, BAT has purchased a majority 
shareholding in Pecsi Tobacco Factory, 
Hungary's largest cigarette manufacturer with 
45% of the local market. Philip Morris has 
acquired the Egri Tobacco Factory also in 
Hungary, and RJR Reynolds Tobacco, (part of 
RJR Nabisco) is to build a cigarette factory 
in Poland. The Reynolds plant, expected to 
cost around £18m, should come on-stream in 
1993, initially producing 'Camel', but 
eventually making other brands. 

Involvement by UK Firms in Eastern Europe 

To gain some insights into economic 
transactions with E. European nations, the 
authors recently· contacted twenty leading 
exporters, all from the 'Financial Times Top 
100 Exporters'. Executives were asked 
whether they had engaged ·in CT in E. Europe 
and if so, whether this form of trade had 
increased/remained constant/decreased in 
recent years as a proportion of their exports 
to this area. They were also asked about the 
extent of their involvement in strategic 
alliances in E. Europe. Companies occupied a 
wide range of consumer and capital goods 
industries. 

Four companies reported increased CT, one 
company no change and five reported either a 
sharp decrease or total cessation in CT. Ten 
companies with no past or current involvement 
in CT with E. Europe were currently exporters 
to, or investors in E. Europe. 

Of the firms reporting an increase in CT, all 
were involved in barter and three in 
counterpurchase, ill had joint venture 
involvement, three to a "significant" degree. 
Of the five firms with reduced CT, four had 

ceased CT totally, although the remaining one 
still conducted over 10% of its exports to E. 
Europe in this way. Only one of these firms 
was significantly involved in joint ventures, 
while two had no form of strategic alliance 
at all. Of the firms with no CT involvement, 
two had significant joint venture involvement 
and two were involved in a minor way. One 
further firm was planning a joint venture. 

Clearly, firm conclusions cannot be drawn 
from such a small sample but the results 
indicate:-

* Evidence of increased as well as 
falling CT suggests that many 
E.European customers continue to expect 
Western firms to deal in this way. 

* Firms with increased CT tend to have 
rather greater involvement in strate~ic 
alliances, especially in joLnt 
ventures. This suggests that for these 
firms, CT may have been a way of 
obtaining a strategic foothold in E. 
Europe and now that conditions are 
more liberal, there is scope for more 
formal and more extensive involvement. 

* Firms with reduced CT, tend to have 
fewer strategic alliances which points 
to only opportunistic and perhaps 
reluctant involvement in CT and in E. 
Europe in general. 

* Some firms with no CT involvement are 
involved in strategic alliances, having 
'leapfrogged' the CT stage in their 
relationships with E. Europe. 

Assessment 

Like Mark Twain's death, reports of the 
imminent demise of CT appear exaggerated. 
There is little question that Western firms, 
eager to avoid the often substantial 
transactions costs of CT, would prefer to 
receive hard currency for their exports. But 
until presently "soft" currencies become 
fully convertible and Western Banks and aid 
agencies significantly expand their lending 
to Eastern European enterprises, as distinct 
from governments, it is difficult to see how 
East-West trade can expand without CT. 
Insistence on hard currency by Eastern 
agencies may often be counterproductive and 
contribute to local industrial dislocation. 

In this respect, a significant development is 
the establishment of Western-backed banking 
agencies within Eastern European countries to 
provide small-scale venture capital to assist 
industrial reconstruction. At issue is not 
simply the rise and possible fall of East­
West CT, but whether it will give way to more 
permanent forms of industrial cooperation and 
on what scale. While currency problems 
continue, CT will persist but it is likely to 
be augmented by an acceleration of more 
formal types of strategic alliance like joint 
ventures. 

It is tempting to suggest that CT is merely a 
staging post en route to such alliances, 
which are "a natural progression from CT". 
For a firm with a market bridgehead 
established via CT involvement, the 
dismantling of many of the legal and 
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institutional impediments, thus alleviating 
property rights and agency problems, will 
encourage the consolidation of a more secure 
presence in markets deemed to be of strategic 
importance. 

Among our small sample of exporters, there is 
evidence of this gradual progression, 
evidenced most strikingly by the case of the 
pharmaceutical company ceasing to CT, having 
set up a joint venture in Poland (ie) it does 
not CT, because "it now has no need to". 

However, this gradualistic argument should 
not be overstressed. Some companies have set 
up j_oint ventures without having prior 
exper~ence of CT, or indeed any other 
contact, with the host country. These 
companies have clearly "jumped" the CT phase 
of building up trading relationships. 

The future for CT largely hinges on the 
future availability of Western fundin~ to 
lubricate trade. Without this, CT is l1kely 
to persist, at least in the medium term, as 
existing countertraders continue or possibly 
increase their activities, and as other 
companies, newly aware of the strategic 
importance of the more open Eastern markets, 
"test the water," initially via CT 
involvement. Other companies will "leap 
frog" this stage and take full or partial 
equity stakes in local enterprises. 

Many observers argue that the economic centre 
of gravity of Europe is swiftly moving 
eastwards. Firms which fail to consider the 
strategic potential of E. Europe risk being 
left behind in the wake of the likely 
concentration of European economic activity 
into the London - Berlin - Milan triangle. 
There are undoubtedly severe problems in the 
evaluation of investment and related 
activities in E. Europe but firms should ask 
whether they can afford not to become 
involved in such ventures. 
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COUNTER1RADE EXPERIENCES OF TURKISH FIRMS IN USSR MARKETS 

Ye§im Toduk Aki§, Bogazi~i University 

Abstract 

Countertrade has emerged as one of the most interesting and 
important topics of international trade during the last decade. 
Estimates of global countertrade transactions as a percentage 
of world trade, range from one percent to 30 percent (Cohen 
and Truell 1982). Although accurate statistics are hard to 
obtain, the consensus of expert opinion puts the percentage 
of world trade financed through countertrade transactions at 
between 20-25 percent (Okoroafo, 1988). 

Although Soviet trade which has been mainly in the form of 
countertrade is extensively discussed in literature, 
publications in the past were mostly concerned with trade 
among CMEA countries, trade with the West (particularly 
U.S.), or trade with special agreement countries eg. Finland. 
There is a shortage of information about the USSR trade 
(which has been mainly countertrade) and business relations 
with the developing countries. 

In 1984, Turkey signed a countertrade agreement with the 
USSR involving the purchase of natural gas, while the 
payment would be with exports of goods and construction 
services. The implementation of the deal became possible in 
1989 and immediately USSR became the new target market 
for many Turkish firms. 

This study is among the first investigating the countertrade 
practices with the former USSR. In this empirical study, a 
questionnaire was designed for administration to business 
people that were already involved with the USSR. 

The sample was formed from the DE1K (Foreign Economic 
Relations Board) Soviet-Turkish Business Council 
members. 103 questionnaires were passed to DE1K 
members during the plane trip from istanbul to Moscow. 63 
business people representing different companies completed 
the questionnaire. 

Findings will be reported in two sections; one related to the 
characteristics of the sample, and the other on the 
countertrading practices. 

At the time of the study, December 15,1991, only 14% of 
the sampled Turkish firms had practiced countertrade before. 
For each company in the study, their satisfaction with the 
countertrading arrangements at the time of the central buying 
system and after the decentralization of the buying system 
from the central Moscow authority down to the Republic 
level is measured. Besides, opportunities and challanges 
faced in the former-USSR by the Turkish companies are 
identified. 
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COUNTERTRADE AS A REACTION TO LACK OF LIQUIDITY 

Durban Fatih Yavas, California State University, D.H. 
Hamdi Bilici, California State University, Long Beach 

Abstract 

This research-in-progress is about one of the most 
prevalent forms of countertrade, a phenomenon 
which has received conSiderable attention in recent 
years. The review of the relevant literature is 
presented in terms of a theoretical framework 
similar to the one developed by Verzariu (1987). In 
so doing, the paper attempts to point out clearly the 
gaps in the literature. Since there are important 
differences among various forms of countertrade 
each countertrade deal should be examined 
individually (Hennart, 1990). This study singles out 
•international barter• as the form of countertrade to 
be investigated. Among the motivations for 
international barter, perhaps the most frequently 
mentioned is the lack of liquidity: "When the money 
game is imposst"ble, countertrade remains the only 
game in town• (Samonis, 1990 p.121). 
The objective of this study therefore is to provide, 
an example of how lack of liquidity may limit the 
volume of international trade. This objective is 
accomplished by using a standard single country 
neoclassical economic model (referred to in the 
literature as a-wedge• model) in a two-commodity 
two-factor setting. Model derivation requires some 
attention to the backgl:ound assumptions for a 
wedge model of the trade balance, such as the role 
of uses of compensatory financing in international 
payments, equilibrium in the world as well as within 
specific countries .. etc. 
An earlier attempt to by Bilici and Yavas (1992), 
which provided an example of the existence of 
liquidity constraints leading to countertrade, was 
based on the assumption of j)erfect competition in 
both factor and product markets. Even though the 
assumption of perfect competjtion is fairly standard 
in the literature, it seems unrealistic to have 
liquidity constraints and yet to claim that there is 
perfect competition in output markets. The present 
paper expects to remedy that problem. While the 
main contribution is the appropriate development of 
the basic analytical framework to incorporate 
international liquidity, the novelty of the paper is to 
permit imperfect competition in output markets. 
Within the confmes of the model being developed, 

it is shown that countertrade (particularly barter 
trade) can supplement money-mediated trade and 
therefore contribute to the growth of international 
business. Therefore, countertrade, far from being 
inefficient and cumbersome way of doing business, 
may be a rational response to conditions which 
restrict standard trade (Girling, 1992). 
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PERCEIVED CONSEQUENCES OF BUSINESS PRODUCT STOCKOUTS 
IN CANADA AND THE U.S.A. 

Peter M. Banting, McMaster University 
David Blenkhorn, Wilfrid Laurier University 

Paul A. Dian, Susquehanna University 

Abstract 

The perceived consequences for business buyers of 
being stocked out by their supplier and their 
repurchase loyalty on the next purchase occasion 
were researched using personal interviews and a 
mail survey of professional buyers. Lost sales 
and production disruptions resulting from the 
stockouts prompted one quarter of the buyers to 
abandon their supplier, but the majority returned 
on the next purchase occasion. 

Introduction 

Product availability is viewed by buyers as a 
critical aspect of physical distribution (Cooper 
et al. 1991, Germain and Cooper 1990, Gilmour 
1977, Jackson et al. 1986 and Lalonde and Zinser 
1975). Buyers' sensitivity to product 
availability is understandable given that poor 
service may result in serious production 
disruptions (Dian et al. 1991), particularly to 
those buying on a Just-In-Time (JIT) basis. 

Stockouts, or lack of product availability, arise 
when the supplier has failed to anticipate 
correctly and to meet the true level of demand 
for the product. The classical approach to 
demand fluctuations is maintenance of buffer 
inventories. The amount of inventory required to 
assure higher service levels increases at an 
increasing rate (Robeson and House 1985). JIT 
substitutes enhanced supplier response time for 
these inventories. 

Stockout costs are difficult. to estimate because 
many are either subjective (Badinelli 1986, and 
Gardner and Dannenbring 1979), or a function of 
the buyer's reaction (such as switching brands) 
(Dian et al. 1991). Rigorous mathematical 
treatments of stockouts (Badinelli 1986, and 
Gardner and Dannenbring 1979) require simplistic 
assumptions about stockout costs, such as 
equating them .to some proportion of demand or 
backorder levels. They neglect such important 
components as: decreased buyer loyalty, 
production disruptions, expediting costs and 
machine downtime. Only one study (Dian et al. 
1991) in the business marketing literature has 
dealt with the issue of the consequences of 
stockouts for the buying firm and its reaction to 
them. For retail market treatments, see Schary 
and Becker (1979), Shycon and Sprague (1975), and 
Walter and Lalonde (1975). This paper assesses 
stockouts subjectively because buyers, lacking 
objective information, act according to their 
perceptions. As one researcher (Tucker 1983) 
states, "It doesn't matter what a supplier does 
in the area of customer service; it only matters 
what customers think the supplier does." 

This paper reports survey research among 367 
Na~ional Association of Purchasing Management 
(NAPM) buyers and in-depth interviews with 
twenty. The following questions are addressed: 

1) What and how severe are the consequences of 
stockouts in terms of disruptions to 
buyers' operations? 

2) What actions (brand or supplier desertion, 
purchase delay, product quality changes, 
etc.) do buyers take when faced with 
stockouts? 

Background 

There is ample evidence of the importance of 
physical distribution strategy in general, and 
the product availability dimension in particular. 
A study of service elements by Jackson et al. 
(1986) found in-stock performance to be of 
paramount importance to buyers across a variety 
of product types, industries and firm sizes. 

Walter and Lalonde (1975) report that 14% of the 
retail buyers they studied switched stores after 
one stockout while 40% deserted after two 
stockouts. Another study (Progressive Grocer 
1968) found that nearly one half of customers, 
when confronted with a stockout, switched brands 
rather than shopping elsewhere or forgoing 
purchase. Shycon and Sprague (1975) report that 
store buyers often retaliate against suppliers 
who stock them out. Retail studies are, however, 
difficult to generalize to business-to-business 
sectors, particularly manufacturing. 

In theory, managers seek to balance inventory 
cost against the cost of lost customers in 
developing a service strategy. However, they 
lack knowledge both of the consequences of 
stockouts and of buyers' reactions to them. For 
example, stockouts may change the buy class 
status from a straight rebuy to a modified rebuy 
where the "in" supplier's position is challenged. 
This is the fundamental reason stockouts must be 
taken seriously. 

Purchase Factors Not Included in the Study 

Some complications in dealing with stockouts and 
inventory levels that are not included in this 
study are: product line extensions increase the 
number of stock keeping units (SKUs) and may lead 
to increased stockouts. Promotion or price 
incentives may generate discontinuous or "lumpy" 
demand patterns that upset inventory management 
efforts. Postponement of commitment can alter 
product availability by delaying the creation of 
finished inventories. The strong ties of buyer 
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loyalty and brand allegiance (Cooper et al. 1991) 
can influence reaction to stockouts. 

Study Method 

To enhance the reliability of our study, two 
independent methodologies were employed. Twenty 
purchasing managers from 18 different New England 
firms were interviewed in depth and a mail survey 
sampled 2,350 purchasing professionals, drawn in 
approximately equal numbers from the National 
Association of Purchasing Management (NAPM) 
roster of a large Upper Midwest U.S. city and 
from members of the Purchasing Management 
Association of Canada (PMAC). 367 useable 
responses were obtained from the mailing (a 16% 
response rate). 

Using a critical incident approach, the buyer was 
asked to recall the last time that a supplier was 
out of stock. The buyer was to choose an 
incident involving purchase alternatives, such as 
another product, another grade of the same 
product or an alternate supplier, and where the 
purchase was not a special order. Questions were 
based on that sole incident. This insured that a 
broad range of products were involved and that 
the respondent's alternatives were not 
constrained. 

No participation 
return postage 
consisted of 26 
instrument (Dion 

incentives were offered, nor was 
provided. The questionnaire 
it:ems from a previously tested 
1991). 

Statistical analysis revealed no significant 
differences between the survey sample and the 
membership of the NAPM. An analysis of the 
results revealed that there was no change in 
respondents' answers which could be linked to 
their time of response. The size of the average 
responding firm was 1,724 employees. The sample 
was drawn from a variety of industries, including 
electronics, transportation equipment, chemicals, 
instruments, mining, and paper, to name a few. 

Evaluation of Study Method 

The features of the study method should be kept 
in mind when interpreting the results: 

l. The research presented here is largely an 
initial investigation in this topic area. 

2. The respondents were asked questions which 
their professional buying function should 
enable them to answer on a factual basis, 
e.g. the occurrence of production 
disruptions. They also were asked 
questions which drew upon their perceptions 
of the financial consequences of stockouts 
(which cannot be supported with documented 
accounting data). The study does not 
purport to assess objectively the dollar 
consequences resulting from stockouts. 

3. The results from the two samples may be 
compared for general convergence, but not 
for specific numerical findings; ie. 
percentages, because of the small size of 
the interview sample. 

4. Data were gathered from three independent 
geographic areas (New England, the U.S. 
Midwest and Canada). The results may be 
generalizable beyond the specific research 
samples employed. 

Results and Discussion 

The research was designed to focus on buyers 
perceptions as the basis of their actions. For 
many questions, Table l reveals convergence 
between the results obtained from the two 
different methodologies. This lends some support 
to the conclusions based upon them. 

The Consequences of Stockouts for Buyers 

Lost Sales Costs. Fourteen of the interview 
respondents and one quarter of the mail survey 
respondents reported lost sales due to stockouts. 
One third of the interview sample reported losses 
exceeding $5,000.00, while approximately 20% of 
the mail survey respondents reported losses 
exceeding $5,000.00. These estimates represent 
opportunity costs which could be traded-off 
against the cost of the higher inventories needed 
to eliminate them. The proportion of buyers 
involved suggests that stockouts are a 
significant problem that merits attention. 

Production Disruptions. Approximately two thirds 
of each sample reported production disruptions as 
a result of stockouts. Approximately 15 and 18 
percent for the interview and mail survey samples 
respectively, estimated disruption losses 
exceeding $5, 000. 00. As in the case of lost 
sales, these estimates should be balanced against 
the cost of eliminating them. For suppliers, 
these findings are disturbing because production 
disruptions are costly to customers' operations 
personnel. Their impacts range from scheduling 
problems to missed product shipments, and focus 
unfavorable attention on the buyer's performance. 
Thus buyers affected by stockouts may 
subsequently retaliate against a supplier whose 
poor service sullies their professional buying 
performance. 

Increased Administration Costs. Almost three 
quarters of the respondents across both samples 
reported increased administrative costs resulting 
from stockouts. The amounts of these losses were 
not estimated. Because they strike directly at 
the buyer, they are likely to be an important 
purchase decision influence, particularly when 
the buyer uses vendor analysis. 

More than half of each sample reported at least 
two stockouts per year in their critical 
incidents. There are no data on the cumulative 
effect of multiple stockouts on buyer loyalty in 
the marketing-to-production literature. However, 
Walter and Lalonde (1975) report that the 
incremental desertion rate can be substantial in 
retailing. Continued poor product availability 
could be expected to vitiate the basis of the 
buyer-seller relationship. 

We hypothesized "a priori" that buyers purchasing 
on a JIT basis would report more serious 
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TABLE 1 
SUMMARY OF RESULTS 

Interview Sample (n-20) Survey Sample (n-367) 

Description of Stockout and Operational Results 

14/20 report loss of sales resulting 
from stockout, 1/3 of these losses 
over $5000 

14/20 reported production slowdown 
or stoppage as a result of stockout 

3/20 reported loss exceeding $5000 
resulting from production disruption 

3/4 reported increased administrative 
costs resulting from stockout 

n.a. 

2/3 reported stockouts more than 
once a year 

34 order cycles per year 

average cost of stocked-out 
product: $863 

Buyer Reactions Resulting From Stockout 

9j20 purchased from new supplier 

2j20 stayed with new supplier 

2j20 split volume between newjold 
supplier, 16/20 returned to old 
supplier 

4/20 bought alternate brand 

16/20 of those who purchased alter­
native brand returned to old brand 

Unacceptable stockout frequency level: 
would abandon supplier 

oncejyr. or less 1/4 
once every 3-6 months: 1/4 
once every 3 months 1/2 

24% report loss of sales resulting 
from stockout, 20% of these losses 
over $5000. 

65% reported production slowdown 
or stoppage as a result of stockout 

18% reported loss exceeding $5000 
resulting from disruption of production 

70% reported increased administrative 
costs resulting from stockout 

30% of stocked-out products purchased 
on a JIT basis 

55% reported stockouts more than 
once a year 

26 order cycles per year 

average cost of stocked-out product: 
$555 

23.5% purchased from new supplier 

19% stayed with new supplier 

23% split volume between newjold 
supplier, 58% returned to old supplier 

27% bought alternate brand 

75% who purchased alternative brand 
returned to old brand 

Unacceptable stockout frequency level: 
would abandon supplier 

oncejyr. 8% 
twicejyr. 48% 
three timesjyr.: 30% 
four times/yr. : 14% 

Price increase buyer willing to pay to achieve acceptable 'service level: 
n.a. mean 3.6%, std. dev. 4.8% 

max. 30% 

consequences from stockouts, beca~se - of their 
reliance on buyer-supplier coordination as a 
substitute for large production-input 
inventories. Although thirty percent of the mail 
survey sample reported that they bought on a JIT 
basis, this factor was not statistically linked 
to other results. Failure to confirm the 
hypothesis may be because our methodology focused 
on buyer perceptions as opposed to documented 
numbers. Second, although thirty percent of the 
buyers reported using JIT, the extent to which 

they had abandoned their dependence on 
inventories was not ascertained. 

Buyers Reactions to Stockouts 

In the mail survey, almost one quarter of the 
stocked-out buyers abandoned that supplier for 
the purchase at hand. Of those deserting their 
supplier, about sixty percent returned on the· 
subsequent purchase while approximately equal 
proportions of the remainder stayed with the new 
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supplier or split their purchase between the new 
and original suppliers. An out-of-stock supplier 
runs about a five percent chance of losing the 
customer (the one quarter deserting·times the one 
fifth not returning) and a slightly higher chance 
of having to split its sales volume with a 
competitor (the one quarter deserting times the 
one quarter splitting their purchase volume). 

Buyers desert an out-of-stock brand with 
approximately the same frequency as they desert 
their suppliers, but about three quarters return 
to their original brand. Thus buyers are more 
loyal ·to their brands than to their suppliers. 
The manufacturer whose product is not available 
to the buyer runs an approximately six percent 
chance of losing the customer (the one quarter 
deserting times the one quarter not returning). 

Table 1 results suggest that buyers are much less 
tolerant of suppliers that stock them out twice a 
year versus once. They are about six times more 
likely to desert a supplier following a second 
stockout. These results are consistent with the 
retail findings of Walter and Lalonde (1975). 

Although probably a last resort, buyers reported 
that they were willing to pay only a small 
increase in price, an average of three and one 
half percent, to secure acceptable service 
levels. 

Discussion of Results 

In evaluating the adverse effects of stockouts, 
manufacturers and suppliers need to consider the 
following issues: 

1. 

2. 

3. 

4. 

The probability of losing a customer which 
was presented above was a statistical 
abstraction, based on aggregated data. 
Many factors would mediate an individual 
buyer's reaction to a stockout, including 
brand loyalty, competitors' strength, the 
history and strength of the buyer-seller 
relationship and remedial efforts by the 
salesforce. 

Our research only dealt with buyers' 
reactions to the stockouts referenced in 
the critical incident method employed and 
their next purchase decision. 

Another concern for manufacturers and 
suppliers arising from stockouts is the 
loss of incumbent advantage suffered when a 
buyer deserts, however transitory the 
desertion may be. Previous to the 
stockout, the manufacturer or supplier 
could be thought to enjoy a straight rebuy 
repurchase relationship. The stockout 
prompted many buyers to recycle into a 
modified rebuy_ buy class. This means that 
the sales effort and expense consumed in 
attaining the straight rebuy relationship 
with the buyer had been squandered. 

Buyers reported a slightly higher loyalty 
to product brands than suppliers. 
Possibly, some of the product brands may 
have had performance characteristics which 
were preferred by the buyers for their own 

5. 

6. 

7. 

operational needs. Therefore, changing 
brands could involve substantial switching 
costs_for the buyer. 

Multiple stockouts, particularly a second 
stockout, appear to have serious 
consequences for buyer loyalty. Stockouts 
subsequent to an initial one may be 
attributed by the buyer to a supplier's 
lack of commitment to taking remedial 
action. In such a case the buyer might 
gauge future chances of securing adequate 
product service as poor. Perceptions and 
expectations are important in this regard. 

Since manufacturers may be the victims of 
poor service from their suppliers, they 
must establish and enforce inventory ~evel 
policies which meet the needs of their 
ultimate customers. Similarly, suppliers 
(such as distributors) may suffer when 
manufacturers fail to provide the product. 
Problems of this sort in the distribution 
channel may be difficult to resolve, given 
the uncertain nature of the losses involved 
and the difficulties inherent in assigning 
responsibility for service failure. 

The seriousness of a stockout may depend on 
which customer is inconvenienced. A 
dilemma for both manufacturers and 
suppliers is the choice of which customer 
to serve when available inventories are 
deficient. 

Summary and Conclusions 

The research described above investigated 
business buyer's perceptions of the negative 
consequences of being stocked-out by their 
supplier, and also their loyalty to both supplier 
and product brand in the face of these stockouts. 
Inherent methodological difficulties precluded 
attempts to assess the consequences of stockouts 
on an objective basis. The rationale for this 
was that the buyer's perceptions of these 
consequences would form the basis of his or her 
repurchase decision. 

As a result of being stocked-out: 

1. A substantial number of buyers perceived 
losses of sales. 

2. 

3. 

4. 

5. 

6. 

Two thirds of the buyers studied reported 
produc·tion disruptions. 

More than one half of the respondents 
reported being stocked-out more than once 
in a year. 

Three quarters reported increased 
administrative costs. 

Approximately one quarter abandoned their 
supplier; three fifths of these returned on 
the next purchase, while the rest either 
stayed with an alternate supplier or split 
their purchases. 

One quarter abandoned their product brand 
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and three quarters of these returned to the 
original brand on the next purchase. 

The results suggest a fundamental lesson for 
managers: that. poor product service can negate 
the accomplishments of the firm's best tactical 
and strategic efforts. In that sense the product 
delivery variable dominates the marketing mix. 
Thus it deserves more attention from researchers 
than it has heretofore received. 
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COMPARATIVE ANALYSIS OF FOOD AND AGRIBUSINESS 
MARKETING SYSTEMS 

$afak Aksoy, Trakya University 
Erdener Kaynak, The Pennsylvania State University 

Abstract 

The primary objective of this paper is a comparative examination of 
export orientated food and agribusiness marketing systems with 
specific reference to fresh fruit and vegetables. The empirical 
investigations comprise case studies of BELGIUM, CHILE, 
CANADA, NEW ZEALAND, TURKEY, and SOUTH AFRICA. A 
general framework for the export orientated food marketing system 
is described and success criteria for firms operating in such a 
system are proposed. Two main groups of factors underlie the 
performance of export orientated food marketing systems. The first 
group incorporates external and internal factors such as 
geographic location, natural resource endowments, physical and 
non-physical distance to recipient markets, and government 
involvement (externals); organisational structure and ownership of 
firms and objectives and motivations to export (internals). The 
second group of factors comprise marketing management 
components. Relying on these findings, seven quantitative and 
qualitative criteria for success are proposed. 
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INTERNATIONAL MARKETING OF AIRLINE SERVICES: U.S. VERSUS FOREIGN CARRIERS 

Erdener Kaynak, Pennsylvania State University at Harrisburg 
Orsay Kucukemiroglu, Pennsylvania State University at York 

Abstract 

The purpose of this paper is to discuss 
major criteria used for survival as well as an 
analysis of the future of the airline industry. 
Specific marketing implications such as impact on 
service levels, price, and distribution are also 
highlighted. As well, results of a survey con­
ducted in South Central Pennsylvania on airline 
selection for foreign travel were presented for 
orderly decision making purposes by airline exec­
utives. 

Introduction 

In recent years, there have been a number 
of changes in international airlines industry 
which have had profound effects on the develop­
ment of this very volatile sector of the economy 
in most countries of the world. Demographic, 
socio-economic and technological changes have led 
the way to some philosophical transformation of 
the industry and the way they do business nation­
ally as well as internationally. In this process 
of restructuring both national as well as private 
airlines had to modify their policies and strate­
gies. In particular, the emergence of consumer­
oriented marketing approach was evident. The 
essence of the marketing concept incorporates 
three basic elements of customer-orientation, 
integrated marketing efforts and the resultant 
company profitability. 

Globalization is a watchword in interna­
tional airline industry. Most of the successful 
airlines tried to make their global operations 
fully integrated into the corporate structure 
while allowing the global operations to grow and 
prosper (Dickson 1983). Within this overall 
framework, joint marketing agreements, co-market­
ing and mergers, cooperative marketing agree­
ments, cross-border equity investments, equity­
swaps are the primary forms of market entry. 

The Study 

The purpose of this empirical study was to 
find out airline passenger satisfaction and(or 
dissatisfaction while flying by a U.S. and(or 
foreign carrier to foreign destinations. The 
survey was conducted in the Tri-County Region of 
South Central Pennsylvania. Within this region 
of the state of Pennsylvania, three major cities, 
namely, Harrisburg, Lancaster and York were se­
lected as the base for sampling of the popu­
lation. A stratified sampling method was 
utilized. In terms of economic well-being of 
residents, two types of neighborhoods, namely, 
upper income and middle income were identified in 
each city. A total of 200 persons in each city 
was contacted. Drop-off and pick-up method of 
questionnaire administration method was used. 
Questionnaires were hand-delivered to pre-deter-

mined liouses in each survey neighborhood by 
senior marketing research students of two local 
universities. In the cover letter, a request was 
made of the person who had made at least one for­
eign travel by plane within the last twelve 
months to fill in the questionnaire. After a 
week's waiting period, questionnaires were per­
sonally retrieved. Final analysis was based on 
376 completed questionnaires which gave us a re­
sponse rate of 62%. Demographic and socio-eco­
nomic profiles of the respondents showed similar 
characteristics to the general population of the 
tri-county region. The sample population con­
sisted of more males, 65% of the respondents had 
individual income of less than $40,000, 67% pos­
sessed college and graduate education, 69% of the 
respondents had professional type of jobs, and 
the median age category (31-50 years group) con­
sisted of 52% of the sample. 

Findings 

Airline industry world over is in a stage 
of rapid transformation. In this process, pas­
senger satisfaction and repeat purchase is becom­
ing of prime concern of airlines. To this end, 
both domestic as well as foreign airlines are 
instituting certain changes. Some of these 
changes are geared towards improvement of both 
airport and in-flight service. Airlines also 
offer more leg room and restful cabin decor. 
Passenger information system developed by certain 
foreign airlines shows the plane's course and 
flight data on the movie screen when movies are 
not playing. 

Study results indicated that users of U.S. 
carriers showed different demographic, socio-eco­
nomic and behavioral characteristics in selecting 
an airline for foreign travel. Statistically 
significant differences were found between the 
users of domestic and foreign carriers in the 
importance they attached to service attributes. 
In developing strategic marketing plans, airline 
executives should place more importance to those 
attributes which are deemed most important by 
passengers. In the development of new services 
and aircrafts, consumer driven type of input 
should be utilized. This will, of course, 
increase the likelihood of success in the turbu­
lent environment of airline industry. 

References Upon Request 
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MODELS OF RETAIL FIRMS IN EUROPE 

Luca Zanderighi, Bocconi University 
Enrico Zaninotto, University of Venezia 

Abstract 

In this paper we compare the organization of the food 

retail firma in four European countries: France, 

Germany, Italy and the United Kingdom. we verify that 

the differences in organization are 11111ch more important 

than the structural differences in Europe and we try to 

explain why there are different models of retail firma 

in different countries. we wonder whether a "best way" 

would possibly emerge in the future. we find that 

sometimes, despite the absolute differences in costs, 

federated systems could have better performances when 

retailing is growing fast. 

stylized facta: the market structure 

The patterns of evolution of the retail structure in 

grocery present, at a first glance a great homogeneity 

in the IIAjor European countries. It is easy to note 

several d.U8naions in which the retail structures tend 

to be similar: 

1. the reduction of the number of the outlets per 

capita; 

2. the growth of the large grocery outlets, like 

supermarkets and hypermarkets; 

3. the concentration of the major outlets in few fi~, 

both as a consequence of the internal growth and of tu.A 

operations. 

Stylized facta: the property right structure 

There are several levels at which it is possible to 

describe the ways the resources are coordinated in an 

organization. A basic element of the coordination ia 

the property right structure. A set of assets or 

activities coordinated in an organization could refer 

to a single proprietor or to different investors, 

linked by contractual ag~nts, informal links and 

costa sunk in the relationship. It ~~ay be useful to 

define as "federated retail ayatsla'' the organizations 

where a central organism ~age• some functions, like 

~~arketing, buying, logistics, and a network of 

independent retailers ~ages the outlets, under more 

or leas tight contracts with the central offices. A way 

to describe different property right structures in 

retailing is to distinguish between multiple chains, 

buying groups and voluntary chains. Federated systeJDS 

have different ~~arket shares in the four European 

countries. In the UK the federated systems of retailing 

are a marginal phenomenon. 

In Germany, voluntary chains and buying groups jointly 

manage 54.5% of supermarkets with a surface of 400-1499 

aqmt, and 31% of the largest supermarkets and 

hypeDIIArkets ( 1989) • They have generally adopted a 

mixed structure. The federative central has a direct 

proprietary control of an important share of the 

outlets, which 11.111011nta to more than 70% in the Rewe 

Group and to 52% in Edeka. More puzzling is the French 

case. The share of the federated systems amounted in 

1989 to 45.5% of the total surface of supermarkets and 

hypermarketa. Federations like Intermarch8 and Leclerc, 

which are not classified as buying groups or voluntary 

chains, have a great importance In Italy voluntary 

chains and buying groupe have had a faster growth in 

supermarkets than multiple groups. 

11hy is there such a difference? 

The transaction coat theory and the theory of property 

rights point to the existence of one best way to 

organize the firm, or to share the property rights 

within it. In this view the persistence of several 

forma of firm should be explained only aa the effect of 

obstacles in the IIArket, preventing the selection of 

the moat efficient structures. The growth and the 

decline of buying groups and voluntary chains in 

Britain might support this explanation. After the rapid 

growth of the major retailers, small shops tried to 

gain econaaiea of scale acting cooperatively to manage 

indivisible inputs, but they did not succeed and have 

. .been confined to market niches In France, Germany and 

Italy, there is room for another explanation, i.e. the 

advantages of a federation when new large stores are 

rapidly established. Federating is not a reaction 

against multipliers, it is instead a competitive 

strategy. During the developaant of the super and 

hypermarketa it is :iqlortant to obtain the better 

locations rapidly and to be the first 1110118r in each 

single ~~arket. The firma having initially developed 

same organizational skills could then federate several 

independent ahopkeepere to gain the control of the 

~~arket. This could explain in some way the persistence 

of different systems. The differences in efficiency 

could in fact be 017ercame by the advantages of the 

rapid growth and the conquest of the beat locations. 

Nevertheless, the advantages in qrowth do not establish 

a permanent advantage of federated systems: a possible 

evolution is to transform progressively a federation 

into a single property system. The cases of Germany and 

of the voluntary chaine in Italy are well understood. 

The particular form BODe federated systems like Leclerc 

and Intermarch6 in France have taken, emphasizes the 

role of heavy costa sunk in the relationship in 

preserving federated systems against competitive forms 

of firm. 
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AN INTERCULTURAL ANALYSIS OF DANISH EXPERIENCE WITH INVESTMENTS IN TURKEY 

Muzaffer Bodur, Bogazi.;i University,Turkey 
Tage Koed Madsen, Odense University, Denmark 

This paper investigates the experiences of Danish investors in 
!urkey .with. th~ objective of identifying: (a) the patterns in 
m~e~atwnahzatwn process, entry mode, and partner selection 
cntena; (b) the natu.re of collaborations and specializations in 
management functiOns; (c) the perceptions about Turkish 
business and cultural environment that may enhance or 
impede future relationships. 

Drawing upon a case study of seven Danish firms ( out of a 
total of 16 ) with investments in Turkey, data is collected 
through in-depth interviews held with the Danish managers 
who are responsible from operations in Turkey. The sample 
firms represent~ div_erse. range of industries including, quality 
control and calibratiOn mstruments, maintenance machinery 
fo~ cement manufacturing, shipping equipment and motors, 
pamt manufacture, brewery, airline and catering services, and 
msurance. 

A quali~ative an~lysi~ of findings give some support: (a) for 
evaluatmg Damsh mvestments in Turkey by means of 
Uppsala internationalization and network models (Johanson 
and Mattsson, 1990 ); (b) for the effects of national culture on 
the entry m~de choice (Kogut and Singh, 1988 ); and (c) for 
th~ e!ll~has1s o~ partner-related rather than task-specific 
cntena m selecung partners when the task environment is 
somewhat uncertain ( Geringer, 1988 ). 

An intercultural analysis of business structures and 
management principles are carried out by utilizing Hofstede's 
( 1983 ) cultural dimensions and Clark's (1990) "national 
character" construct. Observed differences are evaluated 
within .the. framewo!k of interpersonal business 
comm.un~cauons ( Fran~1~, 1991 ) which involve marketing 
negot1at1_ons and. de~1s10ns for collaborative strategy 
formulatiOn. ImplicatiOns of the study for international 
marketing manag~rs in understanding each others likely 
resp.onse~ are d~scussed by means of drawing upon 
relauonsh1p markeung paradigm. 
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COHTRIBOTIOII OJ' STRATBGIC Dlti:BTIUG PLADIUG TO TBB PBRI'ORIIAliCB OJ' SIQLL 
Aim KIIDIUM SIZBD I'IDS - All BKPIRICAL RBSBARCII 

Minoo Farhangmehr, University of Minho, Braga - Portugal 

Abstract 

Although prescriptive literature attributes a 
number of benefits to strategic marketing 
planning, its usefulness, however, is not 
universally accepted and there is argument as 
to its benefit and its likely influence on the 
performance of firms. While some argue that 
formal strategic planning is a major factor in 
corporate success and enhances organisational 
performance others challenge this view. 
Unfortunately, the research on the effect and 
value of strategic planning has shown 
conflicting results. This study looks at the 
impact of strategic marketing planning on 
performance of the firms and how the 
performance variables relates to a number of 

other variables. 

1. Introduction 

All authors of prescriptive theories attach 
benefits to strategic planning and agree that a 
major source of problema in caapanies is their 
inability to plan ahead and be responsive to 
environmental change (Aaker 1984; Al-Bazzaz and 
Grinyer 1980; Cravens 1982; Jain 1985). The 
usefulness of strategic planning is not 
universally accepted and there is argument as 
to its benefit and its likely influence on the 
performance of firms. s~ argue that formal 
strategic planning is a major factor in 
corporate success and enhances organisational 
performance (Ansoff 1965; Hofer & Schendel 
1978; Lorange 1980). However, this is 
challenged by others (Lindblom 1979; Mintzberg 
1978; Quinn 1980) who claim that, in practice, 
firms often do not apply the prescribed 
methodology when making important strategic 

decisions. 

Unfortunately, the research on the effect and 
value of strategic planning has shown 
conflicting results (Watts and Bizzel 1988) . 
The same controversy is present in relation to 
marketing planning. Lack of understanding in 
relation to issues related to marketing and 
marketing planning is specially notorious in 
the case of small and medium sized firms (Ford 
and Rowley 1983; Watkins and Blackburn 1986). 

Although the literature on planning includes an 
abundance of prescript! ve methods on the 
effective conduct of strategic planning 
(Lyosinski 1990), there is little to be found 
on what characterizes 'effectiveness'. On the 
several definitions of effectiveness in the 
literature, none can be regarded as wholely 
adequate. General approaches to defining 
effectiveness in planning have been based on 
either the required end-results or the nature 
of the planning process. Definitions based on 
the end-results of a plan include effectiveness 
in achieving the planned results; financial­
based criteria for measuring effectiveness; 
effectiveness in correct assessment of 
opportunities and problems and effectiveness 
based on the planning process. Greenley (1984) 
reviewed effectiveness in planning and problems 
in defining it. 

This study looks at the impact of strategic 
marketing planning on performance of the firms 
that benefited from a particular programme. The 
study looks at the impact of marketing planning 
on performance and how the performance 
variables relates to the implementation of 
recommendations, firm's characteristics and the 
evaluation of the program itself. 

2 Contribution of Marketing Planning to 
Success 

All the claimed benefits of marketing planning 
are aimed at achieving success in the firm in 
the long run. Success needs to be measured. The 
most common way of measuring success in 
caapanies, suggested in the literature (Bell 
1979; Kotler 1980), has been by way of 
quantitative objectives such as sales volume, 
market share and return on investment. In 
reality, these measures have been used in basic 
and early models for marketing strategy such as 
the Boston Consultancy Group (BCG) or General 
Electric (GB) model for investment analysis. 
Day and wensley (1988) question the 
appropriateness of such measurement criteria as 
market share and profitability as indicators of 
marketing effectiveness. 

There have been a number of empirical studies 
which researched the effect of planning on the 
success of firms using finance-related 
measures. A number of them concluded that it is 
a major contributor, while other studies 
indicated that there is no relationship between 
formal plannig and performance (For a review 
see Greenley, 1987) 
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Other criteria for measuring success have been 
suggested: the way an organisation manages its 
critical success factors (Ferguson and 
Dickenson 1982); degree of innovation in a 
firm, consideration of environmental issues, 
employee conditions, employment prospects, 
industrial relations, and consideration of 
ethical values (Goldsmith and Clutterbuck 1984; 
Saul 1983). Peters and Waterman (1982), used a 
set of non-financial criteria to characterize 
excellent, innovative companies. Awareness and 
consideration of long term objectives and their 
dominance over short term profitability and a 
need for long-term commitment has been 
suggested by others (Webster 1981; Baker and 
Abu-Zeid 1982; Hooley and Lynch 1985). 

Beside these studies that relate planning to 
success, Greenley (1987) in a review of 
empirical research into marketing planning 
practised by the firms, reported seven major 
studies, four in the USA and 3 in the UK. 
Recent research on marketing planning includes 
works by Leppard (1987), Greenley (1988), 
Piercy and Morgan (1989), Carson and Cromie 
(1989), Lysonski (1990), and Beckman (1990). 

3. Objective and Methodology 

3.1 Objective 

This paper looks at the impact of marketing 
planning on performance of the firms. Firms 
used in this study are a number of small and 
medium sized firms that benefited from a 
program designed to assist them. The program 
was aimed at helping firms to implement 
strategic marketing planning within their 
companies. Once firms applied for the program, 
they were contacted and briefed by a number of 
field workers, known as senior industrialists 
who are experienced managers with a high level 
of business qualification. Senior 
industrialists would explain to firms the 
nature of the program and how to manage the 
consultant. Firms were then provided with a 
marketing consultant who was responsible for 
the development of a strategic marketing plan. 
The scheme closely monitored the whole process 
of expert intervention, i.e. choosing and 
contracting the consultant, the evaluation of 
the consultant's report and finally an 
assessment of the firm's implementation of the 
consultant' s recommendations. Regarding the 
cost of the program, the client firm 
contributed with one third of the consultancy 
fee and the remaining cost was covered by the 
program. 

3.2 Methodology 

A mailed questionnaire was directed to the 
person in contact with both the consultant and 
the scheme during the whole project, which in 
most cases was the managing director or 

marketing director of the firm. The 
questionnaire was sent to all firms that 
benefited from the project (248 firms) and the 
response rate was above 38t. 

To develop the questionnaire, existing data on 
the sample firms consisting of the senior 
industrialist initial and final reports, the 
terms of reference and the consultant's report 
were studied. Qualitative in-depth interviews 
with managing directors of the firms were 
performed and directors of the programme were 
also interviewed. 

Firms in the sample had an average turnover of 
less than five million pounds, with most of the 
firms having less than one hundred employees. 
As to the industrial classification, due to the 
particular nature of industry in the area where 
the sample was obtained, firms mainly belonged 
to engineering end manufacturing companies. 
They generally were private companies, family 
owned or owned by the directors. 

To analyse the data the statistical package 
SPSSX was used. The techniques used were factor 
analysis (Afifi end Clark 1984; Kim and MUeller 
1986) log-linear and logit models (Everitt 
1977; Fienberg 1977; Haberman 1978; Placket 
1981; Upton 1978). 

Hierarchical log-linear models permit to verify 
the interaction among variables. As these 
models only verify the interaction and do not 
give clear indications of the direction of 
relationships, the linear-by-linear association 
model for ordinal data was used. This technique 
indicates the nature of the relationship 
between variables, that is, if the relationship 
is positive or negative. 

Impact on Performance 

This paper reports part of an overall research 
which looked at the impact of a specific 
progrBID designed to influence the practice of 
marketing planning in small end medium sized 
firms. This paper reports the impact of the 
scheme on performance and the relationship of 
the performance with a number of variables. 

4.1 Performance Variables 

There were a number of questions in the survey 
aimed at evaluating the effect of the scheme on 
the performance of the firms, such as: how the 
scheme had contributed to increase in turnover, 
share of market, improved profitability, 
formulation of future plans, expansion/entry to 
foreign markets. The available scores were: 1 -
A great deal; 2 - Certain extent; 3 - Not yet, 
but expected in the future; 4 - Not at all. 

The impact on performance as regards to full 
financial benefits of the scheme could not be 
fully assessed due to the timing of this study. 
With over 51t of the firms having had the 
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completed project for less than 6 months, and 
almost 90" for less than one year, it is far 
too soon for the financial benefits to appear. 
Firms did not have enough time to implement all 
the recommendations and therefore the full 
results of the marketing consultant's 
intervention had not yet been shown. 
Nevertheless, in spite of the time limitations, 
a first step towards the evaluation of the 
scheme on performance was taken. The 
contribution of the program to performance is 
based on general manager or marketing 
directors' perception. However, the expense 
with the program was a major issue for 
small/medium sized firms, who were highly cost­
concious and as a result, very critical towards 
its benefits. This was very apparent in the 
interviews and later in the survey. Therefore, 
they would be unlikely to attribute value to 
the program where it did not genuinely 
contribute. 

Generally speaking, firms believe that the 
marketing planning scheme has contributed to 
their performance. Between 32" and 37" believe 
that their turnover, profitability, market 
share, number of customers and employees have 
improved 'a great deal' or •to a certain 
extent', as a result of the help received 
through the scheme. Between 27 and 40" expect 
to see these benefits appear in the future, in 
most cases within the next one or two years. 
There has also been a stronger and more 
immediate impact in the areas of providing 
marketing capability, a sense of direction, and 
devising future plans. Between 77" and 86" of 
the firms have found the process of 
intervention to have already been of 'a great 
deal of benefit' or 'of benefit to a certain 
extent' in these areas. There has also been an 
impact on international competitiveness, 
although to a lesser extent (between 23" and 
33,). Other firms expect that this contribution 
will be shown in the future (20" to 29") . Firms 
find that their overall performance has been 
positively influenced as a result of the expert 
intervention. Only 18" find no overall benefit. 

Because of interrelationships between 
individual performance measures, it is more 
meaningful to use the factors that represent 
them. As each factor represents a number of 
variables, far fewer variables are involved in 
the analysis of the relationships. This leads 
to a clearer picture of the relationships. As 
the objective at this stage was the reduction 
of performance measures to a few underlying 
dimensions (factors), the procedures used were: 
R-factoring, principal component analysis and 
varimax rotation. Adequacy of application of 
factor analysis was also assessed. The Kaiser­
Meyer-Olkin measure of sampling adequacy for 
all variables (0.862) and the Barlett's test of 
Spherecity (Norusis 1985) indicate the 
appropriateness of factor analysis. Table 1 
shows the factor loadings. The loadings are 
quite acceptable using the criteria suggested 
by Comrey (1973) . 

For the selection of the number of factors, the 
eigenvalue rule was applied. The application of 
the rule seemed justified, as the three factors 
identified in this way summarized 66.4" of the 
total variance and the grouping of variables 
was reasonable. The scree-test advocated by 
Cattell (1965) confirmed the factors. It is 
worth mentioning that a number of other 
procedures were used leading to the same 
aggregation of variables into factors which is 
an indication of the stability of the three 
factors. A closer look at the three components 
that summarize the 13 questions suggests the 
following factors: Performance measures (Factor 
1); Marketing planning capabilities (Factor 2); 
International competitiveness (Factor 3) . 
The effect of the scheme on the firms occurs 
firstly in helping them to improve their 
performance in areas such as increased 
turnover, improved profitability, and increase 
in the number of the customers. Secondly firms 
are helped to increase their marketing 
capability, and finally their international 
competitiveness is enhanced. 

4.2 Performance Factors and Firms• 
Characteristics 

The benefits firms receive from the 
intervention may be related to the firms' 
characteristics. At this stage the interest 
lies in finding if there is such a 
relationship. Performance factors are the 
variables that represent the benefits firms 
received through the intervention of the 
scheme. By looking at the relationship of 
performance factors with firm's characteristics 
it is possible to see how characteristics can 
influence the benefits received. 

The relationship of the performance factors 
with all the characteristics available in this 
study was considered. The hierarchical log­
linear models were used to examine the 
relationship between performance factors and 
the following variables: existence of marketing 
and business planning at the beginning of the 
intervention; allocation of marketing 
responsibility within the firm; number of 
employees; turnover and number of years the 
firms were trading. 

The hierarchical log-linear analysis shows that 
performance factors do not relate to the state 
of planning in the firm at the beginning of the 
project, or to the allocation of marketing 
responsibility within the firm, or to the 
number of employees. The only identified 
relationship is of performance measure factor 
to turnover. The direction of the relationship 
is seen from the results of the linear-by­
linear association model for the ordinal data 
was used to examine the nature of the 
relationship. The 0 value for this relationship 
is -0.25 and the z value is -2.23. The 
significant negative 0 value shows that the 
impact on performance measures is shown to a 
greater degree for firms with a smaller 
turnover. In fact this result is quite 
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TABLE 1 
FACTOR AIIALYSIS OF PERFORMAIICE MEASURES 

FACT.1 FACT.2 FACT.3 VARIABLES 

.865 Contributed to increase customers 

.769 Contributed to increase market share 

.740 Contributed to increase turnover 

.729 Contributed to improve profitability 

.655 Contributed increase no. employees 

.501 Helped improve overall performance 
.786 Helped devise future business plan 
.785 Increased management self confidence 
.748 Provided greater sense of direction 
.614 Increase marketing expertise in firm 

.894 Expansion/entry to foreign markets 

.738 Improved direct export 

.703 Improved international competitiveness 

6.17 1.34 1.13 Eigenvalues 
47.50 10.30 8.70 % of Variance 

Varimax rotation converging in 6 iterations. 

interesting and understandable: although it is 
too early to see the impact on performance of 
firms, but for those with a smaller turnover, 
the improvement is clear enough even at an 
early stage. 

The lack of relationships between performance 
factors and firms• characteristics suggests 
that for this sample, impact on performance is 
not related to firms' characteristics. However 
these firms already shared a particular 
characteristic. They were willing to initiate 
the process of implementation of strategic 
marketing planning in their firms and spend 
management time and money for this purpose. 

The next section will discuss whether or not 
the impact on performance is related to the 
operation of the scheme.· 

4.3 Value to the Firm, Evaluation of 
Intervention and Performance Factors 

Firms were asked to evaluate the scheme and 
consultant. A number of questions defined how 
firms evaluated the program and the way it 
functioned and how the consultants performed 
their job. Most firms found the process of 
implementation of strategic marketing planning 
provided by the scheme to be of a very good or 
good value (over 71t of firms), and over 91t of 
them considered the program in terms of concept 
as a very good or good idea. 70t of the firms 
found that the consultants performed a very 
good or good job (For more details see 
Farhangmehr 1991) . 

It can be easily argued that small firms attach 
high value to the program because they lack 
previous experience of planning and their 
positive evaluation is related to the newness 
of the experience. However, a close look at the 
relationship of the •value of the program• and 
'performance factors' shows otherwise. The 
hierarchical log-linear models show that the 
value of the scheme to the firms interacts with 
two performance factors: performance measure 
and the marketing capability. The direction of 
the relationships are seen from the results of 
the linear-by-linear association model for 
ordinal data. The 0 coefficients are positive 
(0.30 and 0.45) and the z values are large 
(3. 71 and 4 .10), which indicate the positive 
relationships between •value of the program• 
and the factors. The relationships are positive 
and significant, indicating that the 
attribution of higher values to the program is 
related to greater contribution to the 
performance measures factor and marketing 
planning capability factor (Figure 1) . 

The positive relationship between the value of 
the program to the firm and the performance 
measure factor shows that firms eventually 
evaluate the marketing planning experience in 
terms of its contribution to performance. This 
result shows, as would be expected, that an 
important factor influencing the value of the 
scheme to a firm is its impact on performance. 

Do the performance factors relate to the 
performance of the consultant? The hierarchical 
log-linear models identified that the same two 
performance factors, i.e. performance measures 
and marketing planning capability interact with 
the consultant's performance. There is not only 
a relationship between these variables, but the 
linear-by-linear association models for ordinal 
data indicated that the relationship is of a 
positive nature (Figure 1) . 
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A positive relationship between contribution to 
performance and perceived value is not 
surpr1s1ng and would be expected. But the 
positive relationship between evaluation of the 
consultant and the performance factor is of 
particular interest. It shows how an external 
expert can influence the results achieved by 
the firm and how the evaluation of a consultant 
is related to higher contribution to 
performance. 

Firms were also asked if they would recommend 
the program to other canpanies. Over 82t of 
firms would recommend the scheme to others. The 
relationship between this variable and 
performance factors was assessed. The results 
identify a positive relationship between all 
performance factors and recommendation of the 
scheme to other firms (Figure 2). As would be 
expected, firm is likely to recommend the 
program to others only when it has a positive 
impact on the actual performance. 

5. Further Research 

This research looked at the impact of marketing 
planning on the performance of the firms as 
reported by their managing or marketing 
directors. As explained earlier, this study 
could not consider the full impact on 
performance as it was too early to see this. 
Further research also requires the 
establishment of adequate quantitative measures 
for the evaluation of the impact on 

FIGURE 1 

performance. An additional survey is necessary 
to study how the implementation of strategic 
marketing planning has contributed 
quantitatively to performance. It also requires 
the selection of an untreated matched sample to 
isolate the effect which resulted from the use 
of this particular scheme. However, the 
identification of a matched sample introduces 
problems, and the criteria for its selection 
are not clear. 

Further research is also required to see 
whether or not as a result of this particular 
scheme, the practice of marketing planning has 
increased in small and medium sized firms. It 
is important to see if firms are practising 
marketing planning, if it is being practised in 
a systematic fashion and more importantly what 
impact it is having. 

This study looked at the impact of marketing 
consultancy on small and medium sized firms 
when a monitoring system was in operation. The 
scheme closely monitored the whole process of 
consultancy. Also worth considering is the 
impact of marketing consul tancy in the absence 
of such a monitoring system. 

6. Conclusion 

Generally speaking, firms believe that 
marketing planning has improved their 
performance. Three performance factors have 
been identified: Performance measures; 

VALUE TO THE FIRM, EVALOA'l'IOI OF THE COIISOLTAI'l' AID PERFORMAKCE FAC'l'ORS 

n =0.3o 

PERFORMANCE 
MEASURE 
FACTOR 

o =0.33 
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MEASURE 

0=0.42 

0=0.24 

VALUE TO THE n =0.45 Z=4.10 
FIRM < 

I + 

MARKETING 
CAPABILITY 
FACTOR 

+ I ASSESSMENT OF < 
CONSULTANT o =0.51 Z=4.12 
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+ MARKETING 
<-----> PLANNING 
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Marketing planning capabilities; International 
conrpetitiveness. The effect of the scheme on 
the firms occurs firstly in helping them to 
improve their performance in areas such as 
increased turnover, improved profitability, and 
increase in the number of the customers . 
Secondly firms are helped to increase their 
marketing capability, and finally their 
international competitiveness is enhanced. 
Impact on performance is also greatly related 
to how the marketing consultant performs. The 
relationship between evaluation of marketing 
consultant and implementation of 
recommendations and consequently performance of 
firms shows the role of expert in helping firms 
to implement the recommendations contained in a 
plan. As would be expected, where the scheme 
has a positive impact on the actual 
performance, the firm is likely to recommend it 
to others. 
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EVALUATING MANAGERS' PERCEPTIONS OF COMPETITIVE INDUSTRY STRUCTURE 
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Abstract 

Strategic group analysis portrays an industry as 
a few categories of firms, but researcher 
selected variables curtail its reflection of 
managerial reality. From a cognitive 
perspective it is shown that managers simplify 
their environment by grouping similar 
competitors. It is argued that they do not 
perceive industry structure in the manner 
proposed by economists. Interviews amongst 
managers in the oil pump industry showed 
evidence of them simplifying their environment 
by grouping competitors. None perceived the 
industry as economists suggest and more similar 
perceptions were seen between managers in the 
same firm than between different firms. 

Introduction 

When managers formulate a competitive strategy, 
Porter (1991) advocates they should seek 
attractive positions, offering a sustainable 
advantage. This takes time and considerable 
analytical effort. In view of managers' finite 
mental capabilities (Simon 1957; Schwenk 1988), 
they are unlikely to evaluate each competitor on 
an attribute by attribute basis. Indeed, it is 
doubtful as to how thorough their analysis is 
likely to be of all five forces. We are 
particularly interested in managers' assessment 
of competitors, the subject of this paper. A 
new stream of literature is emerging showing 
that managers simplify their competitive 
environment using mental models, grouping 
similar competitors (Porac and Thomas 1990). 
This notion is supported by research on 
perception, (Bruner 1957). 

Understanding managers ' mental groupings 
provides insight as to their positioning 
options. The idea of analysts grouping 
competitors can be traced back to Hunt's (1972) 
"strategic groups" concept which has been widely 
adopted (McGee and Thomas 1986). But, it is 
questionable as to how well this replicates 
managers' perceptions, since researchers 
employed a wide range of variables without 
consulting managers about their relevance. 

The success of a positioning strategy results, 
in part, from the way managers in different 
departments coherently implement consistent 
activities (Porter 1985). An assumption 
frequently made is that all managers in a firm 
have similar perceptions of the competitive 
structure of their industry and are all 
directing their departments to satisfy the same 
competitive positioning objective. If, however, 
there are significant differences between 
managers' perceptions then, without an alerting 
device, progress may be impeded. While the 
review by St. John and Rue (1991) indicates 
differing views about the need for consensus 

amongst managers, they reported a strong 
relationship between consensus and performance. 

It is also argued in the strategy literature 
that with mechanisms such as trade organisations 
and trade publications facilitating the 
diffusion of ideas, there will be common belief 
systems between managers in the same industry. 
Little empirical work has been published about 
this and we seek to add to the literature. 

The paper opens by being critical of strategic 
group analysis for being too researcher centred. 
We then present a cognitive justification for 
managers grouping similar firms and review 
empirical evidence of this. A rationale is 
considered as to why managers and economists may 
have differing views about the competitive 
structure of industries. The literature on 
similarities of perceived industry structure 
between managers in the same firm and between 
firms in the industry is reviewed. A 
methodology is described to assess if managers 
mentally group competitors, whether they view 
industry structure as economists argue and 
whether there are similarities between managers' 
perceptions. Conclusions and recommendations 
are then considered. 

Strategic Groups and Managerial 
Cognitive Processes 

To understand performance in the white goods 
industry, Hunt (1972) introduced the term 
"strategic groups• to describe analysis of 
competition baaed on understanding barriers to 
entry to each group of firma. By using a few 
variables, an industry can more simply be 
portrayed as a few categories of firma. 
However, reviews (McGee and Thomas 1986) show 
that economic, marketing and corporate strategy 
variables were used by researchers, without 
checking their managerial relevance. As others 
then questioned (Huff 1982; Reger 1990), are 
researchers reflecting managers' mental 
representations? 

More recently researchers have started to adopt 
a cognitive perspective, about how managers 
perceive the competitive environment. Porac et 
al ( 1987), working with retailers, found 
managers having a hierarchical cognitive 
taxonomy of retailing businesses. This result 
must be seen within the context of a 
hierarchical probing procedure, selected because 
of their belief that competitors are stored in 
memory at increasingly abstract levels (Mervis 
and Roach 1981). Focusing on manufacturers of 
Scottish Knitwear, Porac et al (1989) concluded 
that managers perceived their industry as groups 
of firms. The theoretical basis for managers 
categorising competitors is next considered. 
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Managers• Simplification of the 
Competitive Environment 

Popular textbooks (eg Kotler 1991) discuss 

marketing planning and positioning as a 
systematic process, moving from analysis to 

planning to implementation. Appealing though 
this might be, there is evidence (Johnson 1987) 
against the assumptions of managers, with time 

to access and process large quantities of 
information and who progress matters in a 
sequential manner. 

Instead, managers• decision making can be better 

modelled under an assumption of limited 
information capacity (Stubbart 1989, Day and 

Lord 1992) where simplification processes, such 
as heuristics and categorisation (Huff 1990), 
facilitate information processing. Much has 

been published on the way managers use 

heuristics (eg Schwenk 1988). While they 

provide a short cut through information 
processing, they lead to judgemental errors 

(Tversky and Kahneman 1974). Of more interest, 
is simplification through categorisation. 

By grouping competitors into a few categories, 

according to the way they match certain 
characteristics, managers can simplify their 
competitive environment and are able to 

appreciate the likely activities of a newly 
grouped competitor. They do this by drawing 

inferences from the characteristics of other 

competitors in that category (Kiesler and Sproul 
1982). Without this mental categorisation 
process, managers would be overwhelmed analysing 

large numbers of ambiguous and uncertain 
situations. 

We sought to add to the sparse empirical 

literature about managers • perceptions of the 
competitive environment and posit that: 

Hl: Managers simplify their understanding of 

the competitive environment by grouping related 
competitors. 

Managers• and Economists• Views 
About Competitive Industry Structure 

Porter (1991) argues that when managers 
formulate a competitive strategy, they should 

identify the competitors constituting their 
industry. The problem is appreciating which 
firms constitute an industry. Economists 

typically consider industry structure in terms 

of firms sharing similar technological 
production characteristics, or on the basis of 
product substitutability, or the materials 

processed (Triffin 1962). However, managers may 

not be aware of all the subtleties about 
materials, products or technologies. They are 

attentive to only part of the information 

(Kiesler and Sproul 1982; Porac et al 1987). As 

such, their views about the structure of the 
industry might not include all the firms in the 

economist's definition. 

Two pieces of research are illuminating. 

Gripsrud and Gronhaug (1985) focused on a 
Norwegian town, in which there were 51 grocery 

stores. Interviews with grocery store managers 
showed that the highest number of named 
competitors was seven, with managers on average 

naming just over three competitors. Likewise 

Easton (1988) found that managers in four 
industries have a much reduced view of 

competition than that of the economists 
definition. A parallel to these findings is 

Howard and Sheth's (1969) concept of the "evoked 
set", which Woodside (1987) has shown applies in 
industrial markets. As managers have limited 

cognitive capacities, they do not carry all 
competitors in their minds. Rather, they focus 
on a subset, referred to as their evoked set. 

we set out to test the hypothesis, 

H2: Managers consider only a limited subset of 

competitors as constituting their industry. 

Managers' Similar Perceptions about 
Competition in their Industry 

several authors argue that managers working in 
the same industry, or the same firm, should have 

similar belief structures. If eo, we propose 

that they should also have similar perceptions 

about the nature of the competitive environment. 

spender (1989) considers each industry as having 
its own "recipe", ie a set of beliefs and 
assumptions common to most managers. Viewing 

the firm as a body of knowledge, managers build 

on unspoken assumptions to analyse and respond 
to new opportunities. The process of social 

interactions within the firm leads to mutual 

expectations which, when confirmed, are treated 
as social understandings. While the recipe 

encourages a convergence towards similar 

beliefs, there may be some individual difference 
as, "the recipe is open, incomplete, ambiguous 
and in need of interpretation• (p7). Grinyer 
and Spender (1979) argue that with trade 

associations and trade magazines acting as good 

communication channels between firms, ideas 

diffuse between managers in the industry, 
resulting in common beliefs. It should be noted 
though that communication passing through 

multiple channels is subject to perceptual 
distortion, encouraging the possibility of some 

differences. 

Huff (1982) argues that the firms constituting 

an industry represent a pool of experience, 

which each firm draws on to make sense of the 
external environment. Firms learn from each 

other's experiences and adopt their strategies 
accordingly. Managers do not have the breadth 

and depth of experience to form unique views. 
Instead, they exchange and mutually build an 
understanding of their external environment. 
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Through thie pool of shared experiences, 
managers from competing firms should, she 
argues, have common perceptions, or 
"interlocking metaphors" about the external 
environment. Porac et al (1989), from a 
cognitive enactment model, argue that there 
should be similar "group level" beliefs between 
managers in different firms. 

From the preceding reviews, we anticipated a 
hierarchy of similarity between managers• 
beliefs and assumptions about the external 
environment. The greatest similarity may be 
expected between managers in the same firm, then 
between managers from competing firms in the 
same industry. Thus, we posit that: 

H3: Managers in the same firm will have 
similar perceptions about the composition of 
competition in their industry. 

H4: There will be a greater degree of 
perceived similarity about the composition of 
competitors between managers in the same firm, 
than between managers in different firms. 

Methodology 

We focused on manufacturers of pumps for the 
off-shore North Sea oil industry. This 
selection was made as there are many competitors 
and the market leaders do not have an 
exceptionally high market share. It is also a 
tightly defined market in terms of products, 
geographical scope and end users. 

A convenience sample of 10 firms was selected, 
including both major and minor competitors. A 
letter was written to the Managing pirectors of 
each firm, seeking their co-o:Peration to 
interview them and those nominated as having 
responsibility for formulating and implementing 
strategy. Five firms participated, one of whom 
was perceived by all of the others as being one 
of the largest competitors. A total of 24 
senior commercial managers were interviewed 
between May and July 1992. Of the 23 who 
provided details about their working career, 
their average experience of working in the pump 
manufacturing industry was 11.2 years. 

A semi-structured questionnaire, built around a 
card sort technique ( cf McKeown and Thomas 
1988), was administered. Each .manager was 
asked, and probed, to name their competitors 
which were written on cards, along with their 
firm. These were shuffled and returned with a 
request to place them on their desk to give a 
picture of which firms compete most closely with 
each other. While the data could have been 
analysed in a myriad of ways (eg developing and 
comparing managers• mental maps), this is 
outside the scope of this paper, but will be 
documented as this research programme 
progresses. 

Results 

(i) Managers• mental groupings 

Hypothesis 1 proposed that managers simplify 
their competitive environment by grouping 
related competitors. If this is not to be 
refuted, they should be able to quickly 
undertake this exercise with ease and form 
groups of competitors (Sower and Clapper 1989). 

All completed this in a short period of time, 
typically less than 30 seconds. None found this 
demanding and all were able to arrange named 
competitors into a few groups. Due to the ease 
with which managers were able to group their 
named competitors, we believe we were observing 
managers simplifying their competitive 
environment through the use of mental grouping. 
The ease and speed with which they did this 
suggest that they were not facing a new problem, 
but rather were recalling from memory a 
categorisation pattern. Amongst these managers, 
we accept Hl. 

(ii) Managers• definition of their industry 

Hypothesis 2 proposed that managers• only 
consider a subset of competitors as constituting 
their industry. 

In this industry, there are at least 24 
competitors. However, table l shows that only 
one manager mentioned as many as 11 different 
competitors and none came anywhere near this 
objectively defined industry. On average each 
manager named 5.3 competitors. Table 1 thus 
supports hypothesis 2 

TABLE 1 

DISTRIBUTION OF NUMBER OF NAMED COMPETITORS 

Number of Number of 
competitors managers 
0-1 
2 1 
3 3 
4 6 

5 5 
6 1 
7 6 

8 
9 1 
10 
11 1 

24 

(iii) Intra and inter firm industry views 

Hypothesis 3 posits that managers in the same 
firm will have similar perceptions about the 
composition of competition in their industry. 
This was tested using Cochran • s Q test (Hays 
1988). Table 2 shows that within each of the 5 
firms where interviews were undertaken (coded B, 
c, D, F and M), and across all 24 managers, 
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there are statistically significant 
disagreements about which firms are competitors. 
This refutes H3. 

TABLE 2 
COCHRAN'S Q TEST FOR PERCEIVED COMPETITORS 

An§lJ!:Sil! cases g df » 
Within firm B 6 87.02 23 0.001 

Within firm c 3 52.76 23 0.001 

Within firm D 3 53.51 23 0.001 

Within firm F 5 64.98 23 0.001 

Within firm M 7 76.66 23 0.001 

Across all 24 158.37 23 0.001 
managers 

The extent to which managers have differing 
views can be appreciated from table 3. In firm 
B, of the 12 spontaneously named competitors, 
only 2 were mentioned by all the team. Of the 7 
spontaneously named competitors, cited by 
managers in firm C, the team only unanimously 
agreed on 2 competitors. In firm D, where 6 
competitors were mentioned, only 2 competitors 
were common and in firm F, only 1 competitor, 
was common to the team. None of firm M managers 
mentioned a common competitor. 

TABLE 3 
NUMBER OF MANAGERS IN EACH FIRM CITING 

A PARTICULAR ORGANISATION AS A COMPETITOR 

Managers in firm: 

.li ~ 12. l. M 
No Managers 6 3 3 5 7 

Competitor 
A 6 3 2 5 1 

B N/A 3 3 4 3 

c 2 N/A 3 3 1 

D 1 2 N/A 3 2 

E 4 2 3 

F 1 2 N/A 5 

G 5 

H 6 1 4 

I 3 3 1 

J 4 2 2 

K 1 

L 2 

M 1 N/A 

N 2 

0 1 1 1 
p 1 

Q 1 

R 1 

s 1 

T 1 

u 1 

v 1 
w 1 
X 1 

Size of industry 12 7 6 12 12 
structure 

Hypothesis 4 anticipated a greater degree of 
perceived similarity about the composition of 
competition between managers in the same firm, 
than between managers in different firms. From 
table 3, within the 5 firms where interviews 
were undertaken, in 4 of these, at least one 
competitor was always common to all managers in 
that particular firm. ~ the 5 firms, no 
one competitor is ever mentioned by all 
managers. Hypothesis 4 is not refuted. 

Conclusions 

The speed with which managers were able to sort 
competitors into a low number of groups suggests 
that managers do take advantage of the 
simplification process of categorisation. All 
the managers made sense of their competitive 
environment by having mental maps. 

Managers do not define their industry in the way 
of economists, considering all firms with 
similar technological production 
characteristics, or materials processed, or 
easily substitutable products. They are not 
attentive to these details and, with limited 
cognitive capabilities, consider only a subset 
of the economist's "industry" definition. 

From a cognitive perspective it is inappropriate 
to talk about "the" industry, since views varied 
between managers. Within each firm there is 
evidence of managers perceiving a common core of 
competitors, but beyond this, each manager has a 
different perspective as to the competitive 
structure of the industry. 

Firms are characterised by differing degrees of 
managerial perceptions about the nature of 
competition. Within each of the five firms, 
there was a low level of agreement among 
managers as to industry structure. When 
comparing perceptions across managers from 
different firms, even less similarity was noted 
- in fact none of the managers saw the same firm 
as being a common competitor. 

There are several managerial implications. 
First, management teams would be wise to assess 
the consistency of their perceptions about the 
nature of competition. Any differences should 
be openly discussed. In so doing any tension 
within the management team can be relieved and a 
greater commitment achieved for a particular 
positioning strategy, benchmarked against agreed 
competitors. The extent of competitive threats 
can also be better appreciated through agreeing 
who are core and secondary competitors. 

Secondly, the management team need to clarify 
their own views about which competitors are most 
similar and why. While there may well be a few 
competitive categorisation dimensions that are 
common between managers, by making explicit 
individual views, the team can discuss why there 
are any differences and, in light of this, 
assess the appropriateness of their firm's 
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positioning strategy. This issue is the scope 
for our continuing research programme. 

References 

Bower, Gordon and J. Clapper 1989 Experimental 
methods in cognitive science. Foundations of 
Cognitive Science Ed. M. Posner. London: MIT 
Press. 

Bruner, Jerome. 1957 "On perceptual readiness" 
Psychological Review 64 (2): 123-152. 

Day, David and R. Lord 1992 "Expertise and 
problem categorisation: the role of expert 
processing in organisational sense-making". 
Journal of Management Studies. 29 (1): 35-47. 

Easton, Geoff. 1988 "Competition and Marketing 
Strategy" European Journal of Marketing 27 (2): 
31-49. 

Grinyer, P. and J-C. Spender 1979 "Recipes, 
crises and adaption in mature businesses" 
International Studies of Management & 

Organisations 9 (3): 113-133. 

Gripsrud, Geir and K. Gronhaug 1985 "Structure 
and Strategy in Grocery Retailing: a sociometric 
approach" Journal of Industrial Economics 33 
(3): 339-347. 

Hays, William 1988 Statistics New York: Holt, 
Rinehart, Winston. 

Howard, John and J. Sheth 1969. The Theory of 
Buyer Behavior. New York: J. Wiley 

Huff, Anne. 1990 Mapping Strategic Thought. New 
York: J. Wiley. 

Hunt, Michael. 1972. ·~ompetition in the Major 
Home Appliance Industry 1960-1970" .Dissertation. 
Harvard University. 

Johnson, Gerry 1987. strategic Change and the 
Management Process. Oxford: Basil Blackwell. 

Kiesler, Sara and L. Sproull. 1982 "Managerial 
responses to changing environments: perspectives 
on problem sensing from social cognition" 
Administrative Science Quarterly 27 (Dec): 548-
570. 

Kotler, Philip 1991 Marketing Management. 
Englewood Cliffs: Prentice Hall. 

McGee, John and H. Thomas. 1986. "Strategic 
groups: Theory, research 
Strategic Management Journal. 7: 

and Taxonomy". 
141-160. 

McKeown, B. and D. Thomas 1988 a-Methodology 
Beverley Hills:Sage. 

Mervis, Carolyn 
"Categorization of 
Review of Psychology 

and E. Rosch 
natural objects" 
32: 89-115. 

1981. 
Annual 

Porac, Joseph, H. Thomas and B. Emme 1987. 
Knowing the competition: the Mental Models of 
Retailing Strategists. In. Business Strategy 
and Retailing. Ed. Gerry Johnson. Chichester: J. 
Wiley. 

Porac, Joseph, H. Thomas and c. Baden-Fuller 
1989 Competitive groups as competitive 
communities: the case of Scottish Knitwear 
manufacturers. Journal of Management Studies 26 
(4): 397-416. 

Porac, Joseph and H.Thomas 1990 "Taxonomic 
mental models in competitor definition" Academy 
of Management Review 15 (2): 224-240 

Porter, Michael. 1985 Competitive Advantage. 
Boston: Free Press. 

Porter, Michael. 1991 "Towards a Dynamic Theory 
of Strategy". Strategic Management Journal 12: 
95-117. 

Reger, Rhonda. 1990. "Management Thought 
Structures and Competitive Positioning". In 
Mapping strategic Thought. Ed. Ann Huff New 
York: J. Wiley. 

Schwenk, Charles. 1988. The Essence of 
Strategic Decision Making. Lexington: Lexington 
Books. 

Simon, H. 1957 Models of Man. 
Wiley. 

New York: J. 

Spender, J-C. 1989. Industry Recipes. Oxford: 
Basil Blackwell. 

st John, Caron and L. Rue 1991. "Co-ordinating 
mechanisms, consensus between marketing and 
manufacturing and marketplace performance". 
strategic Management Journal. 12: 549-555. 

Stubbart, c. I. 1989 "Managerial Cognition: A 
missing link in management research." Journal 
of Management Studies 26, 325-347. 

Triffin, R. 1962 M9nopolistic Competition and 
General Equilibrium Theory. Cambridge, 
Massachusettes: Harvard University Press. 

Tversky, Amos and D. Kahneman. 1974 "Judgement 
under uncertainty: heuristics and biases. 
Science 185 (Sept): 1124-1131. 

Woodside, Arch. 1987 "Measuring customer 
awareness and share of requirements awarded to 
competing industrial distributors" Advances in 
Business Marketing 2, 141-163. 



54
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Abstract 

Buyer-seller relationships on industrial markets 
often are characterized by a complex communication 
pattern. Efficency and effectiveness in such a 
relationship is very much dependent on the quality 
of the exchange of information. This paper explores 
the nature of the information exchange, identifying 
three important roles of communication; 
coordination, control and learning. It is shown by 
examples how improvements in information 
exchange can affect the performance of the buyer and 
the seller and, thus, increase the quality of the 
relationship. 

Introduction 

Buyer-seller relations on industrial markets often 
are of a long-term nature (Gadde & Mattsson 1987). 
The relationships of a company, therefore, should be 
considered as important investments. The establish­
ment and utilization of that investment will create 
an extensive contact pattern between the buying and 
selling company. These contacts involve various 
categories of personnel, which are in need of 
information from each other. In total a very com­
plex communication pattern characterizes a buyer­
seller relationship. Hakanson & Wootz (1978) found 
that considerably more than half of the working 
time of purchasing staff was devoted to various 
forms of communication (telephone, face-to-face 
conversation, meetings etc). More than twenty per 
cent of the total working time was used for contacts 
with suppliers. 

The aim of this paper is to explore the characteristics 
of the exchange of information in a buyer-seller 
relationship and analyse how improvements in the 
information exchange can promote the performance 
of the buyer and the seller. 

Relationships and the Roles of Communication 

Relationships between industrial buyers and sellers 
were first observed as an empirical phenomenon 
(see for example Hakansson, ed 1982), but has 
successively become regarded important also from a 
theoretical point of view (Dwyer et al 1987, Narus & 
Anderson 1987, Turnbull & Valla 1986). The rela­
tionships, however, can not be regarded as isolated 
dyads, instead they should be considered embedded 
into other relationships, i.e. as parts of networks 
(Grabher, ed 1993, Ford, ed 1990). 

For an individual company, relationships within a 
network structure can be seen as mechanisms to 
achieve three important effects (Hakansson & 
Snehota 1993). The first one is connected to the 
activity structure of the network. A company can 
increase its efficiency in performing activities by 
improving the linkages to important counterparts. 
Every company is conducting a number of activities 
(manufacturing, product development, distribution 
etc). These activities are more or less dependent on 
activities peformed by counterparts of various kinds 
(suppliers, customers. etc). Development of relation­
ships with other firms, therefore, is a mechanism to 
handle these dependencies as long-term relations 
will make it possible to better link activities to each 
other. 

The second important network dimension is the 
resource structure. Every company has a certain 
amount of resources under its own control. The 
value of these resources is dependent on how they 
are combined with resources that are controlled by 
others. The efficiency in the utilization of the 
resources, therefore, is very much due to how they 
are tied to resources of other companies. By 
establishing relationships to other companies a firm 
can make use of other resources, e.g. through 
transfer of knowledge. 

The third dimension of the network regard the actor 
structure. A company has a certain position or 
identity in the network, based on its relations and 
bonds to other companies. One important type of 
bonds are the social bonds which are established 
through the development of mutual trust between 
the actors. A relationship, therefore, can serve as a 
basic mechanism for affecting the identity of a 
company, by influencing the relation to other actors. 

We have, thus, identified three important roles of 
buyer-seller relationships in industrial networks. 
They can link activities to each other, they can tie 
resources to each other through transfer of 
knowledge, and they can affect the identity of a 
company by influencing other companies. 

In all these aspects exchange of information will be 
an important prerequisite for obtaining the potential 
benefits from a relationship. The linking of activities 
will require exchange of information between the 
actors to achieve the coordination that is necessary. 
The first role of communication, therefore, is the 
coordination role. The second one deals with 
efficency in resource utilization which is improved 
through sharing of resources. Transfer of knowledge 
between actors will require exchange of information 
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- we call that the learning role of communication. 
The third role of communication is the controlling 
role. By that we mean the exchange of information 
that is necessary to influence other actors in such a 
way, that the identity of a company will be 
strengthened in one way or another. 

The Role of Coordination 

The first communication role is the one of 
coordination. In most industrial networks 
specialization has increased over time, meaning that 
companies have concentrated their activities more 
and more to limited parts of the total production 
chain. The change has resulted in increasing 
efficiency when carrying out these activities per se. 
However, it has also increased the need for 
coordination of the activities performed by the 
various companies. The need of coordination has 
increased due to two factors. Firstly; due to the 
specialization, every manufacturer now is to an 
increasing degree relying on flows of materials and 
components from specialized suppliers instead of 
producing them in-house. The suppliers of the 
manufacturer must be well informed about the 
ongoing activities as well as of those planned by the 
buying company, which in tum is dependent on 
similar information from suppliers. 

Secondly; as the various companies have enhanced 
their specialization, there is an increasing need in 
general to develop integrating or linking 
mechanisms between them. These coordination 
needs are illustrated by Figure 1. The supplier A has 
three customers B, C and D. The activities taking 
place within the companies are called 
transformation activities. The customers has due to 
an increasing specialization different demands on 
the supplier. To make it possible for them to use the 
same supplier there is a need for activities to 
overcome these differences. These activities are 
called transferring activities. The transferring 
activities need to have some linking quality. The 
linkage can regard technical attributes or activities in 
the material flow or the administrative flow. 

FIGURE 1 
ACTIVITY INTERDEPENDENCE 

Supplier A 
~~~ 

I 
I 
I 
I 
I 
I 
I 
I 

L 

~=transformation activities (within the control of one actor) 
--- = transfer activities (witihn mutual control of two actors) 

Information is an important tool in coordination of 
activities. A very obvious example is the reductions 
of inventories that has been undertaken by many 
companies. More accurate and reliable information 
systems have decreased the demand for buffers. Just­
in-time manufacturing has increased the need to 
provide suppliers with accurate information concer­
ning future deliveries and demand. We can see, 
thus, a trade-off between different kinds of resources. 
By developing more efficient communication and 
transportation systems, companies have been able to 
reduce inventories and, thus, tied-up-capital. 

An illustration of this role is given in Roos (1988). 
The example shows how Volvo has been able to 
reduce inventories substantially for some specific 
items, through deepened supplier relations and 
more efficient exchange of information. A number 
of adaptations undertaken by Volvo and the 
suppliers made it possible to decrease inventory 
levels in three warehouses substantially (reductions 
ranging from 30 to 65 percent). These reductions 
were possible to attain in spite of the fact that the 
volume purchased increased by more than a third 
when Volvo cut the number of suppliers. Moreover, 
delivery times were substantially reduced and 
delivery reliability considerably increased. 

One of the most important factors in this change 
process was the improvement in the communi­
cation process. The improvements regarded not only 
Volvo and the major supplier, but was extended also 
to the supplier of the supplier and even further on 
in the activity chain. The changes were partly of a 
technical nature - computers, fax and telex were used 
at an increasing rate instead of letter and phone calls. 
This shift increased the speed of the information 
flow, but also the accuracy. 

The Role of Learning 

Relationships can be used as a mechanism to aquire 
and develop knowledge. The corresponding 
communication role is the one of learning. Two 
important conditions for a succesful learning to take 
place in an industrial company are identified by 
HAkansson (1993). One of them is a certain stability 
in the relationship to the counterparts. The other 
one is that a certain variability in the characteristics 
of the relationships are required. A set of connected 
relationships can create such a combination if the 
combination within and between the relationships 
is functioning in an appropriate way. The informa­
tion exchange must be directed towards transfer of 
knowledge, as well as towards creating a dialogue 
where different knowledge bodies are confronted 
with each other. The most obvious dimension of 
learning regards technology and technological 
development, but also manufacturing and 
management techniques, as well as marketing 
capabilites might be relevant aspects of learning. 
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Donaghu & Barff (1990) describe how Nike, the 
American foot-wear producer, very actively tries to 
transfer various capabilities to the suppliers. Nike's 
production system is entirely based on out-sourcing 
to different kinds of suppliers and subcontractors. 
Improvements in the performance of this industrial 
network will require that Nike shares its knowledge 
and resources with these suppliers. One way of 
doing this is an "expatriate programme" wherein 
technicians from Nike become permanent 
personnel in supplier factories. Suppliers are also 
encouraged to participate · in joint product 
development activities. Some suppliers in low-cost 
countries have a very limited competence. It is 
important, therefore, for Nike to increase the 
capability of these factories to meet the global 
standard of Nike. In the process of doing so, also the 
more advanced Nike suppliers take part. Many 
establishments of Nike operations in low-cost 
countries take the form of joint-ventures between 
Nike, one advanced and experienced supplier and a 
local firm with limited resources and technological 
competence. Due to the joint venture agreement it 
will be interesting for the advanced and experienced 
supplier to transfer technology and knowledge to the 
less experienced partner. 

Another illustration of the learning role regards 
Motorola (Cayer 1988). Motorola is a well known 
example of a company promoting quality. Training 
and education of the employees in new techniques 
for manufacturing, design and quality control have 
been important components of the internal quality 
programme. The major effects for Motorola, 
however, were not attained until the training 
programmes were extended also to suppliers. Due to 
Motorola's dependence on suppliers, one company 
representative stated that suppliers "affect quality 
more than any other factor in the equation except for 
design". Today, it is a prerequisite to take these 
programmes for a supplier to keep its position in the 
Motorola network. 

The Role of Control 

Linking activities and tying resources to each other 
will require that buyer and seller make certain 
adaptations to the counterparty. A characteristic of 
the buyer-seller relationships we are dealing with is 
that most actors are independent of each other 
regarding ownership. There is, thus, only seldom 
that one actor can force another one to certain kinds 
of adaptations. In the short run the activity 
dependence discussed earlier might create power 
imbalances that makes it necessary for one actor to 
subordinate oneself to a more powerful counterpart. 
In the long run, however, it will always be possible 
for the less powerful actor to make a reorientation 
towards other counterparts if the present ones are 
perceived to be unsatisfactory. 

Therefore, the desired effects of relationships in 
terms of coordinated activities and sharing of 
resources must be based on mutual trust between 
the actors, rather than on exploiting power bases of 
various kinds. If a buyer-seller relationship is 
characterized by mutual trust it will be possible to 
influence the other actors in a way that is beneficial 
for both parties in a dyad. Developing trust in a 
relationship will put substantial requirements on 
information exchange. This leads us to the third role 
of communication. We refer to this role as the 
controlling role and it has to do with influencing 
other actors. 

One illustration of the controlling role is provided 
by Eriksson & HAkansson (1990). They show and 
discuss how a manufacturer of pharmaceutical 
systems managed to change its own assembly 
operations by influencing the suppliers to change. 
The system assembled by the pharmaceutical 
manufacturer was based almost entirely on 
components purchased from suppliers. Originally 
only 20 per cent of the components were technically 
adapted to the system, while the remaining 80 per 
cent were purely standard products. The company 
decided to update and redesign the system, as quality 
requirements were increasing. One important 
means of enhancing quality was to obtain 
components that were well adapted to their function 
in this particular system. The companies that were 
suppliers of standard components for the original 
system received inquiries concerning the new 
technical speci-fications. The majority of the 
suppliers, however, turned out to be either unable 
or unwilling to meet the new requirements. Some 
of them were large companies and quite 
uninterested in adapting their standardized compo­
nents to satisfy a relatively small customer. 

Some of the existing suppliers, however, gradually 
became interested in adapting their products. For 
other components, the buyer had to turn to new 
suppliers and try to pursuade them. The new 
technical specifications demanded by the 
pharmaceutical company was sometimes perceived 
by suppliers to be almost impossible to fulfill. One 
valve manufacturer, for instance, considered an idea 
of making a new type of valve, cast in one piece, to 
be absurd. After a lot of involvement of the 
technicians in the buying company it was possible to 
make the supplier see the advantages of the­
proposed design. 

In this way the buyer had to influence a lot of 
suppliers to make adaptations. At the end the 
outcome was a new system that fulfilled the 
requirements with regard to design and quality. That 
version of the system consisted of 80 per cent 
specially designed or adapted components and of 20 
per cent standardized components, i.e. a completely 
reversed situation compared to the old version of 
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the system. This example, thus, is a very relevant 
illustration of the controlling role of 
communication. 

Discussion 

Our three examples have shown that information 
exchange is an important tool when using 
relationships to improve performance in industrial 
networks. Volvo was able to rationalize the total 
activity structure by moving activities to and from 
suppliers and link these activities better to each 
other. One important factor in this process was to 
change the way that information was exchanged. 

Other important areas for coordinating actions are 
for instance in distribution/ transportation and 
product development. The introduction of }IT­
manufacturing has put pressure on coordination of 
various transportation activities as well as on 
coordination between transportation and production 
processes. In product development activities, 
suppliers have come to be more and more 
important cooperative partners. To be able to 
shorten product development cycles, manufacturers 
have tried to integrate suppliers in their product 
development programmes. These new arrange­
ments call for a number of coordination activities 
between buyer and seller (see for example Raia 1988). 

The learning role was illustrated by Nike and 
Motorola. As was shown, transfer of knowledge 
between an actor and its counterparts is very 
important for keeping the network as a whole 
competitive. In the Nike case this transfer was 
stimulated due to an economic interest through 
common ownership. In the Motorola case it was 
organized through compulsory training program­
mes and seminars. The major part of knowledge, 
however, is transferred in more informal ways, 
through small pieces of information over long 
periods in the regular contacts between various 
actors in the companies. 

The controlling role was illustrated by the 
pharmaceutical company that finally succeeded to 
affect some suppliers to major adaptations. Such 
adaptations where a company can influence others 
are very important for the performance of industrial 
relationships and networks. In many industries 
production facilities need to be adapted to each 
other. Establishment of joint transportation systems 
and integrated communication links are other 
examples of cooperation that are supposed to affect 
efficiency and effectiveness. In all these situations 
one actor has to influence others to be able to 
achieve the potential benefits. As mutual trust is a 
prerequisite for such adaptations information 
exchange is a crucial factor. 

It is obvious, thus, that developing relationships to 
important counterparts should be an important 
strategic aim for a company. By deepened 
relationships it will be possible to improve the links 
of the company activities to the activities 
undertaken by other actors. Relationships will also 
serve as a mechanism for tying the resources of the 
company to the resources of other actors. 
Furthermore, relationships are important as they 
can help to influence the identity of the company by 
creating bonds to other actors. In all these aspects 
exchange of . information is an important 
determinant of the quality of the relationship. 

So far, however, it seems as if many companies not 
yet has realized the potential benefits arising from 
well developed relationships. The ability to make 
use of them also differs a lot. Galt & Dale (1991) 
found that some customers communicated with 
their suppliers in a way that was characterized as 
"abysmal". On the other hand one of the companies 
stood above the rest. This firm had established "an 
excellent network to ensure that suppliers are 
assisted in every reasonable way to meet the buying 
firm's procurement requirements" (p.19). At the 
other end of the spectrum no well-defined 
communication strategies from the buying firms 
could be observed. Most communication tended to 
be supplier-driven and "it appeared that even this 
activity was discouraged as much as possible" (p. 19). 
Only four of the ten companies in the study 
conducted any form of of training of their suppliers 
which indicate a substantial potential for 
improvements. 

Conclusions 

The analysis of the three roles of communication 
has shown that information exchange has clear 
strategic implications. It seems also as if companies 
differ very much in their ability to promote supplier 
relationships through communication. Our 
discussion has shown that the quality of the 
information exchange is an important determinant 
of the ability of the relationship to serve as a 
mechanism for linking activities, tying resources 
and creating actor bonds. 

When dealing with strategic consequences 
concerning information exchange we also have to 
consider the nature of information. Gadde & 
Hakansson (1993) identify three major types of 
information that are important in a buyer-seller 
relationship from the perspective of the purchasing 
company - technical, commercial and administrative 
information. Technical information concerns the 
technical aspects of the product or service that is 
exchanged. Commercial information is information 
that is used in the evaluation of the various 
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suppliers when a purchasing decision is taken and 
regards which supplier alternatives that are 
available and the conditions for dealing with them. 
Administrative information is the information that 
is exchanged in a specific business transaction 
(orders, documents, etc). Efficiency and effectiveness 
in communication will require that these different 
types of information are exchanged in a rational 
way. 

We can combine the perspectives regarding the 
nature of information and the role of 
communication according to figure 2, from which 
we will discuss the most relevant dimensions. 

FIGURE 2 
INFORMATION EXCHANGE DIMENSIONS 

Roles of Nature of information 
communication 

Technical Commercial Administrative 

Coordinating 2 3 

Learning 4 5 6 

Controlling 7 8 9 

The learning and influencing roles are most 
important regarding exchange of technical 
information (4 and 7 above). It is obvious that the 
mutual trust that is necessary for transfer of 
knowledge and adaptations of various kinds will 
require a substantial amount of personal contact. 
Only occassionally will it be possible to use a more 
standardized way of transmitting this kind of 
information. One example is that video tapes and 
interactive video training can be used in supplier 
training programmes. 

One important aspect of commercial information is 
the various kinds of business negotiations that takes 
place within a buyer-seller relationship. Such 
negotiations are part of the controlling role (8). Also 
that kind of communication has to take place 
through personal contacts - at least in its final stages. 

Exchange of administrative information, on the 
other hand, usually does not require personal 
contact. On the contrary, a number of advantages are 
obtained if this kind of information can be 
standardized and exchanged by the use of 
information technology. Using information 
technology will improve the quality of the exchange 
both with regard to speed and accuracy. As is shown 
by Gadde & Hakansson (1993) it is very clear that it is 
within coordination of administrative information 
(3), that information technology has found its most 
significant applications so far. Substantial rationaliz­
ations can be obtained in the administrative flow as 
well as in the material flow by the use of IT. 

There is also another clear benefit from the use of 
information technology for this kind of commu­
nication. When seller and purchaser meet in person 
they will not be busy with booking of orders and 
discussing delivery schedules. Instead the limited 
time available can be devoted to discussions and 
analysis of a more strategic nature. As has been 
shown in this paper the quality of the information 
exchange is an important determinant for the 
substantial benefits that can be obtained from a 
deepened buyer-seller relationship if it is handled in 
a proper way. 
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Abstract 

International sourcing is becoming a critical 
aspect of international marketing. In this 
article the authors discuss international 
sourcing from two different perspectives. First, 
international sourcing is done to take advantage 
of existing opportunities in international 
markets. Second, international sourcing takes 
place in an effort to implement a long-term 
corporate strategic plan. In both cases, 
however, international sourcing may improve the 
firm's competitive advantage. The authors 
maintain that there are eight factors behind 
international sourcing decisions. Results of a 
preliminary study are also presented. 

International Sourcing: A Necessity? 

More and more international firms are buying 
their raw materials, parts, semi-finished 
components and other supplies from overseas 
suppliers. Because these play an important role 
in the price and the quality of finised products, 
international sourcing is becoming a very 
widespread marketing function. It is not, 
however, clear if these firma are engaged in 
international sourcing because of their 
opportunistic tendencies or long-term strategic 
reasons. In other words, it is reasonable to 
assume that some firms are in international 
sourcing because they find real bargains and have 
many great opportunities, in the short-run, 
whereas others use international supplies as part 
of their overall long-term strategic plan. 

Because of their overseas exposure many companies 
are in a very good position to take advantage of 
special opportunities that may occasionally 
appear in international markets. They are well 
situated and well informed regarding the 
availability of cost advantages, special bargains 
and unexpected price reductions of international 
suppliers. 

Other firms, however, may consider international 
sourcing as part of their competitive edge. If 
these firms consider international sourcing as 
part of their competitive edge, then they may 
include it in their long term strategic plans 
rather than assigning simply an opportunistic 
status to international sourcing. This may mean 
international sourcing is one of their strategic 
tools to produce a superior product or deliver a 
superior service leaning toward establishing a 
competitive edge in their markets. It is 
important to determine the role of international 
sourcing as it takes place in international 
marketing decisions and in strategic plans. This 
clearly identified role of international sourcing 
would lead to different purchase and/or sales 
strategies. 

This paper attempts to examine the role of 
international sourcing in marketing plans by 
analyzing the reasoning behind international 
sourcing. Then, the results of a preliminary 
study are reported to confirm and/or explain 
further the current status of international 
sourcing. 

Reasons for International Sourcing 

There are at least eight key reasons for 
international sourcing: (1) price, (2) quality, 
(3) availability, (4) advanced technology, (5) 
personal connections, (6) delivery, (7) 
countertrade, and (8) overseas offices. 

Price 

Many international firms are realizing that they 
can purchase some of their required materials 
overseas at a lower price than can be purchased 
domestically. This is an important consideration 
for such firms as General Motors which spends in 
excess of 50 percent of its sales dollars on 
purchased components (Pooler 1987a). It is 
approximated that in the U.S. about 55 percent of 
sales revenue is paid to outside suppliers by the 
firm. International sourcing is receiving an 
increasing share of this overall outsourcing 
process. Despite the higher cost of the purchase 
transaction and shipping costs, the overall cost 
can still be lower. Machine tools is an area 
that has experienced a 25 to 30 percent savings 
from Japanese compared to domestic sources 
(Franceschini 1987). For a firm with a five 
percent net profit, a dollar saved in purchasing 
has the same profit impact as a $12.50 increase 
in sales revenue. Factors that cause more 
competitive prices include lower labor rates and 
more efficient equipment and manufacturing 
processes. The foreign supplier may be producing 
at higher levels of capacity which allow for a 
lower piece price. Furthermore, it may be less 
costly to purchase the complete product from a 
foreign source as opposed to purchasing only the 
components and assembling the product in the u.s. 
For example, a Japanese machine tool manufacturer 
is now sourcing complete low-technology machines 
from the People's Republic of China. This 
strategy has opened capacity in their plant for 
more sophisticated, higher margin products 
(Curtin 1987). 

Lower prices from foreign sources may be due to 
the exchange rates, when the dollar is valued 
higher than the supplier's currency. Exchange 
rates become particularly important when payment 
for the goods is made in the supplier's currency 
and there is a lag between the time the contract 
is signed and payment is made. When the dollar 
is strong this lag can result in substantial 
savings for the buyer. 
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Quality 

Many foreign suppliers have found ways to 
increase efficiency. They are continuing to 
develop advanced technologies in both 
manufacturing methods and in their final 
products. For example, from 1965 through 1985, 
Japanese machine tool manufacturers averaged 
seven percent annual improvement in productivity 
while their American counterparts did not gain an 
increase in their productivity (McGrath 1987). 
Along with increased productivity in many 
countries there is also a quality goal which is 
one of zero defect. Thus the quality control 
systems in these countries may be superior to 
that of American firms in the same industry. As 
Korea, other NICs (newly industrialized 
countries) and some other developing countries 
become more technologically advanced, they are 
able to insure higher quality and, in many cases, 
lower cost. General Binding Corporation (GBC) 
was initially forced to source internationally 
when its domestic suppliers could no longer meet 
the company's requirements for a critical 
component. Today GBC purchases components from 
suppliers throughout the Pacific Rim. Not only 
does the company materialize 30 percent savings 
on these components but it also believes that it 
is getting higher quality goods than it has been 
obtaining from its domestic sources (Cayer 
1988ab). 

Availability 

Some companies procure internationally to obtain 
materials or components that cannot be acquired 
in the United States. For instance, there are 
several minerals including chromium, manganese, 
platinum group metals, and cobalt which can only 
be obtained from foreign sources. In fact 22 of 
the 36 minerals considered strategic by the U.S. 
government must be bought from foreign sources 
(Dobler et al. 1990). Furthermore, perceived 
shortages in steel and similar items stimulated 
overseas sourcing (Dowst 1986). Finally, there 
are components which cannot be produced 
efficiently by domestic companies which further 
encourage international sourcing. 

Advanced Technology 

Some technologies particularly those in the 
electronics field, may be more advanced overseas 
than those found in the U.S. For instance, 
Japanese steel makers are developing technologies 
to counter the sluggish steel market. These 
include continuously cast carbon steel strip made 
cheaper than by conventional melting, casting and 
rolling processes, and rust-resistant, alloy­
coated and electrogalvanized sheet for automotive 
applications (Purchasing, May 21, 1987). 

Another factor which is increasing the use of 
foreign sources is the shortage of skilled labor 
among small U.S. manufacturers. As stated by the 
National Tooling and Machining Association, "Our 
day-to-day contact with thousands of shop owners 
across the country suggests that contracts for 
work in the United States are at the point of 
being sent abroad because these small businesses 

cannot find the skilled labor then need" 
(Purchasing, September 14, 1989). 

Personal Connections 

Many companies that already have overseas 
operations or are presently involved in 
international sourcing have also established 
personal connections which are invaluable 
particularly in industrial marketing. However, 
such personal connections also lead to 
opportunistic sourcing. If the U.S. firm is 
purchasing from an international source, because 
of the personal connections this sourcing 
activity can increase or change suddenly. This 
type of sudden changes or increases are not 
likely to have strategic implications in terms of 
implementing a carefully planned long-term 
strategy. 

Delivery 

Foreign sources, in some cases, may be more 
dependable than domestic sources. For example, 
steel buyers have had problems in the area of 
quality and delivery from American suppliers. A 
Cleveland buyer states that when he orders 
foreign made steel the lead times are long but it 
is delivered when promised, while the American 
companies promise 10 to 14 weeks and deliver in 
12 to 20 weeks (Purchasing, August 17, 1989). 

International sources are often used to round out 
a firm's supplier base. In order to enhance the 
reliability in delivery a firm may have to obtain 
a foreign source. In certain industries, 
domestic suppliers become more aggressive in both 
their pricing strategy and product quality to 
compete with the foreign suppliers. 

Countertrade 

Exchanges in goods instead of cash is an 
important stimulant of international sourcing. 
There are at least 90 countries which require 
some form of countertrade in their international 
transactions (Bud dress 1988). In 1983, worldwide 
countertrade was approximately $150 billion per 
year, or eight percent of the total volume of 
world trade. In the event a U.S. firm wants to 
sell its products in a foreign country which does 
not have hard currency, it must consider whether 
that country has certain raw materials or 
components that can be used by its firm. 

In some cases the firm may decide to build a 
plant for the manufacturer of components or 
finished goods in overseas. Several u.s. 
semiconductor firms, for instance, have assembly 
plants in Singapore, including AT&T, Fairchild 
Semiconductor, and General Motors. These 
companies have been attracted to Singapore 
because of low labor rates, and political and 
social stability (Nahabit). In such cases, some 
degree of countertrading is inevitable. 

Finally, many foreign countries require that a 
firm purchase materials from that country in 
order to sell U.S. products there. This 
reciprocity restriction may include everything 
from imposing tariffs to not allowing the U.S. 
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firms to be included in government bid lists. 
These countries have local content requirements 
to gain a foreign exchange advantage or acquire 
foreign technology and to encourage growth in 
their domestic markets. However, many of these 
restrictions lead to a variety of countertrading 
practices. 

Overseas Offices 

The company's overseas offices are very 
instrumental in instituting international 
sourcing. Companies may find it quite convenient 
to source internationally if they have offices 
overseas and these offices have access to local 
industries. Although overseas offices may have 
been established for other reasons such as 
selling in that market, assembling there, etc., 
it becomes almost natural to expand international 
operations to include many phases of sourcing. 
However, it is also reasonable to consider the 
fact that overseas offices are mainly a part of 
long range plan and as such it may lead to 
strategic sourcing. 

Strategic Versus Opportunistic Sourcing 

Exhibit 1 illustrates the eight factors behind 
international sourcing and attempts to break them 
into two categories: strategic and 
opportunistic. Of the eight factors discussed 
above, three perhaps can be considered for both 
purposes, These are pricing quality, and 
overseas offices. It is possible to proceed with 
international sourcing on the basis of finding or 
taking advantage of various low price offers 
around the world. However, it is equally 
feasible that the firm is using one of Porter's 
(1980, 1985, 1990) "generic" strategies, i.e., 
pricing in an effort to establish an 
international competitive edge. 

Similarly, quality can be a part of a strategy to 
establish and maintain a competitive edge. 
Companies can be into international sourcing from 
this possible perspective. The operative concept 
here is competitive advantage which implies the 
use of international sourcing as a strategic 
weapon in the long tun. However, it is also 
possible to use quality as an opportunity which 
already exists. Finally, a firm may develop 
overseas offices as part of its future plan for 
enhancing its competitive edge, However it is 
quite feasible that those firms that already have 
overseas offices may succumb to temptation of 
buying bargains and hence exercising 
opportunistic sourcing. 

Beyond these three factors, Exhibit 1 indicates 
that advanced technology, delivery, and 
countertrade are primarily strategic factors. 
Similarly the exhibit classifies availability and 
personal connections as opportunistic factors. 
It must be reiterated that all of these eight 
factors can be truly opportunistic and similarly 
they can be strategic. However their typical use 
are perceived to be as presented in Exhibit 1. 

In terms of advanced technology, delivery, 
countertrade and overseas offices it is assumed 
that these difficult and costly considerations 

are all parts of a longer-run game plan and are 
not acted upon in order to increase opportunistic 
sourcing solely. 

Exhibit 1 
OPPORTUNISTIC AND STRATEGIC REASONS 

FOR INTERNATIONAL SOURCING 

Opportunistic Strategic 
Reasons Reasons 

Price ++ ++ 

Quality ++ ++ 

Availability + -
Advanced - + 
Technology 

Personal + -
Connections 

Delivery - + 

Countertrade - + 

Overseas ++ ++ 
Offices 

++ Dual reasoning 

Recent Trends 

Exhibit 2 illustrates some of the major reasons 
for international sourcing in recent years among 
American firms, As can be seen, while technology 
and quality are becoming less important as sourc­
ing factors, price and particularly availability 
are becoming more important. These trends indi­
cate a tendency toward more opportunistic than 
strategic sourcing, If quality and technology 
factors were to increase along with price, then 
it would have been easier to stipulate that price 
is used in conjunction with strategic sourcing. 
However, since quality and technology factors 
have not been increasing, the fastest growing 
international sourcing factor namely price is 
likely used in opportunistic sourcing. In order 
to determine if the national trends are applica­
ble at the local level, a small preliminary study 
of international sourcing was undertaken in 
Northeast Florida, U.S.A. 

Preliminary Study Results 

A group of ten companies that are known to be 
engaged in international sourcing were contacted. 
The executives who are directly involved in 
international sourcing were interviewed on the 
phone. Each interview took about 25 minutes. 
Only two of the 10 respondents imported more than 
10 percent of their purchases from overseas. 
While four reported an increase in their interna­
tional sourcing five indicated that it has 
remained the same since the program was 
initiated, All of the respondents have been 
involved in international sourcing for more than 
two years. Nine have been sourcing internation­
ally for over five years. They mostly purchased 
from Western Europe and Scandinavian countries. 
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Exhibit 2 
REASONS FOR INTERNATIONAL SOURCING 

50 

40 

30 

20 

10 

0 
PRICE AVAILABILITY QUALITY TECHNOLOGY 

1988 1111 1989 

Sources: Purchasing, June 25, 1987; January 28, 
1988; November 9, 1989. 

Perhaps the most important finding of this 
exploratory study was that the respondent 
companies have initiated their international 
sourcing programs because of availability (7) and 
price (3). Thus, the local picture also appeared 
to be moving in the direction of opportunistic 
sourcing. When the respondents were asked the 
reasons for their international sourcing, the 
same findings prevailed with, perhaps, a slight 
shift towards strategic sourcing (Exhibit 3). 
Exhibit 3 indicates that during the past five 
years or so technology started playing an 
important role for some of the respondents, thus 
it is likely that they are switching to strategic 
sourcing • Those who are moving in this direction 
expected that their international sourcing 
activity is likely to increase. 

Conclusions 

International sourcing is an important phenomenon 
which is attracting more and more attention and 
gaining momentum. There are at least eight key 
factors which necessitate or facilitate 
international sourcing. These are: (l) price, 
(2) quality, (3) availability, (4) advanced 
technology, (5) personal connections, (6) 
delivery, (7) countertrade, (8) overseas offices. 

It is argued that international sourcing could be 
opportunistic as well as strategic. While price, 
quality, and overseas offices can be the key 

Exhibit 3 
REASONS FOR SOURCING INTERNATIONALLY 

I II III 

Price 1 3 2 

Quality 3 3 0 

Availability 6 1 1 

Advanced 2 3 2 
Technology 

Personal 1 1 2 
Connections 

Delivery 1 0 3 

Countertrade 0 0 1 

Overseas Offices 1 0 0 

I Very Important # of Respondents 
II Somewhat Important # of Respondents 
III Neutral # of Respondents 
IV Not an Issue # of Respondents 

IV 

4 

4 

2 

3 

6 

6 

9 

9 

factors in both sourcing orientations, 
availability and personal connections are more in 
line with opportunistic sourcing. On the other 
hand, advanced technology, delivery, and 
countertrade can all be cited as factors leading 
in the direction of strategic sourcing. 

Analyzing national trends indicate that there is 
a greater tendency towards being engaged in 
opportunistic sourcing rather than strategic 
sourcing. An exploratory local survey also 
indicates that much of the sourcing activity was 
originated because of opportunistic factors. 
However, those who have been in sourcing for 
longer periods of time are moving in the 
direction of strategic sourcing. 

It is necessary, however, to point out that 
regardless of being opportunistic or strategic, 
international sourcing, on the whole, is likely 
to improve the firm's international competitive 
advantage. Much research needs to be undertaken 
if the competitive advantage is enhanced more or 
less if the firm uses strategic versus 
opportunistic sourcing. 
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Abstract 

Understanding the elements driving the import decision making 
process is of major importance to the establishment and development 

of exporting activities. Nevertheless, a relatively small number of 
studies have dealt with the issue of import decision variables. The 
primary focus of this paper is an investigation of potential differences 
in perceptions of import decision variables between importers and two 
different exporter groups in terms of export involvement, within the 
context of a specific industrial product category. Firms involved in 
relatively high levels of exporting appeared to have developed a better 
understanding of those elements influencing the import decision of 
their overseas distributors, in comparison with low-involvement 

exporters. Managerial and public policy implications are discussed, 
and suggestions for future research directions are outlined. 

Introduction 

Examining the industrial marketing empirical literature 
suggests that the issue of purchasing firms' supplier selection criteria 
has primarily been investigated in the domestic market framework 
(Lehman and O'Shaughnessy, 1974; Dempsey, 1978; Cameron and 
Shipley, 1985; Shipley, 1985; Kassicieh and Roger, 1986; Shipley 
and Prinja, 1988; Shipley et al, 1991). Relatively little attention has 

been paid to the study of supplier selection criteria in the context of 

international purchasing. 

As a result of the tendency towards a global economic system 
and the reduction of trade barriers in most countries worldwide, 
international sourcing decisions have become increasingly important 
to firms' survival and long-term existence. The function of 
international purchasing is quite different from that of domestic 
purchasing, since it is affected by various factors unique to the 
international environment. Such factors include: foreign exchange 
rates fluctuations; complex documentation requirements; trade 
regulations; customs duties; cultural differences; complex payment 
procedures; and, transportation difficulties (Min and Galle, 1991). 

In addition, it should be noted that the process of international 

purchasing decision making is of major importance from an 
exporter's point of view. It has widely been accepted in the exporting 
literature that the import process plays a vital role in the early stages 
of internationalization, where firms make no heavy commitments to 
foreign markets such as establishing sales subsidiaries or 
manufacturing operations abroad (Silkey and Tesar, 1977; Johanson 
and Vahlne, 1977; Cavusgil, 1980; Czinkota and Johnston, 1981; 

Katsikeas and Piercy, 1991). 

Nonetheless, it has been found that a major problem 
experienced by firms in export markets is acceptance by importers 
(Angelmar and Prass, !984). It may be reasonable to suggest that if 
exporting firms can identify the relative importance of choice criteria 
that importers use when making international supplier selection 
decisions, they could then design and implement effective export 
marketing strategies. The present study focuses on the investigation 
of supplier selection criteria within a specific exporter-importer 
relationship context. This refers to Bahraini distributors trading with 
UK export manufacturers of electronics and electrical products for 

industria] use. 

Background And PurJMlse 

The majority of studies, dealing with the purchasing side of 
the international trade equation, have focused on the role of 'country 
of origin' and the 'made-in' label in~ evaluations of imported 
products (Gaedeke, 1973; Hampton, 1977; Bannister and Saunders, 
1978; Silkey and Nes, 1982; Kaynak and Cavusgil, 1983; Erickson et 
ill. 1984; Yavas and Tuncalp, 1984, 1985; Johansson et al, 198~ 
Han and Terpstra, 1988; Johansson, 1989). The rationale underlying 
the execution of these studies is that consumers' attitudes towards 
products from a foreign country can be a significant determinant of 
export development and success (Cavusgil and Yavas, 1987). 

In a similar vein, Nagashima (1970, 1977) surveyed Japanese 
business executives' attitudes towards products made in selected 
foreign countries. His studies suggest that businessmen are 

characterized by patterns of stereotyping attitudes towards both 
consumer and industrial product classes. These attitudes, in turn, 
play an influential role in organizational buying decisions for 
particular products from specific countries. 

Another stream of research has concentrated on the 
examination of perceptions of 'made-in' labels among channel 
intermediaries including importing firms. In a relatively early study, 
Tookey (1970) found that price was held in high regard in the 
decision of UK retailers to import knitwear products from developing 
countries. Rao's (1977) study reported that product quality and 
promotional support were of major importance for the Spanish 
importers' purchasing decision to trade with US exporters. Analyzing 

US purchasing managers' attitudes toward industrial products 
manufactured in five countries, White ( 1979) identified the existence 
of stereotypes for the products being traded by these nations. Cattin 
E!..J!! (1982) also revealed significant differences between US and 
French purchasing directors of major industrial f1rms regarding their 
perceptions of five 'made-in' concepts. Similarly, Niffenenger et al 
(1982) reported the existence of significant differences between UK 
and French retailers' attitudes toward US products. Another study by 
Ghymn (1983) suggests that the importance attached to the import 

decision variables by US companies is related to the exporter's 
country of origin. 

The major premise of the above studies is that the country of 
origin has a significant effect on purchasing firms' assessments of 
imported products. Nevertheless, in these studies evaluation of 
foreign suppliers was based upon buyers' perceptions of the country 
of origin. No attempt was made to examine managers' perceptions of 
imported products on the basis of their experience with specific 
suppliers they traded with from the country of origin, thus minimizing 
the mediating effects of country stereotyping. Although empirical 
evidence suggests a strong relationship between attitudes toward 
countries and attitudes toward companies (Bradley, 1984), the 
mediating effects of country stereotyping may lessen the 
meaningfulness of research findings. 

The issue of importers' perceptions of foreign products based 
upon their experiential knowledge of specific overseas supply sources 
was addressed in the research by Yavas et al (1987), Leonidou (1988) 
and Kraft and Chung (1992). Specifically, Leonidou (1988) revealed 
that the import decision of developed country importers to trade with 
developing country export manufacturers was primarily influenced by 
several elements including: good value for money; high product 
quality; satisfactory ordering/shipping procedures; reliability/security 
of regular delivery and long-term supply; and, high level of mark-up. 
Investigating Saudi importers' evaluations of their overseas supplying 
firms from the US, Japan, England and Taiwan, Yavas et al (1987) 
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found that these importers perceived significant differences in supplier 
attributes among the four national groups of exporters. Kraft and 
Chung's (1992) study indicated that Korean importers of industrial 
products rated Japanese exporters more favourably than their US 
rivals with regard to both the product offer and exporter 
characteristics. 

Despite the clear contributions of these studies to the 
relatively limited empirical knowledge relating to the field of 
international purchasing, two limiting empirical considerations 
warrant discussion. First, research findings are based on data 
gathered among importera, thus reflecting purchasing firms' 
perceptions of those elements stimulating the establishment and 
development of trading activities with overseas suppliers. However, 
it is important to note that a key requirement for building sound 
international business relationships refers to the active participation of 
both importer and exporter (Hakansson, 1982; Narus and Anderson, 
1986; Dwyer sui. 1987; HaDen sui. 1991). Either party:s inability 
to understand what is important for the other member can have a 
negative effect on the development and maintenance of an effective 
interaction pattern between the two firms. Notwithstanding this, prior 
research on international purchasing has paid no attention to the 
extent to which exporters' perceptions of the importance of import 
decision variables are consistent with those held by importing firms. 

The second limiting consideration is an extension of the 
previous issue and is connected with the process of exporter 
internationalization. Specifically, it refers to the lack of research 
analyzing exporter perceptions of import decision variables in relation 
to the degree of export involvement. Johanson and Vahlne (1977, 
1990) have theorized that experiential export market knowledge 
generates export business opportunities and is consequently a driving 
force to internationalization. It follows that fmns involved in 
distinctively different levels of exporting may differ in their ability to 
perceive the importance attached by overseas customers to those 
variables stimulating their import decision making process. 

In view of this gap in the international marketing and 
purchasing literature, the primary objective of this study is to 
investigate the extent to which there are potentially significant 
differences in perceptions of import decision variables between 
importers and different classes of exporters in terms of export 
involvement. In order to accomplish this task, both importer and 
exporter groups are surveyed, while the distinction between 'high­
involvement' and 'low-involvement' exporter categories is pursued. 

Import Decision Variables And Export Involvement 

Empirical evidence by Diamantopoulos and Inglis (1988) 
·suggests that fmns involved in relatively high levels of export 
activities are distinguished by larger· numbers of export staff and 
better organized export departments, in comparison with those fmns 
involved in relatively low levels of exporting. This, in tum, implies 
that the former group of exporters may have gained more internal 
capability to identify and evaluate the requirements of their overseas 
customers as compared to others. In the context of the present study, 
it may thus be reasonable to expect that manufacturing fmns engaged 
in relatively high levels of exporting are more capable of 
understanding those elements driving the import decision of their 
overseas customcn, compared to manufacturers characterized by 
relatively low levels of export involvement. 

Methodology 

Fieldwork focused on both Bahraini importers and UK 
exporting manufacturers of electronics and electrical products for 
industrial use. On the one hand, the UK is a major exporter of 
industrial products to Bahrain. On the other hand, electronics and 
electrical products constitute a major part of Bahrain's imports of 
industrial products, as they play an important role in the country's 
industrial development. The decision to focus on a specific exporter­
importer relationship type and on firms in a single industry was made 

to minimize significant inter-sample and intra-aample heterogeneity. 
It is suggested that such heterogeneity can lessen the 
meaningfulness of empirical findings, whether relating to cross­
cultural research (Douglas and Craig, 1983; Cavusgil, 1984; Sullivan 
and Bauerschmidt, 1988) or being connected with industrial buying 
behavior (Lehmann and O'Shaughnessy, 1974; Shipley !1l!!, 1991). 

In developing the study questionnaire, first, the relevant 
literature was systematicaUy reviewed to formulate effective 
operational measures of the variables under study. Secondly, the 
fmal list of questionnaire items was developed with the help of four 
managers experienced in international business and two academics 
familiar with research on international marketing and purchasing of 
industrial products. Thirdly, the study questionnaire was initiaUy 
formulated in English, was then translated into Arabic and, 
subsequently, was retranslated back into English by another bilingual 
to minimize potential errors arising from translation (Yavas et al, 
1987). FinaUy, both the exporter and importer versions of the 
questionnaire were presented and refined through personal interviews 
with four UK export manufacturers and five Bahraini importing 
distributors. Emphasis was placed on ensuring that the questions 
were relevant and phrased in a meaningful fashion, while maintaining 
compatibility between the two questionnaire versions. 

Export involvement in this study was operationalized as the 
proportion of total sales accounted for by export sales, since it is a 
measure of the extent to which a firm is dependent upon export 
activity for its business (Diamantopoulos and Inglis, 1988). This 
operational approach is compatible with export involvement measures 
employed by other researchers (Czinkota, 1979; Makekzadeh and 
Rabino, 1986; Da Rocha et al, 1990). Diamantopoulos and Inglis 
(1988) advocate that companies deriving more than half of their 
annual sales from export markets intuitively exhibit a high degree of 
dependence upon exporting, and vice versa. This would suggest that 
the SO per cent level in terms of export sales contribution to total sales 
can be used to distinguish between 'high-involvement' and 'low­
involvement' exporting firms. Moreover, it was found that the 
overwhelming majority of fmns in the aample had exports-to-total 
aales ratio of either less than 35 percent or greater than 60 percent; 
while, no fmn of those falling into the export ratio range from 35 to 
60 percent was reported to have an export contribution close to the 
cut-off point of SO percent. This in tum attaches a substantial degree 
of distinctiveness to the exporter categorization between 'high­
involvement' and 'low-involvement' groups. 

The two populations associated with this study included 112 
UK manufacturers and 48 Bahraini distributors, and were identified 
from the current edition of the Arab-British Chamber of Commerce 
Directory. In view of the relatively small population sizes, all 
importing distributors and exporting manufacturers identified were 
asked to participate in the study. Personal interviews were employed 
to attain higher respondent participation and better quality data. In 
total, 35 importers and 66 exporters were interviewed, thus achieving 
response rates of73% and 59%, respectively. 

In the process of data collection, attention was paid to 
identifying and selecting the most appropriate individual in each case 
to provide the necesaary information. An attempt was also made to 
minimize the chance of interviewer bias by employing a structured 
questionnaire. Interviewees were asked to indicate the importance of 
each import decision variable investigated on a five-point scale, 
ranging from "Not at all important" (I) to "Extremely important" (5). 

However, it has been argued that data gathered from a single 
informant may introduce a considerable source-of-measurement error, 
due to the complexity of the behavioral judgements involved, 
positional bias, and ignorance of facts (Phillips, 1981; Phillips and 
Bagozzi, 1981). In an attempt to minimize the potential for 
systematic and random sources of errors, the guidelines provided by 
Butaney and Wortzel (1988) for using a single informant were strictly 
followed in this study. 
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The examination of potentially significant perceptual 

differences in import decision variables between each of the two 

exporter groups (high-involvement and low-involvement) and 

importers (overseas distributors) was performed using Multiple 

Discriminant Analysis (MDA). Besides considering the simultaneous 

influence of all import decision variables, MDA determines the 

contribution of each of these variables to the discriminant function. 

This, in turn, can facilitate interpretation of the perceptual differences 

identified. 

Results 

Our analysis commences with the investigation of potentially 

significant differences in perceptions of import decision variables 

between the groups of importers and low-involvement exporters. 

Table I presents mean values and standard deviations, as well as the 

MDA results. The discriminant function was derived by employing a 

step-wise selection procedure. A Wilks' lambda of 0.6249 and a chi­

squared of 35.024, with 5 degrees of freedom, had a 0.0001 

probability of erroneously rejecting the null hypothesis that there were 

no significant perceptual differences between the two groups. The 

derived discriminant function had a canonical correlation of 0.6124, 

whose squared value, (0.6124)2 = 0.3750, suggests that this model 

explains 37.5% of the variance in the dependent variable. 

Table! 
Differences in Perceptions of hnport Decision Variables between 

Importers and Low·lnvolvement Exporters 

Means (S.D.) 

Import Decision Variable Discriminant Importers Exporters 
Loadings (n~35) (n~44) 

Price Competitiveness 0.607 4.31 {0.63) 4.48 {0.66) 

New Product Development 0.595 3.54 (1.12) 2.61 (0.92) 

Product Quality 0.538 4.63 (0.55) 3.89 (0.95) 

Exclusive Distributorship/Agency 0.465 4.09 (0.98) 3.30 (1.19) 

Sales/Promotional Support 0.387 3.66 (0.94) 3.34 (0.99) 

Reliable Delivery 0.347 4.40 (0.81) 4.39 (0.75) 

Effective Communication 0.227 4.20 (0.76) 3.93 (0.73) 

Technical/Managerial Advice 0.141 3.94 (0.84) 3.75 (1.01} 

After~Sales Service Support 0.131 3.66 (1.20) 2.75 (1.24) 

Parts Availability 0.098 3.97 (1.20) 2.91 (1.34) 

Extended Credit -o.094 2.74 (1.17) 2.09 (1.03) 

Transportation Costs/Arrangements 0.016 2.43 (1.30) 2.43 (1.15) 

Wilks' Lambda '"" 0.6249; chi-squared ., 35.024; d. f ... S; p < 0.0001 

To validate the discriminant function a classification matrix 

was computed, and the results are reported in Table 2. It should be 

noted that the total sample was not divided into two groups, namely, 

an analysis sample and a hold-out sample, due to its relatively small 

size. All 79 cases were used for the analysis in an attempt to produce 

more efficient estimates, by reducing the instability of the 

discriminant loadings associated with large sampling errors which 

may arise from a relatively small ratio of observations to loadings. 

Due to the unequal group sizes in the overall sample, the proportional 

chance criterion was utilized to test the validity of the model. This 

criterion gave a value of 50.6%, while the maximum chance criterion, 

indicating the percentage of correct classifications if all cases are 

allocated in the larger group, took a value of55.7%. As the resulting 

overall classification accuracy of 79.8% is significantly higher than 

the values of both the proportional chance criterion and the maximum 

chance criterion, this discriminant analysis model can be considered 

valid 

Toble2 
Importers versm Low-Involvement Exporters: Validation or the Discriminant 

Func:tion (Ciassiftcalion Reoulls) 

Predicted Group Actual 

Actual Group Importers EJ;porten Total 

Importers 27 8 35 
(77.1 !JI) (22.9!JI) 

Exporters 8 36 44 
(18.2!JI) (81.8!JI) 

Predicted Total 35 44 79 

Percent of cases correctly classified ... 7~.8% 
Proportional cbance criterion- (35n9) + (44n9)2 - 50.6!JI 
Maximum chance criterion- 44179 = SS.1CAi 

The importance of each criterion variable in discriminating 

the two groups was evaluated through considering the relative 

magnitude of the canonical loadings. Conventially, variables with 

standard loadings .±.30 or higher are considered significant (Hair !<! 
!!. 1987). The results reported in Table I suggest that the import 

decision variables exercising the most influence on the overall 

differences between the groups of importers and low-involvement 

exporters were, in descending order: price competitiveness; new 

product development; product quality; exclusive 

distributorship/agency; sales/promotional support; and, reliable 

delivery. The positive signs of the discriminant loadings indicate that, 

in comparison with importers, low-involvement exporters perceived 

all these six variables as significantly less important in simultaneously 

influencing the import decision making process. Table I also shows 

that there were insignificant perceptual differences between the two 

groups of fJfiTls, regarding the importance attached to six other import 

decision elements including: transportation costs/arrangements; 

extended credit; parts availability; after-sales service support; 

technical and managerial advice; and, effective communication 

patterns. 

Having considered perceptual differences between importers 

and low-involvement exporters, our analysis proceeds with the 

examination of potentially significant differences in perceptions of 

import decision variables between importers and high-involvement 

exporters. The results are reported in Table 3. The discriminant 

function was derived by means of a step-wise selection procedure, 

which showed that four import decision variables were sufficient to 

significantly discriminate between the two groups (Wilks' lambda = 
0.6740, p < 0.0013). The value of canonical correlation connected 

with this discriminant function was 0.5709, whose squared value 

(0.3260) suggests that 32.6% of the variance in the dependent 

variable can be accounted for by this model. The classification 

results reported in Table 4 suggest that 76.4% percent of the cases 

were correctly classified. Compared to the values of 53.7% and 

63.6% given by the proportional chance criterion and the maximum 

chance criterion, respectively, the resulting overall classification 

accuracy of 76.4% appears to be substantially higher. This in tum 

entails that the derived discriminant function can be considered to be 

valid. 

As is shown in Table 3, of all four import decision variables 

that had significant discriminatory power, price competitiveness was 

the one that best discriminated between the two groups. This import 

decision element was followed by the variable relating to new product 

development, while product quality and exclusive 

distributorship/agency made relatively lower but significant 

contributions to the value of the discriminant function. The positive 

signs of the discriminant loadings pertaining to these variables suggest 

that exporters perceived all four elements as significantly less 

important in having a simultaneous effect on the import decision, as 

compared to the degree of importance which importers attached to 

these import decision variables. 

Table3 
Differences in Perceptions of hoport Decision Variables between 

Importers and fliah-Involvement Exporters 

Means(S.D.) 
Import Decision Variable Discriminant Importers Exporters 

Loadinas 

Price Competitiveness 0.510 4.31 (0.63) 4.30 (0.47) 

New Product Development 0.516 3.54 (1.12) 2.70 (1.17) 
Product Quality 0.363 4.63 (0.55) 4.05 (0.95) 

Exclusive Distributorship/Agency 0.338 4.09 (0.98) 3.30 (1.22) 
Sales/Promotional Support 0.280 3.66 (0.94) 3.75 (0.85) 
Reliable Delivery 0.202 4.40 {0.81) 4.20 (0.83) 
Effective Communication 0.183 4.20 (0.76) 4.10 (0.64) 
Technical/Managerial Advice 0.170 3.94 (0.84) 4.05 (0.83) 
After-Sales Service Support 0.168 3.66 {1.20) 3.35 (1.46) 
Parts Availability -o.145 3.97 (1.20) 3.45 (!.SO) 
Extended Credit -o.091 2.74 (1.17) 2.20 (1.06) 
Transportation Costs/Arrangements 0.042 2.43 (1.30) 2.50 (1.19) 

Wilks' Lambda = 0.6740; chi-squared = 19.922; d. f. = S; p < 0.0013 
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Discussion 

The majority of the import decision variables investigated 
were held in relatively high regard by the group of importers and the 

two exporter classes, as is signified by the overall mean scores. 

However, it is clear that both low-involvement and high-involvement 

exporters have underestimated the role which several important 

variables play in driving the import decision of their overseas 

distributors. The above analysis also indicates that manufacturing 

finns involved in relatively high levels of export activities have 
developed a better understanding of those elements influencing the 
import decision making process of their overseas distributors, in 

comparison with manufacturers engaged in relatively low levels of 
exporting. This finding provides support to a key aspect of 
internationalization theory, according to which the development of 

substantial knowledge of foreign markets and operations is likely to 

lead to a reduction in the level of uncertainty and risk associated with 

exporting; and, consequently, to increase a firm's commitment to and 

involvement in export operations (Johanson and Vahlne 1977· 

Cavusgil, 1980; Thomas and Araujo, 1985; Sulliv~n an~ 
Bauerschmidt, 1990). 

Table4 
Importers versus Hia;h-lnvolvement Exporters: Validation or the Discriminant 

Function (Classification Results) 

Predicted Group Actual 
Actual Group Importers Exporters Total 

Importers 30 s 3S 
(8S.7%) (14.3%) 

Exporters 8 12 20 
(40.0%) (W.O%) 

Predicted Total 38 17 ss 

Percent of~ correctly classified = 7~.4% 
Proportional chance criterion- (35/55) + (20/55)2 = 53.7~ 
Maximum cbance criterion - 35/SS "" 63.6~ 

The fact that both groups of exporting manufacturers have not 
fully realized the importance of major elements, stimulating the 
import decision oftheir overseas customers, may threaten these fmns' 
export survival and success. Inability to adequately understand and, 

in tum, effectively meet the requirements of overseas distributors may 

provide foreign market entry and expansion opportunities for rival 

exporting ftrms. In broad terms, it is essential that exporters pay 
utmost attention to minimizing the identified perceptual gap (whose 

magnitude appears to vary with different degrees of export 
involvement), thus becoming fully aware of the real forces driving the 

import decision making process oftheir.customers in foreign markets. 

This problem may be addressed by exporting manufacturers 
through the pursuit of developing close export business relationships. 
Emphasis should be placed on keeping "psychological distance" as 
low as possible (Johanson and Wiedersheim-Paul, 1975). This may 

be achieved by maintaining effective communication patterns with 

overseas distributors; adopting regular personal visits to their 
establishments; and, initiating exchanges of "social elements" with 

individuals from importing finns (Hakansson, 1982; Cunningham, 

1986; Johanson and Wootz, !986). This would enable exporters not 

only to understand those elements stimulating the import decision 
making process and, in tum, try to respond to the requirements of 
their overseas customers; but also, could facilitate the process of 
building effective export marketing channels by proselytizing 

overseas distributors into partners (Narus and Anderson, 1986; 
Shipley eta!, !991). 

The ftndings imply that export public policy makers should 
organize knowledge based programs focusing on the dynamics 

shaping import decision making and the management of trading 

relationships with overseas distributors. The design and 

implementation of such programs should be tailored to ftrms' degree 

of export involvement. Special attention should be paid to firms 
characterized by relatively low degrees of involvement in exporting 

for two major reasons. First, as this study has revealed, importing 
firms' selection criteria of overseas suppliers have been less 

understood by low-involvement exporters, as compared to firms 

engaged in relatively high levels of exporting. Secondly, low­
involvement exporters have significant export potential and, 
depending upon market and finn conditions, these ftrms could evolve 
into high-involvement exporters more easily than firms with no export 
involvement. 

While exploratory in nature, partly due to the relatively 
limited amount of empirical work done in the fteld of international 
purchasing, the present study has made a contribution to extant 

knowledge. In addition to importers' perceptions of the elements 

influencing their import decision, it has empirically examined 

exporting firms' understanding of these import decision variables by 
concentrating on two distinctively different exporter categories in 
terms of export involvement. 

However, in classifying exporting firms on the basis of the 
degree of export involvement, no attempt was made to shed light on 
the reasons underlying the existence of low-involvement exporters. 
Are these firms involved in relatively low levels of exporting due to 

the fact that they happen to go through an early stage of their process 

of internationalization, or does this form of export involvement reflect 

a purposive ongoing activity? Since these two types of low­

involvement exporters are likely to be characterized by differences in 

their export approach and behavior, it is important that this issue is 

taken into account in the research design of future studies. 

Another limiting issue which may be considered in the context 
of the present study is associated with its focus on inter-group 

comparisons between importing and exporting firms, regarding 
perceptions of import decision variables. In order to keep the impact 

of inter-group variation on the study ftndings as low as possible, 
future research should be directed to the examination of exporter­

overseas distributor matched pairs, rather than analyzing different 

structural groups of ftrms. 

In addition, it would be of importance to the enhancement of 
current knowledge in the area of international purchasing that future 
researchers direct their efforts to the study of import decision 
elements alongside other variables connected with importing 
behavior. These may include: importing problems; importer power 

bases and dependence on the exporter; importer commitment to the 
relationship with the exporter; import perfonnance; and, attitudes 

towards future importing activities. The design and implementation 
of such studies would enable researchers to determine the direction, 

strength and significance of causal relationships among the variables 

analyzed, and this in tum could help build empirically tested models 

explaining international purchasing behavior. 

Finally, one should be cautious in attempting to generalize the 
results of the present study to other contexts. It should be 
remembered that this study was conducted in the framework of the 
trading relationship between two speciftc countries, and by focusing 
on a specific industrial product category. Although one may expect 

the emergence of similar results from research efforts performed in 
other similar contexts, more research is required, based on research 

designs resembling the one in this study, in order to test the 

generalizability of our ftndings. 

The references are available from the authors. 
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THE EFFECTS OF A SALESPERSON'S UTILITIES ON OPTIMAL 
SALES FORCE COMPENSATION STRUCTURES 

IN UNCERTAIN ENVIRONMENTS 

Rene Y. Darmon, Groupe ESSEC 
Dominique Rouzies, Groupe HEC 

Research-in-Progress Abstract 

It has long been held that monetary rewards are 
the most effective way to motivate salespeople 
(Ford, Churchill and Walker 1981) . 
Unfortunately, there 
concerning the level, 
for the distribution 

is no general agreement 
frequency, and determinants 
of this money. A majority 

of small business owners contacted in a recent 
survey report that their sales compensation plans 
fail to adequately motivate salespeople. A near 
majority report that the plans overpay poor 
performers (Ricklefs 1990) . While most 
practitioners and researchers agree that a well 
designed plan should be good for both the company 
and the salesperson, the goal of defining such 
plans in a broad spectrum of market conditions 
has been rather elusive. However, poorly 
designed plans may not only prevent firms from 
reaching sales targets, but may also increase a 
firm's selling costs if it overrewards, or 
increase turnover if it underrewards. 

Perhaps the biggest challenge facing compensation 
plans designers is in controlling the behaviour 
of a salesperson in the field. Salespeople 
typically work outside the office environment and 
are responsible for scheduling their work time. 
This requires plans which do not rely on constant 
managerial supervision for the distribution of 
the rewards. Salary, commissions and bonuses 
must be distributed in a way that automatically 
controls the behaviour of salespeople through 
some intervening mechanism, typically the level 
of sales. Following Farley's lead (1964), 
researchers have concentrated their efforts on 
determining optimal structures of remuneration 
components through analytical methods. These 
studies of optimal salesforce compensation 
policies typically rely on a set of 
oversimplified assumptions. 

In this paper, a model of decentralized 
salesforce compensation is. developed, wherein 
some of the classical assumptions are challenged: 
(1) salespeople are either risk prone or risk 
averse, (2) the relationship between sales effort 
and sales is stochastic, (3) firms and 
salespeople have different planning horizons, (4) 

the salesforce is heterogeneous, and (5) the 
problem is dynamic. 

In addition, a simulation is used to investigate 
a wider range of conditions with a particular 
emphasis on salespeople's behavioral reactions to 
financial incentives. Research propositions 
focusing on the impact of a salesperson's utility 
functions on optimal salesforce compensation 
structures under various conditions are 
developed: (1) a salesperson's attitude toward 
risk, (2) degree of environmental uncertainty, 

(3) a salesperson's preferences for leisure 
versus working time, (4) a salesperson's degree 
of preference for short versus long term 
revenues. The proposed approach is then 
illustrated with an empirical application. 
Response surface methodology (RSM) is used to 
optimize decentralized compensation policies over 
this set of simulated conditions. In the context 
of optimal salesforce compensation plan designs, 
RSM appears particularly promising because it 
performs "if-then" types of investigations. In 
other words, RSM locates optimal solutions 
through experimentation. During the first phase, 
the method of steepest ascent is used to reach 
the optimum region. Canonical analysis is then 
performed to characterize the optimal surface. 
In this study, response surface methodology 
analysis is applied for each simulated condition 
in order to locate the optimal compensation 
structure. 

To assess the impact of a salesperson's utility 
functions on optimal compensation structures 
analyses of variance are performed to test the 
research propositions. 

This study breaks away from much of the 
traditional research on optimal compensation 
schemes: (1) broader array of compensation 
structures can be examined with the proposed 
methodology, (2) the most restrictive assumptions 
can be challenged because of the innovative 
approach adopted, (3) the simulation methodology 
provides some preliminary evidence about 
decentralized structures and their determinants, 
(4) managers are provided with an operational 
procedure for deriving optimal sales compensation 
plans which can be routinely used for 
compensating the salesforce. 
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Abstract 

The environments in which foreign sellers work is an 
undersearched topic in international marketing. This 14 
MNC-135 subsidiary examination of managerial perceptions 
of foreign sales environments and behaviors was factor­
analyzed. Data from 45 countries was reduced to five 
factors, three environmental and two salesperson 
stereotypes. Results suggest that there are cross-cultural 
commonalities among salespersons and their environments 
which contribute to managerial and academic understanding 
of international sales environments. 

When American multinational corporations (MNCs) step 
into foreign markets, one of their most important 
preliminary tasks is to set up their foreign sales forces. 
Mostly they build up their own sales forces, perhaps using 
an independent selling organization to bolster sales in low 
potential or geographically-obtuse areas (Hill and Still 
1990). Generally, (the major exceptions being in high tech 
sectors requiring special skills), MNCs take the low 
exposure approach to grass-roots selling and prefer local 
people to handle their own markets. 

But while the tendencies have been to localize many sales 
management tasks (Hill, Still and Boya 1991), managers at 
headquarters and at subsidiary levels are aware that 
"reinventing the sales management wheel" in all their 
markets is expensive, and, in .this era of global marketing 
awareness, constantly look for similarities among their 
various national markets to promote degrees of sales 
standardization. In doing so however, they also find 
pockets of foreign sales behaviors which prompt 
decentralization tendencies. 

The problem is that foreign environments have rarely been 
systematically examined from field selling perspectives. 
Certainly there is some anecdotal evidence highlighting 
cultural idiosyncrasies (e.g. Terpstra and Sarathy 1991, 
Cateora 1990, Kirpalani 1985). Similarly, there has been 
some research into MNC perspectives and strategies (e.g. 
Hill and Birdseye 1989, Hill, Still and Boya 1991, Business 
International 1986, Still 1981 ). But overall little empirical 
research about foreign sales environments has been 
reported. The objective of this paper is to examine (mainly) 
foreign-based managerial perceptions of the market 
environments in which their sellers operate. Data was 
obtained from a 14 MNC-135 subsidiary study of 
international selling practices in US multinationals. 

Literature Review 

Empirical research in the international sales area has never 
been plentiful. Cavusgil and Nevin (1981) called the topic 
"neglected". Gestetner's (1974) contribution focused on 
"centrist" and "non-centrist" approaches to multinational 
sales management [a perspective partially confirmed in the 
Hill, Still and Boya (1991) study]. Still's (1981) essay on 
cross-cultural aspects of sales management drew mainly on 
anecdotal and personal experience data. Indeed, throughout 
the early 1980s, most evidence of international sales 
practices was either case study-oriented (e.g. Business 
International1986) or anecdotal (e.g. Business International 
1985, Kirpalani 1985, Terpstra 1987). Then, towards the 
end of the 1980s, empirical research came on-stream. 
Apasu, Ichikawa and Graham's {1987) piece contrasted U.S. 
and Japanese approaches to sales management. Hill and 
Birdseye (1989) evaluated salesperson selection criteria in 
foreign-based U.S. multinational subsidiaries; Hill and Still 
(1990) reported on sales-force structures used in the U.S. 
MNC subsidiaries. Finally, Hill, Still and Boya {1991) 
examined patterns of head office influence on foreign sales 
functions. 

But while there is emerging a body of knowledge on 
multinational selling activities, still there has been little 
systematic examination of the market environments in which 
foreign sellers operate. What follows is an attempt to shore 
up the dearth of knowledge in this important area. 

Methodology 

This was a research study of US MNCs and their overseas 
subsidiaries. Initial contacts were made through telephone 
calls to U.S. headquarters. Twenty-seven MNCs were 
contacted to solicit participation in the survey. The 27 
corporations were selected from listing in the Directory of 
American Companies Operating in Foreign Countries. The 
primary criteria for inclusion were that the companies be 
well-known; have six or more subsidiaries overseas; and be 
principally involved in either the general consumer goods, 
pharmaceuticals, industrial, or hi-tech industries. 

Initial contacts with the companies varied. In most cases 
first discussions were with international marketing directors 
or regional vice-presidents, (e.g. for Europe, or Latin 
America). Less frequently, executives in international 
divisions and public relations provided the platform through 
which company participation was solicited. After explaining 
the general nature of the project, the questionnaire and a 
cover letter were sent to the company. About two weeks 
later, another telephone call was made to enquire about 
participation. Fourteen out of the twenty-seven MNCs 
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elected to participate in the survey (52 per cent). Most 
questionnaires were received direct from foreign 
subsidiaries, with either the country manager, or the 
marketing manager responding. In all twelve questionnaires 
were returned from international divisions in the USA and 
123 from overseas. Statistical contrasts between U.S. home 
market and foreign-based responses showed no significant 
differences between the two. 

Information Collected 

Data used in this article came from 15 Likert-type 
statements concerning perceptions of sellers, their personal 
characteristics, work habits and behaviors, and the 
environments in which they operated. The statements were 
based on commentaries from the literature. 

Personal Sellers: Characteristics, Work Habits and 
Behaviors; Eight statements comprised this section. 

1. "Our salespersons are very achievement-
oriented" 
In the U.S. sellers have reputations for being "go-getters" or 
achievers. Elsewhere in the world, achievement orientations 
in general are not so pronounced [e.g., lesser-developed 
world (Terpstra and David 1991)]. Firms operating in these 
environments may consider lesser achievement levels as 
normal. 

2. "Salespersons need patience to be successful" 
Americans as a nation are known for their lack of rather 
than abundance of patience (Kohls 1981 ). In other 
countries (e.g. Middle East, Asia), patience is perceived as a 
strength, not a weakness (Copeland and Griggs 1985). This 
may give rise to significant differences in sales behaviors. 

3. "Our salespersons consider the source of income 
(salary or commission) to be a more important than the 
size or income" 
Money is not a significant indicator of social status in many 
parts of the world [family pedigree, income and education 
for example, are important in the developing world, parts of 
Western Europe and Japan (Terpstra and David 1991)]. 
Still (1981) posited that in some parts of the world (e.g., 
Asia), sellers preferred a steady, salary-based income to a 
larger, more variable, commission-based compensation 
system. 

4. "Our sellers should have «Jetinite caD schedules 
and planned routes" 
The literature suggests there are many types of salespersons. 
Some are order-takers and have little control over how 
much of their product is sold. These sellers tend to have 
more restrictions placed on their schedules and routes. 
There are also order-getters who often have commission­
based salaries. These "self-starters" have less constraints on 
their day-to-day activities (Still, Cundiff and Govoni, 1988). 

5. "Our salespersons are very time-oriented" 
Most firms, whether domestic or internationally-based, 
prefer their sellers to be time- and efficiency-oriented. 

Unfortunately in the developing world [e.g., Latin America, 
Middle East, parts of Asia (Hall 1976)), such orientations 
are not widespread. Whether U.S.-based MNCs permit 
local attitudes towards time to predominate or whether they 
inculcate American-style time orientations into their foreign­
based sellers prompted use of this statement. 

6. "Our salespersons need a lot ofsupervision" 
Linked with call schedules and time-orientations are needs 
for supervision. Where problems exist with either or both 
of these elements, close supervision would be necessary 
(Still, Cundiff and Govoni 1988). 

7. "Salespersons often move between competing 
firms in the same industry" 
The U.S. is a market where salesperson turnover (and 
indeed labor turnover generally) is not low (Still, Cundiff 
and Govoni 1988). In other parts of the world - notably 
Asia and especially Japan - moving between competing 
firms is considered little short of traitorous (Ouchi 1981). 
Even in Western Europe, company loyalty and lifetime 
employment are vestiges of only the recent past (Van Ham, 
Paauwe and Williams 1986). 

Percemions of Selling as a Profession: In the U.S., selling 
has advanced from the Willie Lomans ("Death of a 
Salesman") image to something of a respectable profession. 
Whether such progress has occurred in other markets was 
investigated using the statement: 

8. "Selling is a prestigious job in the country." 

9. "University graduates regard selling as 
worthwhile jobs." 
Terpstra and Sarathy (1991) noted that NCR's Japanese 
affiliate, despite having been in the market for seventy-plus 
years, had only been able to recruit university graduates in 
the last twenty. 

10. "Companies are as likely to employ women as 
men." 
While the U.S. is emancipated by world standards, 
chauvinism is apparent in many other parts of the world 
(Hofstede 1980). Whether and to what extent this male­
orientation extends into selling was to be evaluated with this 
statement. 

II. "We prefer our salespersons to be married." 
Many years ago selling was considered a single persons' 
profession, due to the extensive travel component. Today, 
territory design has modified this perception. Whether this 
perception holds in other parts of the world is a point of 
inquiry. 

12. "Salespersons are regarded as future managers." 
In many U.S. industries, selling is regarded as the first rung 
of the corporate ladder - with customer contact being an 
essential ingredient of management education. But is this 
the case for sellers in U.S. subsidiaries abroad, where 
education standards may be lower (e.g. in developing 
countries)? 
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13. "A salesperson's social class can limit his/her 
contacts and effectiveness." 
Ricks (1983) noted that Japanese sellers encountered social 
class constraints in sales activities during the 1960s. More 
recently, Hill and Birdseye (1989) found social class to be a 
factor influencing recruitment of foreign sellers. But how 
widespread are such perceptions? 

14. "Family connections often help salespersons in 
their work." 
Extended family groups and nepotism (the preferential 
hiring of friends and family) are factors of life in the 
developing world and are known to influence multinational 
hiring practices (Ball and McCulloch 1990). It is therefore 
possible that family connections are useful in the sales arena. 
Business International (1985) noted that direct sales 
operations in Asia (e.g. Avon, Amway) started with 
families, relations and friends. 

15. "A salesperson's religious beliefs can limit their 
contacts and effectiveness." 
Religious tensions are problematic in some developed and 
developing countries. These include Protestant-Catholic 
conflicts in Northern Ireland, Muslim schisms in the Middle 
East and Muslim-Buddhist conflicts in Malaysia. Hill and 
Birdseye (1989) found that religious background was a 
factor influencing some MNC sales hiring decisions. 

Analytic Techniques 
Assessing perceptions of the sales profession, foreign 
salespersons' work habits, characteristics and environments 
brings together a number of seemingly disparate 
perceptions. Yet all are part of the international sales 
picture. All may, or could be correlated with each other, or 
be part of broader constructs. To evaluate our (necessarily 
incomplete) perspective on foreign sellers, a factor analysis 
was performed on the data to separate out commonalities 
among respondent perceptions of their sales environments. 
The data was orthogonally-rotated and varimax-converged 
(in 5 iterations) to reduce the information to manageable 
proportions. 

Results 

Our results, shown in Table 1, show five groupings of 
statements portraying different perspectives on foreign sales 
forces and their environments. Of the five factors, three 
seemed to relate to sales environments, two to salesperson 
stereotypes. They were named respectively 'the 
professional sales environment', 'the traditional sales 
environment', the 'tightly-controlled high turnover 
environment', the 'company man', and the 'efficiency­
oriented salesperson', and are ·now discussed. 

The Professional Sales Environment resulted from factor 
loadings of 0.601 ("salespersons need patience to be 
successful"), 0.804 ("selling is a prestigious job in this 
country") and 0.711 ("university graduates regard selling as 
a worthwhile job"). The notion of attracting university 

graduates into sales suggests a conscious upgrading of the 
Willy Lomans image to give selling careers professional 
status. Patient, mature recruits would be part of this image 
change. 

The Traditional Sales Environment brings together four 
components: male chauvinism (a -0.591 on "companies are 
as likely to employ women as men"), a preference for 
married sellers (0.507 on "we prefer our salespersons to be 
married"), and two environmental elements (0.697 for 
"family connections often help salespersons in their work", 
and 0.620 for "a salesperson's religious beliefs can limit their 
contacts and effectiveness"). Put together, this factor 
suggests that some sellers operate in highly-traditional 
environments where their family background and religious 
beliefs are evaluated alongside company reputations and 
products as part of the sales mix. 

The "Tightly-controlled - High turnover environment" takes 
account of the need for definite call schedules (0.684), the 
notion that sellers often move between competing firms 
within industries (0.588), and negative reactions to the idea 
that social class distinctions limit selling effectiveness (a -
0.666, suggesting that there are no real social entry 
requirements in their type of selling). 

The final two factors comprise just two components each. 
"The Company Man" scored positively on "our salespersons 
consider the source of income (salary or commission) to be 
more important than the size of income" (0.7520). This 
suggests that financial motives are not dominant means of 
bonding sellers to their companies. A 0.639 loading on 
"salespersons are regarded as future managers" indicates 
that some companies work to create environments that 
foster salesperson longevity and company career paths 
beyond sales. Finally, Efficiency-oriented sellers are 
necessarily very achievement-oriented (0. 782) and, to 
complement this trait, and also very time-conscious (0.705). 

Summary and Conclusions 

This was an exploratory study of managerial perceptions of 
field sales-force characteristics, work habits, selling 
environments, and of how the sales profession is perceived 
abroad. It shows that fifteen perceptual statements taken 
from the sparse literature in the area can be condensed to 
five factors. Three of these differentiate various selling 
environments. The professional sales environment 
documents foreign efforts to upgrade the maverick image 
plaguing the sales profession abroad; (and which still exists 
in U.S. selling today). Traditional sales environments are 
suggestive of developing markets where religious divisions 
and family pedigree are potent forces affecting salesperson 
credibility, and where chauvinism is still apparent. Finally, 
some industries and companies are known for their high 
seller turnover. The connection between high turnover and 
tight control of sellers' activities could bear some follow-up 
work. 

With regard to sales stereotypes, this factQr analysis gives 
rise to two more, perhaps at opposite ends of the selling 
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spectrum. At one extreme, some firms encourage sellers to 
be company-loyal - by preparing definite career paths out of 
the sales area. Others want go-getters', time-conscious high 
achievers to secure results but who may not be regarded as 
future managerial material (a 0.104 for "sellers regarded as 
future managers"). 
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TABLE 1 
FACTOR ANALYSIS OF 15 ITEM EVALUATION OF 
FOREIGN SALESPERSON CHARACTERISTICS, HABITS, 
BEHAVIORS, AND ENVIRONMENTS 

[AS<:t!21: l. 4 l i 2 

Need patience to be 
successful 0.601 -0.096 0.203 -0.288 0.277 

Selling is a prestigious 
job in this country 0.804 0.101 0.154 0.157 -0.101 

University graduates 
regard selling as 
worthwhile jobs o. 711 0.079 -0.204 0.320 0.036 

companies are as likely 
to employ women as men -0.044 -0.591 0.118 0.108 0.135 

We prefer our salespersons 
to be married -0.171 0.506 0.022 -0.037 0.074 

Family connections often 
help salesP,ersons 0.152 0.697 0.010 0.167 -0.548 

A salesperso~ religious 
beliefs liDfit 
effectiveness 0.806 0.620 0.016 0.060 0.148 

A salesperson's social 
class can limit 
effectiveness -0.139 0.142 -0.666 0.162 0.109 

Sellers should have 
definite call schedules 0.165 0.189 0.684 0.029 0.196 

Salespersons often move 
between competing firms -0.294 -0.112 0.588 0.286 -0.173 

Salespersons consider 
source of income more 
important than the 

~ size of income 0.011 -0.075 0.122 0.034 

Salespersons are regarded 
as future managers 0.274 0.124 -0.094 0.103 0 

Salespersons are very 

~ achievement-oriented -0.144 0.041 0.556 0.106 

Salespersons are very 
time-oriented 0.183 -0.056 -0.126 -0.001 5 

cgmpendium "Profess- "Trad- "Tightly- "Th• "Efficiency 
ional Sales itional Controlled company -oriented 
Environment" Sales High Man" Sellers" 

Environ- TUrnover 
ment" Environ-

ment" 
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Abstract 

The high visibility, importance and degree of ethical 
conflict associated with the sales function has resulted 
in increased levels of attention being paid to the area of 
ethics in sales. This paper presents the ethical beliefs 
of 377 sales managers operating in South Africa. 
Results reported are based on a ranking of 50 ethical 
scenarios with responses ranging from highly unethical 
to not at all unethical. Analysis of responses according 
to age was also performed. The authors call for 
company policy to address ethical issues so that deviant 
sales behavior can be monitored and controlled. 

Introduction 

Historically, the ethics of salespeople is an area of 
marketing that draws constant criticism (Chonko and 
Burnett 1983). The public image and stereotype of the 
..alesperson is indeed a negative one. Thompson (1972) 
comments that the public visualise salespeople as being 
deceitful liars, psychologically maladjusted, arrogant 
and overbearing, brainless and lacking in talent 

Increased levels of attention have been paid to the area 
of ethics in sales from a sales management perspective 
(Dubinsky and Ingram, 1984, Caywood and Lacmiak, 
1986). Assisting salespeople to address their ethical 
conflict constitutes a critical sales management 
responsibility. Analysis of the marketing literature 
reveals a variety of justifications for reducing ethical 
conflict (Tsalikas and Fritzche 1989). Owing to the 
high level of interaction made by the salesforce, 
regulation of their behavior may be considered even 
more vital than in other functions within the company. 
Unethical or inappropriate performance of the sales 
function could lead to customer dissatisfaction, 
unfavourable word-of-mouth promotion, as well as 
reduced profits for the fmn. 

Inherent in attempting to reduce ethical conflict is an 
understanding of ethical beliefs of sales personnel. The 
objective of this article is to investigate the ethical 
beliefs of South African sales managers, and to 
determine whether or not such beliefs vary significantly 
by age. 

Literature Review 

Whilst ethical conflict will have a negative effect for 
any employee, Dubinsky (1985) comments that if 
salespeople do not act in an ethical manner, the costs to 
a finn could be significant and could lead to lower job 
performance and increased job turnover of sales staff. 
Dubinsky and Ingram (1984) state that given that 
salespeople are key links between their customers and 
company, ethical conflict, if not resolved, could lead to 

job stress, poor sales performance, job dissatisfaction, 
ridicule from management, unhappy customers, 
increased sales force turnover and decreased sales and 
profits for the fmn. 

Owing to the link that the salesperson fonns between 
the company and its customers, the salesperson is 
referred to as a boundary spanner. Conflict will often 
occur as a result of the boundary spanning role 
(Lyonski and Johnson, 1983). Belasco (1966) 
emphasises the complexity of the role played and 
comments that, with the possible exception of the 
president, the salesman's role is the most independent 
in the organisation. Chonko and Burnett (1983) note 
that the integration of role expectations experienced by 
the seller can be quite painful if the performance of the 
role requires behaviors that are incompatible with the 
individual's beliefs. Chonko and Burnett (1983) found 
that sales managers, sales support personnel and sales 
representatives feel that there is ethical role conflict 
associated with aspects of the sales job. 

Methods of reducing ethical .conflict have been 
suggested by a number of scholars. Murphy (1988) 
comments that corporate codes of ethics have long been 
viewed as the major organisational structure in which to 
implement ethical policy. 

Codes of conduct are one of the most pervasive 
responses used by the business community to improve 
ethical conduct (Tsalikas and Fritsche, 1989) and have 
been justified on the grounds of efficiency, as a binding 
ideal for a profession, as in the public interest, as 
consistent with rational self-interest, and as an effective 
tool towards self-regulation (Starr, 1983). 

The existence of company policy to aid decision making 
can be a valuable tool for sales personnel (Dubinsky, 
Berkowitz and Rudelius, 1980). Levy and Dubinsky 
(1983) propose a method for retail sales managers to 
establish ethical policies. Inherent in the procedure is 
an understanding of ethical dilemmas experienced by 
sales managers. 

Both Dubinsky, Berkowitz and Rudelius (1980) and 
Dubinsky and Gwin (1981) comment that salespeople 
experience ethical dilemmas and generally want to have 
stated policies to guide them when ethical conflicts 
arise. Levy and Dubinsky (1983) found that ethical 
concern of retail sales personnel could be divided into 
two areas, customer related situations and work related 
situations. Dubinsky and Ingram (1984) established that 
there was no relationship between the level of role 
conflict experienced by sales personnel and their level 
of ethical conflict (thus contradicting the findings of 
Chonko and Burnett, 1983). 



78

Patty and Hite (1988) comment that ethics can enter 
into relationships between : sales personnel and 
customers (bribes, gifts and entertainment, betraying of 
a confidence and other conflicts such as conflicts of 
interest), sales personnel and competitors (poaching 
sales personnel from competitors, demeaning 
competitors' products and tampering with their 
merchandise) and sales personnel and the company 
(padding expense accounts, using company time for 
non-company activities and cheating in sales contests). 

Various studies addressing the ethical beliefs and 
perceptions of sales personnel have been conducted in 
the United States of America (Dubinsky, Berkowitz and 
Rudelius, 1980, Dubinsky and Gwin, 1981, Levy and 
Dubinsky, 1983, Dubinsky and Ingram, 1984 and 
Trawick, Swan and Rink, 1989), but no corresponding 
studies in Africa could be found. 

An examination of how demographics relate to ethical 
behavior is important to understanding ethical behavior, 
and should help in developing predictive models and 
control mechanisms (Kelley, Ferrell and Skinner 1990). 
Goodman and Crawford (1974) highlight the importance 
of determining whether or not ethical perceptions vary 
by age in order to determine whether or not ethical 
standards are likely to change. H younger organisation 
members play by different rules, they deserve the 
special attention of leaders concerned with issues of 
corporate responsibility and ethical behavior 
(Longenecker, McKinney and Moore 1989). 

Methodology 

As previously stated, the major purpose of this study 
was to establish the ethical beliefs of sales managers 
operating in South Africa, and to determine whether or 
not these beliefs vary by age. 

One hypothesis was postulated for investigation: 

Hl There are no significant differences between the 
ethical beliefs of sales managers of different ages. 

The Instrument 

A questionnaire addressing the opinion of respondents 
to a variety of ethical scenarios was constructed. These 
scenarios were taken from previous studies by Bellizi 
and Hite (1989), Dalrymple (1988), Dubinsky, 
Berkowitz and Rudelius (1980), Dubinsky and Gwin 
(1983), Chonko and Hunt (1985), Patty and Hite (1988), 
Pitt and Abratt (1986) and Newstrom and Rush (1975). 
The number of scenarios chosen totalled fifty (refer to 
Table 1). A five point itemised rating scale with verbal 
descriptions attached was used to allow for easy 
response. Before being mailed, the questionnaire was 
pre-tested on five sales managers and minor adjustments 
were made. 

The Sample 

Owing to the unavailability of a sample frame, 
convenience sampling was employed. The national 
sample consisted of all sales directors and managers 
listed in the mailing list of Successful Salesmanship 
magazine. The questionnaires were mailed to 1 066 
managers consisting of 135 sales directors, 160 national 
sales managers, 102 regional sales managers and 669 
sales managers. 

Responses were received from 395 respondents. Of 
these 18 were rejected owing to incompleteness, 
resulting in 377 useable questionnaires, a response rate 
of 35,57 percent 24 percent of the respondents were 
under the age of 35, 64 percent were from 35-50 years 
old, and 12 percent were over the age of 50. 

Date Analysis 

Various statistical tests employing SAS UNIVARIATE 
were performed in order to analyse data. Responses 
were assigned variables ranging from 1 (highly wrong) 
to 5 (not wrong at all). Where respondents failed to 
respond to a particular issue, a non-response variable 
was entered. Calculation of inter alia, the mean, the 
median, the standard deviation, the variance, 
skewedness and Kurtosis revealed the probability that 
the data was normally distributed was less than 0 
percent of all issues. This resulted in the use of the 
Kruskall-Wallis One-Way Analysis of Variance instead 
of the Parametric One-Way Analysis of Variance in 
order to test the hypotheses. 

Limitations 

This survey was subject to a number of limitations. 
Firstly, the use of a convenience sample as opposed to 
a random sample may have resulted in bias. Secondly, 
although the response rate was good, the voluntary 
completion of the questionnaire may have resulted in 
non-response bias. Thirdly, the sensitive nature of the 
survey may have prevented respondents from answering 
honestly. 

Results and Discussion 

The results of this study are shown in Table 1 which 
depicts the mean scores and standard deviation for all 
scenarios, as well as the Kruskall Wallis analysis of 
variance by age. 

The following issues were regarded as being the most 
unethical/wrong by the respondents: 
- Double an order to reach quota. 
- Fail to encourage deletion when safety is an issue. 
- Overstate expense accounts by plus 10 percent 
- Offer a customer a cut of commission. 
- Accept a favour for overlooking company policy. 
- Divulge confidential company information to a 

customer. 
- Overstate expense accounts by minus 10 percent 
- Fail to report an associate's theft 
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- Continue to promote an unsafe product 
- Bend to pressure from senior management not to 

report theft 
- Accept a favour in return for overlooking tax laws. 
- Accept a favour in return for overlooking a crime. 

The least unethical (wrong) issues mentioned by the 
respondents were the following: 
- Take a prospective customer to a football match. 

Buy merchandise for personal use before it becomes 
available to customers. 
Attempt to sell a product by taking a customer out to 
lunch. 
Follow a supervisor's orders to promote underselling 
brands. 

The study revealed that managers were clearly 
concerned with customer safety, although making false 
claims about products (by exaggerating quality, demand 
and usefulness) was not regarded as being highly 
wrong. Any activity which involved covering up a 
crime, theft or evasion of tax laws was also seen to be 
highly wrong. Overstatement of any expense account 
was regarded as being wrong, as was divulging of 
confidential company information. In accordance with 
the findings of Fritzche and Becker (1983), it appeared 
that the more risky the dilemma faced, the more ethical 
the manager's response. 

An analysis of histograms compiled for each issue 
revealed that all categories were well used in the 
following issues (implying a high level of discordance): 
- Exaggerate demand for a product 
- Promote a product by over-emphasising quality levels. 
- Use company time for non-company activities. 
- Ignore one prospective customer for another. 
- Withhold negative information about a product 
- Fail to tell a customer of an upcoming sale including 

merchandise that he/she is planning to buy. 
- Buy Merchandise for personal use before it becomes 

available to customers. 
- Sell a more expensive product when a less expensive 

one would suffice. 
- Give a friend or family member a discount from 

commission earned. 

Responses to the following issues fell in few categories, 
thus implying a high level of concordance: 
- Double an order to reach quota. 

Fail to encourage deletion when safety is an issue. 
Divulge confidential company information to a 
customer. 
Fail to report an associate's theft 
Take prospective customers to a football match. 
Continue to promote an unsafe product. 
Accept a favor in return for overlooking a crime. 

Scenarios in which beliefs differed significantly 
according to the age of the manager are depicted in 

Table 2. 

TABLE 1 

MEAN AND STANDARD DEVIATION SCORES AND KRUSKALL 

WALLIS ANALYSIS OF VARIANCE TEST ON ALL 

ETHICAL SCENARIOS. 

F.thtcdl SCl!l\dl"lO 1>1ecw !•Ld Kt·usk 

~-----·--------------------------4---~~D~o~v~~W~d~1~1~,s~ 
1. Charge full pnce on an item thcH 
the customer does not know ts on sdle 

2. Double an order to re4ch quota and 
hope that the customer does not not 1ce 

3. Speed up a sales by exaggerating 
demand for a pt·oduct 

4. Fall to encourage deletion of a 
product when safety is an issue 

S. Pr0100te a product by over­
emphasising quality levels 

6. Overstate expense accounts by more 
than lOt of the correct value 

1. Persuade a customer to buy a 
produce. by offerinq him/her a cut of 
sales commission 

8. Accept a favor in return for over­
looking company policy by allowing a 
customer to jump the queue 

9. Fail to inform a customer that a 
product has little or no applicable 
value 

10. Accept a favor in return fer 
divulging confidential company 
information to a customer 

11. Overstate expense accounts by less 
than lOt of the correct value 

12. Fail to report. a fellow 
salesperson· s violation of company 
policy · 

13. Hake false prom1ses 1n respect of 
delivery of an item 

14. Fail to report a fellow 
salesperson's violation of a law 

15. Hake false excuses '"'•hen 
merchandise is not. l'eady for 
collection 

i6. Retain free saqlles mea.nt. for­
dist:r-ibut:ion c.o customet·s 

18. Ig:nore one prospective customer 
for another believed to be a better 
prospect 

19. Withhold negative information 
about a product which could place the 
sale in jeopardy 

20. Fail to tell a customer about an 
upcoming sale which would include 
~rcbandise that he/she is planning to 
buy 

21. Buy merchandise for personal use 
before it becomes available t.o 
customers 

22. Sell an expensive product. when a 
less expensive one would suffice 

23. Hide JDercha.ndise and purchase when 
a store mark-down occurs 

24. Sell a product as an exclusive 
when it is available from. other scores 

.2·5 .. Poach sales· from a fellow sales­
:~Qrii.s teiritocy 

26. Bend to pressur.e froca. fellow 
sales-persons .nOt to report theft 

27; Remove comp~titors display 
materials 

2.8. Take prospective customers to a 
football match 

29. Bend to pressure ft·om a 
frtend/family 1nembe1· t.o gl.ve them a 
discount. at company expense 

30. Bend to pressure f t"om a 
friend/family member to give them a 
discount from commission earned 

31. Sabotage competitors· plans by 
stea 1 ing shelf space 

32. Reveal current trade secrets of 
competitors 

J 3. Fai 1 to tell a customer about an 
upcoming launch of a new model/issue 
that he/she would prefer 

34. Continue to promote a product when 
safety is an issue 

1.87 l.OS O.Jl2. 

l. 2.6 0 '58 0. 154 

2.63 1.1~ 0.044 

1. 1 s 0 44 0. 807 

2.62 126 0.122 

l.S4 0.14 0.840 

1.81 1 16 0.959 

l. 51 0.81 0. 554 

l. 81 0.87 0. 446 

l. 12 0. 38 0.293 

1.61 0.18 0. 951 

2. l3 0. 86 0. 321 

1.65 0. 73 0. 742 

l. 99 0. 93 0. 107 

2.14 0. 99 0.514 

l. 66 0. 75 0.082 

2.28 1.04 0.665 

2.39 1.09 0.347 

2.34 1.09 0.620 

2.47 1.16 0.174 

3.28 1.25 0. 562 

J .16 1.20 0.144 

1.78 1.82 0.269 

1.93 0.9) 0.576 

2.03 1.08 

1.30 0.52 0.274 

2.28 1.17 0.846 

4.47 0. 70 0.137 

2.15 1.01 0. S07 

2.53 1.58 0. 755 

2.98 l. 35 0.084 

2.93- 1. 44 0. 397 

2.20 1.07 0. 381 

l. 29 0. 60 0. 028 
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JS. Attempt to sell a pcoduct by 4 .11 0. 95 0 367 
caking a prospective client. out to 
lunch 

36. Give customers who ace pecsonal 2. 79 1.13 0. 9'59 
fciends prefecencial tceatment 

37. Bend to pcessuce fcom senior 1. 4'5 0. 69 0. 14 
management not to repoL·t theft 

38. Fail to tell a customer that the 2.10 1.08 0.127 
company is disinvesting from the 
country when concluding a sale 

39. Reveal past trade secrets of 2.77 1.26 0.'533 
competitors learned whilst. in theic 
employ 

40. Overstate product lifespan 1.85 0.76 0.126 

41. Follow the ordecs of a supervisor 2.06 0.89 0.48'5 
to bend company policy 

42. Knowingly sell a product with a 1.41 0.60 a:4o8 
hidden defect 

43. Collude with a fellow salesperson 2 23 1.14 0 lll 
to ['aise the price of a product 

44. Falsely state that compet1tors 2.05 1.02 0.948 
prices are higher in the hope that the 
customer does not shop around 

45. Follow the orders of a supervisor 3.68 1.25 0.611 
to promote underselling brands 

46. Accept to raise company/product 2·.60 1.20 0.530 
credibility by overplaying negative 
aspects of competitors/their products 

47. Collude with a fellow sAlesperson 2.4'5 1.20 0.775 
to ["each quota in order to participate 
in company incentive schemes 

48. Accept a favor in return for over- 1.56 0.73 0.604 
looking tax laws 

49. Fail co inform the authorities 1.83 0.88 0.223 
about illegal acts pe["fonned by senior 
management 

SO. Accept a favor in return for over- 1.20 0.44 0.570 
look.ino a crime 

Scale: 

1 - Hiqhly wrong 
2 - Wrong 
3 - Neutral 
4 - Acceptable 
5 - Not wrong at all 

Denotes significant dif.ferences at an alphd level of 5 
percent. 

TABLE 2 
RANKING OF AGES WHERE BELIEFS DIFFER SIGNIFICANTLY 

scenar1o 

3. Exaggerate defndnd 

)4. Cont1nue to promote an unsafe 
product 

17. Bend to pressure fr-om senior 
management not to r-eport theft 

Act 101\ bel1eved 
lo be most wrong 
Age. Mean Score. 
Respondents in 
group 

so. 
2.24 

4} 

21-34 
l. 2S 

90 

21-34 
l. 32 

92 

A.cL ion bel1eved 
to be least wrong 
A.ge. Mean Score. 
Respondents 111 

group 

21- ]4 

2. 90 
91 

50• 
1.49 
4l 

50· 
l. 70 
4l 

Beliefs differ- significantly at. an alpha level of 5 percent. 

There were few significant differences between the 
perceptions of sales managers of different ages. Older 
sales managers appear to be more likely to continue to 
promote an unsafe product than their younger 
counterparts who seem to be the most likely to 
exaggerate demand for a product and report theft 
despite appeasement by senior management 

Retraining older managers on consumer safety issues 
appears warranted. while youthful optimism and 
challenging spirit can explain the other differences 
which should be considered when designing and 
enforcing codes of conduct 

Conclusion 

The hypothesis that was postulated (there are no 
significant differences between the ethical beliefs of 
managers of different ages) is accepted with the 
exception of issues 3, 34 and 37 as shown in Table 1. 

Knowledge of differing beliefs can aid sales managers 
to manage their sales forces more effectively by 
reducing unethical behavior and reducing perceived 
ethical conflict of sales personnel. Such knowledge has 
ramifications for the recruitment, selection, training, 
motivation and leading of sales personnel. Levy and 
Dubinsky (1983) stress the need for management to 
develop an increased awareness of the ethical problems 
confronting sales personnel. 

In order for sales managers to utilise this infonnation, 
it is necessary for them to detennine the perceptions of 
top management regarding issues with ethical content 
Where these differ to those of sales staff, attention to 
the effective implementation of company policy is 
called for. The sales manager will need to concentrate 
on enforcing those issues which are not regarded as 
being highly wrong by sales practitioners. The study 
found that the most discord existed for issues 
concerning competitors, the making of false claims to 
customers in order to increase sales and the using of 
company time for non-company activities. Sales 
managers should attempt to reduce perceived conflict, 
by ensuring that company policy addresses these issues. 

When enforcing ethical codes of conduct, managers 
should be able to identify the most likely deviants. The 
study revealed that the age of a sales manager is 
unlikely to influence ethical beliefs, with the exception 
of older sales managers who appear somewhat less 
sensitive to consumer safety issues than their younger 
colleagues. 
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A COMPARATIVE STUDY OF SALES MANAGERS 
FROM TWO DISPARATE POLITICAL, CULTURAL AND ECONOMIC ENVIRONMENTS 

Brian van der Westhuizen, California State University, Northridge 

Abstract 

It is frequently asserted that the political, cul­
tural, and economic environments in which managers 
work play a significant role in their managerial 
behavior. On the other hand, some researchers 
claim that the process of globalization of trade 
diminishes the effects of these important environ­
mental factors. As far as could be ascertained, 
no studies have been conducted to test these hy­
potheses in the sales management area. This paper 
reports the findings of a study of two randomly 
selected groups of sales managers in two countries 
with very disparate political, cultural, and eco­
nomic environments - South Africa and the USA. 
It was established that there was substantial sim­
ilarity between the two groups with respect to 
several areas of managerial behavior. 

Introduction 

Sales managers have the very important task of en­
suring that their firms' marketing strategy is ef­
fectively implemented at the operational level. 
The sales force is a very costly marketing re­
source that requires skillful management. One 
study established that personal selling dominates 
the promotion mix in all five principal product 
sectors, i.e., fast moving consumer goods; con­
sumer durables; services; capital goods and indus­
trial goods (Abratt & van der Westhuizen, 1985) • 
The role and task of the sales manager is indeed 
a multifaceted one, and it would be difficult to 
obtain consensus on the variables that combine to 
influence the behaviour of sales managers. It 
was therefore decided to investigate four indepen­
dent variables which were thought to significantly 
affect the behaviour (and hence influence the 
effectiveness) of sales managers. The four inde­
pendent variables chosen were: corporate ethical 
values; organizational commitment; management de­
~ style; and Machiavellianism. The two coun­
tries chosen for the study were South Africa and 
the United States of America - two countries 
which differ significantly in respect of their 
political, cultural, and economic environments. 

Corporate ethical values 

Interest in business ethics in general has risen 
dramatically since the early 1980s and much con­
cern for the subject has been shown by corporate 
managers (Cooke, 1986). As much as there has been 
a concern about business ethics in general, con­
siderable attention has been given to ethics in 
marketing. Indeed, Laczniak and Murphy (1985) 
claimed that marketing was the functional area of 
business most closely related to the abuse of 
ethics. Corporate ethical values were defined by 
Hunt, Wood and Chonko (1989) as: " ••• a composite 
of the individual ethical values of managers and 
both the formal and informal policies on ethics 
of the organization." 

Organizational commitment 

Numerous scholarly works suggest that organiza­
tional commitment is positively associated with 
organizational performance (e.g., Buchanan, 1974; 
Mowday & McDade, 1979). No doubt contributing to 
the interest in the relationship between organi­
zational commitment and productivity is the ap­
parent ability of the Japanese to maintain a 
highly committed workforce (Lincoln & Kalleberg, 
1985). One of the common conclusions drawn from 
this observation is that Japanese workers are 
more committed to the organizations they work for 
than their American counterparts, and this ex­
plains the greater productivity of the Japanese 
workforce (Luthans, McCaul & Dodd, 1985). There 
are many other manifestations of the assumption 
that the more organizational commitment the bet­
ter (e.g., Bateman & Strasser, 1984; Logan, 
1984). Organizational commitment was defined by 
Hunt, Chonko and Wood (1985) as: " ..• a strong 
desire to remain a member of the particular or­
ganization, given opportunities to change jobs." 

Management decision style 

One of a manager's key functions is decision­
making. In the narrow sense, managerial decision­
making can be defined as making a choice between 
two or more alternative courses of action. More 
broadly, decision-making can be said to include 
all the actions necessary before a final choice 
is made. Many of these actions will be manage­
rial in nature, for example situation analysis, 
which was probably the reason Simon (1965) sug­
gested that it might be as well to treat: 
decision-making as synonymous with managing." 
Hence it can be inferred that management style 
and management decision style are synonymous. A 
study was undertaken by Slater (1989) to test the 
importance of the relationships among the three 
components of: (i) managerial style (personality 
traits, background characteristics and managerial 
behaviors), (ii) business unit strategy, and 
(iii) business unit performance. The results 
provided support for the theory that some mana­
gerial style characteristics are universally de­
sirable and for the complementary theory that the 
importance of others is contingent upon the strat­
egy of the business unit. He also found that 
representatives from all three categories of man­
agerial style were found to be related to business 
unit performance. In other words, no particular 
style was found to produce superior performance 
compared to others. 

Machiavellianism 

Many present day studies of business issues such 
as leadership and success are based on early 
writings. One such notable work is that of 
Niccolo Machiavelli, a Florentine nobleman who 
held numerous diplomatic appointments in the late 
fifteenth and early sixteenth centuries before 
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turning to writing. His best known work, "The 
Prince," was published in 1513 and essentially he 
concluded that success or failure of states de­
pended directly on the qualities of the leader. 
His work inspired a number of researchers to in­
vestigate his theories, and the concept of Machia­
vellianism was evolved. An important development 
was a scale to measure Machiavellianism, known as 
the Mach IV Scale, by Christie and Geis (1970). 
The twentieth century Machiavellian is defined by 
Calhoon (1969) as: " ••• one who employs aggres­
sive, manipulative, exploiting, and devious moves 
in order to achieve personal and organizational 
objectives." 

Wood and Chonko (1989) and Hunt, Chonko and Wood 
(1985). The first instrument, consisting of five 
statements, dealt with corporate ethical values. 
This measure incorporated three broad-based per­
ceptions:-

1. The extent to which employees perceive that 
managers are acting ethically in their organi­
zation. 

2. The extent to which employees perceive that 
managers are concerned about ethical issues 
in their organization. 

3. The extent to which employees perceive that 
ethical behavior is rewarded or that unethi-

Objectives cal behaviour is punished in their organiza­
tion. 

Having regard to the factors discussed above, 
the following objectives were established for 
this study:-

1. To determine whether or not there was any 
difference in their perception of the cor­
porate ethical values of their employer or­
ganizations by South African and American 
sales managers. 

2. To determine whether or not there was any 
difference between the degree of organiza­
tional commitment indicated by South African 
and American sales managers. 

3. To determine whether or not there was any 
difference between the management decision 
styles of South African and American sales 
managers. 

4. To determine whether or not there was any 
difference between the level of Machiavel­
lianism indicated by South African and Ameri­
can sales managers. 

The Study 

Samples 

Two survey populations were selected - one in 
South Africa and one in the United States of 
America. Appropriate sample frames were iden­
tified and samples specified. The South African 
sample frame used was the latest corporate mem­
ber list of the Institute of Marketing Manage­
ment. Service industries were excluded and 264 
randomly selected sales managers in manufacturing 
and distribution firms were targeted, of whom 87 
responded. The American sample frame used was 
the latest list of manufacturing and distribution 
firms registered with the career center of a pro­
minent Southern California university as poten­
tial employers of graduates, and 245 randomly 
selected sales managers were targeted, of whom 81 
responded. 

Questionnaire 

The questionnaire used comprised four different 
research instruments, although the first two were 
combined in SECTION ONE of the questionnaire. 
These two instruments were developed by Hunt, 

The five statements Hunt, Wood and Chonko (1989) 
developed were:-

1. Managers in my company often engage in be­
haviors that I consider to be unethical. 
(Coded ETHl in Table 1) 

2. In order to succeed in my company, it is often 
necessary to compromise one's ethics. (Coded 
ETH2 in Table 1) 

3. Top management in my company has let it be 
known in no uncertain terms that unethical 
behaviors will not be tolerated. (Coded ETH3 
in Table 1) 

4. If a manager in my company is discovered to 
have engaged in unethical behavior that re­
sults primarily in personal gain (rather than 
corporate gain), he or she will be promptly 
reprimanded. (Coded ETH4 in Table 1) 

5. If a manager in my company is discovered to 
have engaged in unethical behavior that re­
sults primarily in corporate gain (rather 
than personal gain), he or she will be prompt­
ly reprimanded. (Coded ETH5 in Table 1) 

Respondents were asked to respond to each state­
ment using a seven-point Likert format, where 1 
= Strongly disagree to 7 = Strongly agree. 

The second instrument, consisting of four state­
ments, dealt with organizational commitment. 
This measure incorporated the degree of loyalty 
marketers would have to an organization, given 
four attractive incentives to change companies. 
The four incentives are:-

* Higher pay 
* More creative freedom 
* More job status 
* Friendlier working environment 

The four statements Hunt, Chonko and Wood (1985) 
developed were:-

1. I would be willing to change companies if the 
new job offered a 25\ pay increase. (Coded 
OCl in Table 2) 

2. I would be willing to change companies if the 
new job offered more creative freedom. 
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(Coded OC2 in Table 2) 

3. I would be willing to change companies if the 
new job offered more status. (Coded OC3 in 
Table 2) 

4. I would be willing to change companies if the 
new job was with people who were more friend­
ly. (Coded OC4 in Table 2) 

Respondents were asked to respond to each state­
ment using the same seven-point Likert format 
detailed above. 

The third instrument was the Mach IV scale devel­
oped by Christie and Geis (1970). It consists of 
twenty statements and was scored according to the 
method established by Christie and Geis. This 
involves adding a constant of 20 to all scores in 
order that the total score be at the neutral 
point of 100. Theoretically, this implies a 
median rating of four on all 20 statements plus 
the constant (four times 20 items plus 20). The 
minimum score is 40 (one times 20 items plus 20) 
and the maximum score is 160 (seven times 20 
items plus 20). 

The fourth instrument used was the Decision Styles 
Inventory (DSI) of Rowe, Mason and Dickel (1987). 
The decision style model they developed is based 
on two dimensions - the manager's cognitive com­
plexity and values orientation. It incorporates 
the task/people dimension as part of the values 
orientation and develops a distinction between 
the manager and the leader based on cognitive 
complexity. The right and left halves of the 
model correspond with the results of research on 
the right and left hemispheres of the brain. The 
four basic management decision styles were de­
scribed as directive, analytic, conceptual and 
behavioral. (These are coded DIR, ANA, CON, and 
BEH respectively in Table 4) • The DSI consists 
of twenty statements with four alternative re­
sponses to each statement. Respondents are re­
quired to score each alternative response as 
follows: 

8 When the response is MOST like you. 
4 When the response is MODERATELY like you. 
2 When the response is SLIGHTLY like you. 
1 When the response is LEAST like you. 

The scores from each respondent are entered into 
the computer program developed by Rowe, Mason and 
Dickel (1987) which then calculates the scores on 
each dimension and prints out a summary of the 
individual's management decision style. 

Data collection 

The primary data was collected by means of a 
mailed questionnaire which incorporated the four 
research instruments described above. The number 
of usable questionnaires returned by the South 
African sales managers was 87, a response rate of 
32.95%. The number of usable questionnaires re­
turned by the American sales managers was 81, a 
response rate of 33.06%. 

Data processing 

The primary data was processed using SPSS Release 

. 
E 

ETHl 

ETH2 

ETH3 

ETH4 

ETH5 

4.0 to perform the multiple regression procedures 
and the paired t-tests. The objective was to 
look for any significant differences between the 
South African and American samples on the varia­
bles measured. 

Research Findings 

The values obtained from the statistical analysis 
of the data to establish the differences between 
the mean scores of the independent and dependent 
variables, are summarized in Tables 1 to 4 below. 

Table 1 

DIFFERENCES IN MEAN SCORES FOR ETHICAL VALUES 

SA SAMPLE USA SAMPLE t 2-tail 
value prob. 

n Mean S.D. n Mean S.D. 

87 5.471 1. 810 81 6.025 1.369 -2.22 0.028 1 

87 5.759 1.562 81 6.148 1.295 -1.75 0. 082' 

87 5.965 1.551 81 6.136 1. 339 -0.76 0.449 

87 6.414 1.427 81 6. 370 1.167 0.22 0.830 

87 5.230 1.891 81 5.605 1.678 -1.36 0.177 

1 = p < 0.05 2 = p < 0.10 

[ ETH1, ETH2, ETH3, ETH4, and ETH5 are the five statements of the 
research instrument used.] 

It will be noted that there were significant dif­
ferences between the means of only the first two 
ethical value items. This suggests that the 
American sales managers generally agreed that 
managers in their companies often engaged in be­
haviors that they considered to be unethical and 
were personally prepared to compromise their eth­
ics in order to succeed in their companies. The 
South African sales managers, on the other hand, 
only moderately agreed on the same two points. 
The inference, therefore, is that the American 
sales managers perceived that managers in their 
organizations were slightly less ethical than 
managers in the South African sales managers' 
organizations. 

There was no significant difference between the 
third ethical values statement, both samples gen­
erally agreeing that top management in their com­
panies has let it be known in no uncertain terms 
that unethical behaviors will not be tolerated. 
What appears to be of particular note is that, in 
both samples, the highest mean score was for ETH4 
which concerned personal gain. (There was no 
significant difference between the two samples) . 
This would seem to suggest that the employer or­
ganizations take a very strong position on un­
ethical behavior on the part of employees. Con­
versely, however, the lowest mean score for both 
samples was for ETHS which concerned corporate 
gain. (Again, there was no significant differ­
ence between the two samples) • This would seem 
to suggest that employer organizations are some­
what less concerned about unethical behavior 
which results in corporate gain. One is led to 
observe that this is a rather unfortunate state 
of affairs. However, it seems consistent with 
the view held by many employees that companies 
don't mind if the rules are "bent" in favor of 
the company, but that the company takes a rather 
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different view of any unethical behavior by em­
ployees which benefits them. This observation 
cannot, however, be confirmed by the results of 
this study, since much more detailed analysis of 
the findings would have to be undertaken to es­
tablish the possible reasons for this situation. 

lianism score of both samples. This would sug­
gest that there is no significant difference in 
the level of Machiavellianism indicated by both 
the South African and American sales managers 
polled in this study. 

Table 4 

Table 2 DIFFERENCES IN MEAN SCORES FOR MANAGEMENT DECISION STYLES 

DIFFERENCES IN MEAN SCORES FOR ORGANIZATIONAL COMMITMENT 

VARI- SA SAMPLE USA SAMPLE t 
ABLE value 

n Mean S.D. n Mean S.D. 

OC1 87 3.782 1. 845 81 4. 420 1. 877 -2.22 

OC2 87 4.103 1.971 81 4.123 1. 887 -0.07 

OC3 87 3. 402 1.852 81 3.653 1. 726 -0.91 

OC4 87 3.069 1.879 81 3. 049 1.635 0. 07 

1 = p < 0,05 

[ OCl, OC2, OC3, and OC4 are the four statements of the 
research instrument used.] 

2-tail 
prob. 

0. 028 1 

0.947 

0. 364 

0. 943 

It will be noted that there was a significant 
difference between the means of only the first 
organizational commitment item. This suggests 
that the American sales managers indicated some­
what more willingness to change companies than 
the South African sales managers if the new job 
offered a 25% pay increase. Perhaps the reason 
for this is the perception on the part of the 
American sales managers that a 25% increase would 
represent a substantial real increase, given the 
much lower rate of inflation and personal income 
tax in America compared to South Africa. 

Both groups were neutral to the second statement 
regarding their willingness to change companies 
if the new job offered more creative freedom and 
there was no significant difference between the 
mean scores of the two groups. Presumably this 
means that they do not value creative freedom 
that highly. 

Both groups tended to moderately disagree that 
they would be willing to change companies if the 
new job offered more status. Similarly, both 
groups were virtually equal in scoring "modera­
tely disagree" to the proposition that they would 
be willing to change jobs if they could work with 
people who were more friendly. In both cases 
there was no significant difference between the 
mean scores of both groups. Presumably this 
means that they are unconcerned about status or 
the friendliness of their coworkers. 

Table 3 

VARI- SA SAMPLE USA SAMPLE t 2-tail 
ABLE value prob. 

n Mean S.D. n Mean S.D. 

DIR 87 81.70 14.83 81 80.30 12.41 0. 66 0.508 

ANA 87 83.83 13.95 81 85.96 14.97 -0.96 0.340 

CON 87 77.13 13.95 81 75.43 14.15 0.78 0.436 

BEH 87 57.34 14.76 81 58.31 15.33 -0.42 0.679 

[ DIR = ANA = Analytic; CON = Conceptual; Directi:re; 
and BEH Behav~oral management dec~s~on styles.] 

It will be noted that there were no significant 
differences between the means for the management 
decision styles of both samples. This would sug­
gest that the management decision styles of the 
South African and American sales managers polled 
were very similar. 

Interpretation of the Findings 

The findings of this research study suggest that, 
in general, South African and American sales man­
agers are very similar with respect to the four 
independent managerial variables tested. This 
supports the view of Abratt, van der Westhuizen, 
and Blem (1989) who assert that South African or­
ganizations follow the American model of sales 
management in most respects. Further support for 
this view is given by Tse et al (1988), who found 
that cultural and other differences tend to di­
minish in a global market characterized by inten­
sive communications, standardization, and the 
employment of similar decision technologies. 

This could be of significant importance to, for 
example, American corporations consideringentering 
the South African market. Political changes ini­
tiated in South Africa over the last three years 
have resulted in the lifting of trade sanctions 
against that country by the United States and 
many other countries. But the ability of American 
(and other) companies to compete effectively in 
the South African market could be impeded by the 
cost and availability of managerial talent. 

DIFFERENCES IN MEAN SCORES FOR MACHIAVELLIANISM 

Apart from the higher cost of using expatriate 
sales managers, Cateora (1993) also points out 
that firms in the United States are finding it 
difficult to persuade managers to take overseas 
posts. A solution to the problem, therefore, 
would be to hire south African sales managers. 

§] SA SAMPLE USA SAMPLE t 

n I Mean I n I Mean I va E 
S.D. S.D. 

~ a7 I 99.41 I 10.00 a1 I 101.1 I 8.361 -1.21 

[ MAC is the research instrument used - the MACH IV scale. 1 

It will be noted that there was no significant 
difference between the means for the Machiavel-

2-t~il 

0.226 

Not only would this be less costly, but the re­
sults of this study indicate that the American 
firms would probably find it relatively easy for 
the South African sales managers to adapt to 
their corporate cultures and managerial styles. 
The South African sales managers would also have 
much valuable local knowledge. 

It is conceivable that the same findings could 
pertain to other countries, and multi-national 
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companies investigating the viability of entering 
new markets could undertake similar research to 
establish the similarity (or difference) of mana­
gerial behavior in the respective countries. 
This would do much to reduce the risk of failure 
of firms entering foreign markets unknown to them. 
If it can be established, for example, that there 
is substantial similarity between the management 
perceptions, commitment, and style of the sales 
managers in the exporting country and the proposed 
host country, sales managers native to the host 
country could be employed with much greater con­
fidence. This would lead to more effective sales 
management, and hence greater sales force produc­
tivity. It could also alleviate the problem of 
host country restrictions frequently placed on 
the number of non-nationals allowed to work with­
in the country. 
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TRUST IN HORIZONTAL SELLING ALLIANCES 

J. Brock Smith, University of Victoria 

Abstract 

Relationships between perceived trustworthiness, trusting 
behaviors, and perceived task perfonnance were examined 
in the context of working relationships between sales rep­
resentatives involved in horizontal selling alliances in the 
Canadian computer industry. Trustworthiness was found to 
indirectly impact perceived task perfonnance through 
mediating trusting behaviors of relationship-specific invest­
ment and communication openness. These results suggest 
prescriptions to improve selling partner working relation­
ships and illustrate the utility of studying trust at lower 
levels of abstraction. 

Horizontal selling alliances are cooperative efforts between 
two or more independent sales organizations, at the same 
level of the value chain, aimed at the joint initiation and 
maintenance of customer relationships. Marketers faced 
with complex, uncertain, and rapidly changing environments 
are increasingly forming these alliances to augment the 
skills and resources of their own multi-functional selling 
teams. IBM, for example, has developed a formal selling 
alliance program with a variety of hardware and software 
partners (Agents) where IBM and Agent marketing repre­
sentatives are encouraged to work together cooperatively to 
provide integrated customer solutions and ongoing support. 

Horizontal selling alliances can result in strategic flexibility, 
increased competitive advantage, and greater account cover­
age, sales, and customer satisfaction. These anticipated 
benefits may not be realized, however, unless key imple­
mentation issues are addressed. One such issue is the devel­
opment of effective working relationships between partner 
sales representatives. Most sales representatives have 
considerable choice of partner organizations and individuals. 
They can select different partners for different opportunities, 
can change partners during a sell-cycle, or can work alone. 
Since individual-level exchange is typically voluntary and 
successful exchanges are necessary to achieve alliance 
benefits, it is critical that partner sales representatives 
choose to work together, and work together effectively. 

Trust was identified as the critical factor differentiating 
effective and ineffective selling partner relationships in 
preliminary interviews with computer sales representatives 
and managers. When trust was evident, partner sales 
representatives were observed to work closely and openly. 
Lack of trust lead to avoidance or an adversarial approach 
to the relationship. The importance of trust for facilitating 
exchange is well documented in the literature (e.g., 
Moonnan, Zaltman, and Deshpande 1992; Hakansson 
1982). Trust is required since parties have no way to ensure 
appropriate reciprocation of unspecified obligations (Blau 
1964) and contracts cannot foresee all contingencies 
(Williamson 1985). 

Despite the importance of trust, it is a relatively unexplored 
construct in marketing. While there are some conceptual 
foundations (cf., Dwyer and Legace 1986) and some 
empirical foundations (cf., Swan et al. 1988), it is not clear 
what trust is, what facets of trust are important in different 
working relationships, how facets of trust should be 
measured, how they interrelate, or how they relate to key 
antecedents or consequences. This paper examines relation­
ships between perceived trustworthiness and key trusting 
behaviors in a simple casual model of effective selling 
partner working relationships. Following a brief review of 
the trust literature, support is provided for hypothesized 
relationships in the causal model. The methodology used to 
test the model is described and the results presented. The 
paper concludes with a discussion of the study implications, 
limitations, and directions for future research. 

Literature Review 

Researchers have studied trust in a variety of interpersonal 
and professional relationships and the literature reflects a 
variety of perspectives, paradigms, and approaches. 
Marketers have generally viewed trust as a cognitive belief, 
or expectation, and/or an affective sentiment about the 
likelihood of an event (cf., Anderson and Narus 1990; 
Anderson and Weitz 1989). Marketers have also adopted · 
Deutch's (1958) conceptualization of trust as risk-taking 
behavior; acceptance, or a willingness to accept vulnerabil­
ity in the face of uncertainty (cf., Moonnan, Zaltman, and 
Deshpande 1992; Swan, Trawick, and Silva 1985). Use of 
one term for two conceptualization is confusing. We 
advocate referring to the cognitive/affective component as 
perceived trustworthiness and the intent/behavioral compo­
nent as trusting behavior; distinct but related concepts. 

Trust varies with tasks, situations, and persons. It may be 
general or specific, and it is thought to become more 
focused, or specific, over time. Facets of perceived trust­
worthiness identified in the literature include: character, 
competence, and judgement (Gabarro 1978); and depend­
ability, reliability, responsibility, honesty, competence, and 
likability (Swan, Trawick and Silva 1985). These facets, 
however, have generally not been reflected in empirical 
research. To the contrary, research on relationalism (e.g., 
Crosby, Evans, and Cowles 1990) has included aspects of 
trust as part of higher-order constructs such as relationship 
quality and relational behaviors. While this research has 
been useful for a macro understanding of relationship 
development, it may be more conceptually and managerially 
appealing to understand relationships at a lower level of 
abstraction, such as Swan et al.'s (1988) study of customer 
perceptions of sales representative trustworthiness. Swan et 
al. (1988) found some evidence that dependability, reliabil­
ity, honesty, responsibility and likeability are distinct 
dimensions of trustworthiness and that competence may be 
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another. Their study, however, did not examine determi­
nants or consequences of these dimensions and it is notclear 
if these, or others, apply in different contexts. Some 
research on determinants and consequences of behaviors 
indicative of trust, such as open communication and 
relationship investment, have been examined in the 
contextof channel relationships (e.g., Anderson and Narus 
1990), but further investigation of their relational impact at 
the individual level is warranted. 

Conceptual Model 

Theoretical underpinnings for the model (Figure 1) are 
provided by social exchange theory (e.g., Blau 1964) and 
attribution theory (e.g., Heider 1958). Conceptual and 
empirical underpinnings are provided by the Institute for 
Marketing and Purchasing (IMP) Interaction Approach (e.g., 
Hakansson 1982) and the channel and buyer-seller working 
relationship literatures (e.g., Mummalaneni and Wilson 
1991; Anderson and Weitz 1989). The unit of analysis is 
the working relationship between partner sales representa­
tives. Briefly, the model posits that perceived task perform­
ance is determined by the extent that three key trusting 
behaviors are evident in a relationship, these in turn being 
determined to a large degree by the extent the partners 
perceive each other as being trustworthy. Modeled con­
structs are briefly defined and conceptualized below and 
support is provided for the hypotheses. 

Perceived Task Performance 

The effectiveness of selling partner working relationships 
can be assessed with a variety of performance or non­
performance outcomes, objectively or subjectively, at the 
individual, relationship, or organizational levels of analysis, 
and from management, participant, and customer perspec­
tives (Smith and Barclay 1993 ). Perceived task performance 
is a subjective, participant evaluation of the extent to which 
partnership objectives, such as sales and customer satisfac­
tion, have been realized. Perceived task performance is an 
appropriate measure of effectiveness in this context where 
long sell-cycles and competitive factors limit the validity of 
more objective outcomes such as partnership sales 
(Gladstein 1984). While the customer's perspective may be 
conceptually appealing, it is the partners themselves who 
have the greatest understanding of their relationship. 

Trusting Behavior 

Trusting behavior is action that increases one's vulnerability 
to another, whose behavior cannot be controlled, in a 
potentially harmful situation (Deutsch 1958). Three trusting 
behaviors stand out in social exchange theory and extant 
research as being central to ongoing relationships: relation­
ship-specific investment, communication openness, and for­
bearance from opportunism. Relationship specific invest­
ment is the resource, effort, and attention devoted to a 
relationship that does not have outside value and would be 
lost if a relationship is terminated (Mummalaneni and 
Wilson 1991). Communication openness is the formal and 

FIGURE 1 
MODEL OF PERCEIVED TASK PERFORMANCE 

Trusting Behaviors 

informal sharing of timely information between firms 
(Anderson and Weitz 1989). It is concerned with the mutual 
disclosure of plans, programs, expectations, goals, motives, 
and evaluation criteria rather than the quantity or frequency 
of information exchanged. Forbearance from opportunism 
is acting in the spirit of cooperation, not cheating, and not 
withholding helpful action ( cf., Buckley and Casson 1988). 

Each of these trusting behaviors signals interest in, and 
commitment to, making a relationship work. They facilitate 
exchange by indebting a partner to reciprocate vulnerability 
and each episode may be viewed as a test which must be 
passed for continued exchange (Blau 1964 ). Investment of 
time, effort and other resources in a relationship establishes 
psychological ties or bonds between partners necessary for 
coordinated action. Similarly, open communication helps 
partners align perceptions and expectations, clarify roles, 
and avoid misunderstandings that could cause dysfunctional 
conflict and poor performance (Anderson and Weitz 1989). 
By forbearing from opportunism partners avoid retaliation 
and retribution which would reduce the partners desire to 
jointly manage their territories and show a united front to 
customers. Thus, partners are more likely to achieve their 
mutual objectives when these trusting behaviors are evident 
in their relationship than if they are not. From an attribution 
perspective, sales representatives are likely to react to these 
behaviors based on their attribution of intent. When the 
behaviors are viewed as facilitative they serve to draw the 
parties closer together and enhance their ability to improve 
their performance. 

lllustrative empirical support for a positive relationship 
between key trusting behaviors and perceived task perform­
ance is found in Crosby, Evans, and Cowles's (1990) model 
of relationship quality. They found that relational selling (a 
higher order construct reflecting effort/investment, com­
munication openness, and cooperation) was a predictor of 
sales effectiveness through the intervening construct rela­
tionship quality (a higher order construct reflecting trust and 
satisfaction). Thus we hypothesize: 



89

H1_3: Greater relationship-specific investment, communica­
tion openness, and forbearance from opportunism 
will result in greater perceived task performance by 
selling partners. 

Perceived Trustworthiness 

Perceived trustworthiness is the belief or expectation of 
another's role performance and fiduciary responsibility 
(Young and Wilkinson 1989) and that one's needs will be 
fulfilled in the future by actions of the other party 
(Anderson and Weitz 1989). Based on preliminary inter­
views with sales representatives involved in horizontal 
selling alliances, and integrating the works of Swan et a!. 
(1988) and Gabarro (1978), perceived trustworthiness is 
specifically conceptualized as selling partners having confi­
dence in each other's character, role competence, judge­
ment, and motives/intentions. 

Perceived trustworthiness is hypothesized to be a determi­
nant of the key trusting behaviors. Insofar as cognition and 
affect lead to intent and subsequent behavior, trustworthi­
ness is a logical antecedent of trusting behavior. Blau 
suggests that since exchange requires trusting others to 
reciprocate, the initial problem is to prove oneself trust­
worthy (1964, p. 98). This is evident in Hawes, Mast, and 
Swan's (1989) finding that buyer perceptions of sales 
representative trustworthiness are important in facilitating 
the trusting behavior of a purchase. 

Specifically, if either partner perceives the other as being 
untrustworthy that partner is less likely to make relation­
ship-specific investments of time, effort, and other 
resources. To be willing to accept the vulnerability of full 
disclosure inherent in open communication, sales represen­
tatives must believe that their confidences will not be 
broken and that the other can be relied on to be discrete 
and responsible with the information. Similarly, a trust­
worthy sales representative is likely to cheat on his or her 
partner, reducing the need for retaliation and reducing the 
likelihood of the partner cheating preemptively. Thus we 
hypothesize: 

H4-6: Greater perceived partner trustworthiness will lead 
to greater relationship specific investment, com­
munication openness, and forbearance from oppor­
tunism by selling partners. 

Methodology 

The model (Figure 1) was operationalized as a multiple 
indicator structural equation (causal) model. Hypotheses 
were tested using a cross-sectional, field survey research 
design in which pre-tested mail questionnaires were used to 
collect perceptual, self-report information from sales 
representatives involved in horizontal selling alliances in the 
computer industry. 

The data were collected in two stages. In stage one, 250 
sales representatives were randomly chosen from the 

employee records of a large multinational in Canada that 
was selected on a convenience basis. Half these respondents 
were asked to identify a partner with whom they had some 
success in the previous six months and to respond about 
their relationship with that partner. The other half were 
asked about a partner relationship that had little or no 
success. In the second stage of data collection, the partners 
identified in stage one were phoned to solicit cooperation 
and were then mailed an equivalent questionnaire asking for 
their perspectives on the relationships. 

Constructs were operationalized with multiple indicators 
using a mix of original and adapted Likert scale items. 
Epistemic relationships were specified as reflective since 
the unobserved constructs give rise to the observed vari­
ables. Trustworthiness was measured with four summed 
scale items relating to character, role competence, judge­
ment, and motives/intentions. The character item was a sum 
of three measures of reliability and dependability developed 
by Swan et a!. (1988) as these aspects of character were 
found in preliminary interviews to be most relevant in this 
context. Role competence was measured as a sum of six 
context specific skill and knowledge measures adapted from 
the competence measures of Gabarro ( 1978). Judgement and 
motives/intentions were both measured by summing three 
items adapted from the works of Swan et a!. (1988) and 
Gabarro (1978). Descriptions of the other scale items are 
provided in Table 1. 

A variety of statistical techniques were used to assess the 
reliability and validity of the measures. Directional hypoth­
eses were tested using the structural equation modelling 
algorithm Partial Least Squares (PLS). PLS is more appro­
priate in this context than the more common approach 
LISREL because of its objective of prediction and its 
minimal demands on residual distributions, and sample size 
(e.g., Fomell, Tellis, and Zinkan 1982). 

Results 

Field and operational procedures resulted in 177 responses 
(46% first stage and 75% second stage). This sample 
represented a mix of experienced and less experienced sales 
representatives. Twenty-two percent of the relationships 
were less than a year old and 16% were of more than 3 
years. Eighty-five percent of respondents were male, 
consistent with industry employment. 

Measurement Results 

PLS measurement parameters represent epistemic relation­
ships between the 17 observed items in the study (manifest 
variables) and the 5 constructs they measure. The strength 
and pattern of item loadings were used to assess item and 
composite reliability, and convergent and discriminant 
validity, following the guidelines of Fomell and Larcker 
(1981) and Fomell, Tellis, andZinkan (1982). Item loadings 
(Table 1) were all above .70, indicative of item reliability. 
Composite reliability was also evident as internal consist­
ency (IC) ranged from .85 to .92, well above Nunnally's 
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TABLE 1 
MEASUREMENT RESULTS 

Scale Items Loading AVE 

Trustworthiness .73 
XI Character (reliability/dependability). .89 
X2 Role Competence. .86 
X3 Judgement .88 
X4 Motives/Intentions .80 

Relationship Specific Investment .68 
X5 Devoted time and energy. .79 
X6 Effort to increase time together. .80 
X7 Equity would be lost. .89 

Communication Openness .68 
X8 Discuss accounts and opportunities. .84 
X9 Tell each other things in confidence. .78 
XIO Talk candidly with each other. .82 
XII Provide timely information. .86 

Forbearance from Opportunism .66 
X12 Some cheating and deceit. .76 
X 13 Never act at each other's expense. .80 
X14 Always act in the spirit of cooperation . . 87 

Perceived Task Performance .69 
X 15 Our customers have been pleased. .82 
X16 Closed a lot of business together. .80 
X17 Effective performance wise. .89 

IC Alpha 

.92 .84 

.87 .77 

.89 .84 

.85 .75 

.87 .77 

(1978) reliability guideline of .70. Although atheoretical, 
and hence less appropriate for reliability assessment, 
Cronbach's alphas were also above .70. Convergent validity 
was also evident as the average variance of manifest 
variables explained by latent variables (AVE) was at least 
.66, indicative that more variance was explained than 
unexplained. Finally discriminant validity was evident as 
correlations between constructs (squared path coefficients) 
were found to be significantly different than one at the .10 
level using Fisher's Z-transformation, and the variance 
shared between two constructs was less than the variance 
shared between either construct and its measures. 

These results are strong and, consistent with previous PLS 
studies (e.g., Barclay 1991 ), are adequate for structural 
model evaluation. However, latent variable correlations 
(Table 2) suggest there is high multicollinearity in the 
model, particularly among the trusting behaviors. Principal 
components factor analysis found that the underlying 
structure of these trusting behaviors could be simplified 
with two underlying factors: relationship specific invest- . 
ment/communication openness and forbearance from oppor­
tunism. As factor analysis is atheoretical, these results do 
not refute the measurement ;node!, but do suggest directions 
for model respecification and further research. 

Structural Results 

Structural parameter estimates (Figure 2) provide strong 
support for the theoretical network. Modeled constructs 
explained 59% of the variance in perceived task performance 

FIGURE 2 
STRUCTURAL RESULTS 

and more than 44% of the variance in the trusting 
behaviors. Path coefficients were all significant at the .01 
level (using jackknife estimates), and all were positive, as 
hypothesized. Thus the model exhibits nomological validity 
and is hence appropriate. As PLS does not attempt to 
minimize residual covariance there is no summary statistic 
of overall model fit. 

Path coefficients, interpreted like standardized regression 
coefficients, indicate the strength of direct relationships 
between constructs. Relationship-specific investment (~ 1= 
.39) and communication openness (~ 2=.38) were found to 
be important predictors of perceived task performance while 
forbearance from opportunism was a very modest predictor 
(~ 3=.06). Trustworthiness was found to be a strong pre­
dictor of relationship-specific investment (~ 4=.67), com­
munication openness (~5=.70), and forbearance from oppor­
tunism (~ 6=.63). Thus, while one path coefficient was very 
modest, evidence was found in support of all the hypoth­
esized relationships. 

Discussion 

Perceived partner trustworthiness appears to be critical for 
facilitating task performance in selling partner working 
relationships. Thus to provide a foundation for effective­
ness, sales representatives need to demonstrate and com­
municate their reliability and dependability, skills and 
knowledge, judgement, and integrity of intentions. As one 
sales representative suggested, this involves "not just 
meeting commitments and not low-balling verbal pricing, 
but also doing the little things like returning calls and 
calling with account updates." To facilitate development of 
partner perceptions of trustworthiness, sales representatives 
might conduct role plays, discuss how they would handle 
account situations and opportunities, or engage in other 
activities that would demonstrate experience, expertise, and 
professionalism in approach to the business. 
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The findings that relationship-specific investment and 
communication openness were key determinants of per­
ceived task performance adds to the growing evidence that 
these constructs are central to effective working relation­
ships. Selling partners can enhance their performance by 
committing time, energy, and other resources to the partner­
ship and sharing plans, programs, goals, and account, 
territory, and industry knowledge. By making their invest­
ments and openness known to their partner, sales represen­
tatives demonstrate commitment to the relationship, promote 
reciprocation, and thus build strong relational bonds. Man­
agers can facilitate this process by instigating team building 
activities such as formal account planning sessions. 

The finding that forbearance from opportunism explained 
little of the variance of perceived task performance is 
interesting. It may indicate that not taking advantage of a 
partner is a necessary condition for effective selling partner 
relationships but is not sufficient. 

Together, the strong structural and measurement results 
support the utility of separating the cognitive/affective 
component of trust from the intent/behavioral component, 
and examining linkages between them to better understand 
working relationship effectiveness. This conceptual and 
empirical treatment of trust may be useful to others study­
ing trust in other relationship contexts. It may be even more 
fruitful, however, to examine trustworthiness at an even 
lower level of abstraction conceptualize trustworthy charac­
ter, competence, judgement and motives as distinct con­
structs. This study limitation, as well as others, needs to be 
addressed in future research. Antecedents and consequences 
of perceived trustworthiness and trusting behaviors need to 
be examined in broader nomological networks, in a variety 
of contexts, and longitudinally. Some facets of trustworthi­
ness, for example, may be more important in buyer-seller 
relationships than channel relationships, or at the individual 
rather than organizational levels. A better understanding is 
also required of how trust develops and how the concept 
differs across business cultures. 
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UNDERSTANDING THE UK HEALTH CARE CONSUMER 
A Study of ManagemeAt Orientation in UK Health Care. 

Gillian H Wright, University of Bradford 

Abstract 

The environment for Health Care managers in the UK has 
recently changed due to govemrnnet policy demanding more 
accountability and an increasing customer orientation in this 
sector. This paper reviews the influences on these managers 
and goes on to describe research which assess their knowl­
edge and skills regarding their abliltyto become customer 
oriented The paper concludes that Health Care managers are 
not currently have the infrastructure to react to customer 
needs and wants although they do acknoeledge the need for 
the application of marketing tecniques and skills in this field 
Viewed in the context of the former medical emphasis as 
opposed to performance/management emphasis of UK 
healthcare, this new environment is radically differemt and is 
proving a major challenge for managers in this sector. 

Background 

like all public sector services in the UK, the National Health 
Service (NHS) is aiming for improved quality of care and 
levels of service through the development of a customer ori­
entation 

There have been a number of events which have led the 
National Health Service in the UK to consider becoming 
market oriented. The first move towards marketing was an 
emphasis on Quality Assurance. Some hospitals have now 
recruited marketing managers and more are currently recruit­
ing. This paper reports on the preparedness of health care 
managers to operate in a marketing oriented way, reporting 
on the consumer orientation of senior health care managers. 

Influences on health care 

Until the late 1980s, most quality assurance in the NHS took 
place on a fragmented and sporadic basis (Walshe ). Quality 
Assurance was considered a peripheral activity by both the 
Department of Health and by Health Authorities. Rather than 
demonstrate enthusiasm for quality assurance, most clinical 
professionals actively resisted it (Shaw). There was little 
consumer pressure on quality of service. 

Griffiths Report 

In 1983, the Griffiths report (Griffiths) emphasised the need 
for the NHS to be accountable to the public: 

''there is little measurement of health output; clinicale­
valuation of particular practices is by no means com 

mon, and economic evaluation of these practices ex­
tremely rare .... whether the NHS is meeting the 

needs of the patient and the community, and can prove 
it is doing so, is open to question". 

World Health Organisation Declaration 

In 1984, Britain, along with other European countries, com­
mitted itself to the principles of "Health for All" (World 
Health Organisation), becoming a signatory to a declaration to 
develop: 

"effective mechanisms for ensuring quality of patient 
care within their health care systems by 1990." 

Working for Patients 

The Department of Health published 'Working for Patients' 
(Department of Health) in 1989. This working paper 
proposed a major reform of the structure of the NHS, advo­
cating the development of comprehensive plans for each 
Health Authority for: 

'The systematic critical analysis of the quality of medi­
cal care, including the procedures used for diagnosis 
and treatment, and use of resources, and the resulting 
outcome and quality of life for the patient". 

The suggested framework for such analysis was Medical 
Audit, in which every doctor should participate. 
This initiative was supported by two major professional 
bodies (Royal College of Surgeons and Royal College of 
Physicians). Other Working for Patients reforms included: 

Splitting purchase and provider roles 
Contracting for health services 
Creation of an internal market 
Independence and freedom for NHS trusts 
New contracts for medical staff 
Incentivised involvement of clinicians in management 

All of these elements of the NHS reforms require quality 
assessment and mechanisms for the sustainment and im­
provement of quality to ensure successful implementation 

From Quality to Marketing 

In the Forward to Working for Patients, the Prime Minister 
stated: 

"We aim to extend patient choice, to delegate respon­
sibility to where services are provided and to ensure 
the best value for money. All the proposals in this 
White Paper put the needs of the patients first." 

Much of the NHS management effort in recent years has 
been aimed at increasing the responsiveness of the service to 
the customer. It is only very recently, however, that this has 
been recognised as a marketing orientation 
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Two publications, The Health of the Nation and The Patients' 
Charter, have effectively put marketing on the health care 
agenda. The Health of the Nation addressed clinical objec­
tives and The Patients' Charter centred on objectives con­
cerned more with quality of service than with technical 
quality of treatment 

The Health Of The Nation (July,I992) 

The Health of the Nation White Paper (1992) sets out specific 
health care objectives in a strategic approach to health. It rec­
ognises the need to concentrate on health promotion ru; much 
ru; health care. The White Papers' overall goal is to add years 
to life and life to years. It considers that the NHS structural and 
management reforms hru; put in place the right environment 
to allow the actualisation of health promotion issues which 
have not been seriously addressed since 1948. 

It is arguable that all of the requirements of the Health of the 
Nation White Paper, could be best addressed by marketing 
personnel and general managers with a sound marketing 
acumen. Only the setting of the quantified "clinical" objec­
tives requires the advice and input from other professional 
sources. 

The Patients Charter 

Guaranteeing the quality of an intangible service or the 
intangible elements of a service seems on the face of it to be 
far from easy. In addition, a service cannot be tasted, test 
driven, or tried out prior to consumption. A difficulty also 
arises if one hru; to investigate whether or not a service on an 
occru;ion wru; up to standard - because it hru; been used up! 

The Patients Charter came into effect on 1st April, 1992. 
This in effect was a "guarantee of satisfaction" covering key 
issues of service delivery. It introduced three new statutory 
rights to the public, 

ii 

To be ~en detailed information on local health serv­
ices, mcluding quality standards and maximum wait­
ingtimes, 

To be guaranteed admission for treatment by a specific 
date no later than two years from the day when your 
consultant places you on a waiting list, and 

iii To have any complaint about NHS services - whoever 
provides them - investigated and to receive a full and 
prompt written reply from the chief executive or 
general manager. 

The History of Marketing in the NHS 

The management discipline of "marketing'' hru; not played 
any significant role in the management of the Health Service 
since its formation in 1948. In fact it could be argued that mar­
keting per se has been purposely avoided by many in the 
NHS management (or administration). 

Marketing is a discipline which is culturally very strongly 

linked with the commercial sector. Marketing is considered 
to be basically ru; "selling", and generates images of advertis­
ing and promotion. Furthermore, one of the central objectives 
of marketing, which concerns favourably differentiating an 
organisations products or services in order to command 
increru;ed business at the expense of other providers, is~ 
siciered to be unethical within many of the healthcare profes­
sions. It is a principle which is viewed by many Professional 
Associations and Societies as "misconduct" which may merit 
the striking off of individuals from the professional Register 
of names. 

"Publicity for professional services is permitted pro­
vided that such publicity does not create an invidious 
distinction between pharmacists or pharmacies, is 
dignified, and does not bring the profession into dis­
repute. All publicity must. 

not disparage the professional services of other phar­
macists or pharmacies, nor make claims of supenority, 
either expressed or implied, in this respect 

not offer any inducement by way of discount, gift, 
reward, dividend, rebate or participation in a compe­
tition in relation to professional services. 

All forms of communication are embraced in this guid­
ance, including, for example, newspapers, leaflets, 
notices, signs, packaging material, labels, and radio 
and television announcements." 

(Medicines, Ethics and Practice : A Guide for 
Pharmacists, 1991) 

Similar guidance is found controlling the activities of the other 
medical professions. 

Advertising and promotion is only a part of an effective 
marketing orientation. Nevertheless, "the baby has been 
thr<M'Il out with the bathwater", due in the main to misunder­
standing the marketing concept, and it appears that the other 
marketing functions have not been accepted due to their 
ru;sociation with this ''unethical" practice. 

Research Method 

The Development of the Research Tool 

Prior to developing a research tool, several in-depth discus­
sions were held with health care managers at various levels, 
including chief executive level. In addition, interviews were 
held with directors and managers who were known to be 
advocates of the marketing concept. Also, one interview 
wru; held with an assistant marketing director, one of the few 
posts currently dedicated to marketing within the Health 
Service. Several issues were raised which were to guide the 
construction of the research tool: 

Historical and cultural problems would present diflicul-
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ties, especially if the area of clinical choices were 
considered, 

Marketing is a very misunderstood concept, yet very 
strong opinions are held regarding it, 

There is a growing 'interest' in aspects of management 
practice which are concerned with customer service. 
This is due to the state of flux within the structure of 
the Health Service, current issues such as applications 
for Trust status, and the effect of growing numbers of 
GP Fund Holders. 

There is an extreme variation in the knowledge of 
health care managers concerning marketing issues. 

There may be some sensitivity concerning the use of 
marke~g language, jargon, etc., ranging from objec­
tions to Its use on one hand, to the risk of patronising 
ifitwere avoided. 

The research was carried out at an NHS hospital trust, where 
the clinical specialties were divided into fourteen Units, each 
with a general manager and a clinical director. Consequently, 
another difficulty was perceived: 

The capability of the research took, because of the vari­
ation in the activities, objectives and responsiblities 
between directorates, and their various degrees of 
patient(consumer)contact 

An in-depth interview/ questionnaire was considered to be 
the most suitable style of survey. This was because the 
interviewer could ensure that suitable data was collected, and 
be in a position to adapt questions as appropriate. 

In addition, fourteen interviews were considered to be quite 
manageable by the researcher. The improved quality and 
depth of information, together with full compliance, offset the 
significant amount of time required to conduct the interviews. 

Respondents 

Senior managers of an NHS Trust Hospital were inter­
viewed Thirteen completed interviews were obtained from 
Oinical Directors and General Managers amongst the four­
teen Oinical Directors of the Trust 

Managing a Consumer Orientation in Health Care 

The results of the study which relate to the identification and 
analysis of customer needs are presented here. 

The managers who participated in the interviews had all 
found that their jobs in the NHS have changed over recent 
years, from administration to general management and from 
an environment in which their work has changed from an 
insulated organisation towards a free market. With these 
changes has come a whole new spectrum of activities. This 
has arisen because for the first time consumers can choose not 
to use particular facilities and can go elsewhere for health care 
services. In the past, hospital administration was arguably a 

day-to-day task. Management did not have to think strategically 
about the positioning of their service and waiting lists which were 
becoming absurdly long were the earmark of inefficiency. 

Ability to Assess Changing Customer Needs 

One of the most basic requirements of a marketing oriented or­
ganisation is a clear understanding of exactly who the consumers 
and purchasers of your services are. 

Respondents were asked a number of questions about their 
formal information gathering systems. 

Do you have a formal system 
to assess future needs? 

Is Information from patient 
records used in the business 
planning process? 

Yes 
46% (6) 

39% (5) 

No 
54% (7) 

61% (8) 

Half of the directorates had a formal needs assessment system 
and half used internal sources of secondary information in their 
business planning. Those who did have a formal system felt it im­
portant to know who their consumers and purchasers are so that 
they can manage the interface with these parties. Those who did 
not have a formal system recognised the desirability of customer 
analysis of external customers. Internal marketing was more of 
a problematic concept. When other departments were the 
customers, this interface was not being managed with the same 
care and attention as customers external to the organisation. This 
"captive" market is being taken for granted in most cases. In 
addition, it is not considered worthwhile to tailor services to the 
requirements of patients who are being referred internally: 

'"The problem is that the consumers of our services follow 
the trends of the front line directorates who refer them -
the internal market is not a true market". 

Information from these patients was not generally considered 
useful for planning purposes, 

" ....... because it is a secondary referral". 

It was the secondary directorates which tended not to use patient 
records in planning, although the patient records of the key front 
line directorates may well contain information which could assist 
secondary directorates. Joint planning of the information systems 
could provide pertinent information for planning. 

Do you use patient records to 
study the attitudes, 
preferences and behaviour of 
current customers? 

Do you have any facility to 
help you predict the 
attitudes, preferences and 
behaviour of potential customers? 

(Of those not having a facility) 
Would such a prediction be 
desirable? 

Yes 
8% (1) 

31% (4) 

78% (7) 

No 
92% (12) 

69% (9) 

22% (2) 
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In the main, patient information systems had not progressed 
further than their confidential clinical records. The informa­
tion in these records could not be searched effectively or ef­
ficiently to provide information which would be useful in 
planning the delivery of services. 

Only one directorate measured the wants and needs of 
current consumers. There were, however, several instances 
of comprehensive clinical records being maintained which 
facilitates clinical audit and provide useful statistics on clinical 
trends. Also, a few directorates have effective records 
detailing the volume and nature of business contracted with 
each organisational buyer (health authorities and fundholding 
GPs) but no data for individual consumers (patients). It is 
characteristic of current information systems that they are 
service-driven, not patient driven. Attempts to gather con­
sumer information which would lead to a better understand­
ing of their requirements and behaviour are hindered by a ba­
sic misunderstanding of the key motivations which drive 
consumer behaviour. Most managers agree that being able 
to predict such behaviours would be desirable and practically 
useful: 

"If concern is real, you must be doing these things. Oth­
erwise you would be burying your head in the sand. 
The Patients' Charter will encourage complaints and 
suggestions, but we must try and do something by 
preventing these complaints in the first place". 

Another comment demonstrates a more sceptical attitude 
towards the value of the prediction of behaviour and attitudes: 

"The point about it is, when people come in here, 
they're scared stiff. It's the fear of the unknown, so 
the key thing is to put them at their ease. I don't think 
that when people come into hospital, that they have 
preferences per se. It's much truer .... than it was, but 
for the most part, they act like sheep - they're just 
taken over". 

Respondents were asked about the use of questionnaires and 
other forms of consumer survey: 

Are questionnaires and 
consumer surveys appropriate 
for assessing consumers 
characteristics, requirements 
and satisfaction In health care? 

Yes 

92%(12) 

No 

%(1) 

Most were convinced of the appropriateness of marketing 
research techniques and tools in health care and many had 
recently undertaken such a survey very recently: 

When was your last 
formal survey of 
patients? 

< 1 monlh 1 ~months >6 months 
61% (8) 31% (4) 8% (1) 

Different kinds of information featured with different empha­
sis in these surveys: 

How Important was this survey in ...... . 

Very Important Not Unimportant Very 
Important appropriate unimportant 

assessing consumer demographics/statistics 
38% (5) 23% (3) 15% (2) 8% (1) 

assessing consumers' satisfaction with the service 
54% (7) 23% (3) 23% (3) 

15%(2) 

assessing and priorltlslng consumers' actual requirements 
31% (4) 23% (3) 38% (5) 8% (1) 

Clinicians in particular were committed to the delivery of high 
quality medical care and are vulnerable to overlooking issues 
which are important to consumers. One clinical director 
conducted a survey of consumers' requirements to highlight 
areas for improvement in services. The outcome indicated 
that the most important issues are adequate parking facilities 
and access to telephones. The clinician commented that he 
was: 

" .... surprised to find the delivery of the service proper 
was further down the list of requirements". 

The objectives of investigating actual consumer wants and re­
quirements ranked much lower than assessing satisfaction 
with the service received- a product rather than consumer ori­
entation. 

Is there a system for Yes No 
noting patients' suggestions? 39%(5) 61%(8) 

Do you ever get complaints 
from patients? 100% (13) 0%(0) 

Is there a system for formally 100%(13) 0%(0) 
noting such complaints? 

When a patient complains formally, there is a legislatively 
controlled system for dealing with the complaint, ultimately 
through the Community Health Councils. This procedure is 
mandatory and thus no measure of consumer orientation. All 
the departments get complaints although few have a system 
for noting patients' suggestions which may lead to a real op­
portunity to reduce patient complaints. 

Discussion 
The use of the world "customer" within the NHS is relatively 
new. Some within the NHS are still unhappy about this term, 
being used to the idea of 'patients', 'residents' or at best, 
'clients'. 

External customers of the NHS are becoming more varied. A 
health service has to look at its population of customers on 
several levels: 

patients who are direct users 

potential patients- people who will become users of the 
service 
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care!'S of patients who may be affected by health care 
seMces 

the public - demographic and social trends in the 
population. 

Recent changes int he environment have meant that health 
care providers must focus more on a customer orientation. 
They have been put in a position in which they have a duty to 
know what their customers want and whether their needs are 
met Definitions of q~ality of service now include the needs 
and wants of the customer. The relationship of health care 
professionals with the customer is intimate and complex. 
These features imply a responsibility on the side of service 
providers to be sensitive to patients' needs and provide 
information about services, treatments and possible out­
comes. 

The research presented in this paper demonstrates that some 
health care managers operate with their customers very nmch 
in mind. Some do not as their culture is only now changing 
and they do not have the tools and the skills to become 
marketing or customer oriented 

The culture of the National Health Service regarding its 
attitude towards its customers and consumers has changed 
dramatically in recent years. These changes have been 
imposed on the organisation by legislation and strategy docu­
ments produced by government departments along with 
specially commisioned reports. Health Service managers 
have themselves had to adjust to major changes very quickly 
whilst at the same time managing the changing culture 
throughout the organisation. 

There is now a general acceptance of the need for good 
management skills and that effective general managers do not 
necessarily come from the clinical base of professionals 
currently within the Health Service. 

The concept of quality standards has permeated throughout 
management and a developing customer orientation is creat­
ing an awareness of the application of marketing in the 
National Health service. 

Health Care managers recognise the importance of collecting 
information about their consumers. There are, however, 
barriers to making best use of internal resources: 

there is no efficient means of collating data from indi­
vidual 

clinical files 

secondary referral (from another department) is not 
thought an important source of information 

There is a clear opportunity for the development of interde­
partmental or interdirectorate information systems which will 
lead to improved planning tools for the total organisations. 

Collecting information from current customers is generally 

for product/provider based evaluation (clinical audit) not for 
customer based (marketing) objectives. 

There is, overall, a positive perception of the role of market­
ing research in the NHS. It is, however, a feature of the NHS 
that inadequate information systems are cited as an excuse for 
not having enough information on consumer attitudes and 
behaviour. It is clear that the identification and meeting of 
consumer requirements is not a genuine element of their 
management philosophy and not yet a key feature in their 
service design. 

A gap exists between an acknowledgement of the necessity 
and desirability of a consumer orientation and the develop­
ment of systems and culture to facilitate this- for example the 
lack of interest in patient suggestions ignores a very straight 
forward opportunity to become more consumer oriented 

To ensure that the NHS meets the expressed demands that it 
becomes customer oriented, the following questions must be 
asked of (and answered by) all professionals: 

Who are your customers? 
How do you anticipate their needs and wants? 
How do you respond to their demands? 

Having identified the major issues of marketing for health 
care managers, the next phase in this research programme 
will be to quantify the applications of marketing strategies 
amongst the whole population of UK health care managers. 
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Marketing Strategies for Financial Instruments in Ukraine 
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Abstract 

Emerging from the collapse of the Soviet empire, 
Ukraine is confronted with a number of marketing 
obstacles in tapping global financial markets. A 
significant problem is overcoming the after­
effects of centuries of colonial rule which 
directly contributed to low awareness of Ukraine 
worldwide. Since Ukraine lacks a track record, 
apart from its Soviet past, on which to judge 
credit worthiness, it faces serious skepticism 
from investors with regard to its potential 
issues. Therefore, it would be wise as a first 
step to target friendly markets for its securi­
ties, such markets as the worldwide Ukrainian 
Diaspora, to establish a credit record that can 
be used as evidence of fiscal responsibility 
before the world community. 

Introduction 

As Ukraine seeks to revitalize its economy and 
shed the ravages of seven decades of communism, 
she is faced with daunting tasks that challenge 
and strain her available skills and resources. 
Thus, Ukraine has initiated contracts with numer­
ous governments and international agencies for 
wide ranging forms of assistance, especially fi­
nancial credits. However, in order to secure 
credits, Ukraine must first resolve a difficult 
marketing problem. For years countries as diverse 
as Lithuania, Ukraine and Azerbaijan had been 
homogenized by the term "Soviet", or its incor­
rect but commonly used synonym "Russia", and 
thereby effectively shielded from world conscious­
ness. With the exception of the legacy of the 
defunct USSR, Ukraine emerged on the world scene 
with no independent track record on the basis of 
which politicians or financiers could make judg­
ment with regard· to her future conduct. In truth, 
neither Europe, America or Japan knew much about 
Ukraine apart from it being an important compo­
nent, the "breadbasket", of the Soviet Union. 
Thus, while there may be "experts" on Russia 
there are no "experts" on Ukraine. The shield was 
finally lowered on December 1, 1991, the day the 
people of Ukraine voted in overwhelming numbers 
to sever their subservience to the last vestige 
of Russian imperialism, the teetering Soviet 
Union, and affirm the earlier independencedeclar­
ation of the Ukrainian Verhovna Rada (Parliment). 
However, the events that suddenly threw Ukraine 
onto the world stage also meant the Ukraine would 
have to behave like other sovereign states and 
solve her own social, political and economic pro­
blems even though many of them were inherited 
from three centuries of colonial rule.1 

1Modern Ukraine traces its history back to Kievan 
Rus in the middle of the 9th century. Since the 
second half of the seventeenth century Ukraine 
was increasingly colonized by Tsarist Russia; 
after the Russian revolution she became a social­
ist Republic. Ukrainian history is marked with 
repeated attempts to assert national sovereignty 
especially in the twentieth century. 

Paramount among the problems facing Ukraine is 
the necessity to rebuild an economy on the brink 
of collapse and in so doing provide hope of a 
better future for a long suffering people. 
Despite the recognized importance of the domestic 
agenda, the political imperatives of national 
security and territorial integrity, such as the 
disposition of the nuclear arsenal in Ukraine and 
the division of Soviet assets both within the 
boundaries of the former USSR and abroad have 
occupied much attention.(Feduschak, 1993) Well 
publicized differences with Russia over the dis­
position of the Black Sea Fleet, and less well 
known disputes involving embassies and consulates 
throughout the world have seemingly convinced the 
Ukrainian leadership that only a WestP.rn orienta­
tion can provide the technical expertise and fi­
nancial assistance necessary for improvements in 
all spheres of life.As Zbigniew Brzezinski wrote: 
"Above all it is geopolitically essential that 
Ukraine succeed in stabilizing itself as a secure 
and independent state.'· That will automatically 
increase the chances of Russia's evolution as a 
democratizing and increasingly European post­
imperial state. Accordingly a critical component 
of Western strategy has to be the deliberate 
effort - not only economic but also political -
to consolidate a stable and sovereign Ukraine." 
(Foreign Affairs 1992, p.49) Yet how does a newly 
independent country secure the trust of world 
financial markets to bring this about?What stra­
tegy can her leaders pursue to quicklydemonstrate 
that Ukraine is a good investment risk despite 
the multitude of problems it faces from its un­
savory communist legacy? 

One possible approach is to follow proven, 
accepted strategic marketing practice.In every 
marketing strategy there are two complimentary 
parts, identification of a target market and the 
design of an appropriate marketing mix. This 
approach can be successfully applied in Ukraine's 
quest to win credits for her economic renaissance. 
Consequently, as Ukraine's leaders strive to 
identify potential sources of funds, they must be 
ever cognizant of the necessity to properly pack­
age the "product" to prospective investors. It is 
fortunate, that a number of case histories of 
countries passing· through similar experiences with 
today's Ukraine can be used as guides in identi­
fying different target markets and creating an 
effective marketing program. In this regard the 
lessons learned from Israel in its formative 
years, along with the experiences of Hungary and 
Turkey in gaining access to world capital markets 
are particularly useful insight stimulating cases. 

Market Segments for Global Bonds 

The global bond market can be partitioned along 
three discernible regional lines with each 
geographic segment having its own unique charac­
teristics. In addition, there is also the so 

For an excellent treatment of Ukrainian history 
see Ukraine: A History by Orest Subtelny. 
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called "Patriotic" bond market that should be of 
special interest for Ukraine's needs. Within each 
regional market, the distribution depends on the 
country of ori.gin of the issuer, its track record, 
the placing power of the lead manager of the bond 
issue, and the strength of the underwriting group. 
The respective markets include: 

The United States market 
The Eurobond market 
The Samurai and yen private placement 
market 
Patriotic market 

Next we will examine the most important attri­
butes of these markets in terms of greatest 
potential interest for Ukraine. 

United States Market 

Capital markets in the United States are the 
largest in the world measured by the volume of 
outstanding bond issues as well as annual gross 
funds raised. The disclosure and registration 
provisions for US bonds are the most stringent in 
the world, which makes it a poor alternative for 
countries learning the mechanics of this type of 
debt financing. Developing countries have gotten 
around the disclosure procedures by raising money 
through private placement with institutional 
investors or under Rule 144a, neither of which 
require SEC registration. Generally US markets 
have serviced the needs of Latin America, the 
island nations of the Caribbean and some Asian 
countries. Further, the fact that American bonds 
are not sold in bearer form might be judged to be 
another disadvantage for developing countries to 
market their issues. Without reporting require­
ments it is difficult to quantify the amount that 
is being raised in the non SEC regulated markets. 
The SEC regulated market, the Yankee market, has 
had a volume of less than US $10 billion new 
issues yearly. 

Eurobond Market 

The Eurobond market is the biggest bond market 
for a developing country at present; in all like­
lihood it also represents the most attractive 
market in the long run. The Eurobond marketoffers 
bonds in a variety of currencies, however, it is 
dominated by two principle currencies, the German 
mark and the American dollar. These represent the 
most important issuing currencies for emerging 
countries and would be the bonds of choice for 
Ukraine. The European bond market is more mature 
with a wider investor base than its American or 
Japanese counterparts. Because bonds are mostly 
in bearer form, the investor profile is not easy 
to determine. Fedder and Mukherjee (1991) have 
profiled the DM market investor base in terms of 
order of importance as retail German investor -
typically the individual German resident, follow­
ed by European retail investors examples of which 
would be British accountants, Swiss bankers and 
Belgian dentists. (European retail investors have 
participated in this market because of the tradi­
tional strength of the German mark.) Retail 
investors are likeliest to hold a bond to matur­
ity, even if unfavorable economic developments 
occur subsequent to issue due to transaction 
costs, and because individual investors have 
limited information scanning abilities, that is, 
they are not as likely to be aware of the latest 

developments unless they make headlines. Retail 
investors are followed by German and European 
institutions who though more risk averse than 
retail investors actively participate in thismar­
~et in order to increase the return on their in­
vestment portfolios.Other participants in this 
market are Latin American investors and Middle 
and Far East institutional investors. 
The US dollar Eurobond market appears to have had 
a reverse profile with European institutional 
investors as the primary tier followed by retail 
investors. This is due to the weakness of the US 
dollar and to the floating rate issues of the 
1980's which were mostly of interest to the in­
stitutional investors. The Latin American retail 
segment along with American institutional inves­
tors who are primarily interested in Latin Ameri­
can and Asian borrowers round out this profile. 

Samurai and Yen Private Placement 

Developing country issues, mostly East European, 
Asian and Caribbean, in the Japanese securities 
market have been in both the Samurai and the yen 
private placement market. The market is illiquid 
with most investors treating their investment as 
long term. Investors in these markets have been 
almost exclusively institutions such as life and 
casualty insurance companies, regional and city 
banks, trust banks, financial institutions and in 
some instances government agencies. These insti­
tutions have reached the limits of their lines of 
credit to developing countries largely due to the 
collapse of the Japanese real estate and equity 
markets which have eroded institutional balance 
sheets. Therefore, it does not appear that in the 
near future Ukraine will be able to tap into this 
market. 

Patriotic Bonds 

The so-called patriotic bonds are a financial 
instrument that attracts investors on some other 
basis besides the commonly understood rate of 
return or coupon rate. Investors who participate 
in this market may knowingly forego better invest­
ment opportunities. The best known examples of 
patriotic issues are the variety of bonds sold by 
the state of Israel to world Jewry, individuals 
and institutions sympathetic to the future needs 
of Israel. While these types of issues may have 
merit in their own right, the primary purpose for 
their purchase is to provide credits to the 
issuer on attractive terms. Thus, there is no 
secondary market for this type of issue. In fact 
without these types of issues, the stark reality 
for the borrower would be failure to secure any 
type of credit in the international bond market. 

Entry Strategies Into World Capital Markets 

The World Bank emphasizes that before making a 
successful debut in the international bond mar­
ket, a country must demonstrate prudent economic 
management, gain control over its fiscal deficit, 
achieve a "neutral" policy environment which 
allows both domestic and foreign investors to 
perceive risks and; rewards at their appropriate 
market valuations. (World Bank Annual report 1991) 
Furthermore, issuers of bonds must take into 
account the variables that influence buyer choice 
of bonds. A study by Tesar and Werner(l992) found 
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that to the exten·t that investors hold interna­
tional securities, the composition of their port­
folio of foreign securities seems to reflect fac­
tors other than diversification of risk. Geogra­
phic proximity coupled with the ease of access to 
relevant information potentially matter even more 
than the purely financial motives of diversifica­
tion. In effect, bond issues seem to have a 
"country of origin" effect in that Americans are 
more comfortable investing in the western hemi­
sphere while Europeans exhibit a preference for 
lands closely tied with their history. This pat­
tern at the same time is an affirmation of poli­
tical realities, in that European countries have 
a greater stake in a stable Ukraine than a pros­
perous Mexico, while the opposite can be expected 
for America. Another significant variable is 
"ratings consciousness" and its effect on Ameri­
can investors. Americans are more prone to consi­
der the ratings of Standard and Poor's or Moody's 
in making their investment choices. 

The following three case histories illustrate 
diverse successful approaches for entry into the 
bond market. Each case is of interest to Ukraine. 

Israel 

When Israel achieved independence in 1948, the 
need to finance the fledgling state was secured 
by patriotic issues of bonds which initially were 
guaranteed by the United States, thereby effec­
tively eliminating the risk and making it possible 
to sell the bonds at a high price and a lower 
effective interest rate. As a result, even regu­
lated institutions that operate under strict 
investment constraints could buy these issues. 
Israeli bonds were heavily bought by individual 
investors spurred on by effective marketing com­
munication. Since these bonds were and continue 
to be private in nature, it is difficult to get 
statistics on the total value of their issue. 
Using direct marketing offices throughout the 
Western World, Israeli bonds are sold on a con­
tinous basis with a broad product mix ranging 
from $250 certificates with one to five year 
maturities, to zero coupon bonds, to individual 
variable rate bonds with twelve years to maturit~ 
Typical prospect! suggest that a single issuewill 
be in the range from $100 to $200 million. The 
marketing thrust. of Israeli securities Ls inter­
esting. A recent ad aired over New York City radio 
stations effectively illustrates the nature of 
their appeal. It states: 

"Why buy Israeli bonds? 
You do it for reasons of the heart! We have 
never defaulted. With your help we will not 
default on our people". 

Hungary 

Hungary is one of the most successful countries in 
tapping the international bond market.In order to 
establish credibility, Hungary agreed to service 
the 1924 sterling bonds and the 1924 US dollar 
bonds. While Hungary entered the bond market in 
the 1980's, it introduced a program of market 
reforms dating back to 1968 with the adoption of 
the New Economic Mechanism (NEM), thus it was 
better positioned than any other Eastern European 
country to meet the challenge of integration into 
the world economy (Hare 1991). Persistent govern-

ment deficits of the 1980's have beensuccessfully 
financed with external long term debt. Including 
the issues in early 1992, the Hungarian bonds are 
valued at US $6.5 billion out of a total external 
debt of $21 billion, $19 billion of which is 
classified as external long-term debt. The compo­
sition of the bond issues is more than 45% in 
German marks, over 32% in Samurai yen, and 
slightly less than 12% in US dollars with the rest 
in Swiss francs, Austrian shillings and European 
Currency Units (ECU's). It is worth noting that 
none of these issues were listed on the US bond 
market. Characteristically, issues listed on the 
European market have maturities from five to ten 
years with the exception of the Samurai and yen 
private issues that extend to fifteen years. 
H~gary has also had guaranteed issues. In 1990, 
Hungary's US $200 million ten year Eurobond issue 
had the principle guaranteed under the World 
Bank's Expanded Cofinancing Operations (ECO) 
Program (National Bank of Hungary 1992). 

Turkey 

Turkey entered the bond market in Europe by tap­
ping the foreign currency deposits of Turkish 
workers residing in Germany. A special arrange­
ment known as the "Dresdner Scheme" was set up 
between Dresdner Bank and the Central Bank of 
Turkey under which Turkish resident workers who 
preferred to keep their savings in Germany were 
spceifically targeted. The market quicklyexpanded 
and at the end of 1990 the bond issues outstand­
ing were valued at US $5.2 billion. All of the 
issues are in the Euromarket (denominated in both 
DM and dollars) and the Samurai market. The 
shorter maturities are five to seven years in the 
Euromarket and seven to twelve in the yen. By 
targeting Turkish workers in Germany, Turkey was 
successful in using an initial patriotic issue, 
patriotic in the sense that any associated risk 
was still Turkish, to establish credibilitywithin 
the financial community. 

The Target Market for Ukrainian Bonds 

Reminiscent of the Israeli experience in the late 
1940's, Ukraine can rely on a world Diaspora to 
both initially purchase a portion of its securi­
ties and more importantly to provide it with a 
credit history. To date, Americans and Canadians 
of Ukrainian ancestry have played a pivotal role 
as informal advisors in fields as diverse as 
medicine, banking, law, education and military 
science.(International Business Week Aug. 17, 
1992) Ukrainian communities throughout the world 
but especially in North America are linked 
together by a vibrant Ukrainian and Englishlangu­
age press along with a series of interlocked 
religious, social, political, professional and 
financial organizations. The Ukrainian Diaspora 
has played a crucial link in setting up struc­
tures for the new Ukrainian state to deal with 
the world community. For instance, local business­
men of Ukrainian heritage and professionals from 
Ukrainian-American organizations were instrumen­
tal in providing quarters and setting up the 
mechanisms for the Ukrainian ambassadorial staff 
in Washington, D.C. In Great Britain and in 
Canada the Ukrainian communities donated build­
ings for use as embassies in the respective 
capitals. The commitment of the Ukrainian North 
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American community is shown by the increasing 
number of individuals beginning to carve out a 
stake in Ukraine, some on the basis of well 
thought out f:Lnancial analysis, others on emo­
tional grounds. (Fialka 1992) 

Marketing Ukrainian Bonds 

In order to stimulate investor demand for an ex­
ternal debt issue, Ukrainian policymakers need to 
factor in the points listed below. 

1) Ukraine has inherited part of the legacy of 
the Soviet Union. As most financial analysts point 
out the rescheduling and servicing of the Soviet 
Union external debt obligation must be agreed 
upon and accepted by the creditors before Ukraine 
can issue its first external bonds. Over the last 
half year the Ukrainian government has issued 
several statements agreeing to accept responsi­
bility for 16.37% of the debt, which would result 
in an external debt between US $10-10.5 billion. 
This was a relatively light debt compared to 
Ukrain's GDP and would place Ukraine into the 
lightly indepted countries category by World 
Bank standards. In November 1992, in exchange for 
retaining the bulk of the foreign assets of the 
former Soviet Union, Russia agreed to take over 
Ukraine's share of the foreign debt (The Wall 
Street Journal Nov. 25, 1992). This in turn 
would increase Ukraine's creditworthiness.The 
IMF's report on Ukraine (Economic Review Ukraine 
1992) found that Ukraine's foreign trade deficit 
has been exaggerated when measured in domestic 
prices as opposed to world prices. Export values 
are higher in world than domestic prices while 
import values are lower in world prices than 
domestic prices. This they find indicative of 
Ukraine's competitiveness in its traditional 
foreign exports (electricity, coal, iron ores, 
etc.). Ukraine's competitiveness in her tradi­
tional exports would indicate an ability to gen­
erate export earnings to meet Ukraine's interest 
and repayment obligations. Thus, while Ukraine 
has no track record with world investors, it does 
have a clean slate with no external debt and the 
potential to generate foreign exchange that can 
support her borrowing in the external market. 
This fact must be communicated to potential 
investors! The standard mechanism for mounting a 
successful marketing drive to reach potential 
investors is the "roadshow". Roadshows are organ­
ized by the lead manager of the bond issue and 
target both individual and institutional inves­
tors in important investor centers. For success­
ful borrowers yearly roadshows are a sine quanon. 

2) Ukraine needs to establish investor demand 
and overcome the "unknown borrower" factor. This 
would suggest that an initial issue should be 
more generously priced with a higher yield to 
arouse investor interest. Subsequent demand by a 
growing group of investors will bring the future 
issue yields down. To build a track record, 
initial Ukrainian sovereign bonds need to be of 
short maturities and will need to pay dividends 
more often. Certificates of $250-$500 redeemable 
after one year in Ukrainian currency couldprovide 
a popular and affordable investment instrument 
for the young and elderly who have visited 
Ukraine in increasing numbers in recent years. 
This along with one to three year maturity bonds 

paying dividends semiannually or quarterly, or 
with amortization schedules would provide a track 
record and investors with confidence as payments 
are met. It is crucial to make investors feel 
comfortable if they are to come back into the 
market in the future. 

3) The government of Ukraine needs to carefully 
consider where to register its bonds. With the 
exception of Israeli patriotic bonds, the major­
ity of developing country bonds are listed out­
side the United States. By focusing on the 
Ukrainian Diaspora, Ukraine can design a first 
issue that is similar to the Israeli patriotic 
bonds. The bonds would have to be registered with 
the respective agencies in the US and Canada. 
Because the Ukrainian community's economic clout 
is very small relative to the Jewish, it would be 
necessary to sell them to institutional investors 
such as Ukrainian Credit Unions and Savings and 
Loans. For the Credit Unions to be able to in­
vest in these bonds the bonds would need to be 
guaranteed. There is precedent for this.type of 
guarantee since the early issues of Israel and 
Mexico were guaranteed by the US government mak­
ing them attractive investments for even small 
financial institutions such as the mentioned 
Ukrainian Credit Unions and Savings and Loans. 

4) Collateralized or securitized issues have a 
much wider investor base. Presently three oppor­
tunities present themselves for collateralizing 
Ukrain'e initial debt issue:(!) Ukraine can 
pledge a basket of its receivables in convertible 
currencies, such as the proceeds from the AT&T, 
Pepsi or Monsanto receivables;(2) Ukraine can 
pledge commodities such as farm products and 
minerals; and(3) request a guarantee from Germany 
or the United States. Although Germany is 
encountering huge reunification costs and is 
experiencing social upheavals, it has guaranteed 
80% of the export value to Eastern European 
countries and the republics of the former USSR 
through its Hermes loans. It is also itLGennany 1 s 
interest to promote stability in the region and 
prevent additional movement of refugees. 

Conclusion 

Today Ukraine finds itself in the same position 
as Israel in the late forties and Turkey and 
Hungary in the early eighties, when they entered 
the external capital market. Ukraine could issue 
patriotic bonds sold through Ukrainian churches, 
insurance companies and thrift institutions in 
the Diaspora. While this sale would be small 
compared to Israel it is a necessary starting 
point to establish a record of responsibility 
before the financial community. Another alterna­
tive is to issue bonds with high yields in order 
to compensate for the unknown risk factor. The 
most desirable alternative would be for Ukraine 
to issue bonds that were guaranteed by one of the 
leading industrial nations. However, the first 
step must be taken by the policymakers in Ukraine. 
It is in their hands to pass, implement and 
enforce the market, fiscal and monetary reforms 
that would make Ukraine a solvent qnd creditwor­
thy nation. If they achieve these goals, Ukraine 
has the potential to become one of the more 
economically powerful countries in Europe. 
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INTERNATIONAL SERVICES MARKETING: A COMPARATIVE 
EVALUATION OF THE DIMENSIONS OF SERVICE QUALITY BE1WEEN 
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During the 1980s, the international marketing of services 
has grown tremendously in world trade. As services are 
having a significant impact internationally, special attention 
is needed to deal with the opportunities that emerge both 
domestically and worldwide. This rapid growth of the 
service sector can be found in both developed and 
developing countries. With opportunities found in service 
industries across different countries,' it is essential to 
understand the characteristics of services that distinguish 
themselves in nations under different stages of 
development. 
The rationale for prescribing an increase in the service 
!lector can be derived in the "stages of development" 
theories and the sectoral interdependence theories. These 
theories are presented and a general framework for services 
quality is discussed in the first sections of the paper. Stages 
of growth theories have attempted to link the demand for 
services to the stages of economic development, with 
services increasing in importance towards the later stages of 
growth. More recently, the sectoral interdependence 
approach has argued that selected services are critical 
before any viable economic development can occur. 
The framework for services quality is applied to make a 
comparative evaluation of ten dimensions of service quality 
between developed and developing countries. These 
dimensions include factors such as reliability, 
responsiveness, competence, access, courtesy, 
communication, credibility, and others. 
The paper discusses the theoretical bases along with . 
practical illustrations and examples of each of these 
dimensions. ' 
Fifteen specific hypotheses are derived for each of the 
service quality dimensions based on the relevant 
environmental factors characterizing developed and 
developing economies. Managerial implications of the 
hypotheses that we derive are also proposed. Finally, the 
empirical investigation of these hypotheses is suggested as 
a direction for future research. The primary requirements 
are constraints concerning such a cross cultural research 
agenda are introduced. 
As the significance of international service companies and 
the international marketing of services in the global 
economy continues to grow, international services 
marketing increasingly becomes an important key to 
successful world business, not only for developed countries, 
but for developing countries as well. One important 
consideration in this key is the quality of services issue. A 
sufficient understanding of the similar as well as different 
factors that determine the quality of services across 
countries in different stages of development and with 
different cultural backgrounds is needed. The framework 
and the hypotheses in this paper can provide useful tools to 
facilitate this understanding. With this awareness the 
international marketer can best develop the effective service 
marketing strategies appropriate in a global environment. 
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CONSUMER SWITCHING BEHAVIOR OF BANKING SERVICES: 
A CONCEPTUAL MODEL 

Ajay K. Manrai, University of Delaware 
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Abstract 

A conceptual model specifying consumer satis­
faction with banking services and importance of 
services as the critical variables in deter­
mining likelihood of a consumer switching from a 
bank to its competitor. The model is further 
expanded to include various determinants that 
may jointly influence the likelihood of 
switching entire set of banking services. 
Several hypotheses are proposed in this context 
and a plan to test the same via a field survey 
is also presented. 

Background 

Banking services in the USA, until recently 
enjoyed high customer loyalty. In an earlier 
research study, Foster (1968) found that 75% of 
the respondents changed banks only when the 
change of residence necessitated it. Tradi­
tionally, therefore, banks have focussed upon 
attracting new residents in an area. Some banks 
have raised a question with regard to the 
adequacy of this strategy in 1990s in the light 
of 18.6% growth in number of banking establish­
ments during 1980-86. In comparison, both the 
population and mobility (i.e., number of 
residents that moved in a year) in the USA 
increased only by 6.1% and 13.6% respectively 
(see Table 1 -- prepared on the basis of data 
from the Statistical Abstract of the United 
States, 1990). Furthermore, statistics reported 
in Table 1 suggests that both the population and 
new residents available to a banking establish­
ment during 1980-86 decreased by 10.5% and 3.9% 
respectively. A similar analysis may be done at 
the bank and state/city level to gain insights 
about the variation in severity of.the problem 
faced by various banks located in different 
states/cities. 

This trend probably has worsened in the recent 
years. This has also led to the practice of 
more and better marketing techniques by some 
banks. They are also realizing the need to 
seriously investigate the possibility of 
attracting and switching competitors' existing 
customers. The competing banks may be thinking 
the same way and thus a strategy to retain 
existing customers is also needed. The issue of 
"bank loyalty" and "bank switching" is, 
therefore, of dominant concern in the retail 
banking business. Most of the past research has 
focussed on such issues as selection of banks 
(Anderson, Cox and Fulcher 1976; Bowers 1969; 
Dupuy and Kehoe 1976; Linneman and Davis 1976), 
relationship banking (Berry and Thompson 1982) 
and market segmentation (Hood and Walters 1985; 
Kinnaird, Shaughnessy, Strumann and Swinyard 
1984). More recently, the topic of bank loyalty 
and bank switching is gaining the attention of 
researchers (Jain, Pinson and Malhotra 1987; 
Moutinho and Brownlie 1989a, Moutinho and Meidan 

1989b). Two specific questions that will be 
addressed in our research are: 

1. What makes a bank customer switch to 
another bank for a particular seryice? 

2. What makes a bank customer switch the 
entire banking operations to another bank? 

In the next section, we review the relevant 
literature and develop hypotheses relating to 
the two research questions mentioned above. A 
conceptual model is developed that presents the 
key factors and their relationship to bank 
switching behavior. This model and the 
hypotheses are tested in a field setting using 
survey research. The details of the research 
study are discussed in the section following the 
hypotheses and the conceptual model. 

Previous Research and the Hypotheses 

In this section, several factors are identified 
that could possibly explain why a customer would 
switch to another bank either for a particular 
service or for entire banking operations. 

Switching to Another Bank for a Particular 
Service: 

Satisfaction with the Banking Services: 

In a survey done by Opinion Research 
Corporation in 1984, one out of four consumers 
moved at least one account from one financial 
institution to another in 1983. The reasons 
cited for the move were convenience, better 
service, lower service charges and higher 
interest rates on money market accounts. Recent 
research by Moutinho and Meidan (1989) suggests 
that bank customers are more likely to change 
banks due to high interest rates on credit 
cards, low interest rates on savings account and 
denial of loan applications. Although better 
financial offerings seem to be the major reason 
for changing banks, convenience and service seem 
to be the valid reasons too. In the Moutinho 
and Meidan (1989) study, the customers had high 
levels of satisfaction with regard to the 
location and accessibility of banks. Where this 
is not the case, i.e., location is not conven­
ient or the service is not efficient or up to 
the expectations, bank switching may take place 
despite satisfactory financial offerings. Thus 
a customer may think of changing banks due to 
any of these considerations, i.e., financial 
considerations, service considerations, conven­
ience considerations etc. if sjhe is not 
satisfied with the offerings of the bank. 
Satisfaction/dissatisfaction with the offerings 
is thus one of the basic determinants of bank 
switching behavior. 
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TABLE 1 

POPULATION AND BANKING STATISTICS 

Information 1980 1986 Growth 

u.s. Population (in thousands) 227,757 241,625 6.1% 

Mobility (in thousands)* 36,887 41,940 13.7% 

Number of Banking Establishments 46,184 54,759 18.6% 

Population/Banking Establishment 4,932 4,412 -10.5% 
New Residents/Banking Establishment 797 766 -3.9% 

Source: u.s. Bureau of the Census, Statistical AbStract of the U.S.,1990, Washington, D.C. 

*NOTES: 
1. statistics reported for the years 1980-81 and 1985-86 respectively. 
2. No. of residents who moved -- excludes members of the armed forces living abroad. 

Importance of the Banking Services: 

Two questions in this context'need to be 
addressed in order to understand the link 
between dissatisfaction and customers bank 
switching behavior. 

1. Does a given level of dissatisfaction from 
a particular service lead to the same 
response from different customers? And, 

2. Does a given level of dissatisfaction from 
different services lead to the same 
response from a particular customer? 

An intuitive answer to both these questions is 
NO. And the reason is that "importance" of a 
particular service to different customers is not 
the same, as also the importance of different 
services to the same customer is not the same. 
Thus, importance of a particular service to a 
particular customer is a critical factor in 
determining that customer's response to 
dissatisfaction from a particular service. 

Bank marketers have realized that not all 
banking services are equally important to all 
bank customers. This has resulted in the 
proposal of a methodology to measure 
"Determinant Attributes" (Myers and Alpert 1968; 
Alpert 1971; Anderson, Cox and Fulcher 1976). 
This procedure involves measurement of 
"Attitudes toward features which are most 
closely related to preference or to actual 
purchase decisions" (Myers and Alpert 1968). 

Determinant attribute analysis technique has 
been applied to bank selection decisions to 
assess the relative determinance of various 
attributes (services) in the selection of a 
bank. It has also been applied to identify 
customer segments such as convenience - and 
service - oriented customers (Anderson, Cox and 
Fulcher 1976). A goal of our research is to 
apply the determinant attribute analysis to 
understand bank switching behavior. 

The concept of "determinance" was developed by 
Myers and Alpert (1968) from the notion of 
"importance" defined by Krech and Crutchfeld 
(1948). The underlying thinking, however, is 
the same, i.e, more important an attribute is to 
an individual, more determinant it will be in 
decision making. Thus in the context of bank 
switching behavior, this would mean that indi­
viduals would think about switching to another 
bank only if a particular service was an 
important one and would rather stay with the 
same bank if the service was not important. 
Thus the two constructs, i.e., satisfaction from 
a service and importance of that particular 
service will jointly determine the likelihood of 
a customer switching to another bank for that 
particular service. 

Consider four scenarios resulting from four 
combinations of high and low levels each of 
satisfaction and importance. The only scenario 
under which the customer will consider switching 
to another bank for a particular service is when 
the satisfaction is low and importance is high, 
i.e., the customer is dissatisfied with a 
service which is very important. This customer 
will have the "highest likelihood of switching". 
If the customer was dissatisfied but the service 
was not important, the customer will have an 
attitude to "Put up with it or Doesn't matter". 
If the satisfaction was high and so was the 
importance, we have a "content" customer. 
Finally when the satisfaction is high and 
importance is low, the customer will have the 
"lowest likelihood of switching". Thus the two 
variables, satisfaction from and importance of a 
particular service will jointly determine the 
likelihood of a customer switching to another 
bank for a particular service. The nature of 
relationship of satisfaction and importance with 
likelihood of switching to another bank for a 
particular service is captured in the following 
two hypotheses: 
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Satisfaction with a particular banking 
service would be negatively related to the 
likelihood of switching to another bank 
for that particular service. 

Hz: Importance of a particular banking service 
would be positively related to the 
likelihood of switching to another bank 
for that particular service. 

Switching the Entire Banking Operations: 

Another important problem faced by a bank 
involves identification of conditions under 
which a customer terminates entire operation at 
one bank and switches to another bank. An 
obvious situation when this could happen is when 
the bank is performing poorly on all or most of 
its services and the customer considers all or 
most of these services important. In taking a 
decision such as complete termination of 
operations at a bank, some customers are likely 
to undertake a detailed processing and look at 
all services used at that bank, respective 
importance and satisfaction from each service. 
On the other hand, some customers may be 
completely driven by financial considerations 
whereas some others may take into account only 
convenience aspects. Thus the likelihood of 
switching entire banking operations would depend 
upon type of decision making strategy used by a 
customer in putting together information 
pertaining to satisfaction from and importance 
of different services. 

At this point, no hypotheses are made relating 
the satisfaction and importance to likelihood of 
switching entire banking operations. Instead, 
our research will focus upon the link between 
likelihood of switching a bank for just one 
service and likelihood of switching entire 
portfolio of banking services. This issue is of 
central importance for bank marketers. This 
would reveal why a bank may loose the entire 
business from a customer on account of one 
service. Three categories of responses are 
possible from customers. Many customers would 
just switch to another bank for that particular 
service whereas some others would move their 
entire portfolio. Yet another category of 
customers may do nothing and would simply 
continue with their existing bank despite their 
intentions of switching one or few services. In 
the following sections we discuss the variables 
that influence decisions concerning switching of 
entire banking portfolio. 

Likelihood of Switching Bank for a Particular 
Service: 

Next, we cons.ider the issue about the likelihood 
of switching one service as it effects the 
likelihood of changing entire banking portfolio. 
A high likelihood of switching a service may 
open up the possibility of the customer 
considering switch of entire banking portfolio. 
On the other hand, a low likelihood of switching 
a service may eliminate the subsequent 
possibility of the customer considering switch 
of entire banking portfolio. Thus the 
hypothesis: 

The likelihood of switching to another 
bank for a particular service will be 
positively related to the likelihood of 
switching entire banking portfolio to 
another bank. 

Further, two customers with an equal likelihood 
of switching to another bank for a particular 
service may not react the same way when it comes 
to switching the entire banking portfolio. This 
may be due to the fact that changing the entire 
banking portfolio may mean different degree of 
inconvenience to them either on account of 
differences in their financial portfolios, 
lifestyles or both. In this context, we bring 
in two more constructs to explain bank switching 
for entire set of banking services. These are 
"dependence" that deals with the nature of 
financial portfolio of a customer and "inertia" 
that captures a customer's lifestyle. 

Customer Dependence: 

When considering switching of the entire set of 
banking services to another bank on account of 
dissatisfaction with a particular service, a 
customer not only takes into account the impor­
tance of that service; sfhe is also likely to 
consider two other related issues. These are: 
i) switching implications on other arrangements, 
e.g., bill payments or salary credits, and ii) 
number of services used at that bank as compared 
to total number of services used at all banks. 
Thus the issue of switching entire set of 
banking services from one bank to another bank 
is closely tied to a customer's dependence on 
that bank. 

Two measures of dependence would be: i) account 
dependence - the absolute number of services 
used by a customer at a bank and ii) portfolio 
dependence - proportion based on the number of 
services used by a customer at a bank divided by 
the total number of services used by that 
customer at all banks. Using these two measures 
of dependence, it is hypothesized that: 

H4A: The number of services used by a customer 
at a bank would be negatively related to 
the likelihood of switching entire set of 
banking services to another bank. 

The rationale for this is that switching a 
smaller number, e.g., four services is going to 
be easier than switching a large number, e.g., 
eight services. This is due to the time, 
inconvenience, paper work and penalties involved 
in closing a large number of services at a 
financial institution. 

H4B: The ratio of services used at a bank to 
the services used at all banks by a 
customer would be negatively related to 
the likelihood of switching entire set of 
banking services to another bank. 
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A Conceptual Model of Bank Switching Behavior 
FIGURE 1 

The rationale is that switching of half the 
financial portfolio is more difficult than 
switching of one-fourth of the portfolio. This 
is again due to the time, inconvenience, 
paperwork and penalties involved in moving a 
large part of a portfolio located at one bank to 
a new bank. 

Customer Inertia: 

Many banking institutions focus on a customer 
segment described as Established Business 
Customers or EBCs (Hood and Walters 1985). 
These authors define EBCs as "Individuals who 
have lived in the bank's market area for a 
number of years, have a knowledge of financial 
matters and are well into their careers and 
lifestyles." In Hood and Walters research, most 
EBCs were found to be loyal to their banks - 64 
percent had been with their bank eight or more 
years, 84 percent had not changed banks within 
the last three years, and 72 percent were not 
using another bank or savings banks for bank 
services. 

These authors conclude from their findings that 
once a bank attracts EBCs, they were likely to 
remain loyal to the bank. The very profile of 
the EBCs suggests that this may, to a large 
extent, be due to their demographics. These are 
likely to be people with strong community ties 
both in terms of work and family, and changing 
banks for these individuals would mean an 
uprooting, a disturbance of their lifestyles. 
In a way, these individuals are likely to have 
some kind of inertia and would rather put up 
with minor complaints they may have with their 
banks rather than think of changing banks. As 
against EBCs, customers who are not well 

established into the community are more likely 
to consider switching, their inertia or 
resistance being low. We thus introduce the 
concept of "inertia". Two measures of inertia 
are: i) account inertia - the number of years 
the customer maintained an account at the bank 
and ii) residence inertia - the number of years 
the bank customer has lived in that geographical 
area. A larger number of years on both these 
measures, would indicate high inertia. In turn, 
inertia is likely to be negatively related to 
the bank switching. Thus the hypotheses: 

H5A: The number of years of a customer's 
residence in the local area would be 
negatively related to the likelihood of 
switching the entire set of banking 
services to another bank. 

H5B: The number of years a customer has 
maintained an account at a bank would be 
negatively related to the likelihood of 
switching the entire set of banking 
services to another bank. 

The conceptual model summarizing the seven 
hypotheses is given in Figure-1. Details of a 
research study testing this conceptual model 
and the hypotheses and the results will be 
presented at the conference. This research 
addresses an important yet relatively neglected 
topic in the area of bank marketing. The 
findings would contribute to the discipline by 
providing a better understanding of consumer 
switching behavior of banking services. Some 
of the results could be extended to services 
marketing in general and may be of interest to 
both academicians and practitioners. 
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FRANCHISING AND GLOBAL SERVICES MARKETING 

A. Ben Oumlil, University of Dayton 

Abstract 

In the past decade, the field of 
services marketing has been 
attracting considerable academic 
attention. This is consistent with 
the growing services orientation of 
the u.s. economy and the marketing 
challenges created by the changing 
environmental conditions, such as 
deregulation, in service industries. 

Basically, services marketing is 
distinguished from product marketing 
by the fact that the 'product' in 
the case of service industries is 
intangible, incapable of being 
stored, almost impossible to 
standardize, and its production and 
consumption are largely inseparable. 
These and other differences are 
considered to be the main factors 
which distinguish services marketing 
from product marketing. However, 
one area of particular concern is 
the distribution of services -- how 
to get the service to the customer 
efficiently and effectively. 

Franchising as an Entry Strategy 
for Service Marketing 

Distribution channels can involve 
three different kinds of 
participants service firms, 
intermediaries, and customers. The 
participants are in a buying and 
selling relationship with the 'up' 
and 'down' channel participants. 
The existence of power, conf 1 ict, 
and cooperation behavior patterns in 
a channel of distribution result 
from the extent of dependence of 
each member on other channel 
members. 

Franchising business services 

operation is one example of the use 
of the intermediaries in the 
marketing channel strategy. The 
franchising of business services is 
the third fastest growing segment of 
franchising. Reasons for this 
growth include: (1) the increase in 
automation has increased the demand 
for specialized skills, (2) the tax 
system has become more and more 
complex through the years, resulting 
in a growth in accounting-type 
services, and (3) the increasing 
desire of Americans to become 
entrepreneurs (Garry 1987). 

Examples of the franchising of 
business services include job 
placement agencies, printing and 
copying, financial services, legal 
services, and computer consultants. 

There are several strategies that 
can be used to make the marketing of 
services more convenient. Service 
marketers can adapt to demands for 
conveniences by introducing new 
services or revising old services. 
For example, the banking industry 
has responded to consumer's needs by 
opening more branch offices, 
extending hours, and installing 
automatic teller machines. 

Channels of distribution have also 
been altered to meet consumers' 
growing need for convenience. 
Insurance companies now offer 
insurance through agents. "Another 
major change which further 
illustrates the shift to mass 
merchandising of services is the 
distribution of services by large, 
goods-oriented marketers" 
(Johnson 1970). For example, many 
department stores have beauty salons 
within their stores, and Sears even 
has an insurance outlet in some of 
their major stores. 
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Although services cannot be 
protected through patents, Nicoulaud 
advises that some form of protection 
can be achieved through: "1) the 
right choice of method of entry and 
penetration into foreign markets; 2) 
the development of a strong and 
differentiated organizational image 
linked to, 3) post purchase 
communication," (Nicoulaud 1989, p. 
58) • 

Because speed is essential in 
entering and penetrating overseas 
markets, Nicoulaud recommends 
franchising as particularly well 
suited to the situation. 

Advantages and Drawbacks of 
Franchising 

Cross and Walker (1987) call service 
marketing and franchising a 
practical business marriage. 
Indeed, franchising offers 
advantages to both the franchisee 
and franchiser. The service 
franchisee receives extensive 
assistance from the franchiser in 
several forms: 1) an established 
concept, 2) a recognizable brand 
name and/or credible image, and 3) 
tested and proven business methods. 
These combine to reduce the risk of 
doing business in the overseas 
market. 

For the franchiser, franchising is 
often a viable alternative to a 
company-owned chain. Franchisee 
fees are a source of funds that can 
be used for both cash flow and 
horizontal expansion. In addition, 
the franchiser retains a certain 
amount of control over operations by 
establishing standard systems and 
procedure control operations. 

Franchising meets the challenges of 
service marketing in several ways. 
First, services are discretionary; 
many purchased services can be 
either performed by the consumer or 

postponed. Accordingly, convenience 
is critical in the marketing of 
services. Franchising offers 
multiple locations and, thus, 
increases convenience. Services are 
heterogeneous and, therefore, 
nonstandardized, which makes quality 
control difficult. Franchising 
allows standardized systems and 
procedure to protect the quality of 
services (Cross and Walker 1987). 

One strategy suggested for dealing 
with intangibility is to relate the 
service to something tangible. The 
Rock of Gibraltar is used by one 
insurance company to associate an 
image of reliability with its 
service. A franchise system follows 
the same approach with its logos, 
spokespeople, and standardized 
facilities (Cross and Walker 1987). 
McDonald's golden arches are found 
worldwide, even appearing recently 
in Moscow. 

Franchising can be used to overcome 
inefficiencies, and to increase 
production and product quality. 
Reasons for the success of 
franchising include the following: 
a uniform quality of service in the 
franchise firms, local service 
outlets are identified as members of 
a larger group, and the use of large 
scale advertising and other mass 
promotion activities. u.s. examples 
of successful franchises include 
McDonald's and Holiday Inn hotels. 

Specifically, the U.S. McDonald's 
fast-food chain offers an 
outstanding example of an effort to 
expand distribution nationally and 
internationally, while at the same 
time continuing to offer consistent 
quality. Levitt (1972) describes in 
detail how McDonald's has achieved 
this feat of quality control by 
utilizing a series of finely tuned 
standardized procedures for doing 
every activity by the franchisees -­
even detailed steps to be followed 
for producing consistent quality 
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french fries. on the other hand, 
Sasser and Arbeit (1976) criticized 
this approach as being impractical 
because, although it may profit in 
the short run by using manufacturing 
techniques, it will also suffer the 
same drawbacks as manufacturing. 
More specifically, the authors 
contend that standardization of 
tasks will eventually contribute to 
job dissatisfaction and 
deterioration of employee 
performance. Since unskilled 
workers are usually employed in many 
service environments, the authors 
further contend that turnover will 
be high. Also, of those employees 
who do stay, many will be promoted, 
removing them from the area in which 
they are most needed (e.g. , high 
customer contact positions). 

There are several potential problems 
associated with using intermediaries 
that need to be addressed in the 
interests of improving services 
marketing. First, franchising 
itself presents several problems, as 
discussed previously. Second, using 
intermediaries as an access device 
can cause further difficulties. For 
example, an intermediary may not 
provide as much access as the 
service user would like. Some 
research studies demonstrate that 
channel leadership style and climate 
are key elements influencing channel 
members' morale and willingness to 
participate in collective activities 
(Schul, Pride, and Little 1983; 
Schul, Little, and Pride 1985). 
Furthermore, to avoid such problems 
associated with using 
intermediaries, a services marketing 
manager could bypass an intermediary 
through effective use of high­
technology innovations, such as 
direct mail and telemarketing. 
Through these technologies, service 
providers can reach customers 
directly and minimize the problems 
of dealing with and controlling the 
intermediaries in the service 
distribution process. 

The need for the multiple segments 
approach is developed from the 
firm's need and desire to utilize 
excess capacity. However, 
multisegment strategies need not be 
associated with multisite 
strategies. In order to 
successfully develop and implement 
the multisegment planning 
strategies, the demand of the 
identified segments need not be 
identical (i.e. , segments must be 
different). One case in point has 
to do with the internationalization 
of services. There is a tendency to 
view such strategies as purely 
multisite. For this view to be 
accurate, it must be clear that the 
consumers' demands are identical in 
both the domestic and international 
markets. In some cases, such as 
fast food chains, this is feasible 
(Bateson 1989). 

The adoption of multisite retailing 
as an international 
productsjservices marketing strategy 
has had less success. For example, 
McDonald's has found it difficult to 
persuade consumers in Great Britain 
to clear their tables after eating. 
The problem arises when the involved 
companies realize that they are 
actually dealing with different 
segments due to distinct cultural 
norms. The problems of managing 
multiple sites are also aggravated 
by the spatial distance between the 
home office and the branch site, and 
by managers who may themselves have 
different cultural backgrounds 
(Bateson 1989). 

Conclusion 

Franchising is fast becoming the 
most practiced method of 
distributing services and achieving 
the corporate goals of market 
expansion. According to one report, 
in 1981 new outlets were opening at 
the rate of 47 per day (Harris 
1982). However, it was also 
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reported that many failed due to the 
unwillingness of the franchisees to 
spend sixty to eighty hours per week 
to make the businesses succeed. The 
franchise system is also plagued 
with occurrences of franchisers 
often not delivering on their 
promises (Harris 1982). Even though 
the distribution method of 
franchising has had some success in 
controlling the quality of service 
through the use of standardized 
procedures, many problems still 
exist. 

The special channel distribution 
strategies' considerations of 
marketing services internationally 
need to include government 
influences, the convenience driven 
needs of consumers, and the unique 
criteria of service (i.e., 
intangibility, inseparability, 
perishability, and heterogeneity). 
However, services marketing 
opportunities are expanding 
domestically and globally. Through 
careful planning of distribution 
marketing strategy, multinational 
firms can reap benefits from 
expanding foreign services market. 
Franchising can be adapted to u.s. 
firms as a valuable strategy to 
penetrate overseas markets. 
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INNOVATIONMANAGFMENI',MARKEI'ORIFNTATIONAND 
PERFORMANCE IN THE CONSUMER SERVICE SECTOR: 

AN EMPIRICAL RESEARCH 

Frederic Jallat, Paris Graduate School of Manll8ement 

Abstract 

The purpose of this study is to look at !he management of innovation 
in consumer service fUllls and more precisely to defme !he possible 
relationships between !he degree of refmement in innovation process, 
the marketing competence of !he organization and !he financial 
performance of a new service. 
Following a presentation of various concepts, an empirical study will 
complete !he investigation of research hypolheses. In a sample of 52 
French organizations taken from four major service industries, a non­
parametric analysis of results shows !hat !he analytical marketing 
reflection of !he firm has to be encouraged at the expense of its 
operational setting and !hat !he refmement level of the development 
process has a positive impact on the performance of new consumer 
service activities. 

Review of publications 

The objective of this study is to partly fill a gap by presenting an 
empirical analysis of !he possible relationships between !he marketing 
competence of !he organization, !he degree of refmement in innovation 
process management and !he fmancial performance of new service 
activities. This analysis is relatively innovative since, as far as we 
know, !here has been no previous study about relations between 
financial performances and innovation policies in the service sector. 
Indeed, research has mainly concentrated on qualitative criteria, above 
all !he quality of service (Zeilhaml et a!. 1988, Brown et a!. 1990, 
Gronroos 1990). 

Conceptual structure 

A conceptual structure of innovation management in consumer service 
firms is necessary for !he sample study. Let us recall some essential 
points : 
- traditional methods of innovation management are sufficiently 
comprehensive and general so as to be applied to service activities 
(Wind 1982, Lovelock 1984, Meyers 1984, Urban eta!. 1987); 
- observed differences between industrial development processes and 
consumer service activities development are mainly due to structural 
reasons more !han to managerial causes : corporation practices and 
marketing concerns in the service sector are indeed less developed !han 
in !he industrial sector (George and Barksdale 1974, Donnelly et a!. 
1985, Zeilhaml eta!. 1985, Langeard and Eiglier 1990) ; 
- when marketing competences are present in !he firm, !he level of !he 
service development process is better than in the case of weaker 
abilities (Shostack 1984, Martin and Home 1990) ; 
- observed performance in !he issuing of new consumer services are a 
function of the degree of refinement in innovation development 
process (Belleflarnme eta!. 1986, Langeard eta!. 1986, Jallat 1992). 

Definition and operationalization of variables 

The key dimension of this study, the degree of refinement in 
innovation process managemen~ will be measured using two criteria 
which allow us to organize our hypolheses : 

- VI : number of steps in !he firm's development process among !hose 
used by Booz et a!. (1981) (idea generation, idea screening, concept 
testing, commercial evaluation, service conception. service testing, 
marketing-mix testing, test marketing, commercialization). 
As a first approach, Ibis criterion makes intersectorial comparisons 
simpler and it is easier to measure !he associations between variables. 
The limitations of this criterion lie in the somewhat artificial 
formalization of !he process and !he numerical computation of !he 
processes considered. One must remember, neverlheless, !hat statistical 
treatment supports a qualitative analysis previously oriented towards 
contents and melhods (Jallat 1992). 
- V2 : effective dissociation between the phase of test 
operationalization (grouping !he four intermediary steps of service 
conception, service testing, mix testing and test marketing) and !hat of 
commercialization taking the last step of !he process into account 
This criterion (Langeard et a!. 1986) is by nature more qualitative and 
defined "ex-post", and consequently more complex to measure !han !he 
former and is partly left to !he researcher's discretion. 

The marketing abilities of !he firm will be measured along four 
dimensions : 
- V3 : nature and contents of !he strategic lhinking prior to innovation 
development, 
- V 4 : functional integration of marketing in !he structure responsible 
for !he new service development, 
- V5 : number of persons active in marketing related activities/total 
manpower of !he firm, 
- V6 : marketing investments/total turnover. 
The fUlll's marketing competence dissociates !he analytical melhod and 
the operational setting taking into consideration Larnbin's (1986) 
conclusions on Ibis subject. 
The first two elements are designed to measure !he strategic orientation 
and analytical reflection of !he firm (strategic marketing). The last 
indicators are designed to assess !he efforts of !he firm to bring this 
global reflection into reality (operational marketing). 
The four variables used have been suggested by George and Barksdale 
(1974) or Zeitharnl et a!. (1985) on the service sector, their 
melhodology being very close to ours. 

The performance of the new service will be measured in !he last 
fmancial year using fmancial data collected from !he fUlllS lhemselves 
or at Commercial Court proceedings. Three indicators are retained : 
- V7 : Growlh rate of business turnover, 
- V8 : Company market share, 
- V9 : Net results of !he company. 

Accuracy of !he performance criteria has been presented in existing 
literature (Woo, Willard 1983, Capon eta!. 1990 ... ). 
Besides, such measures offer !he advantage of being collected more 
easily than some specific sectorial indicators for which it is not 
possible to disregard !he firm studied. 
Moreover and taking into account the overall objectives of the 
hypolhesis, general and standardized measures seem to be better adapted 
to research goals. 
On the contrary, those criteria take into consideration neilher !he 
competitive environment characteristics nor !he degree of market 
maturity : using !hem is. in Ibis respect, an "abuse" slightly attenuated 
by !he qualitative analysis !hat has previously been done. 

Table I below presents !he nature and features of !he criteria used to 
measure !he variables under study. 
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TABLE2 
COMPUI'ER ANALYSIS PLAN OF THE RESEARCH 

Hypothese Spearman Marm-Whitney 

Hl.l VIN3toV6 
Hl.2 V2N3to V6 
H2.1 VlN7toV9 
H2.2 V2N7to V9 

Quantitative analysis and results of the study 

This section turns to the testing of hypotheses and consequently to the 
links between the relevant variables used in this study. 
One must keep in mind that two covariating variables are not 
necessarily in a causality relation. 
With the help of existing literature and with the quantitative analysis 
we have completed, causality relations will be stated and hypotheses 
confmned each time a significance level and a sufficient linkage is 
reached (p<.lO). 
Using the elements presented in the previous section, the following 
relationship will be successively analyzed : 
1") Level of process making, 
2") Dissociation between steps. 

The method used to validate the research hypothesis will be specific to 
each dimension since the measured associations and the significance 
levels are particuliar to the different sectors studied. 
Taking into account the research objectives, the generalization of the 
tested hypotheses in all the activities of consumer related services will 
probably be possible for only some dimensions. 
The synthesis of non-parametric tests in four representative sectors 
will make this generalization possible, given the qualitative analysis 
previously completed (Jallat 1992). 

Level of process refmement 

Two hypotheses of the research are to be presented and tested. This will 
be followed by the results themselves. 
H 1.1 : Whatever the service sector under consideration, the stronger the 
marketing abilities of the fmn, the greater the number of steps. 
In Table 3, the Spearman rank coefficient correlation and the 
significance level (Sign.) of the admitted· associations are presented for 
all sectors. 

TABLE3 
MARKETING ABIUI1ESINUMBER OF STEPS ASSOCIATION 

Hotel Restaurant Commere Insurance 
Nberof Nber of Nberof Nber of 
steps Sle!>S steps steps 

Stra. refl. .812 .725 .887 .848 
SiKn.l .000 .004 .000 .000 

Mkt. Integ .827 .739 .450 .707 
Sign.) .000 .003 .071 .003 

Mkt. Eff. .703 .107 .408 .625 
Siltn.) .002 .370 .o94 .011 

Mkt. Inv. . 623 .380 .674 .405 
Sign.) .007 .112 .008 .085 

The link between the contents of the strategic reflection previously led 
inside the firm and the number of steps in the process is largely 
confirmed for all sectors : the significance levels obtained are 
particularly demonstrative (p<.OOl, restaurants excluded). 
Similarly, the link between the marketing integration in the 
management of the project or task force responsible for innovation 
process and the number of steps in the process is also confirmed 
One can state that the strategic orientation and the analytical reflection 
have a favourable impact on the refmement process in the new service 
customer-related activities. 

Concerning the criteria of operational setting, conclusions are more 
difficult to draw : the link between marketing staff and the number of 
the process steps is confirmed with the exception of speciality 
restaurants. 
In the restaurant business, a very good example of a fragmented sector, 
the firms often only have one person responsible for marketing, 
whatever the size of the staff. 
Similarly, marketing expenses are minimal ; they are, roughly, a fixed 
minimal amount unrelated to the turnover of the firm. Considering the 
nature of the sector, these indicators give a poor idea of the operational 
marketing orientation in the organization under study. 
Finally and for the same reasons, the relation between a given 
proportion of the firm's marketing investments and the number of 
process steps is rejected only in the restaurant trade. 

In conclusion, if we take into consideration the variations between 
different sectors, intra-sectorial features are more determining than a 
generalization to all consumer services activities as a whole. 
Generally speaking, the operational setting is correlated in a less 
significant way to the refinement degree in the process development. 
H2.1 : Whatever the sector under consideration, the more steps usually 
included in the development process, the greater the new sector's 
performance. 

In Table 4 the Spearman's coefficients and the levels obtained are 
presented. 

TABLE4 
LINK BE'IWEEN NIMBER OF STEPS /NEW SERVICE PERR>RMANCE 

Hotel Restaurant Commerce Insurance 
Nber of steps Nber of sle!>S Nber of steps Nber of steps 

Growtt .772 .707 .879 -.177 
ISi2n.l .000 .005 .000 .281 
Market .862 .493 .738 .838 
share 

I Sign.) .000 .052 .003 .000 
Results .708 .647 .840 .824 
I Sign.) .002 .012 .000 .000 

The association between the number of steps and the fmn's turnover 
growth rate is largely confmned, except for the insurance sector. 

The capitalization life insurance sector, which has come to maturity, 
has grown more significantly by transfer than by creation of net 
savings. Market shares of that "extended" market have been purchased 
either by new participants or by existing competitors. 
Consequently, the basic year does not put this criterion forward since 
the leaders, already with a largely dominating position, have more 
difficulties today to double an important turnover whereas the 
challengers with a more limited size can register a higher growth rate. 
This statement does not apply to the other three sectors, the activities 
being effectively more recent than the capitalization life insurance 
sector . 
Concerning the association between the number of steps in the process 
and the market share, this is stated throughout. 
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Finally, the link between the number of steps in the process and the net 
results of the fmn is significant for all sectors : Eiglier and Langeard 
(1987) or Jallat and Lacoste (1991) have underlined the accuracy of the 
criterion compared to others when measuring the performance of 
consumer service fum.s. 

One can assert generally that the degree of refmement in the 
development process bears positively on the performance of a new 
consumer service activity. 

Dissociation between steps 

Taking into account their dichotomic nominal nature, statistical tests 
will be modified although bound by the same 
hypotheses as the number of process steps. The hypotheses are 
presented again before the results. 

Hl.2 : Whatever the service sector under consideration, the phases of 
test operationalization and commercialization will be more frequently 
dissociated in the process when the marketing abilities of the fmn are 
strong. 
For every association measure, the table below presents the Mann 
Whitney U coefficient and its associated significance level. 

TABLES 
ASSOCIATION MARKTING COMPETENCFJDISSOCIATION OF THE 

PHASES OF TEST AND COMMEROAUSATION 

Hotel Restaurant Commerce Insurance 
Dissociation Dissociation Dissociation Dissociation 

Stra.Refl. 4.0 0.0 1.0 4.5 
Sign.} .002 .001 .003 .006 

Mkt. Integr 8.5 8.5 8.5 8.0 
!(Sign.)_ .007 .042 .056 .021 
Mkt. Eff. 8.0 17.5 8.0 4.0 

!(Sign.} .010 .468 .061 .007 
Mkt. Inv. 24.0 10.0 4.0 11.0 

[(Sign.) .321 .098 .014 .075 

Sector by sector and criterion by criterion, the conclusi~ns of these 
tests are, absolutely identical to those of the first hypothestS and allow 
an refinement in the survey : generally, the strategic orientation and 
the analytic steps of the firm have a favo~able impact ~n !"e 
elaboration level of the development process m tts global orgaruzat10n 
and its internal construction as well. 
On the contrary and more significantly than before, ~perational. in~:<a­
sector features are more important than the hypothests generaltzauon 
to the entire "service" sector. 
In particular, the significance level of the association measurement 
between the amount of marketing investment made in the hotel 
business and the effective dissociation of the steps in the process does 
not allow any confirmation of the hypotheses. 
Generally speaking, the efforts of operational setting of the fmn have 
no impact on the dissociation of test and commercialization. 

H2.2 : When the test operationalization and commercialization phases 
are effectively separated, new service performance is .upgraded. 
A statistic Mann-Whitney test, similar to the prevtous one, has been 
conducted concerning the association measures below. 

TABLE6 
. ASSOCIATION DISTINCilON BE'IWEENTF.ST AND 

COMMERCIAUSATION PHASES/PERFORMANCE OF THE NEW 
SERVICE 

Hotel Restaurant Commerce Insurance 
Dissociation Dissociation Dissociation Dissociatio 

Growth 7.0 13.0 2.0 15.0 
!(Sign.}_ .007 .212 .006 .196 
Mkt. Shan 10.0 6.0 2.0 0.0 

!(Sian.) .018 .028 .006 .001 
Results 14.0 14.0 1.0 2.0 

IISiRn.) .052 .261 .004 .003 

The association between the number of steps and the turnover growth 
rate is confmned for the hotel and the retail credit cards sectors. 
The comments made about the insurance sector can be applied to this 
part of the survey. 
In the restaurant sector, one can question the validity of the data 
obtained or the relevance of an ex-post formalization in a field where an 
"entrepreneurial approach to innovation" dominates : the association 
between the selected items is confmned only for the market sh8>e. 
As for the association between phases and market share, it is confmned 
in all sectors. 
Finally, the association between the same dimension and the net results 
of the fmn is significant for hotel, distribution and insurance sectors. 
One can conclude that the dissociation between the phases of test and 
commercialization in the process is not always a criterion of efficiency 
and performance for new consumer service activities. 

Conclusion 

This research emphasizes a certain number of important elements : 
The firm's strategic orientation and analytical reflection have a 
positive impact not only on the level of refmement in the global 
organization of the process but also on the dissociation between its 
component phases. 
This degree of refmernent in the process also has a positive impact on 
performance of new consumer service activities but the dissociation 
between test and commercialization does not always constitute an 
efficiency and performance index for new products. 
The operational setting is correlated in a less significant way with the 
degree of refmement in the process and, generally speaking, the efforts 
of the firm have no impact on the dissociation between the test and 
commercialization phases in the process. 

Of course, this research would merit extension to other service sectors, 
if only to convince practitioners that analytical marketing reflection 
and higher refmement of development process have to be encouraged. 
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MEASURING LOYALTY INTRA VEL SERVICES: A MULTI-DIMENSIONAL 
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Abstract 

A multi-dimensional measure of loyalty, with a 
psychological commitment instrument (PCI) and purchase 
behavior, is used to segment three different travel services. 
The use of cluster analysis with this conceptualization 
created distinct loyalty segments in each of the three travel 
services sampled. Convergent and nomological 
comparisons of the service loyalty clusters and the related 
constructs of satisfaction, involvement and perceived 
differences in service quality substantiated the theoretical 
consistency and sensitivity of this measure and generated 
distinct attitudinal segments within the three different travel 
services. 

Introduction 

The magnitude and economic significance of the travel 
industry has been corroborated by scholars and practitioners 
alike. As befits the diversity of the world's single largest 
service industry, numerous market segmentation approaches 
are reported in the travel research literature. Variables used 
to segment travel markets have included traveler geographic 
origins (e.g. Etzel and Woodside 1982), demographics (e.g. 
Shoemaker 1989), psychographies (e.g. Schewe and 
Calantone 1978), occasions or types of trips (e.g. Crask 
1981), benefits experienced or desired when traveling (e.g. 
Woodside and Jacobs 1985), usage or user status (e.g. 
Knutson 1988), and attitudes (e.g. Snepenger 1987). One 
method of segmentation which has received little attention in 
travel services involves the use of customer service loyalty. 
Investigation of the construct appears warranted given the 
industry's preoccupation with frequent travel programs and 
loyal patronage. 

The intent of this article is to empirically investigate the 
effectiveness of loyalty's measurement, with an attitudinal 
commitment scale and purchase behavior, in segmenting 
three different travel service markets. It is hypothesized that 
this multi-dimensional approach will successfully 
differentiate levels of traveler attachment to a service and 
provide theoretically consistent, yet distinct loyalty segments 
when compared across several related attitudinal constructs. 

Consumer loyalty has long been a topic of interest in the 
areas of consumer behavior, sociology and marketing. The 
history of the subject in the business context extends back to 
Copeland's 1923 study of a phenomenon he labeled "brand 
insistence". Most researchers agree with the "composite" 
perspective that loyalty must be examined using behavioral 
and attitudinal perspectives. This view was first expressed 
by Day (1969) and further defined by Jacoby (1971). With 
this dual perspective in mind, a loyal travel consumer would 
repeatedly purchase or use a particular travel service and 
possess a positive attitudinal disposition toward that service 
provider (e.g. United Airlines, Hilton Hotels). As a form of 
market segmentation, Assael (1987) asserts that use of these 
attitudinal and behavioral components provides a powerful 
definition of brand loyalty, with each variable cross­
validating the nature of the customer's purchase relationship. 

The importance of repeat behavior (e.g. Jarvis and Mayo 
1986) and its effectiveness as a variable for differentiating 
tourists (e.g. McQueen and Miller 1985) has been 
documented in the context of travel services. While the 
behavioral measures of loyalty are generally accepted, 
several researchers (e.g. Pritchard, Howard and Havitz 
1992) argue that further theoretical refmement of the 
attitudinal component is especially needed. Day (1969) 
notes the strong theoretical tie between commitment and the 
attitudinal component of loyalty. Assael (1987, p. 76) 
asserted that, "the cognitive defmition of brand loyalty 
means that loyalty represents commitment." Several 
researchers delimit commitment to a purely cognitive 
dimension (e.g. Beatty and Kahle 1988). Previous 
psychological research provided the basis for this 
delimitation by defming commitment in terms of decisions 
that fix or bind an individual to a behavior (Kiesler 1971). 

Operationalizing Loyalty 

Several studies have attempted to operationalize the 
attitudinal dimension of brand loyalty with commitment 
measures (e.g. Beatty, Kahle and Homer 1988). The 
epistirnilogical base and methodological sophistication of 
these measures leave something to be desired (Jacoby and 
Chesnut 1978). In answer to some of these problems 
Pritchard and Havitz (1992) developed and validated the 
Psychological Commitment Instrument (PCI), and this scale 
will be used to operationalize attitudinal loyalty in this study. 

Using earlier theory on commitment (Crosby and Taylor 
1983; Kiesler 1971) the PCI focused on preference stability 
and resistance to change. The three-dimensional, thirteen­
item PCI was developed using multiple samples and a 
rigorous, iterative, item-reduction sequence proposed by 
Churchill (1979) and demonstrated by Parasurarnan, 
Zeitharnl and Berry (1988). The first factor of the PCI, 
symbolic consistency. is purported to measure the overall 
reluctance to change important associations with a travel 
service. Crosby and Taylor (1983) noted that associations to 
a person's values and self-images provide an added incentive 
to maintain consistency and resist change. The desire to 
appear consistent publicly (Cialdini 1984) has considerable 
influence over many human actions. Cialdini and De 
Nicholas ( 1989) found that individuals try to manage their 
public images indirectly through connections for purposes of 
self-presentation. Assael (1987, p. 49) argued that in many 
cases purchasing or repurchasing is based on symbolic 
rather than utilitarian value. This form of patronage is 
termed symbolic purchasing, as it indicates that the product 
is purchased not for what it is, but for what it means as a 
subjective symbol (Hirschman and Holbrook 1982). 

The second factor of the PCI was titled .YQJ.itiQn. The items 
in this factor all related to components of free choice and 
control in one's preference for a service. Heider (1958) and 
Kiesler ( 1971) argued that perceptions of free choice and 
self-responsibility are important to any theory of 
commitment. Brickman (1987) asserted that choice 
influences the internal organization of an action's meaning 
and so the possibilities for commitment. The restriction of a 
consumer's choice in terms of brands available was a factor 
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in several previous loyalty studies (Burfor, Enis and Paul 
1971; Jarvis and Wilcox 1976). 

The third factor of the PCI, complexity, assessed the number 
of reasons or ideas that the consumer might have about the 
travel service. Cognitive complexity is said to determine the 
ease with which an attitude or preference can be changed 
(e.g. Miller and Tesser 1986). Kiesler (1977, p. 65) 
postulated that highly committed people are resistant to 
change because change would be potentially disruptive to 
one's organization of these cognitions. Johnson (1973) and 
Buchanan (1985) discussed reluctance to change in terms of 
psychological cost, as change incurs a cognitive reordering 
or rethinking. Robertson (1976) posited that low­
commitment behavior was characterized by a relatively 
simple cognitive structure. In this context, changing one's 
preference (in response to conflicting information) required 
relatively minor restructuring. 

In addition to the above three attitudinal dimensions, a 
proportion of purchase measure (Cunningham 1956) was 
used to assess the behavioral component of traveler service 
loyalty. This measure has some advantages as it considers 
service specific patronage in the light of overall behavior in 
the service category (Pritchard et al. 1992). 

Validating Loyalty's Segmentation 

The method of operationalizing travel service loyalty in this 
study incorporates the concomitant measurement of loyal 
attitudes and behavior. The effectiveness of this 
segmentation approach was determined first by examining 
whether the loyalty groupings were distinct for each of the 
conceptual dimensions (symbolic consistency, complexity, 
volition, proportion of purchase). In addition, the validity 
of these loyalty segments was investigated by multiple 
comparisons with the related attitudinal constructs. 

Assael's (1987, p. 76) model posited two potential 
indicators for loyalty, with a consumer's high involvement 
and perceptions of significant differences between brands 
deemed as preconditions to the development of brand 
loyalty. Beatty et al. (1988) found evidence to support 
involvements positive relationship with commitment 
(attitudinal loyalty). Similarly, McConnell (1968) suggested 
that when large interbrand differences in quality are 
perceived within a product category, there is a tendency for 
consumers to be more brand loyal. Perceptions of service 
quality are seen as most appropriate for defming differences 
between brands, as they are evaluative in nature, and 
perceived as "global judgements, or attitude, relating to 
superiority of a service" (Parasuraman et al. 1988, p. 16). 

As with involvement and perceived differences in service 
quality, the third construct comparison has received 
considerable attention in the consumer behavior literature 
with several researchers corroborating the positive 
association between satisfaction and loyalty. Newman and 
Werbel's (1973) study found that loyalty correlated strongly 
with the consumer's perceived satisfaction with the old 
brand. Summarizing loyalty research to date, Hawkins et al. 
(1989) concluded that loyal consumers express greater levels 
of satisfaction than less loyal and non-loyal consumers. 

Consistent with theory, levels ofloyalty should be positively 
related with the three previously discussed attitudinal 
constructs. Therefore, it is hypothesized that highly loyal 
travel service consumers' should: (a) exhibit high levels of 
satisfaction with that service, (b) demonstrate high levels of 
involvement, and (c) perceive greater differences in service 

quality between the 'brand' in question and other service 
providers. 

Methods 

In order to investigate the generalizability of this 
segmentation approach, multiple samples were drawn from a 
range of travel services. Parasuraman et al. (1988) used a 
similar second stage sampling approach in verifying their 
scale. Gunn's (1988, p. 68) model of the tourist system 
was used to differentiate the travel service industry into three 
discrete segments: (a) transportation, (b) accommodation, 
and (c) attractions. Purposive samples representing each of 
the three travel service categories were drawn from (1) 
United Airline patrons (n=151), (2) Hilton Hotel guests 
(n=141), and (3) Tokatee Golf Course patrons (n=138). 
While United Airlines and Hilton Hotel are easily 
distinguished as distinct service category examples, Tokatee 
Golf Course, Oregon (a top 25 U.S. public golf course) was 
deemed an appropriate example of an attraction service by 
virtue of its large proportion (approximately 85%) of out-of 
state or overnight travel patrons. 

Data collection (N=430) used on-site intercept at the three 
different travel service agencies. Screening questions 
determined whether participants had used the service before 
and verified that they did not reside locally. Patrons were 
again asked to complete self-administered questionnaires 
which included the measure of travel service loyalty and 
adapted scales of involvement (Laurent and Kapferer 1985), 
service quality (Parasuraman et al. 1988) and satisfaction 
(Oliver 1980) in 7 point Likert scale response formats. 

Travel loyalty segments were formed for the three service 
samples with cluster analysis. The method of cluster 
analysis used in this study was the complete linkage method, 
also called furtherest-neighbor method. The grouping rule 
for this procedure specifies that any new candidate for 
addition to a cluster must be within a certain level of 
nearness to all members of that existing cluster (Borgen and 
Barnett 1987). This method is perceived to be one of the 
better procedures as it provides relatively compact, 
hyperspherical clusters composed of highly similar cases. 

The three samples were each subjected to this form of cluster 
analysis, and grouped respondents on the basis of four 
factors (1) symbolic consistency, (2) volition, (3) 
complexity and ( 4) proportion of purchase. Loyalty 
groupings (clusters) were compared against the traveler's 
attitudes of involvement, perceived differences in service 
quality and satisfaction. MANOV A, using a main effects 
design, and ANOV A models were used to examine these 
relationships. Comparisons with the demographic variables 
of age, income, marital status, and education were also 
undertaken to investigate whether these loyalty clusters could 
be further profiled. 

Results 

Factor analytic work for each for the three travel service 
samples supported the previously theorized three 
dimensional factor structure of the PCI. The factor scores 
for the three attitudinal dimensions, derived from these factor 
analyses, were used for clustering as factor scores (weighted 
linear combinations) are more reliable than single variables 
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(Lorr 1983, p.140). Each sample's three factor scores and 
behavioral measure were calculated and submitted to a 
complete linkage cluster analysis, using squared Euclidean 
distance measure. An examination of the dendogram, a tree­
diagram of the rescaled distances where clusters combine, 
provided a graphic breakdown of the cluster solution. A 
significant jump in the rescaled distance value showed the 
number of clusters which best fit the data. 

The cluster analysis results suggested that four cluster 
solutions were most appropriate for both the airline (n1 = 30; 
n2 = 66; n3 = 39; 114 = 13) and golf (n1 =54; n2 = 16; n3 = 
44; 114 = 24) samples, while three clusters were identified 
from the dendogram as the most appropriate grouping 
solution for the hotel sample (n1 = 28; n2 = 87; n3 = 26). 
The cluster comparisons for the airline and hotel samples are 
shown in Tables 1 and 2. Discussion of the golf course 
sample's cluster comparisons is limited to text only, as 
brevity negated tabling the results. 

TABLE 1 
COMPARISONS FOR AIRLINE LOYALTY'S FOUR 

CLUSTER SOLUTION (n=151) 

Clusters 
Dependent 1 2 3 4 F Signif 
Variable (n=30) (n=66) (n=39) (n=13) (P ~) 

S alisfW<Ii!ln 
(means) 29.0 30.7 36.7 29.8 13.88 .001 

QJQbal LQ:taln: 
(means) 3.3 3.4 5.5 3.0 19.34 .001 

~ Yll!ill:. H:t11. QE ErrQr QE .w:ilb 
(MANOVA) .0779 12.00 346.88 46.94 .001 

llnh::w:ia~ E'~ 
(means) 
Symbolic Con. 19.2 18.4 30.5 18.5 37.18 .001 
Volition 12.8 21.0 24.6 13.3 77.47 .001 
Complexity 11.6 14.4 15.8 9.8 12.67 .001 
Prop. Purch. .87 .67 .89 .32 31.21 .001 

lnVQ~!<IlltlDt Yl!.ll& H:tll. QE Error QE .w:ilb 
(MANOVA) .7592 15 .. 00 384.12 2.68 .001 

.llniYw:ia~ E's 
(means) 
Importance 11.7 11.8 14.4 12.3 4.94 .01 
Risk Prob. 9.8 9.0 8.9 9.8 .58 NS 
Risk Cons. 14.1 14.0 14.5 16.0 .98 NS 
Pleasure 11.0 10.5 14.3 11.5 7.84 .001 
Sign 8.2 7.3 11.4 7.3 7.43 .001 

Smis.s. Quillin: Yll!ill:. H:tll. DE ErrorQE ~ 
(MANOVA) .6531 15.00 386.88 4.30 .001 

.llniYa.tia~ E's 
(means) 
Tangibles 17.0 17.7 20.6 17.0 12.11 .001 
Reliability 15.1 16.3 20.3 16.0 15.81 .001 
Responsive 16.2 16.4 20.4 16.9 15.16 .001 
Assurance 12.2 12.8 15.4 13.0 13.35 .001 
Empathy 21.2 21.8 27.1 22.1 18.15 .001 

Reliability analyses for the PCI document satisfactory levels 
of internal consistency for each of the airline, hotel and golf 
course service samples, with alpha coefficients of .86, .87, 

and .82 respectively. Internal consistency for the adapted 
multi-dimensional measures of involvement (Laurent and 
Kapferer 1985) and perceived differences in service quality 
(Parasuraman et al. 1988) and the unidimensional measure 
of satisfaction (Oliver 1980) evidenced strong overall alpha 
coefficients of .92, .80 and .86 respectively. 

The initial multivariate analysis examined whether the cluster 
groupings were distinct on the attitudinal (PCI) and 
behavioral indicators of service loyalty. All three sample 
cluster solutions show significant differences between each 
loyalty grouping (Airline sample: F = 46.94 : P < .001; 
Hotel sample: F = 41.44: P < .001; Golf sample: F = 42.61 
: P < .001). Further univariate analyses substantiated that 
the clustering procedure had indeed maximized differences 
between and similarities within each group for all four 
loyalty factors. 

TABLE2 
COMPARISONS FOR HOTEL LOYALTY'S THREE 

CLUSTER SOLUTION (n=141) 

Dependent 
Variable 

SalisfW<IiQD 
(means) 

QJQbal LQ:taln: 
(means) 

~ 
(MANOVA) 

.llniYw:ia~ E's 
(means) 
Symbolic Con. 
Volition 
Complexity 
Prop. Purch. 

IDYQlY!<ID!<Dt 
(MANOVA) 

.llniyariats. E's 
(means) 
Importance 
Risk Prob. 
Risk Cons. 
Pleasure 
Sign 

Ss.n:i~<~< Quillin: 
(MANOVA) 

.llniYw:ia~ E's 
(means) 
Tangibles 
Reliability 
Responsive 
Assurance 
Empathy 

Clusters 
1 2 3 F Signif 

(n=28) (n=87) (n=26) (P ~) 

29.3 36.3 35.3 17.25 .001 

2.68 4.65 2.84 22.03 .001 

.Yal.l& H:t11, QE Error DE .w:ilb 
.2030 8.00 272.00 41.44 .001 

19.4 27.5 17.2 27.47 .001 
9.3 24.1 21.6 115.74 .001 
11.8 16.5 10.3 38.30 .001 
.17 .42 .40 10.61 .001 

.Yal.l& H:t11. QE En:Q[QE~ 
.6755 10.00 270.00 5.84 .001 

12.4 15.6 13.0 8.91 .001 
10.3 8.7 10.1 2.97 NS 
16.3 16.3 16.3 .00 NS 
12.2 16.5 13.7 14.10 .001 
11.1 13.6 9.8 8.22 .001 

Yl!.ll& H:tll. QE Emu:.QE~ 
.7922 10.00 270.00 3.33 .001 

16.8 19.8 17.1 9.35 .001 
16.0 19.5 16.9 10.18 .001 
16.8 19.7 17.0 10.13 .001 
12.7 14.9 13.0 10.90 .001 
22.2 26.6 23.3 15.67 .001 

Additional evidence of cluster convergent validity for the 
three service samples is noted in the significant group 
differences on a global loyalty item (Airline sample: F = 
19.34: P < .001; Hotel sample: F = 22.03 : P < .001; Golf 
sample: F = 34.97: P < .001). Closer examination of those 
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clusters with the highest mean global loyalty values (5.5, 
4.65, 6.56 respectively) in each sample reveal~ . 
corresponding high mean values for the PCI dimensions and 
the behavioral measure. 

As was the case in the loyalty MANOV A, a main effects 
design (which restricts interaction an~yses) .tested gro?p 
differences for involvement and perceived differences m 
service quality. Consistent with the prior hYJ?othe~ized 
relationships, the varying levels of loyalty evident m sample 
clusters were significantly related to levels of traveler 
involvement (Airline sample: F = 2.68: P < .001; Hotel 
sample: F = 5.84 : P < .001; Golf sample: F = 2.33 : P < 
.01). Follow-up univariate analyses indicate th~ significant 
contributions of the importance, pleasure and sign 
dimensions of involvement toward discriminating clusters. 
Similarly,loyal travel clusters differed signifi~antly ~hen 
compared on their perceptions of differences m service 
quality (Airline sample: F = 4.30 : P < .001; Hotel sample: F 
= 3.33 : P < .001; Golf sample: F = 3.17 : P < .001). 
Dimensional mean values from the five univariate analyses 
show greater perceived differences in service quality for the 
highly loyal cluster (i.e. Airline sample: cluster 3; Hotel 
sample: cluster 2; Golf sample: cluster 2). 

Loyalty cluster comparison, using ANOV A, on the last 
attitudinal construct of satisfaction, also corroborated the 
hypothesized positive relationship. Loyalty cluster 
membership was significantly related to. ~e traveler's sense 
of satisfaction with the travel service (Arrlme sample: F = 
13.88: P < .001; Hotel sample: F = 17.25: P < .001; Golf 
sample: F = 10.13 : P < .001). Again, the ~eater th~ level 
of loyalty demonstrated in the cluster groupmg !he hi~her the 
mean satisfaction with the service. Demographic vanables 
(age, gender, marital status, income, education level) yielded 
little understanding of the loyalty segments. However, 
tentative findings on Age (Hotel sample: F = 7.63 : P < .01; 
Golf sample: F = 2.70: P < .05) indicate that older travelers 
tend to be more loyal. 

Summary and Discussion 

The question "Can levels of service loyalty (using the PCI 
and purchase behavior) meaningfully segment travel~rs?': 
was the essential focus this study. Though the question IS 
applied in nature the results required theoretical validation. 
The relationship between the loyalty clusters an~ several 
different psychological measures proved theoretically 
consistent The groups that had been created by cluster 
analysis, for each of the respective samples, w~re compared 
across five sets of variables: (1) the four operational 
components of loyalty's measurement, (2) a globalloyal~y 
measure, (3) satisfaction, (4) involvement, ~d (~)perceived 
differences in service quality. All of these attitudinal and 
behavioral variables when compared across loyalty clusters 
provided evidence that this form ~f segmenta.tion did in fact 
create distinct, theoretically consistent groupmgs. These 
fmdings were repeatedly confrrmed in each .of the three 
services, substantiating the measures effecuvenes~ an~. 
sensitivity, and demonstrating a degree of generalizabiho/ 
which encourages investigation of this loyalty measure m 
other service settings 

Previous work in loyalty segmentation has attested to 
attitudinal differences between groups (e.g. Day 1969). 
Though the results indicate that loyalty segmentation 
produces attitudinally and behaviorall¥ distin~t groups, these 
travel service segments could not be differentiated by 
demographic variables. The mixed or weak results on 

loyalty's relationship with demographic variables is 
consistent with previous assertions and requires further 
investigation. 

Clustering produced dimensional typologies which could 
well provide further insights into the nature of loyalty. Two­
dimensional, quadrant models (e.g. Jarvis and May~ 1986) 
are intuitively attractive to the marketer as they provide a 
simple yet powerful overview of different loyalty s~gments, 
and invite behavioral and attitudinal relevant marketmg and 
communication strategies (e.g. Sheth and Frazier 1982): 
The application of these models has been somewhat hesitant 
as prior segment assignment (i.e. median splits) and 
theoretical assumptions have typically been somewhat 
arbitrary and simplistic. Certainly, the PCI with its strong 
theoretical base overcomes some of these problems and 
provides a rich description of.traveler at~tud~s. ~urther 
description of loyalty ~olo&Ies and th~rr atti~dinal P!oflles 
for involvement, perceived differences m service quality and 
satisfaction provide the marketer with a str~tegic . 
understanding of each segment As travel mcentive 
programs become increasingly difficult to maintain, the . 
understanding of factors which encourage loyal consumption 
becomes increasingly attractive. 

Though beyond the scope of this study, an.other . 
recommendation for research further exammes travel service 
loyalty's validity. The causal relationships among the 
variables used in this study is yet to be investigated. In 
addition to loyalty's validation, aspects of Assael's (1987) 
consumer behavior model could be empirically verified; 
examining whether simultaneous measurement of 
involvement and perceived differences between brands does 
indeed lead to loyalty. Another important consideration is 
the temporal nature of commitment and loyalty. While repeat 
behavior measures and screening questions ensured that 
travelers had used the service provider at least once prior to 
completing the survey, .a ~ost of concomitant ~search 
questions about the val~dity of the scale over time (e.~., t~st­
retest, construct reliability and structure) call for longitudinal 
analysis and comparison. 

References 

Assael, H. 1987. Consumer Bebayjor and Madcetini 
A&ti.Qn, yd ed. Boston, MA: Kent Publishing 
Company. 

Beatty, S. E. and L. R. Kahle. 1988. "Alternative 
hierarchies of the attitude-behavior relationship: The 
impact of brand commitment and habit" Journal of the 
Academy of Marketing_Science, 16(2), 1-10. 

Beatty, S. E., L. R. Kahle and P. Homer. 1988. "The 
involvement-commitment model: Theory and 
implications". Journal of Business Research, 16(2), 
149-167. 

Borgen, F. H. and D. C. Barnett. 1987. "Applying cluster 
analysis in counseling psychology research. Journal 
of Counseling Psychology. 34(4), 456-468. 

Brickman, P. 1987. Commitment, Conflict, and Caring. 
Englewood Cliffs, NJ: Prentice-Hall Inc. 

Buchanan, T. 1985. "Commitment and leisure behavior: A 
theoretical perspective." Leisure Sciences, 7(4), 401-
420. 

Burford, R. L., B. M. Enis and G. W. Paul. 1971. "An 
index for the measurement of consumer loyalty." 
Decision Sciences, 2, 17-24. 



124

Churchill, G. A. 1979. " A paradigm for developing better 
measures of marketing constructs." Journal of 
Marketing Research, 16,64-73. 

Cialdini, R. B. 1984. Influence: How and Why People 
Agree to Things. New York: William Morrow and 
Company, Inc. 

Cialdini, R. B. and M. E. De Nicholas. 1989. "Self­
presentation: by association." Journal of Personality 
and Social Psychology, 57(4), 626-631. 

Copeland, M.T. 1923. "Relation of consumer's buying 
habits to marketing methods." Harvard Business 
Review, 1 (April}, 282-289. 

Crask, M. R. 1981. "Segmenting the vacation market: 
Identifying the vacation preference, demographics, and 
magazine readership." Journal of Travel Research, 
20(2), 29-34. 

Crosby, L.A. and J. R. Taylor. March 1983. 
"Psychological commitment and its effects on post­
decision evaluation and preference stability among 
voters." Journal of Consumer Research, 9, 413-431. 

Cunningham, R. M. 1956. " Brand loyalty -- What, where, 
how much? "Journal of Marketing,_21, 206. 

Day, G. S. 1970. Buyer Attitudes and Brand Choice 
Behavior. New York: The Free Press. 

Day, G. S. 1969. "A two dimensional concept of brand 
loyalty." Journal of Advertising Research, 9, 29-35. 

Etzel, M. J. and A. G. Woodside. 1982. "Segmenting 
vacation markets: The case of the distant and near­
home travelers." Journal ofTravel Research, 20(4), 
10-14. 

Gunn, C. A. 1988. Tourism Planning, 2nd ed. New York: 
Taylor & Francis. 

Hawkins, D. I., R. J. Best and K. A. Coney. 1989. 
Consumer Behavior: Implications for Marketing 
Strategy, 4th ed. Boston, MA: Richard D. Irwin, Inc. 

Heider, F. 1958. The Psychology of Interpersonal 
Relations. New York: Wiley. 

Hirschman, E. C. and M. B. Holbrook. 1982. "Hedonic 
consumption: Emerging concepts, methods and 
propositions." Journal of Marketing, 46,92-101. 

Jacoby, J. 1971. "A model of multi-brand loyalty." Journal 
of Advertising Research, 11, 25-30. 

Jacoby, J. and R. W. Chesnut. 1978. Brand Loyalty 
Measurement and Management. New York: John 
Wiley and Sons. 

Jarvis, L. P .. and E. J. Mayo. November 1986. "Winning 
the market-share game." Cornell Hotel Restaurant 
Administration Quarterly, 73-79. 

Jarvis, L. P. and J. B. Wilcox. 1976. "Repeat purchasing 
behavior and attitudinal brand loyalty: Additional 
evidence." InK. L. Bernhardt (Ed.), Marketing: 
1776-I976 and Beyond. Chicago: American 
Marketing Association. 

Johnson, M.P. Summer 1973. "Commitment: 
A conceptual structure and empirical application." 
Sociological Quarterly, 14, 395-406. 

Kiesler, C. A. 1971. The Psychology of Commitment. 
New York: Academic Press, Inc. 

Knutson, B. J. May 1988. "Frequent Travelers: Making 
them happy and bringing them back." Cornell Hotel 
Restaurant Administration Quarterly, 83-87. 

Laurent, G. and J. N. Kapferer. February 1985. 
"Measuring consumer involvement profiles." Journal 
of Marketing Research, 22~ 41-53. 

Lorr, M. 1983. Cluster Analysis for the Social Sciences. 
San Francisco: Jossey-Bass. 

McConnell, J. D. 1968. "The development of brand loyalty: 
An empirical study." Journal of Marketing Research, 
5, 13-19. 

McQueen, T. and K. E. Miller. 1985. "Target market 
selection of tourists: A comparison of approaches." 
Journal ofTravel Research, 24(1), 2-6. 

Millar, M.G. and A. Tesser. 1986. "Thought-induced 
attitude change: The effects of schema structure and 
commitment" Journal of Personality and Social 
Psychology, 51(2}, 259-269. 

Newman, J. W. and R. A. Werbel. 1973. "Multivariate 
analysis of brand loyalty for major household 
appliances." Journal of Marketing Research, 10,404-
409. 

Oliver, R. L. 1980. "A cognitive model of the antecedents 
and consequences of satisfaction decisions." Journal 
of Marketing Research, 17, 460-469. 

Parasuraman, A., V. Zeithaml and L. Berry. Spring 1988. 
"SERVQUAL: A multiple-item scale for measuring 
consumer perceptions of service quality." Journal of 
Retailing, 64(1}, 12-40. 

Pritchard, M.P and M.E. Havitz. October 1992. The 
Psychological Commitment Instrument (PCI): An 
Attitudinal Scale for Measuring Commitment to Travel 
Services Presented at the 1992 NRPA Symposium for 
Leisure Research, Cincinnati, OH. 

Pritchard, M.P., D.R. Howard and M.E. Havitz. (1992). 
"Loyalty measurement: A critical examination and 
theoretical extension." Leisure Sciences, 14~ 155-164. 

Robertson, T. S. 1976. "Low-commitment consumer 
behavior." Journal of Advertising Research, 16(2}, 
19-24. 

Schewe, C. D. and R. J. Calatone. 1978. "Psychographic 
segmentation of tourists." Journal of Travel Research, 
20(4}, 14-20. 

Sheth, J.N. and G.L. Frazier. 1982. "A model of strategy 
mix choice for planned social change." Journal of 
Marketing, 48& 15-26. 

Shoemaker, S. 1989. "Segmentation of the senior pleasure 
travel market." Journal ofTravel Research, 27(3}, 14-
21. 

Snepenger, D. J. 1987. "Segmenting the vacation market by 
novelty-seeking role." Journal of Travel Research, 
26(2)& 8-14. 

Woodside, A. G. and L. W. Jacobs. 1985. "Step two in 
benefit segmentation: Learning the benefits realized by 
major travel markets." Journal ofTravel Research, 
24(1)& 7-13. 



125

MODELLING SITE LOCATION DECISIONS IN TOURISM by Luiz Moutinbo and Bruce Curry 
Aff"iliation: Professor of Marketing and Lecturer in Computing. Cardift Business School, UK. 

Abstract 

This paper focuses on two different approaches that can be applied to site 
location analysis and selection in tourism: spreadsheet models, and the 
Analytic Hierarchy Process (AHP). Rule Based Expert Systems are also 
discussed. The LOCAT model (a spreadsheet-based algebraic approach) 
attempts to measure the total attractiveness index of a location by calculating 
the impact of its components (degree of accessibility, total catchment 
population, level of tourist product uniqueness and probability of tourist 
patronisation). The Analytic Hierarchy Process provides a general structure 
capable of representing a wide range of decision problems. It is especially 
effective when dealing within complex multivariate decisions and with 
variables which are difficult to quantify. 

Introduction 

This paper examines alternative approaches to modelling site location 
analysis and selection in tourism. Quantitative and analytical methods for 
this type of problem are well known. For example, formal optimisation 
methods, regression based forecasting models, often with a 'gravitational' 
flavour have been well documented (Gearing, Swart and Var, 1976; 
Smith,l989). The methods examined here, however, belong to a more 
recent paradigm, ariaing from more recent developments in computer 
technology. Spreadsheet based models are introduced in the form of the 
LOCAT model, and the paper examines the Analytic Hierarchy Process, a 
general purpose decision support model due to Saaty(l980). Rule based 
Expert Systems are also discussed. 

For present purposes it is convenient to classify tourism related site 
selection decisions as being either 'macro' or 'micro'. The former could 
alternatively be characterised as 'tourism planning', where it is presumed 
that there is a planning authority charged with the responsibilty of balancing 
a range of conflicting economic objectives for a region or country. 'Micro' 
decisions, by contrast relate to specific projects, where the optimum 
location is to be chosen for a tourist related operation , eg a theme park. In 
terms of this taxonomy, macro decisions are more focussed towards general 
economic welfare, whereas micro decisons relate to the objective of a 
particular company or organisation. Thus the decision may require the 
choice of a site to maximise turnover or profitability. As an alternative, the 
objective may be to maximise the attractiveness of a site to the tourist 
consumer. Yet another way of describing micro decisions would be to say 
that the objective function is consumer oriented, with either sales or a 
subjective measure of attractiveness ultimately being traceable back to the 
consumer. 

Site Analysis 

An inappropriate location decision can sound the death knell for service 
companies such as travel agencies and other companies operating in the 
hospitality sector. A number of hotel and restaurant chains have devised 
mathematical models to assist in decision-making, but these are very often 
no more than simple adaptations of more sophisticated retail models 
(Akehurst 1981). Indeed, probably the most sophisticated in their location 
decision making are the multiple retailers who make two distinct, but 
interdependent location decisions: 1) the selection of a trading area and 2) 
the selection a particular site within the trading area (Suttle 1989). 

Any retail location strategy needs to be an integral element of the overall 
business plan. Four basic methods of retail location analysis can be 
considered in the context of specified management evaluation criteria. 
Judgemental methods rely on direct management involvement. Surveys can 
be considered methods of enumeration for both the demand and the supply 

side of the iocation question. Time-series analysis is being used 
increasingly in sales forecasting. Causal methods, such as regression and 
spatial interaction-based simulation modelling are also widely used. 
Combining complementary methods may improve accuracy and 
understanding (Beaumont 1987). 

The characteristics or criteria for site selection and evaluation vary 
according to the type of tourism project under consideration. The concept 
of tourism project referred to here entails a broad range of investments in 
superstructural assets related to the tourism and hospitality industry. These 
range from resort development to the geographical extension of a hotel 
chain and from the creation of new retail outlets pertaining to a network of 
travel agencies to the launch of new regional theme/amusement parks. The 
first step in the site analysis must, therefore, be to identify the criteria that 
are crucial to the project being considered. Tourism project site criteria or 
characteristics can be divided into three categories: (I) market-related site 
criteria; (2) criteria related to the physical characteristics of sites; and (3) 
other criteria. 

More scientific approaches, such as the analogue and gravitational 
procedures, are directed at quantitative analysis of sales potential. S~, 
Doyle and Saunders (1985) identified six different approaches to retail stte 
selection in the literature. These six different techniques include the 
following approaches: I) subjective checklists - or the "look and judge" 
approach; 2) analogues; 3) central place theory; 4) spatial interact.ion 
models; 5) behavioural considerations; and 6) complex mathemattcal 
methodologies. 

The original spatial interaction models were the ftrst of the mathematically 
supported techniques developed. Reilly's (1931) " law of retail gravitation" 
attempted to delimit trading areas. The intervening opportunities model 
(Cordey-Hayes 1968) is the derivation of gravitational retail interac~ion 
from probalistic theory, and originally featured in journey-to-work studtes. 
The model indicates the proportion of shoppers proceeding beyond the 
cumulative number of opportunities intervening before the ultimate 
shopping destination. Huff (1963), Lakshmanan and Hansen ~19~S) 
pioneered sophisticated spatial interaction models. The Multtplicattve 
Competitive Interaction Model has figured in MUL TILOC by Achabal, 
Gorr and Mahajan (1982), and in Ghosh and Craig's (1983) model 
developed to evaluate multiple locations simultaneously, considering 
competition and profitability over time. 

Location evaluation studies have adopted multi-variate data analysis 
techniques, frequently in the form of regression and Automated Interaction 
Detection Formulae. The inclusion of behavioural studies in retail store 
location work has increased over the last two decades. The literature 
concerning behaviour, habits, preferences, decision-making, perception, 
images, and diffusion of ideas is growing. Many such studies relate to 
retailing and store location (Ring 1979; Timmermans 1982). Intrinsic to 
retail location assessment is the study and delimitation of the trading area. 
Published material, despite note completely solving the difficulty of 
objectively measuring size, is extensive. 

While varying degrees of empirical success have been reported for many 
models, an important limitation common to all is the absence of underlying 
theory to explain their predictions of consumer patronage behaviour. 
Accordingly, probabilistic models of spatial demand have gained the 

grestest acceptance as methods for the study of r:et"il patronag~. The 
common theoretical basis of this class of models ts the assumptton that 
individuals select among alternatives probabilistically, in relation to the 
utilities offered by each choice alternative. Huff (1964) ftrst employed a 
probabilistic model of spatial demand for studying the patrona~e of retail 
outlets. He specified the utility of a retail outlet as a functton of two 
components: attractiveness of the outlet and accessibility to the consumer. 
Mathematically the model is stated as: 
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uij (1) 

pij 
n 

E uik 

k 

where: 

Pij probability that consumer i will patronise outlet j of n possible 

outlets, and 

Uij overall utility of outletj for consumer i. 

The scale value model predicts patronage probability based only on the 

proximity component and marginal scale values for esch outlet. The scale 

values (SVj) represent a composite measure of each outlet's attractiveness, 

thus providing the least complex outlet-specific model possible (Black et al 

198S). 

where: 

(2) 

n 

k=1 

measure of spatial separation of proximity between consumer i 

and outletj,j = 1,2,3 ... n. 

parameter reflecting consumer patronage sensitivity due to 

spatial separation between outlet and consumer. 

scale values representing a composite measure of each outlet's 

attractiveness. 

The ability of variables relating to distance and population to explain the 

property of attraction was used by Crampon (1966) to develop what could 

basically be referred to as a "tourist. gravitational model". The model was 

based on the concept that the number of visitors from particular origins to a 

specific destination ares is a function of several variables, the most 

significant of which are the size of the population in the origin ares and the 

distance between the origin and destination areas. Crampon's basic gravity 

model is: 

(3) 

Where: 

V od the number of visitors from a given market ares or origin o, 

visiting a given destination d. 

P 0 the population of the origin o. 

T od the travel distance between the origin o and the destination d. 

b1 a constant 
b2 represents the slope of the exponential curve, a negative value 

indicating that distance has a dampening effect on the number of 

visitors from a given origin market ares. 

A more general form of spatial chice model is the Multiplicate Competitive 

Interaction (MCI) Model proposed by Nakamishi and Cooper (1974). The 

procedure uses consumer choice functions obtained from revealed 

preference and d~ u_tiUty estimation _'!'ethods. The MCI aPI'roac_h ~-

been uied by Achabal, Gorr and Mahajan (1982) to develop their 

MUL TILOC model. The store-choice models provide the basis for 

estimating the market share of a new store. These estimates are translated 

into revenue and profit estimated the market share of a new store. These 

estimates are translated into revenue and profit estimates by considering 

consumer expenditure patterns, store margins and fiXed costs. By 

systematically varying the new locations one can f10d the particular 

locational configuration that optimises corporate objectives. 

Whilsl mosl early models considered the selection of only a single site, 

Achabal, Gorr and Mahajan (1982) presented a model for selecting multiple 

locations for a retail chain. In locating multiple stores, it is important to 

consider not only the profitability of different locations but also how the 

performance of individual locations is affected by cannibaUsation of sales by 

other stores belonging to the same chain. The consequence is that the 

sequential selection of an individual optimum location may not result in the 

optimal network of multiple stores. In other words, the optimal location of 

n stores is no1 necessarily a subset of the optimal n + 1 stores. Therefore, 

one could not use the single-store location model repeatedly to arrive at the 

best multiple-locational strategy. The MUL TILOC model allows one to 

evaluate the cumulative effect multiple locations have on the company's 

profits after accommodating for cannibalisation (Craig, Ghoshand 

McLafferty 1984). This multiple-location model is perceived as being 

better applied in atatic environments (lugene 1984). 

The approach is based on the used of an objective function of maximising 

total demand, or market share in the case of more than one chain. Acbabal, 

Gorr and Mababan in their MUL TILOC model maximised the difference 

between total revenue and fiXed cost by assuming revenue proportioned to 

total consumer expenditure at esch store, and then used as M Cl model to 

predict allocations. Ghosh and McLafferty (1982) extended this model by 

using a multicriteria framework to deal with uncertainity about a 

competitor's future actions. Hence, it is important to examine the changes 

in the patronage pattern that would occur with the entry of new outlets into 

the competitive market. For those reasons, models of retail store location 

should incorporate the relative effects of other shopping alternatives on the 

spatial distribution of demand. Current retail-location models, such as 

MULTILOC attempt to determine these effects by using the multiplicative 

competitive interactive model (MCI) to predict consumer patronage 

patterns. 

Achabal et al ( 1982) developed this multiplicative store location 

(MUL TILOC) model using a random search procedure combined with an 

interchange heuristic to identify optimal or near-optimal sets of locations. 

The model extents the multiplicative competitive interactive model to the 

multistore location problem. MUL TILOC is applicable to both new and 

existing markets. It allows the tourism manager to locate multiple outlets 

while simultaneously evaluating the effect of competition on a group of 

potential tourism outlet locations. When used in conjunction with field 

analysis, MUL TILOC can assist tourism managers in: (1) estimating the 

impact of new tourism outlets on existing unit's market share; (2) 

identifying the important attributes that affect business success; and (3) 

evaluating the likely change in sales initiated by remodelling activities. 

Lilien and Rao (1979) have developed a model based on the "S-curve" 

analytical procedure, which def10es percent of market share with respect to 

the number of outlets to be located in a particular ares. Other locational 

considerations are transportation needs and "critical massing" requirements 

(Noteware 1980). 

Using Computer Models For I..oattioo Decisions 

The various modelling approaches can be grouped into 3 main clusters. 

They may be compared by means of various criteria. According to one 

such criterion models may be compared according to the kind of 

information they contain. Thus at one extreme are models which operate 

on numeric information, with models dealing~ q~li!&!iv~ .. k!!owled~.M.. 
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the opposite end of the spectrum. A second important criterion concerns 
the degree of 'intelligence' contained in a model. The use of such 
intelligent models for site location decisions has been examined by Curry 
and Moutinho (1991), who have used rule based Expert System (ES) 
techniques to devdop a number of working examples. 

The various model types are considered in tum. 

1. Conventional Numeric Models 

What the authors term the 'conventional' approach to computer modelling in 
this context is essentially a numeric or arithmetic approach. It involves 
dealing with quantitative variables, which are linked together through 
algebraic functions. Within this conventional approach are included both 
models which carry out formal optimisation procedures and those which are 
more descriptive in nature. An immediate problem to be faced with the 
conventional approach is that the relevant variables may not be directly 
measurable. With variables such as environmental impact there is a strong 
subjective element. One possible route to take is to allow the user to 
operate a subjective ranking scale. Even if the problems of measuring 
individual variables are not too serious, however, there is still the problem 
of modelling the weightings of variables in the decision maker's objective 
function. This is even more subjective a process . 

Numeric models may alternatively be described as formula based models. 
The category includes both 'weighting and rating' models and gravity 
models. The former approach involves applying subjective weighting scales 
Ill; non-numeric variables and also specifying an objective function with 
numeric weighting factors. See for example Moutinho and Paton (1991, 
whose LOCAT model is examined in detail below.) Subject to complexity 
and data volume requirements both approaches can be implemented through 
the medium of spreadsheets. Indeed, the interactive nature, ease of use, 
and graphics tools of a spreadsheet are ideally suited to this purpose. 

2. Rule-based models 

These start from the premise, substantiated by previous work in the field 
(Beaumont 1988; Breheny 1988; Wrigley 1988), that there are seven main 
factors relevant to site location decisions. The relevant factors are: 
population of the surrounding area, spending power of this population, 
overall average spending on the product, quality of transport links to site, 
average distance from site to population, competition, and average distance 
from competitors to population. The relationship between these factors are 
expressed as a set of IF ... THEN rules. Given that each factor may be rated 
as HIGH, MEDIUM or LOW, the model prompts the user to form, by 

. -selecting. from menus, rules aa to which combination(s) ot factor values go 
to make the site of high, medium, or low attractiveness. The ordered sets 
of values relating to each rule are held in separate data fUes - when a site is 
assessed, the values are substituted into rules to see whether there is a 
match. Rules are typically of the form:-

If POP is HIGH 
and SPEND is HIGH 
and COMP is LOW 
then ATTRACTNENESS is HIGH. 

Rule based models almost certainly require specialised software such as 
Expert System 'shells' unless the rules are few in number and are not part 
of a complex nested structure. Their main advantage is that they both 
contain intelligence and deal with qualitative knowledge. Their intelligence 
is contained in the 'inference engine' which uses the 'knowledge base' or 
'rule base' to formulate conclusions. Rules are a form of knowledge 
representation which is both easily understood and also facilitates the 
provision of explanations of how conclusions have been attained. This is an 
important feature which both makes a model easier to use and at the same 
time supports its conclusions. 

Also to be noted at this point is the possibility of a hybrid approach, to• 
example combining the theoretical power of the gravity model with the user­
oriented advantages of a rule based system. In particular Curry and 
Moutinho (1991) have used as a starting point the version of the gravity 
model derived by Penny and Broom (1988) and put into practice by the 
Tesco retailing chain. In its original form the model uses an exponential 
formulation to combine the various determinants of store turnover and 
distance decay effects. 

3. Quasi Intelligent Models 

One of the main stumbling blocks for all of the above variants is the 
derivation of the basic knowledge encapsulated in a model, regardless of 
whether the model operates with any degree of intelligence. One way 
around this is to allow the user or decision makers to be responsible for 
major inputs into the model. The result would be that the model does not so 
much provide prescription so much as a vehicle through which users may 
explore their own knowledge (See Curry and Moutinho, 1992). 

Taking this approach to its extreme we arrive at modelling devices which 
operate almost entirely as a means of representing knowledge. The most 
important of these is the Analytic Hierarchy Process due to Saaty (1980). 
The AHP is interesting for two reasons. In the first place it is aimed to 
operate with little or no expertise or knowledge of its own. Instead it 
provides a framework for representation of the actual decision maker's 
knowledge, which is then re-structured and diverted specifically towards the 
decision at hand. In this respect the description 'Quasi Expert System' is 
appropriate. 

Secondly, the AHP can represent all facets of a decision in a single tree. 
Both decision variables, within the decision maker's control, and decision 
objectives are incorporated. A particular advantage is that subjective 
assessments may be included in addition to variables which are capable of 
direct measurement. This is particularly important for the objectives 
relating to a decision, which even if they are quantifable are still likely to 
need balancing against each other in a multivariate objective function. 

Practical Applications of the Computer Modek. 

(a) The Local Model 

In market terms, it is essential that a site attraction has a location with a 
large immediate and accessible catchment population and that the tourist 
product appeals to the dominant segments of the market (e.g. families with 
children, specific socio-economic groups, etc.) Neverthless these are 
examples of specific tourism sites that do not have a large and accessible 
population. This attractiveness index of the site can be determined by 
applying the following equation: 

where: 

pij 

where: 
Aij 

Ljs 

Poj 
SVjs 

uij 

n 

I; 

k=1 

(5) 

uik 

total attractiveness index of site location j. 
degree of accessibility to site location j by relevant target 
segments. 
total catchment population for site location j. 
scale values representing the level of tourist product 
uniqueness of site location j as perceived by the relevant 
target segment s. 
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b1,b2,b3 
Pij 

Uik 

impact measurement coefficients. 

probability that tourist i will patronise site location j of n 
possible alternatives. 
overall utility of site location j for tourist i. 

The beta coefficients shown in the example represent different input values 
reflecting the impact of three predictor variables (accessibility, catchment 
population and perceived tourist product uniqueness) on the criterion 
variable (total attractiveness of the site location). The beta values can be 
derived from either quantitative information (through the usc of multiple 
regression analysis) or qualitative information (through the use of subjective 
probabilities as expressed by tourism decision-makers). 

(b) An AHP Model 

To illustrate how the AHP may be used to handle site location decisions in 
Tourism consider the following simple model. The model is based on the 
discussion above concerning site characteristics. A decision is needed 
regarding two alternative locations for a service based operation, e.g. a 
theme park. The locations are simply labelled A and B. Each location may 
be described in terms of 3 main characteristics, the latter 2 of which are 
here to be considered qualitative or subjective. For this illustration it is 
assumed that construction costs are identical for each planned location. 

The assumed characteristics are: 

(i) Potential Number of Visitors 
(ii) Attractiveness of Site To Visitors 
(iii) Environmental Damage 
The model is shown in the form of an AHP tree in Figure 1 below. Trees 
are invariably displayed in inverted form in order to emphasise the goal 
node. In this case the goal is defmed as 'Choose the best location'. The 
assumption here is that the model represents the perspective of a particular 
company. The level of the tree immediately below the goal node represents 
the three defming characteristics of each location and the leaf nodes 
comprise the actual competing locations. 

GOAL NODE 

I 
I 
I 

SITE CHARACTERISTICS 

I 
I 
I 

SITES AVAILABLE 

Figure 1 A Simple AHP Model for Location 

To make progress with the model the decision maker needs to evaluate the 
relative importance of the locational characteristics and also to consider 
each location in terms of each characteristic. Both of these evaluations may 
be numeric or qualitative where appropariate. Also, a valuable feature of 
the AHP is that the decision maker is required only to input pairwise 
comparisons rather than simultaneous judgments of a number of factors. 
Thus for example a pairwise comparison is required to indicate the relative 
importance vis a vis the goal node of construction costs and environmental 
damage. This comparison will be expressed verbally in sentences such as 

'Projected Revenues are SLIGHTLY MORE IMPORTANT than 
Environmental Damage' 

Or 

These statements of relative impact are converted to numeric weights 
between zero and one. The decision maker however needs only to think in 
verbal or qualitative terms. The essential feature of the AHP is that it 
'synthesises' the pairwise evaluations into a vector of relative weights for an 

entire level of the tree. If, to take the most simple case, each of the 3 
locational characteristics is regarded as equally important each pairwi~-

weight will be 1/2 and each element in the overall weights vector will be 
!13. Similar weighting calculations are carried out for the leaf nodes, 
dealing with the 3 characteristics of each location. The fact that the same 
procedure is carried out at each level of the tree allows the weights to be 
combined or synthesised. The result is that each location, more generally 
each leaf node, can be evaluated with respect to the goal node. If all 
locational characteristics have equal weights and the locations possessed the 
same characteristics then the resulting synthesis would apply equal weights 
of 0.5 to each. A more interesting case is shown in Figure 2 below, the 
weights for which imply that locations A and B have relative weights of 
0.564 and 0.436. 

Visitors I I Attractiveness I I Environment I 
(.259) (.214) (.527) 

I I I 
Location A (.44) Location A (.60) Location A (.61) 

Location B (.56) Location B (.40) Location B ( .39) 

Figure 2: A Sample Set of Weights 

Of course the model is only as good as its actual implementation within a 
computer program. The AHP may be put into practice by using Expert 
Choice (Dyer et. al. 1988), which carries out the underlying computations 
but also presents a user-friendly interface through which information can be 
input. 'What if experiments, an essential feature of any decision support 
model, may also be carried out by varying input assumptions. The AHP 
models presented here are illustrative in nature. As noted above, the AHP 
model is general enough to be able to incorporate whichever variables are 
considered relevant to a decision, structured as appropriate. Additional 
decision variables may be added without difficulty. Alternatively, the 
perspective of the model could be ahered so that it is focussed on tourism 
planners. The layer below the goal node could represent a set of planning 
objectives. Planners would supply relative weights for each objective and 
would assess the impact of site characteristics on each, all through the 
method of pairwise comparisons. (See Curry and Moutinho 1992). 

Conclusion and Managerial I mp!M:ations 

The main conclusions to be drawn from this paper relate to the choice of an 
appropriate analytical technique, which in tum depends crucially on 
computer implementation. In very general terms, the Analytic Hierarchy 
Process has a great deal of potential as a decision support tool. It imposes 
no rigid formal structure on the analysis and hence can be applied to a wide 
range of problems without forcing a problem into an an unsuitable 
framework. As well as this flexibility, the AHP has the advantage of being 
able to incoJporate subjective assessment, both of values of variables and of 
the relati~~ importance of decision variables in an objective function . 

. , ~ ~; 

' These latter advantages are particularly valuable in tourism planning or 
(II;Cro decisions, where it is difficult to apply formal optimisation and other 
analytical techniques. Our earlier discussion shows how the AHP is capable 
of bypassing the problems, allowing full consideration of intangible factors 
such as the environment and cultural heritage. The tourism planning process 
requires some form of optimisation, and it is difficult to see how formal 
methods such as linear and mathematical programmimg can be so effective. 
Also, it does not exclude the use of other forms of analysis, such as 
multiplier analysis of local economic impact. It is also possible to apply the 
AHP to examine specific micro location problems, but it has fewer relative 

advantages compared with more traditional approaches. For micro decisions 
it is easier to measure the relevant variables and there are well established 
structures such as the gravity model within which to operate. 
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One of the interesting issues involved, both from the point of view of 
practical applications and from the standpoint of computerised decision 
support, concerns the availability of parameter estimates. In traditional or 
regression based ap;:>roaches these arise from statistical analysis. However, 
more recent advances in computerisation mean that this need no longer be 
the case. For example, the spreadsheet based LOCAT model operates on 
parameters and assumptions supplied by the user or decision maker. The 
philosophy on which spreadsheet modelling is based is one of 
experimentation to show the impact on decision variables of changes in 
underlying assumptions. The LOCAT model does not require a formal 
statistical underpinning, although this does not preclude the use of 
statistically based estimates in spreadsheet models in general. 

When evaluating the effectiveness of the models introduced here, the 
overriding factors to be taken into account should be user friendliness and 
the credibility of advice provided. The qualitative gravity approach scores 
most highly on both of these counts. The analytic hierarchy process (AHP) 
is capaJ:>le of incorporating the complicated elements of a site location 

problems without imposing on the user heavy requ;:remeriiio(inathematical 
or statistical knowledge. The rule based approach helps in the provision of 
explanations of advice and a consultation dialogue with the user. Using 
rules helps in bringing out the essential plausible gravitational flavour 
without the user being confronted by and possibly discouraged by algebraic 
equations. The main advantage of pure numeric based models is that they 
are easier to implement. A site location expert system is most appropriate 
when managers are able and willing to develop a complex nested rule-based 
structure. If this is not the case, other conventional methods might prove to 
be more useful. 

One important consideration is the cost and time available for the selection 
process. Tourism companies that are growing rapidly, and/or changing 
their marketing strategies, will not fmd procedures that necessitate elaborate 
models to be cost-effective. Large hotel, restaurant and travel agency 
chains dealing in several markets have a competitive advantage because of 
their experience and their data about sales performance. They can build 
elaborate models in order to make more efficient decisions - decisions that 
not only affect the choice of site but also help to refme the marketing mix. 
The size and complexity of the site evaluation model is simply another kind 
of business decision. The best site location model is the one that is cost­
effective in the tourism industry. 
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INTRODUCTION 

For Spain the imp0t1ance of tourism both national and international, does 

not hold any doubto for thoae veraed in the subject. A few general 

figures suffice to illustrate this. In 1991 a toto! of53.5 million people 

visited Spain, a aliplly higher number than the 52 million which did in 

1990, and oliJhlly leu than the 52 million of the previous year, this 

meaD! a revenue of 19,004 million dollars in 1991, 18,593 million 

dollars in 1990 and 16,174 million dollars in 1989. Tourism achieved a 

participation in the Gross Domestic Product of 8. 74% in 1989. In the 

last few years 85% of tourists have been from Portugal, followed by 

West Germany with 13% and the U.K. with 12%, as the major 

contributors (Secretaria General due Turismo, 1991). This data should 

be considered with some caution because not all the people that cross the 

frontier can be considered as tourists, other data such as that which is 

provided in the input output tables of the Tourist Economy reveal the 

importance too of the development of the Spanish touriot market (Vid 

lET 1989 and Alcaide, 1984). However, in the last few yean the growth 

and development of rho industry have come into a time of crisis 

(Figuerola, 1991). These circumstances have b"n, among others, the 

driving force behind our study of the anitudes of hotels to their 

development. Tourism, in the United Kingdom has consistently grown 

Iince 1985. There has been in recent years, namely 1990, 18 million 

overseas touristo in the UK spending around £7.5 bn. The top five 

countries that visiton come from and the percentage of total visitors 

represented by that country are the United States of America (USA) 

(16%), France (13%), Weot Germany (12%) The Irish Republic (8%) 

and the Netherlanda (5%) (Key Note, Market Review 1991). The similar 

expendirure by Britons in this time period was around £400m. Of this 

money 26% was spent in either (un)licensed hotel/motels onguest houses; 

the figures exclude spendiq on business trips. Domestic tourism has 

been the beneficiary of the Gulf War and its repercussions as well as the 

collapse of the International Leisure Group. The sector is therefore one 

worthy of investigation not only for its levels of expenditure but also for 

the management challenge confronting hoteliers by such a dynamic 

business environment. In tenns of employment in hotels and catering 

between 1971 and 1987 there was ~ rise at more than twice the rate of 

employment in service industries as a whole (Robinson and Wallace 

1983). More up-to-date indicators (Baty and Templeton) have shown a 

26% increaae in tourism·related employment compared with 15.8% in all 

aervice industries. Unlike Spain the United Kingdom does not have a 

national minimum wage with the government declining to enforce a 

social charter for workers. More recently Wood (1992) has highlishted 

the increased part~ime employment, casualisation of work and the 

increased partiCipation of women and young people. Such fragmentation 

of the workforce, the authors feel, make it difficult to operate and 

maintain consistent and effective programmes in training, marketing and 

general management skills. 

Resean;h Objeetiv!!! 

The main objectives of the study were derived from specific concems 

shown by some national tourist boards related to planning a number of 

key cooperative actions and incentive programmes directed to the hotel 

industry in order to improve the total tourist product, encourage the 

growth of the sector and synchronise annual demand patterns. The main 

objectives of the investigation were in common with the other pieces of 

research that were being carried out in other areas in Europe such as 

Portugal, England, Wales, Scotland and Ireland (Evana, McDonap and 

Moutinho 1991, 1992, McDonap, Moutinho, Evans & Titeriogton 

1992) as well as in Canada (Deng, Ryan and Moutinho 1991 a), b) 1992 

a), b)). 

The maiD objective. of the study were &be followina: ones: 

to evaluate the role of Tourist Boards and Authorities in the 

development of the hotel aector. 

To study the anitudes of the hotelien to training. 

To analyse the level of concern of the hoteliers for the 

environment. 

This piece of research proposes to also draw conclusions on the suc:cess 

and development of the hotel sector. However, it is worthwhile pointing 

out that although, both the success ancl development are difficult to 

define, for the purpose of thio study those questioned were asked their 

opinion on the factors that contribute to the development of their hotel 

business using as markers the growth of their sales and profit figures. 

RI!S!!l!!'d! Deoj!m & Metboc!olol!y - Brilish/Irish SamPle 

The research illltnlment was developed on the basis of a clear inductive 

process associated with it. The initial hypothesised constructs used to 

model the key management contribution factors to the future development 

of tho hotel induotry were selected on the basis of a specific request by 

the British Federation of Small Busine .... to study the perceptions and 

effects of these key managerial issues within the tourism industry in 

Scolland. Tho process of refinement and testing of theae construct. and 

the final choice of variables to be included in the questionnaire wu baled 

on conductina three group discussions and some iiHiepth interviews with 

35 individuals who pertained to the planned aampling population (i.e., 

hotel owners and hotel managers). The final selection of variable. was 

considered, at that time, to be the belt possible collection of key 

contribution factors to the future development of the hotel induotry. 

Furthermore, when the initial study was carried out (Moutinbo 1988) 

there were no other academic studies of this nature to draw upon. 

Following completion of the study in Scolland, it was decided to roll-<>ut 

the reaearch project into England, Wales and Ireland. CareiUI 

consideration was given to the testing of the applicability of the 

qucllionnaires in these new geoaraphic respondent populations. 

The research instrument was developed on the basis of a structured list of 

critical variables making the universe of context of the study - Factors 

contributing to arowth and success in the hotel sector. In order to 

acquire the relevant information from the respondents, the clarification of 

the concepts relating to the variables to be measured was an essential 

prerequisite of the pretuting phase. Hence, pilot questionnaires were 

sent initially to the Reaearch Department of the English, Sconish and 

Welsh Tourist Boards accompanied with an explanation of the purpose 

and objective• of the study. Tho final questionnaire was revised several 

timea: to take into account the valuable input infonnation provided by 

these Boordo. 

The self administered questionnaire was mailed to named hotel managers 

in England, Scotland and Wales [600 in number] and to hoteliers 

throughout Ireland [363 in number]. Of 600 mainland questionnaires 

sent, the response has been 163 (28%) which is within the modal 
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response rate of20%- 40% (Kanuk and Berenson, 197S). Of Irish 

questionnaires sent, the response has been 83 (23%). 

The hotel owner/managers were asked to anonymously complete the 

questiormaire which included inter alia questions developed from 

previous research (Moutinho, 1988) that identified the following issues as 

important contributing factors to the success and growth of hotela:-

1. Tax, other financial help and staff subsidies from governments. 

2. Marketing help and support from governments, tourist authorities 

and other sources. 

3. Training help and programmes from government, tourist 

authorities, or other sources - in a variety of fields such as 

personnel, finance, marketing, catering and so on. 

4. Concerns over a variety of environmentalist considerations such as 

over-crowding, global protection of the environment, preservation 

of architecture styles and so on. 

for most of the factors, respondents were asked to rate these along 7 

point attitude scales. Respondents have been classified according to size 

of hotel, manager or owner status of respondent, gender of respondent, 

number of years in the hotel business, type of ownership of hotel (family 

or part of a Group) - and according to profit and sales revenue positions 

(now, 3 years ago and projected position over the next 3 yean). Of the 

246 respondents, 69'% were the hotel owner and 24% were the hotel 

manager, and 7% were either both of these, or were in the 'other' 

classification. Related to this, 80% of hotels responding were famiJy 

businesses, 12% were part of an hotel group (with 8% being either both, 

or in some other form of ownership). Of the respondents, 72% were 

male and 28% female and 55% overall, had been in the hotel business 

for more than 10 years. Furthermore, 40% of the hotels were in the l to 

15 room category, 34 '% were hotels with 16 to 30 rooms, 11 '% were in 

the category 31 to SO rooms and IS% had more than SO rooms. 

Sregjsb Samole 

The research was carried out by mailing the questionnaire together with a 

stamp addressed envelope to enhance the response (two hundred and fifty 

two) questionnaires were sent, between March and April of 1991, 

together with a letter which requested collaboration and explained the 

objectives of the resea~h. The hotels of the sample were selected at 

random from the "Guia de Hoteles de Espaiia", after sending out the 

questionnaires, the questionnaire was sent out again the following month 

to all those who had not replied. Of the 252 questionnaires sent, the 

response was 89 of which 83 were correctly completed, which is a 

response rate of 32%, and according to Kanuk and Berenson (1975), an 

acceptable response rate (the typical range is between 20 and 40%). 

Considering that there were 4,200 hotels in the guide, the sample had a 

representativity value of +/-10.8% for p=q=0.5. 

Of the 83 people questioned in the survey only 6% were owners the rest 

were managers directors or assistant directors. (Eighty Seven percent) 

were men and 13% women, and 7S% of those questioned had more than 

10 yean of experience in the sector. In short, the sample was one in 

which experience in the sector and its qualification allowed us to assume 

a good degree of confidence in understanding the reality of the tourist 

industry. In relation to the type of hotels in the sample, 29% were family 

run, 47% belonged to a chain or group and 24% in other categories. 

With respect to the size, 42'% had less than 100 rooms and 58% more 

than 100 rooms. Table 1 shows a comparison of research designs used 

for both the British/Irish and Spanish samples. 

Aoa!ysis of Results 

The results obtained from the investigation were structured in four 

sections relating to the expectations of the growth and development of the 

sector, the factors which contribute to the development of the hotel 

sector, the needs for training and the concern for the environment. 

Estimated Fo!'l!Cl!SII! About the Develo!!!!mt of the Sector -

British/Irish Sam!!le 

Respondents were asked how they saw general development of the hotel 

sector in their region in the 1990s: - 86% saw some level of expansion. 

This ranges from just 60% of the Welsh hotels seeing expansion in their 

country to 100% of those in the Midlands and 93% of those in Ireland. 

Also, 48% of respondents to the question on profitability reported a 

moderate or substantial current profit (only 30% claimed 

moderate/substantial profits three years ago). 

Srenis• Sample 

In relation to the evolution of the sector, close to half of the respondents 

were of the opinion that in Spain in 1990 a moderate decline took place 

in the hotel industry. On the other hand, 27'% of the respondents 

maintained that the hotel industry expanded moderately during this 

period. In sununary, it can be said that the perspectives on the 

development of the hotel industry are rather pessimistic, although there i• 

not any generalised opinion in one direction or the other given that the 

average in a scale from one to five is 2.62 and this is equivalent to a 

"moderate decline· or "no change" situation. Turkel (1991) has stressed 

that basic questions relating to maintaining profits; ensuring the profit 

and len statement is not overloaded by managerial staff; that poor 

performance is left unrelated to poor marketing or management skills and 

not undertaking sufficient priory research in food and beverage trends all 

are contributon to decline in overall revenue. 

Tdk I· Cqmpsrirgn of Rmqrdr Dgigru • Brililb1,.W, qp4 Spqairh Samplq 

Bdtjsbllrbb Samek 

Method of Conw:t • Self·administc:tcd questionnaire 
by mail 

S~mplin& Frame • Latest Directory or Hotels 

Samplin& Approach • Probability Random Sample 

Samplin& Units • Hotcb manaaerslowncn 

~ Qucstwnma.ires _ 6()) + 363 • 963 

Response: Rate - 28'1 + 23~ 

Achieved sample - 163 + 83 

Follow-up 
Cjuestlonrwre - No 

Profile! of respond.ents -

HotelMat!aierS - 24" 
Hotel Ownen • 69" 
F~mily Business • 80" 
Hotel Group · 121 
Male - n" 
Female · 28" 
Hotel Busmess 
upcnencc> lO - 55'1 , .. ~ 

Gmera) CoatnlnJ!on to Develo!!!!ent 

Self-admitliatacd qiM:IdoMaite 
envelope by mail with aamped -Lalelt Dindoty of Holels 

l'n>l>obilityrandom""""" 

Hoed nwaaen/OWftefl 

"' 
Ja 

83 

.. ~ 
6~ 
29~ 
47~ 
87~ 
13~ 

• 75,. 

For the 'attitude' scales covering the various factors contributing to their 

development, Table 2 summarises the main findings of this study. Table 

2 below shows the percentage scores for the British and Irish as well as 

the Spanish samples. For the purposes of this study the authors 

considered responses for the scaling points 6 and 7 along the very 

important scale polar. The importance of training as a general 

contributor to hotel development is considered later in this paper. The 

top factor in the British Isles that was cited as very important was moral 
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support from family membon (70%); by contrast in Spain co-opontivo 
promotional campaigns with other hotels was given the highest 
porcentaso score in relative importance (58%). That while moll facton 

where considered importance in both Spain and the British Illes it is 
immediately apparent from Table 2 tbat tbe facton labelled risk abariDJ 
in capital invostmonta scoriDJ 18% and 23 % for roapoctive aamploa, and 

tbo creation of volunllry buyiDJ groups, scoriDJ 39% and 20% 

respectively, are factors which elicit indifference from hotelien. Whilst 
thoro io gonen~l agreement witb regard to tbo importance of marketiDJ 
support provided by tourill boards and government and bettor 

communications with tourist boards in the findioga, Spain certainly 
values the use of co-operate marketing research more than do hoteliers in 
tbe Britiob blea. 

Tal!!e 2; GI!!!Ol'!!! CO!!tnbgtors to Hotel DmJoJ!!IlS!!l 
% ScaliDJ '6' or '7' 

AIODJ tbo 7-point AUitudo Scalea 

('!be 'Very Important' Scale Polar) 

Tax Exomptiona provided 

by tbe Govemmon 

MarkotiDJ Support provided by 

Touriat Board• &. Oovenunent 
Financial oupport provided 

by tbe Govommonl 

Risk ShariDJ in lnveBtmont 

by Govemmenl Agenciea 

Better Communications with 

Tourist Boards 

Staff Subsidies provided by 

Govemment Agencie• 
Coop buyiDJ via Volunllry Buying 

Groups 

Coop MarkoliDJ Rotearch witb 

Other Hotels 

Coop Promotion Campaigns 

witb otbor Hotels 

Coop Promotion Campaigns 

of any other typo 

Moral Support From 
Family Members 

British 

/Irish 

57% 

55% 

42% 

23% 

60% 

33% 

20% 

23% 

31% 

28% 

70% 

Spanish 

42% 

55% 

47% 

18% 

53% 

48% 

39% 

52% 

58% 

53% 

52% 

It is not surprising that the authors questioned respondeldB about their 
training perception~. The skiDs and adaptability of the workforce have 
come to be viewed •• one of the major detenninants of competition, bolh 
at interlinn and international levels as discuaaed by Caaaols 1985 and 

Chandler 1987. As Koep (1987, 1989) notes oftbe concept of human 

resource manaaement. If HRM is to have any validity tben it might be 

reasonable to expect employers to treat employees as assets and to invest 
in their tnining and development. To do so is a basic requirement for 
success. Clearly it is not just an issue in the British Illes; Baum (1992) 

has highlighted tbo growing challenge to European Tourism that human 

resource issuca will present towards the end of the decade. Table 3 
shows the ba1ic analysis of responses to those aspect& of tnining that 
were presented to respondente. This suggeiiB lhat whereas Marketina 
training considered very important, the MOST important is Caterina: 
trainiDJ for tbe British Isles. The convorae holds for CateriDJ trainiDJ in 
tbe Spanish aomple witb Penonnel TrainiDJ doomed to be tbo moll 

important followed by botb staff and martetiDJ trainiDJ. Tho Spanish 

sample exhibits more emphasis being placed on training in areas that 
involve greater external connections and relations with the consumer. 

Tah!e 3; Pen:cjud Jmportaat of Ire* 

% Sca!inc '6' or '7' Alone tbe 7-Point 

Atti!ud• Scales 

Cl'he 'Vorv lmpor!a!!t' Scale Polar) 

Brldsh & Irish 

Staff TniniDJ 46% 

Management TrainiDJ 43% 

Finance & AccountiDJ 

TrainiDJ 46% 

MartotiDJ Tn~iniDJ 61% 

Penonnol Tn~iniDJ 54% 

CateriDJ TrainiDJ 70% 

Spallbh 

15 

72 

47 

15 

83 

35 

M can be seen in Table 4, the hotel managers included in the 
Britiobllrish aample showed a good degree of concern towardo tbe 

preservation of cultunl beritap, the preservation of architecturalllyles, 
over building of touriJt auper llJUctures and the amount of preeervation 
of locallandacopos. Fifty percent of tbo rospondenta conaidorod 
important the implementation of a policy of conservation at a global 
level. The least important environmental concern (41% oftbe 

respondents) wa• related to the degree of overcrowding in the area. The 
Sponish aample exhibit a bigber desire to see conservation at a sJobal 
level a• beiDJ importanl for tboir organiaationa 75% in Spain veraus 50% 

in the British l1le1 with more concem being displayed again in IIIOil area• 
cODiidered with the exception of avoiding overcrowdina or overbuilding. 

Taltlt •. lpylrgnmmtal Cppqm 

'I' 'SlroogiJ Afi'UIIfl' willalht 
-.,..IIIR'fil>M 

BrliUhllrlsh I 2 3 4 5 Spllin 

Cultural Herllap of the 
Rqioa must be proaorvld 65 83 61 
Ardlitectunl Styles must 

67 1S 56 be conserved 
'No' Coatrol over BuildiDJI 
in the Ares (StronaJy 

65 67 61 OIJqroeiq) 
Locall..uldaesps mllll be 

65 58 61 
~iriJimustbe 
avoidld 41 33 38 
Conaorvllion • a 1Iobal 
lovol is important for 

50 42 36 your hotel 

Key: 

59 62 74 

65 68 70 

71 51 81 

71 62 63 

47 49 41 

65 41 56 

80 54 

73 66 

73 61 

80 63 

67 35 

68 54 

79 

71 

56 

15 

36 

75 

~·!~':dane!, 2 = North East/North West, 3 = Midlands, 4 = South & South East, S ' 
South WOBt, 6 = Wales & 7 = Ireland 

Fad!lr Aylvsis 

The procedure used for analysiDJ the data conaillod of tbe application of 

factor analysis (varimax rotation) with Kaiser nonnalisation. This was 
dono to gain a clear undontanding of tbo underlyiDJ structure of tbe 

variable• under otudy. As abown in Table S, five reasonably pure factonl 
were extracted. Overall, the vast majority of the research items loaded 
significiDily (a factor loadiDJ of at least 0 .45) on one of tbe five factonl. 

Fad!lr 1 fCODml! for Marl!tti!g Eayinmm!!!!ll 

Conailll of throe key variables which provide interoating inaigbta due to 

their aggregate solution. The orientation towards global protection and 
conservation of lhe environment appears associated with the manifested 
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need for marketing support as well as with the profit position of the hotel 

achieved during the last three years of opera.tion. A speculation could be 

made around theae findings which seems to indicate that although hotel 

managers recognise the existence of a direct relationship between overall 

profitability and the allocation of financial resources to the hotel 

marketing budget, :hey are also somewhat concerned with the 

implementation of a balanced and sustainable marketing policy in terms 

of integrating in it an ecological orientation related to the global 

protection and conservation of the environment. 

Table 5: RCiptla pr Y•dmez Rptatnl hlor'•' c.p....,..,.,, ••tr+ r. Swge • Grqth 1p tbr H!!lc! Srt1or CBdtkh 6 Jdd! S.mpft! 

Variable Oacripuon 

I. Marketin&Support 
2 Humt.nReso11rctf&. 

staff subsidies 

Faccort 
Concem for 
Markerina 
Environment 

48167 

17184 

2637) l.;;.=~~e 
4. Coopc:nllvtMarkcting 

Research 2-4862 

' Cooperative Promohonal 

~:~ansWJthothtr 
·21805 

6 Coopcntive Promotional 
ampaiansofany 

·.21m _,,.,. 
7. Su.fftrainina ·38483 
ll.~erncnttninin& •.• 1648 
9. TrainmainFinan<:e 

&. Accountina """ 10. Trainin&in 
Muketinc .m1a 

I 1. Tralntna in Perwnnel 14119 
12 Tnininr: in Caterina -.096:59 
13. Prc,ervationofCulrural 

Hcritqe ·.28561 
14. Styles of Atch1tectun:&. 

Conxrvation or 
Buitdi~ ·.3901!1 

IS. ExceutwBuildinc ·.39331 
l6.P~ofl.oetl .....,_., ·.26113 
11. Oven:rowdinc ·""' 18. Olobal Protottionl< 

ConscrvationofttH: 
Environ IlliCit •.71736 

19. ProfitPositionoftheHotel 
Last: Three Yean or 
Operation •.652&8 

fa&:torl 

flctorl 7338-4 
Factor2 5H48 
Factor3 .00348 
fKtOf4 ·.02019 
flctor5 169<1 

.t'l920 .. .,.,. .08119 06851 

•.SOl-4:5 .ot:m .1936& .10307 

.238S4 -.16677 •.60745 ·.2063~ 

.12261 ·.08719 •.112737 ..... 

.01365 .00371 •.89048 .00832 

·.00!30 .02781 •.1]19(5 .03373 
•.12183 ·-11-'11 -.02101 01201 
•.68737 -.08119 .007<02 02026 

·.07489 ._,.,., ·.0318l ·.Ol3l3 

-.02!53 •.972$7 -.O)In ·.01314 
·.03746 •.92566 ·.0'7141 ·.00025 
.27910 -.l<WJ -.0597'0 •.6701 

•.S46SO -.04391 .08961 .OS787 

•.46046 -.03439 ·'""' -.04168 
•.81001 .01767 .01490 ·.12169 

•.69499 .0!029 .04136 .01596 
-.26741 ...... •,15765 •.64547 

-.10277 -.OUI03 .03088 -.01372 

.19152 ·""'" .0119:2 -.09221 
Items shown in Tlble are diose with factors lo&dinp 1.045 

TRANSFOitMATION ltiA1lUX. 

F-2 F-3 Factor4 FactorS 

-.41067 11736 ·.21559 -00758 
.54567 -.25716 .39148 ·07805 
.01394 ·.71699 ·.04853 15022 
.69219 22454 ·.53953 • 066\9 

13033 .52298 .35686 32172 

Ttb!r H:lunul .. aud l'!rrmr gf Variance flplt!ptd kgm fad• $pludn lllddsb A. !rid! Semple\ 

Communality 

19078 

47200 

630-48 

76863 

81222 

15668 
7SS62 
711111 

94957 

95563 
.88752 
511641 

53501 

66130 
.72497 

.65531 

.58192 

63502 

.67359 

Ptcq:pten pi Y•rleoq Cwpulttln furcal gr Veritpct 

5.21J06.4 
4.95122 
3.25954 
2.8ll68 
I.H\58 

10.1 
\0.3 
6.8 
l.9 
].2 

10.8 
21.1 
27.9 
33.1 
54.4 

Factor l (Training Subsidies and Environmeotal Concerns) 

Is the most dominant factor extracted from the data set and it includes 

seven strongly related variables. The three most important building 

blocks of this factor relate to i) the expected provision of specific 

subsidies which would help hotel managers face up to the rising labour 

costs and the effective allocation of human resources; ii) the provision of 

subsidies for staff and management training which could substantially 

affect the delivery of higher quality hotel services through the 

improvement of staff and management skills; and iii) the availability of a 

new programme of subsidies related to local environmental concerns 

shared by the tourism authorities and the hotel managers {for example to 

be allocated in the development of mutual efforts related to the 

preservation of the cultural heritage, styles of architecture and 

conservation of historic buildings specific subsidies which could act as an 

incentive not to engage in excessive building as well as to encourage the 

preaervation of local landscapes). 

Factor 3 !Qveratiooal Trniningl 

Is comprised of three variables, all related to operational training in three 

key managerial functions: finance and accounting, marketing and human 

resources management. The agglomeration of these three variables in 

one factor and their very high loadings reaffirm the level of importance 

attached to management training by hotel managers when seeking to 

improve their organisations' overall performance in tenns of future 

success and growth. 

Factor 4 !Cooperative MaDllgomeotl 

Indicates another clear-cut cluster of four variables, all related to the 

development of cooperative arrangements within the sector. Besides the 

area of cooperative purchasing, in which several hotel organisations have 

been already actively involved, an analysis of the factor loadings seems 

to indicate a willingness to engage in new cooperation efforts in the areas 

of marketing research and promotion. 

Factor 5 (Oua!ity Seeking) 

Consists of only two variables - training in catering and concern towards 

overcrowding - and, although not directly related, they both seem to 

show a critical need felt by the respondents in relation to the 

improvement of the overall quality of the tourist product . 

Factor Analysis IS!!!!oish Sample) 

In the factor analysis the first step is to calculate the correlation matrix 

whose variables must be highly correlated so that the factor analysis is 

valid. It is also convenient to contrast by means of some indicators the 

degree of association that exists between the variables: 

a) the correlation matrix determinant. This is an indicator of the 

degree of interc:orrelations. This indicator must be low in value to 

indicate that there are variables with high intercorrelations - but its 

value cannot be zero. 

b) 

c) 

d) 

Barlett's spherical test. This text is used to test the hypothesis 

that the correlational matrix is an identity matrix. This matrix has 

ones in the main diagonal and zeros in the rest. So that the 

hypothesis is not rejected, the use of a factor model must be 

reconsidered. In our case the statistical value is quite high, 

0.83409, and the degree of significance associated, small so it 

seems improbable that the matrix is identity. 

The Kaiser-Meyer-Oikin index. This index compares the size of 

the correlation coefficients observed, with the sizes of the partial 

correlation coefficients. If the KM:O value is 0.80, it is good and 

in our case the index is 0.8035. We consider that it is possible to 

proceed with confidence in carrying out the analysis. 

The anti-image correlation. The negative of the partial 

correlation coefficient is called the anti-image correlation. If in the 

anti-image correlation coefficient there is a high number of high 

coefficient values, the application of factor analysis should be 

reconsidered. Our data contain only 10.02% of the elements 

outside the diagonal of the anti-image matrix with values greater 

than 0.09. 

Analysis of the MaiD Componeols 

To determine the number of factors to use to explain the results the 

criterion recommended by Kaiser {1960) was used "conserving only 

those main components whose values are greater than one". In our case, 
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as can be seen from Table 6, the first four factors have eigenvalues 

greater than one and together account for 75.3% of the variance. 

Tabl~ 6: Eill!l!!v!!!u!ll! & Percent of Variance Exl!!!i!!ed from 

Factor Solotion (SMnisb Sample) 

Varlab/6 Factor Elgen- PC! of CUM PC! 

value Var 

FOI I 5.52439 42.5 42.5 

F02 2 2.13834 16.4' 58.9 

F03 3 1.10418 8.5 67.4 

F04 4 1.02333 7.9 75.3 

F05 5 0.71687 5.5 80.8 

F06 6 0.59015 4.5 85.4 

F07 7 0.50048 3.8 89.2 

F08 0.38970 3.0 92.2 

F09 9 0.25804 2.0 94.2 

FlO 10 0.25198 1.9 96.1 

Fll II 0.21671 1.7 97.8 

Fl2 12 0.19200 1.5 99.3 

Fl3 13 0.09385 0.7 100.0 

To aid in the interpretation on ortogonal varimax rotation was carried out 

which did not affect the accuracy of the adjustment of the factor solution. 

The rotated factor matrix can be seen in Table 7. 

Determination of the Factors 

The first factor accounts for 42.5% of the total variance and is composed 

of the following variables and factors values: 

F03 0.88 Financial backing of the state governing 

bodies. 

F02 0.84 Human resources and aid from the 

govenunent. 

F03 0.77 Commercial backing by the administration. 

F04 0.75 Fiscal exemptions from the administration. 

This factor could be called: Administration backing 

The second factor amounts for 16.4% of the variance and is composed of 

the following variables and factor values: 

FOB 

F09 

FlO 

F07 

0.84 

0.83 

0.74 

0.73 

Joint investment projects with other hotels. 

Joint promotional campaigns. 

Joint promotional campaigns of any type. 

To become a member of a buying group. 

This factor could be called: Joint a<:tivities amonast the groups in the 

sector. The third factor amounts for 8.5% of the variance and is 

Ttbk 7•V•rlml• RoiJ!:cd Mocfw! Cmp9QOC"'' Aglph r .. 5gcuw A GrgJrtb lathe UQld Scct.pr 

I. Tu Exemption1 
2. Marketin1 Suppon 
J. ~~=%~~trnents '· l. BeneT Relatiocu. 
6. H11man Resources 
7. Cooperative P11rchuina .. Cooperative MarketiAJ 

"'"""" 9. Cooperative Promotion 
Hocds 

10. Cooperative Promotion 
-Other 

II. Moral Su~n 
12. StaffTnt.innll 
13. Manq;ement Trainin& 

Factor I 
F"""2 
F"""l 
Factor4 

FtlctDrl 

0.68411 
-0.11464 
-o.02474 
0.07932 

'.aorl -·2 -J 
Ahtlflilltatiolt c..,.,., .. HWMA ReH~trtr 
&actu.r M•'"'l'f""•,., ,.,.,.,, 
'"0.~~89 O.I«<S 0.06750 
'"0.80614 0.09~25 0.21210 
'"0.88895 0.11234 0.09390 
'"O.m25 0.28309 .0.04868 
0.4S780 "'0.44797 0.24726 
"0.84529 0.06493 0.24!184 
0.12S05 '"0.738-42 -0.01292 

0.21904 "0.114257 0.21465 

0.1716!1 "0.83763 0.11117 

O.OS113 "().74646 0.31080 
0.00!163 0.06736 O.OJSJI 
0.27461 0.22406 -o.B-4887 
0.10799 0.31376 "'·"""' 

IBAN58lRMAD.O.M ld&IIIX 

FtJCUJr2 

0.58710 

··"""" ........ 
0.28015 

Pttet.r3 

0.41226 
0.29370 
0.-46132 
-0.72867 

0.13175 
0.16644 
0.75543 
0.61989 

Fttclllr4 Communality 
FamJ/1 
Bcclrilll 

0.20712 0.63957 
0.07252 0.70947 
.().06737 0.81620 
.().12225 0.69382 
o.JJm 0.58545 

-O.OO!i!i3 0.77920 
-0.11242 0.57370 

0.01603 0.80863 

0.14354 0.83075 

0.20S73 0.69939 
"0.95296 0.91396 
0.110!16 0.88166 

-0.0238!1 0.88166 

Fl3 

Fl2 

0.87 

0.84 

Training courses. 

Management courses. 

This factor would represent all that is related to: Human resource 

trailling. The fourth factor accounts for 7.9% of the variance and is 

composed of the following variables and factor values: 

Fll 0.95% Moral support of family members. 

This factor could be named family backing and in it would be reflected 

collectively the 29'!1> of the sample whose business was of a family type 

and as a result it can be appropriately named: 

Family bacl<iq. 

This result contrast with the work carried out by Hotelling (1933: 417-

441), it being that the first component that is extracted, is that which best 

summarises the infonnation contained in the original data matrix. That is 

to say, it is that which contributes best in explaining the total variation. 

The second main component is that which best summarises remaining 

infonnation, it accounts for the major part of the remaining residual 

variance is independent of the first. The sequence can continue 

extracting factors until the total variance is accounted for. 

From the infonnation obtained which corresponded to the measures and 

typical deviations as measures of propositions, it was observed that 

special consideration is merited by the business representatives of the 

hotel sector to the "commercial backing" given by the state and local 

governing bodies, as well as to the "joint promotional campaigns" and 

above all to "management training". 

The application of the analysis to the main components, to reduce the 

number of variables to four factors or main components enabled us to 

underline the key components perceived as: 

The backing of the administration. 

Joint activities amongst the components of the sector 

Human resource training. 

Family backing - small size !inns and the shareholder component 

This brings us to recommend what we have shown as a principle with 

respect to the supply of the tourist product and the dynamic comparative 

advantages with respect to its strategic use on three levels: 

a) 

b) 

the collaboration of the administration in the development of the 

sector. 

the adaptation of group image, politics, communication, 

commercialisation and market analysis on a global fonn. 

c) the professional qualification of human resources. 

When comparing the five-factor solution extracted for the British/Irish 

sample with the four-factor solution derived for the Spanish sample, we 

can detect two common important factors resulting-in both analyses: 

cooperative management and tourism administration support. In relation 

to cooperative management, there are three key variables that seem to 

substantiate this approach: cooperative purchasing, cooperative 

promotional campaigns with other hotels and cooperative promotional 

campaigns for any other type (e.g .• with other tourism development 

partners). With regard to seeking tourism administration support, a 

common key variable in both samples relates to human resources and 

staff subsidies. 

Staff and management training variables are loaded in one factor for the 

Spanish sample whereas the same variables are bundled together with 
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environmental concern variables as well as human resource subsidies in 

one factor in lhe case of lhe British/Irish sample. Different types of 

training required (except for catering) are loaded in a factor labelled 

"operational traininJ" (British/Irish sample) contrasting wilhy lhe low 

loadings for lhe Spanish study. Also, it is interesting to note lhat, despite 

their high importance ratings, the environmental concern variables were 

not able to load in any resulting factor extracted for lhe Spanish sample. 

Resean;h I imitations 

The contrasting differences between lhe hotel industries in lhe United 

Kingdom and Ireland (small hotels and bed and breakfasta) and Spain 

(large hotels) are visible when comparing lhe profile of respondents of 

bolh samples. Hotel managers are predominant in lhe Spanish sample as 

compared to hotel owners in lhe British/Irish sample. Also, family 

businesses dominate lhe British/Irish sample, whereas hotels belonging to 

an organisational group are represented by a high proportion of Spanish 

respondents. These structural differences in lhe make-up of lhe 

respective hotel industries may cause an important limitation in the 

interpretation of the findings since hotel ownen might be more concerned 

about certain management contribution factors lhan hotel managera and 

vice-versa. Furthermore, when comparing underlying attitudes between 

countries, one should take into consideration the influence of cultural 

factors !hat might predispose respondents in a specific direction. For 

instance, lhe British/Irish hoteliers seem to hold stronger beliefs !hat tax 

exemptions are important. Would Ibis be because taxes may just be so 

high in Britain and Ireland lhat lhey carry more weight? 

Allhough we are fully aware of lhese research limitations, we felt lhat lhe 

undertaking of a comparative study between European countries was 

quite important and relevant in lho light of lhe appearance of lhe Single 

Market and lhe pursuit of a unified Common Market tourism policy, 

including lhe new allowed mobility of hotel managers and workers from 

olher countries within lhe Community. Clearly, lho findings oflhe study 

could help European hotel managers underatand lhe relative importance 

of lhe tourism policy factors analysed in Ibis research study. The case 

for lhe selection of Spain to be included in Ibis study relies on lhe high 

contribution made by lhe tourism sector to lhe gross domestic product as 

well as on the academic institutional contacts that the authors previously 

had in Ibis country. 

The main conclusions that can be drawn from this piece of research on 

lhe hotel industry can be stNctured in lhe following points. 

The Spanish hoteliers questioned have a slightly pessimistic view about 

lhe development of lho hotel industry, allhough Ibis cannot be said for all 

of lhem. These responses linked wilh lhe evolution of slightly negative 

profits in lho last lhree years allow us to o rate the situation in lhe sector 

as one of stagnancy rslhor lhan one of development or decline. 

Nevertheless the expectations of sales evolution in the next three years is 

more optimistic in relation to lhe sales evolution in lhe last lhree years. 

Hoteliers in England, Scotland and Wales appear to be especially 

interested in staff and personnel training and one better links wilh lhe 

tourist boards · as well as perceiving marketing support and training to be 

important to lhoir success. This study goes some way to reinforcing lhe 

findings of previoua work (Moutinho, 1988) which suggested lhat an 

effective training programme well tailored to lhe needs of managers and 

staff of small businesses in lho tourism field could be critical factors in 

contributing to lhe future growlh of lhat sector. 

Also, tax exemptions or a system of financial incentives operating within 

the framework of a tourism policy is evidence of a conunitment to 

tourism growlh and will recognise and evaluate lhe opportunity cost of 

grant and loan financing (Bodlender and Ward, 1989). Pemaps local 

boteliers can be offered pteferential rates of benefit especially if lhey ate 

dominant in lhe economy employing large numbers. Tourist boards 

could play a major role in helping hoteliers by 'pumppriming' projects 

lhrough cash grants and lhus stimulating commercial funds and by giving 

or obtaining expert advice and training for hoteliers (Wanhill, 1989). 

The case for effective training programmes and lhe suggestion in recent 

work (Evans et al. 1991) lhat !here may exist a cultural diffotence in lhe 

regard supports lhe case proposed for a comprehensive European 

Community (EC) policy on tourism (Akemeim et al. 1990). This study 

further supports lhe argument (Wolf 1989; Keep 1989) lhat one oflhe 

major challenges facing lhe hotel industry relates to human resources, 

specifically lhe improvement of its image to attract new employees 

lhrough lhe provision of good pay, career progress and continuous 

training which ensures excellence as a corporate value (Atkinson et al 

1987). Excellence in lhis case might involve operating and training staff 

to promote lhe concept of sustainable development. 

Wilh regard to lhe Spanish study, training is considered to lho most 

important aspect in lho future development oflho hotel. This factor is 

followed in close proximity by lho rest of lho questions lhat arose which 

include factors related to lhe backing in various aspects of lho local 

administrative bodies and lho actions related to marketing. The former 

are more important for hotels of smaller size and o lhe family typo, 

whilst lhe factors related to marketing are more important for hotels of 

larger size and for !hose which belong to hotel groups or chains. In fact, 

almost all the facton are conBidered to be important, however, when the 

respondents were asked to place them in order of importance, the most 

important turned out to be lhe fiscal exemptions and incentives provided 

by lho state governing bodies and lhe promotional campaigns wilh olher 

hotels. 

In relation to training, a factor considered important by lho respondents, 

all the areas of training suggested were considered quite important, 

allhough catering was considered a little less important. In decreasing 

order the areas of greater importance were: personnel, marketing, 

finance-accountancy and catering. The public or private training 

institutiona have ahead of !hom a sizeable gap to fill and wilhout doubt 

are tsking steps in Ibis direction. 

With respect to the concern about questions on the environment, the 

hoteliers manifest a great concern for lhe majority of lhe questions 

suggesced in the questiormaire. In this way there is total agreement on 

lho conservation of cultural heritage, particular buildings and lho local 

countryside, as well as in lhe global protection of lho environment. This 

shown concern for the environment can be correlated with the current 

and growing importance for the consumer of environmental protection 

and what has beginning to be called ecotourism (EIIiot-Spirak, 1990). 

But it is hoped that thia concern can be converted into sound 

environmental management practice culminating in hoteliers undertaking 

Eco-Audits as proposed by Prolhoro and McDonagh (forthcoming 1993) 

and communicating their strategies to their consumen by means of Eco­

Label. 

We would like to !hank Albert Titterington, Queen's University, Belfast 

and Manin Evans, University of Glamorgan, Wales for !heir useful 

contributions related to research design and data collection at lho early 

stages of Ibis project. 

Refereoces are available from the authors 
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DISTRIBUTION CHANNEL SYSTEMS OF RESORT HOTELS IN TURKEY 

Ibrahim Birkan 

Introduction 

The positive influence of tourism on the Turkish 
economy has forced a need for improved marketing 
strategies to meet the increased and changing 
demand of international visitors. Today's tourists 
no longer represent a large homegeneous market. 
Instead, tourism is becoming increasingly speci­
alized as tourist's interests divide, some beco­
ming more discriminating in their destinations 
and more value conscious of travel considera­
tions such as comfort and service. As the tour­
ist's behavior and tests change, so must the 
destinations, and marketing strategies of hotels 
and resort hotels be changed and updated to meet 
those needs. It is the main objective of this 
study to investigate and delineate the nature, 
structure and charecteristics of distribution 
channel systems of tourism service providers, 
more specifically resort hotels, in Turkey. In 
this study along with resort hotels other m~rs 
of distribution channels have been examined and 
directly or indirectly critical points of Turldsh 
Tourism were underlined. 

Study of the Channel System 

In tourism industry just like other service in­
dustries there is no physical transportation and 
distribution of services provided for customers. 
However, the hospitality and travel industry 
instead of a physical distribution system include 
several intermediaries within the distribution 
channels. This situation is especially very 
significant in distribution channel systems of 
resort hotels when they are mostly marketed at 
the international level (11iddleton 1989, p .185). 

In this study as we analyse the distribution 
channels of resort-hotels in Turkey we felt that 
it would be benefical to underline the main 
differences between manufacturing industry and 
service industry, and idenfi ty the hotel industry's 
unique charecteristics of intengibility, non­
standardization, and inseparability. Here a special 
effort is made to point out and explain the 
additional P's in the marketing mix of resort 
industry (Morrison 1989). 

The main scope is to analyse the distribution 
channels of resort hotels in Turkey. In order 
to accomplish this goal a broader view has been 
adopted and resort hotels and other intermediaries 
in distribution channels and their interrela­
tionship have been investigated. A special focus 
is given on movement toward the approach of 
vertical marketing systems, in that resort hotels, 
tour operators, travel agencies, etc. have been 
reviewed (Kaven 1974). It is also noticed that 
eventhough there is an increasing demand for 
travel and holiday needs in overseas, people who 
book through tour operators are extremely budget 
minded and it is very likely ti-Jat the most 
econom" al travel packages will come from vertical 
marketlng systems in internc.t.i.onal tourism 
industry. 

Resort hotels are the last member of distribution 
channel system and also the cost and risk of 
building a resort particularly in anothet· country 
have been found higher. On the other hand, it 
is found that resort hotels do not receive a 
high percentage of tour package prices. It is 
very noticable that under normal conditions 
independent resort hotel investments in Turkey 
are not very profitable, nevertheless, the sharp 
improvement in increasing bed capacity in Turkey 
was obtained during the last ten years mainly 
due to large scale of incentives provided by the 
Turkish government. Therefore, it would be very 
legitimate to say that investments on tourism 
in Turkey have been highly sensitive to the 
incentives given by the government. 

A mail back questionnaire was specifically 
designed to examine different types of distribution 
channels used by resort hotels and their marketing 
strategies. The questionnaire also included a 
section on types of hotels, locations, marketing 
department related issues and types of markets. 
The study used a systematic random sampling 
procedure to ensure the representativeness of 
hotels in he country. 

Considering seven possible distribution channel 
systems commonly used by resort hotels in Turlrey, 
hotel owners or managers were asked to choose 
the ones that best describe and fit their rrmketing 
channel systems and also indicate percentage 
importance of each distribution channel. These 
channel systems have been at the figure 
illustrated below. 

1. 
1. 

2.. 
2.. 

3. 
3. 

4. 
4. 

5. 
s. 

6. 
6. 

7. 
7. 

Total 
1.00 Type(s) 

Conclusion 

Of the 722 survey questionnaires mailed to the 
addresses obtained from the Turkish Hotel Associ­
ation and other tourism organizations, 188 were 
returned at a response rate of 26 percent. It 
is hoped that findings of this study would be 
of help to tourism suppliers in their future 
marketing and planning efforts. 
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and Tourism. Halley Court, Jordan Hill, Oxford: 
186. 
Morrison, Alastair M. 1989. hospitality and Travel 
Marketing Delmar Publishers, Inc. Albany, New 
York: 37. 
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TOTAL QUALITY MANAGEMENT IN INTERNA'TIONAL DIS1RIBU'TION CHANNELS 

Sven A. Haugland, Ncxwegian Resean:h Centre in Organization and Management 

Abstract 

This paper focuses oo TO!al Quality Management (TQM) in international 
distribution channels. TOial Quality Management bas recendy received 
much attention both in management theory and practice. For prodUCClS 
of goods and services that are not in direct conlaet with their fmal cons­
umers, a critical quality question is how the quality can be secured 
throughout the distribution channel TQM in distribution channels cannot 
be limited to activities within the boundaries of each company, but needs 
to be extended to include all companies in the channel. We argue in the 
paper that channel organization pardy determines the possibility of 
implementing TQM. A model is developed and empirically explored in 
the context of international distributioo of Norwegian farmed salmon. 

Inlroductioo 

Researchels have pointed at that consumers are becoming more de­
manding with respect to quality (Steenkamp 1989). In management 
theory and practice this bas resulted in an increased amount of interest in 
TO!al Quality Management (TQM). To achieve top quality, it is not 
sufficient ooly to evaluate the product or SfZvice itself, but quality 
concerns all different functions and operations. Many companies view 
Total Quality Management as a key management area, and an important 
competitive advantage. 

In the literature, Total Quality Management bas been discussed and 
analyzed from a single company point of view. Quality is then related 
to all the activities the fnm is engaged in. In order to obtain consumer 
satisfaction, quality needs to be secured in all areas. Many companies, 
however, are not in direct contact with their fmal consumers. They are 
dependent upon other comp...lies in order to distributt- their products to 
the final consumers. It makes litde sen.:;e ior a company to ·secure top 
quality if other CO:npanies in the distribution channel are not able to 
.ruaintain the same quality. For producers who are dependent upon inter­
mediaries, a critica! quality ·question is how the quality can be secured 
throughout the distribution channel. Fa- many companies Total Quality 
Management cannot be ·Jimited to activities within its own boundaries, but 
needs to be extended to include other companies in the distribution 
channel 

This paper will explore the role of TQM in intematiooal distribution 
channels. TQM in international distribution channels is above all 
important when product quality can change in the distribution process 
from the producer to the final consumer. This holds in particular for 
perishable goods. The fact that the quality can change throughout the 
distribution channel, is not only a problem in situations where the )rOduct 
'looses • quality, and ends up being an inferior product (e.g. fruits and 
vegetables), but it is also possible that different aeta-s in the channel 
perceive quality differently, and therefore may be concerned with 
different quality considerations. Such differences may also change the 
quality of the producL 

The primary objective of this paper is to develop a theoretical model for 
analyzing TQM in international distribution channels. Our model will be 
analyzed using data from international distribution channels for Norwegi­
an farmed salmon. Special attention is paid to the role of Norwegian 
exporters as bridging agents between the producers (fish farmers) and 
importers in different international markets. The model will explore how 
Norwegian exporters ensure quality both downstream to suppliers and 
upstream to customers. 

Total Quality Management 

Researchers both in marketing and organization theory have lately paid 
much attention to quality. However, the marketing and organization 

literature are primarily concerned with two different aspects of quality. 
In marketing, key research areas are how quality is perceived by the 
consumer, and different methods for measuring perceived quality. 
Researchels within this tradition have thus focused on how consumers 
evaluate quality (Steenkamp 1989: 58). In the a-ganization and manage­
ment literature, focus bas primarily been on how quality can be an 
integrated part of a firm's strategy, and consequences of a quality strategy 
for management practice. However, from a managerial point of view, it 
is imp<rtant to link how consumers evaluate quality to the development 
of a quality startegy within a firm. A specific quality strategy should be 
founded on a sound knowledge of how consumers evaluate quality. In 
our theoretical discussion, we will focus on how these two streams of 
quality literature can be linked in the setting of international distribution 
channels. 

Along with the success of many Japanese firms, both researchers and 
management practitioners came to view quality as a major strategic 
variable for nwket success. This was followed by a mangerial shift from 
an inspection-oriented, manufacturing-focused approach toward a defect­
prevention and company-focused strategy on quality (Lonard &: Sasser 
1982). Quality, in this respect concerns not only those involved in 
manufacturing, but all different functions and operations, including top 
management are responsible for quality. When deciding oo a specific 
strategy, an a-ganization should view its quality a~h as an integrated 
part of strategy formulation. This, in tum, will define quality implications 
for design, manufacturing, marketing and service, and will even have 
implications fa- a company's relationships to customers and suppliers 
(Scholtes&: Hacquebml 1988a). For a company, quality management 
concerns careful attentioo to any quality implicatioo of every decision 
made in the organization. 

Total Quality Management bas often been described as a new philosophy 
or a new perspective in management thinking (Stensaasen 1988). Based 
on lessons from Japanese firms, the literature on quality management 
focuses on how companies continually can work oo quality improve­
ments. Scholtes &: Hacquebord (1988a, 1988b) use the concept quality 
transformation to underline that most Western companies need to 
transfa-m its management and strategy thinking in order to upgrade the 
role and importance of quality as a competitive factor. 

The TOial Quality Management literature lacks a theoretical foundatioo. 
Most books and articles describe what a company should do in order to 
be a quality oriented company. The literature focuses on prescribing 
managerial directions and quidelines for successful implementatioo of 
TQM. However, these prescriptions are not based on a stated theoretical 
foundation, and few studies are reported giving any empirical suppm fa­
the models recommended. 

Despite this lack of a theoretical framework, there seems to be a 
consensus of what constitutes TQM, and what are the critical factors for 
an organizalion to be aware of for successful implemenlation of TQM. 
TO!al Quality Management is above all directed to continuous quality 
improvements. Quality coosiderations should be an integrated part of a 
fnm • s strategy, and quality should be treated as an overriding matter of 
concern for all processes, functions and operations in an <rganization. By 
continuously working on improving all processes, functions and opera­
tions, the quality of a company's products and services will also improve. 
The key to improving the quality of products and services is the 
acknowledgement that quality improvements can be achieved anywhere 
in the organization, and all members of the organization are responsible 
for active participation in the quality improvement process (Stensaasen 
1988). 

This attitude toward quality requires that organizational members share 
a common view of quality, that is, at least some degree of convergent 
pen:eptions of quality across organizational members is necessary to start 
the quality improvement process. Further, improvements in product 
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quality can be obtained by (1) continuous quality assurance of systems 

and procedures and (2) creating a quality culture; a culture that addresses 
the suategic importance of quality and quality improvements. 

How can these issues be related to distribution cbannels? As pointed at 
above, it is important that quality starts with the consumer. The 
conswners' evaluation of quality should guide the channel actors' work 
for quality improvements. To start the TQM process, at least some 
degree of congruency among channel membeis as to a common quality 
standard is required. This quality standard needs to be linked to 
customers' evaluation of quality. Further, in order to oblain quality 
improvements, there is a need for channel membeis to implement quality 
assurance of systems and procedures in the channel, as well as creating 
a culture in the channel highlighting the importance of continuous quality 
improvements. 

For a distribution channel to implement Total Quality Management some 
degree of convergent perceptions of quality among channel members is 
necessary. It is reasonable that highly discrepant perceptions of quality 
will limit the channel's ability to cope with TQM, as no common view 
of quality ensts. Continuous quality improvements can then be achieved 
by (1) implementing a quality assurance system for channel activities, and 
(2) creating a quality culture among channel membeis. 

So far, we have described TQM and linked TQM to distribution channels. 
However, we have mt 1aken into account and related specific inter­
organizational characteristics of distribution channels to the TQM process. 
Which channel characteristics will facilitate or hamper the TQM process? 
These issues will be addressed in the following section. 

Organization for Quality in Distribution Channels 

Which inter-organizational linkages can be used between successive fmns 
in a channel of distribution to secure quality throughout the entire 
channel? Since Total Quality Management in distribution channels 

concerns all actors from the producer to the final consumer, a critkal 
question becomes how should the channel be organized in order to 
facilitate the implementation of TQM. It is the centtal hypothesis of this 
paper that the price mechanism alone is not suff'JCient as a coordinating 
device for implementing TQM in distribution channels. In order to 
successfully implement TQM, the actors need to establish some kind of 
inter-organizational linkages or overlap of boundaries. 

In the distribution channel literature, market based cbannels and vertically 
integrated channels are considered two polar alternatives. Between the 
two of these, many intermediary forms exist, in which principles of 
market governance are combined with principles of organizational 
governance (Arndt 1979, Imai &. Itami 1984). In this paper this will be 
referred to as overlapping boundaries. We assume that the overlap of 
boundaries or what kind of inter-organizational linkages the actors 
establish determine the possibility of implementing TQM in the channel. 
If we, for example, compare a vertically interagted distribution channel 
with a channel with very loose linkages between the actors, it is likely 
that the structure in the vertically integrated channel facilitates the 
implementation of TQM. In channels consisting of independent actors, 
there is no overall Suucture to frame in considerations that relates to 
several actors. Each independent actor will mainly pay attention to 
his/her own activities, and not the entire channel. 

In standard channel textbooks (c.f., Stern &. El-Ansary 1988), vertical 
coordination is achieved through establishing a specific structure, i.e. 
governance structure between buyer and seller. The basic premise behind 
this perspective is the transaction cost argument (Williamson 1985). 
According to transaction cost economics, the transaction is the basic unit 
of analysis, and the degree of specificity of the product exchanged is the 
principal variable for understanding the emergence of different gover­
nance structures. Specificity refers to what extent the product is tailored 
to a specific buyer. It is assumed that high degree of specifiCity is 
followed by specific investments for example in production technology 
or human capital. The governence structures may range from market to 

internal organization, with bilateral governance being the intermediary 
form. 

Transactions that are highly specific and followed by specific investments 
need a more complex inter-organizational sttucture than standard trans­
actions which do not require specific investments. Such specificities, if 
handled only by vertical markets between the successive stages in the 
distribution channel will incur large transaction costs, and it is assumed 
that the actors can economize on these costs by establishing a specific 
governance structure, or overlap of boundaries between the different 
levels in the channel. 

The same kind of reasoning can be applied to quality. In a distrubution 
channel where the actors commit themselves to a uniform quality standard 
or profile will add some specificity to the producL With respect to 
quality, the channel and its products will be differentiated from other 
channels. In order to build and maintain a uniform quality standard, it is 
not unlikely that the actors will have to make investments, for example 
related to quality assurance. Such investments cannot necessarily be 
transfem:d to another channel. Following transaction cost economics, 
such specificities can be handled by overlapping boundaries between the 
channel levels. 

Based on this argument, it is reasonable to assume that the enstence of 
overlapping boundaries will ease the TQM process. How the channel is 
organized. will impact the possibility of a successfull implementation of 
TQM. We argue that the ability for a loosely coupled channel to 
implement TQM is limited, as no coordinating devices exist to posess 
quality considerations 

Implementation of Total Quality Management in distribution channels 
thus requires some overlap of boundaries between channel members. 
Overlapping boundaries, or governance structure have in empirical studies 
of distribution cbannels been operationalized in terms of formalization 
and centralization of channel activities (John and Reve 1982, Reve and 
Stern 1986, John 1984, Dwyer and Oh 1988). Formalization and eenttali­
zatinn are the mast commonly used mechanisms for achieving vertical 
coordination. 

In this section we have argued that the TQM process in distribution 
cbannels is dependent upon the overall structure or overlap of boundaries 
in the channel. In the model section, we will in more detail link the 
concept of overlapping boundaries to Total Quality ManagemenL 

Model 

The objective of this section is to develop a theory based model for 
empirical Sludy of Total Quality Management in internationsl distribution 
channels. Total Quality Management can be considered an overall 
approach to doing business. As discussed in the previous sections, TQM 
in an organization or a distribution channel, can be obtained by im­
plementing a quality assurance system and creating a quality culture. 
With respect to distribution channels, quality assurance system and quality 
culture, taken together capture the extent to which channel actors are 
developing a uniform quality sttategy for the entire channel. 

In distribution channels, _TQM cannot be limited to activities within each 
single company, but requires that all actors.from the producer to the final 
outlet coordinate their activities. Overlapping boundaries, as a concept, 
is a measure of how the actors coordinate different distributive tasks. A 
wide range of coordinating devices will probably facilitate and enhance 
the implementation of TQM. Further, we assume that implementation of 
TQM also requires some degree of congruency of quality perceptions 
among channel actors. Without a minimwn of convergent perceptions of 
quality, vertical cooperation and coordination of quality cannot be 
implemented, and the channel cannot take on the systematic qualities of 
acting as a uniform entity. 

Overlapping boundaries will be operationalized and measured by the 
variables (1) centralization and (2) formalization. Convergent perceptions 
of quality measure to what extent the actors share a common view of 
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quality. Quality assurance system refers to formal standards for quality 
assurance and inspection. Quality culture relates to the actors • efforts to 
create a culture in the channel which highlights the importance of quality. 
The dependen.t v~ in the s~y will be product satisfaction. A rating 
of product satisfaction can be vtewed as a key indicator of the distribution 
channel's ability to handle quality. 

The variables presented, can be interrelated as shown in the following 
model, exhibited in Figure 1. 

OVERLAPPING 
BOUNDARIES 

• Centralization 
• Formalization 

CONVERGENT 
PERCEPTIONS 
OF QUALITY II 

FIGURE 1 
MODEL 

Ill 

III 

PRODUCT 
SATISFACTION 

Before presenting the linkages in the model, we will shortly define and 
describe each variable: 

Centralizatioa refers to the extent to which powec to make and 
implement interfmn decisions is concentrated at one of the two interac­
ting organizations (Reve and Stem 1986:76). Formalization is the extent 

to which channel activities are governed by rules, fixed policies, and 
standard operating procedures (Reve and Stem 1986:76). 

Convergent perceptions of quality were measured between vertical 
levels when ~to evaluate a numbec of dimensions of IX'Qduct quality. 
~Is which evaluated puduct quality uniformly were said to have 
highly ~onvergent pecceptions of quality. Channels with highly discrepant 
perceptions on these dimensions were said to have a low score on 
convergent perceptions of quality. 

Quality assurance system refers to the scope and extent of famal 
standards for quality assurance and inspection. The variable was 
measured by what extent rules, fiXed policies and standards for quality 
handling are defmed and implemented f<r each level in the channel 

Q~ty cul~e was measured as the actors' attiwde of creating a culture 
~ clunate m the channel which underscores quality as strategically 
unportant for creating competitive advantage f<r the entire channel 
~ty culture captures the channel actors' attention to continuous quality 
unprovements. 

Product satisfaction refers to buyer's evaluation of perceived satisfaction 
with regard to quality. The consumer is the fmal judge of quality (Kotler 
1984). In studies of international distribution channels it is difficult to 
obtain a quality judgement by the fmal consumers. Instead an evaluation 
of buyer's ~~t satisfaction was used an indicator of perceived quality. 
Product satiSfaction was measured by asking each buyer to evaluate the 
product received with regard to degree of satisfaction on a number of 
product quality dimensions. 

There are three major sets of linkages in our model. The first set of 
linkages suggest an empirical association between overlapping boundaries 
(as m~ured by cen~ization and formalization), convergent perceptions 
of quality and quality assurance system. These linkages exp1<re the 
empirical associations between (1) the degree of coordinating mechanisms 
in the channel and (2) the convergence of quality pecceptions, and f<rmal 

working standards for quality assurance and inspection. F'li'Sl, we expect 
the degree of canttalization and formalization to be positively associated 
with quality assurance system, and secondly, we expect highly convergent 
perceptions of quality also to be positively associated with quality 
assurance system. 

The second set of linkages suggest an empirical association between 
convergent perceptions of quality, quality assurance system, and quality 
culture. These linkages explore the role of convergent perceptions of 
quality and quality assurance system as founding factors f<r creating a 
quality culture. We assume that quality culture needs to be founded on 
a unifam view of quality and some degree of formal rules and standards 
for quality assurance and inspection. Both variables are thus expected to 
be positively associated with quality culture. 

The thinl set of linkages specify the 'prefoonance effects' of quality 
assurance system and quality culture. Since both quality assurance 
system and quality culture are means of maintaining and improving 

quality, we expect these variables to have a positive effect on IX'Qduct 
satisfaction. 

Since we are in an early stage of research with respect to Total Quality 
Management in international distribution channels. we will not develop 
specifiC hypotheses related to the linkages in the model We will only 
show the relevance of the model by presenting some tentative empirical 
results. Bef<re doing so we will shonly describe the empirical setting 
and the data collection procedure. 

Empirical Setting and Data 

The empirical setting for testing the model advanced, was international 
distribution channels for Norwegian salmon. Norwegian salmon is 
farmed all along the coast, trucked or shipped by air, and sold fresh in 
several international markets. Given its high quality, most of the fresh 

salmon ends up in gourmet restaurants in the big metropoJes, but 
gradually the salmon is also penetrating consumer markets. 

The distribution channels for farmed salmon typically consist of three 
vertical levels: (1) fiSh farmer, (2) exporter, and {3) importer; not 

counting the final retail and consumer levels. Population data f<r 
virblally all salmon exporters in the southern part of Norway were 
gathered from the Norwegian Export Council for Fresh Fish. The total 
number of exporters in this region was 36. 33 exporters were personally 
interviewed by the research staff, which gives a response rate of 92%. 
The exporters answered a structured questionnaire which had two parts: 
(1) backward vectical relations to their largest supplier, and (2) focward 
vertical relations to their largest customec in one of the four international 
markets -- United States, United Kingdom, Germany or France. Thus, 33 
unique distribution channels were identified in the first phase of data 

collection. 

The second phase of data collection was to interview the fish farmers. 
Of the 33 fiSh farmers named in phase 1, only 24 were fmally visited and 
interviewed, resulting in 22 usable questionnaires, giving a 67% response 
rate. The thinl phase was to interview the importers. Of the 33 
importers named in phase 1, only 23 were contacted for intecviews, due 
to travel budget limitations for international data collection. 17 importers 
provided usable questionnaires, which gives a response rate of 52% 
(74%). The fmal importer sample consisted of 7 U.S. firms, 3 U.K. 
fmns, 4 German fmns, and 3 French fmns. 

The fmal sample consisted of 33 exporters, 22 fish farmers and 17 
importers. The primary unit of analysis in the swdy is the relationship 
between exporters and fiSh farmers (dyad 1). In analyzing the relation­
ship, we will primarily be using data from exporters, and only to a minor 
degree include data from fish farmers. In addition the relationship 
between exporters and importers (dyad 2) will be used. as a point of 

reference. 
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The research instrument used in all three phases of data collection was a 
sttuctured questionnaire administered by personal interviews with the head 
or market executive in each organization visited. The importer question­
naire was translated from Norwegian into English, German and French by 
trained translators, and all interviews were done in the national language 
of the country. The fonnat of the questionnaires was five points Likert 
type rating scales over multiple items of channel relations and product 
quality. 

Based on the exporter data, scales for the variables centralization, 
fonnalization, quality assurance system and quality culture were 
consttucted and tested using coefficient alpha (Nunnally 1978) as a 
measure of internal consistency reliability for each scale. 

For the variables convergent perceptions of quality and product satis­
faction the scales were consttucted in a slightly different way. In order 
to construct convergent perceptions of quality for dyad 1, the following 
two steps were used. First, we calculated the absolute differences of each 
exporter's importance ratings of 13 product quality dimensions versus 
each fish farmer's importance ratings of the same 13 quality dimensions. 
Secondly, the variable was consttucted as the difference between the 
above mentioned value and the largest possible difference. High values 
indicate convergent perceptions of quality, while low values indicate 
discrepant perceprions of quality. The same pucedure was used for dyad 
2, using data from exporters and importers. The number of respondents 
used in analyzing dyad 1 will thus be 22, and dyad 2 17. 

Product satisfaction was measured as the buyers' evaluation of the salmon 
they received from the seller, using data from exporters and importers for 
the two respective channel dyads. The product was evaluated over 14 
quality dimensions which are commonly applied in the industry. 

The final scales for all variables are summarized in Table I. The table 
provides infonnation on number of items and scale reliabilities 
(coefficient alpha), and sample items for each scale are included. 

Results 

The model specified three sets of linkages for empirical investigatioo. 
The model was tested by correlation analyses. As pointed at above, the 
relationship between exporters and fish fanners (dyad 1) is the primary 
unit of analysis. These results are presented in Table 2. In addition, the 
model was tested based on data describing the exporter - importer 
relationship (dyad 2). These results are presented in Table 3. 

The first set of linkages proposed first a positive association between 
overlapping boundaries and quality assurance system, and secondly a 
positive association between convergent perceptions of quality and quality 
assurance system. From Table 2, we note that both centralization and 
fonnalization show a strong positive correlation with quality assurance 
system. Convergent perceptions of quality is also positively correlated 
with quality assurance system. Turning to dyad 2, only formalization is 

TABLE I 
SUMMARY OF MEASURES 

CONSTRUCT 

Convergent perceptions 
of quality 

Centralization 

Formalization 

Quality assurance 
system 

Quality culture 

Product satisfaction 

(R) designates reverse-coding 

No. of 
items 

13 

5 

3 

6 

6 

14 

DYAD 1 

Coefficient 
alpha 

.80 

.67 

.71 

.79 

No. of 
items 

13 

5 

2 

4 

5 

14 

DYAD2 

Coefficient 
alpha 

.57 

.60 

.69 

.82 

Sample item 
(Response scale) 

How important is it to control for each of the following 
quality characteristics? 
a) Freshness 
b) Meat color 
c) Fat content 
etc. 
(unimportant- extremely important). 

The fish farmer determines the sizes of the salmon to be 
delivered to the exporter (very poor description - very good 
description) (R). 

Together with the fish farmer we have estimated how much 
salmon should be delivered and the times of delivery (very 
poor description - very good description). 

Together with the fish farmer we have decided on fixed 
procedures for handling the salmon during the slaughtering 
and packing process (very poor description - very good 
description). 

The fish farmer has very good knowledge about quality 
considerations (very poor description - very good 
description). 

Using the last shipment as a point of reference, how pleased 
were you with the quality of the salmon from the fish farmer? 
a) Freshness 
b) Meat color 
c) Fat content 
etc. 
(very poor - excellent). 
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significandy positively correlated with quality IISSUI8IU:e system (Table 3). 

For coovergent perceptions of quality, we found a negative, but DOt 

significant, conelation with quality assurance system. 

The second set of linkages proposed that both convergent perceptions of 

quality and quality assurance system were positively associated with 

quality culiUre. The c:om:lation analysis for dyad 1, show a significandy 

positive association between quality assurance system and quality c:u1ture. 
Convergent pen:epti(]IIS of quality is also positively, but not significandy, 

associated with quality culiUre. F1001 the analysis perlaining to dyad 2, 

we were not able to find any association belWeen convergent perceptions 

of quality, quality asswance system and quality culiUre. 

The third set of linkages predicted that both quality assurance system and 

quality culiUre were positively associated with product satisfaction. For 

dyad 1, quality culture shows a sttong positive association with product 

TABLE2 

satisfaction. This result is bowever, not Ieplicated in dyad 2. Further, 110 

association is empirically found belWeen quality assurance system and 
product satisfaction. 

In smn, our results support our prdiction that there is a positive associali­
on between the degree of overlapping boundaries (as IIICIISIRd by 

caJtralization and formalization) belWeen buyer and seller and quality 

assurance system in the channel. Further, we found for dyad 1 some 
support for a positive linkage between quality assurance sySiem and 

quality quliUre. However, somewhat surprisingly, only the results from 

dyad 1 supported our prediction that convergent pen:eptions of quality 

were positively related to quality asswance sySiem, while we did DOt find 

that convergent perceptions of quality were related to quality culiUre. 

Finally, our results rendered partial support for a positive link between 
quality culiUre and product satisfaction, while no empirical association 
was found belWeen quality assurance syS1em and product satisfaction. 

CORRELATION MATRIX- DYAD l 

Convergent perceptions 
of quality 

Centralization 

Formalization 

Quality assurance 
system 

Quality culture 

Product satisfaction 

N=22 
• p<.lO 
•• p<.05 
*-* p<.Ol 

Convergent perceptions 
of quality 

Centralization 

Formalization 

Quality assurance 
system 

Quality culture 

Product satisfaction 

N=l7 
• p<.10 
•• p<.05 
••• p< .01 

Mean SD 

41.70 4.91 

2.85 .69 

2.97 .88 

2.80 .67 

4.04 .66 

63.84 6.36 

Mean SD 

41.36 4.47 

2.39 .70 

2.74 .90 

3.01 .70 

3.99 .62 

49.79 9.76 

Convergent Quality 
perceptions of assuranc:e Quality 

quality Centralization Formalization system culture 

.11 

.05 .54*-* 

.30* .56*** .45** 

.25 .18 .12 .33* 

.11 .09 .23 .01 .58*** 

TABLE 3 
CORRELATION MATRIX- DYAD 2 

Convergent Quality 

perceptions of assurance Quality 

quality Centralization Formalization system culture 

.29 

-.05 -.01 

-.21 .04 .56*** 

.01 -.14 -.19 -.23 

.27 .30 -.38* -.13 -.01 
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Concluding Remarks 

In this paper we have addressed the issue of Total Quality Management 
in international disttibution channels. We have argued that for com­
panies not dealing with their final consumers, TQM cannot be limited to 
activities within each single firm. To secure product quality, all channel 
members need to coordinate their activities in such a way that the 
channel is acting as a single unit. Based on the TQM literature and 
inter-organizational theory, we proposed that the possibility to implement 
TQM in distribution channels is dependent upon overlapping boundaries 
(centralization and formalization) and the degree of convergent per­
ceptions of quality. Further, we argued that TQM in distribution 
channels can be related to quality assurance of channel systems and 
procedures, and creating a quality culture among channel members. 

The empirical results pertaining both to dyad 1 and dyad 2 support our 
proposition that there is a positive association between overlapping 
boundaries and quality assurance system. This finding confirms that in 
channels with loose linkages between channel members, it will be 
difficult to implement TQM as no overall structure to take care of quality 
considerations exists. Overlapping boundaries or coordinating mecha­
nisms already implemented, will enhance the TQM process. 

With regard to product satisfaction, we found for dyad 1, that quality 
culture showed a positive association with product satisfaction, while no 
association was found between quality assurance system and product 
satisfaction. This finding underlines that the culture in the channel has 
an impact on product quality. The TQM literature points to the im­
portance of the culture in the organization as a critical factor for quality 
transformation (Scholtes & Hacquebord 1988a). Our study render 
credence for the importance of culture as a prime mechanism for 
achieving quality improvements. One way of creating a quality culture 
may be through the development of formal standards for quality 
assurance. A possible explanation for the fact that we did not find any 
association between quality assurance system and product satisfaction, 
may be that the implementation of a quality assurance system is a time 

consuming process, and that it takes time before any result can be 
observed. It is possible that quality assurance system has not been 
operating during the required time period, and that there is a time lag in 
the effect of quality assurance system on product satisfaction. 

Overlapping boundaries have in this study been measured by the 
variables centralization and formalization. Centralization and formali­
zation of channel activities are considered the most common means for 
achieving channel coordination. However, a growing body of literature 
points to the fact that effective coordination in distributions channels can 
be achieved by developing relationships. between buyer and seller (c.f. 
Heide & John 1992). Such relationships are characterized by persoanl 
ties and relational norms (Macaulay 1963, Macneil 1980, Bradach & 
Eccles 1989). This perspective is often named relational exchange 
theory, or relational contract theory. In future studies of TQM in 
distribution channels, overlapping boundaries should also capture 
elements of 'relationalism'. Developing close relationships between 
channel members may contribute to quality transformation, and further 
enrich our understanding of quality culture. 

As more and more industries are becoming international, the importance 
of Total Quality Management in international distribution channels are 
growing. We have addressed the need for a better theoretical under­
standing of TQM. This study is one of the first empirical studies of 
TQM in distribution channels. Our results suggest that the TQM process 
cannot be dissolved from the inter-organizational characteristics of the 
channel. However, more research, both theoretical and empirical is 
needed in order to enhance our understanding of bow distribution 
channels can take strategically advantage of continuous quality improve­

ments. 
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INDUSTRIAL NETWORKS AS GOVERNANCE STRUCTURES: 
A FRAMEWORK INTEGRATING 

CHANNELS, LOGISTICS AND PRICING 

Aysegul Ozsomer, Michigan Sate University 

Abstract 

As functional, spatial, and temporal interdepen­
dencies between companies are increasing, tradi­
tional command and control approaches between 
organizations are being challenged (Bowersox and 
Cooper 1991). Against this background, when or­
ganizing channel, logistics, and pricing activi­
ties, managers are faced with some fundamental 
questions, such as: (1) what is the level of 
interdependence between channel members? (2) how 
strong are channel relationships? and (3) are 
channel decisions made on the basis of pure 
economic analysis, or are there other forces 
(e.g. long term relations, level of trust etc.) 
affecting channel behavior? Two disciplinary 
orientations that can provide useful insights 
into the structure and performance of marketing 
channels and logistics are social network theory 
and institutional economics. 

Social network theory provides a useful frame­
work for analyzing the nature of relationships 
and the level of interdependence between channel 
members. Institutional economics, particularly 
transaction cost analysis, with its analysis of 
relational contracting (Williamson 1979) provides 
a better understanding of governance structures 
within channels. 

The objective of integrating social network 
theory and transaction cost analysis (TCA) is to 
explain "patterns" that exist in channel networks 
rather than analyzing single transactions. Con­
trary to many traditional TCA studies, the unit 
of analysis is the channel network rather than 
the individual transaction. The integration 
framework presented in the paper emphasizes 
interdependencies and long term relations bet­
ween the buyers and sellers in channel networks. 
Hence, the efficiency (lowering total cost) of 
the channel as a "system" is the perspective 
adopted. In this view, channel networks are 
regarded as new forms of governance structures 
that have emerged in modern marketing practice. 

A set of hypotheses relating bond strength, 
channel separation, logistics, and pricing are 
developed and presented. The integration frame­
work has identified four major concepts as cap­
turing most of the existing pattern of relation­
ships in channel networks. 

Interdependence 

Central to the channel network paradigm is the 
concept of interdependence of parties. This 
interdependence has to be transmitted through 
the bonds in the network. 

Stability 

Channel and logistics networks favor stability 

as reflected in long lasting relationships. 
Hence, the prevalent mode can be said to be 
cooperation rather than competition. 

Adaptation 

The influence of interdependent channel members 
on each other is exercised through continuous 
adaptation of parties to each other. 

Flexibility 

Channel networks maintain a high level of flex­
ibility with their fluid, highly informal, rela­
tionship based structures. Flexibility is also 
achieved through postponement. 

Conclusion 

Integrating channels, logistics, and pricing 
enables the diagnosis and analysis of interaction 
points. These interaction points are called in 
this paper bonds. The strength of the bond 
appears• to be a promising dimension on which to 
develop hypotheses. 

Marketing and logistics channels are character­
ized by highly complex, unstructured, fluid sets 
of relationships in which personal contact and 
past experience can play a significant role. 
Hence, a comprehensive framework integrating 
both economic and behavioral dimensions of inter­
actions is necessary. In this paper, development 
of such a framework was attempted. 

For further information please contact: 
Aysegul Ozsomer 

International Business Centers 
The Eli Broad Graduate School of Management 

6 Kellogg Center 
East Lansing, MI 48824-1022 U.S.A. 



147

SECURING MARKETING SUPPORT FROM CHANNEL MEMBERS: 

INSIGHTS FROM AN EMPIRICAL STUDY 

Nermin Eyuboglu, Baruch College - CUNY 

Abstract 

How can manufacturers foster middlemen 
cooperation and marketing support for 
their products? This paper presents 
empirical findings from the U.S. auto­
mobile channel to help us address this 
question. We argue that the key is to 
develop marketing programs that in turn 
make support financially desirable for 
middlemen. We explore, in the car 
industry, how different manufacturer 
strategies affect dealer profits and 
reactions, and how these effects vary 
with dealer characteristics. 

Introduction 

Manufacturers often seek various types 
of marketing support from their channel 
members (Calantone and Gassenheimer 
1991). Such support may include 
aggressive selling of the product, 
allocating adequate shelf/warehouse 
space, participation in promotional 
programs, following manufacturers' 
pricing suggestions and engaging in 
extensive local advertising. The dis­
tribution literature offers two 
approaches to help secure such middle­
men support: 1) use of influence stra­
tegies and power bases (Gaski and Nevin 
1985; Frazier and Summers 1984 and 
1986; Frazier and Rody 1991), and 
2) creating and nurturing a stable 
manufacturer-middlemen working partner­
ship (Anderson and Narus 1984 and 1990) 
where "there is mutual recognition and 
understanding that the success of each 
firm depends in part on the other firm, 
with each firm consequently taking 
actions so as to provide a coordinated 
effort focused on jointly satisfying 
the requirements of the customer mark­
etplace" (Anderson and Narus 1990 
p.42). 

In this paper, we take a different but 
complementary perspective. We direct 
our attention to financial outcomes 
rather than the social psychological 
aspects of channel relationships. We 
argue that by understanding the effects 
of their marketing programs on middle-

men profits and reactions, manufactur­
ers can use their own marketing stra­
tegies as mechanisms to stimulate the 
desired support programs from their 
channel members. However, the varying 
characteristics and needs of channel 
members in the distribution network 
must be recognized so that optimal pro­
grams can be developed for the entire 
channel. For example, there is evi­
dence that middlemen of different size 
have different attitudinal responses to 
various manufacturer promotions (Glover 
1991). 

The objectives of our exploratory study 
are 1) to examine the effect of 
manufacturer strategies on dealer pro­
fits and strategy responses in the 
automobile distribution channel, 2) to 
determine how these effects differ by 
various dealership characteristics, and 
3) based on the analysis of dealer pro­
fits, to draw inferences about the 
kinds of manufacturer programs that 
elicit desired marketing actions from 
the dealers. The findings generally 
indicate that smaller dealers are more 
vulnerable than larger ones to 
manufacturers' strategy decisions. On 
the other hand, however, they have 
stronger incentives to provide the 
desirable support to manufacturers' 
products with their own marketing pro­
grams at their levels of distribution. 

Literature Review 

Marketing channels consist of inter­
dependent organizations where each 
member's goal achievement is highly 
dependent on the strategic choices of 
the others. Because of this inter­
dependency and the disparate goals of 
channel members, the major theme in the 
distribution literature has been 
exploring ways to develop and apply 
one's power over the others (Frazier 
and Summers 1984 and 1986; Gaski and 
Nevin 1985; Hunt and Nevin 1974; Lusch 
and Brown 1982) . Power of a channel 
·member has been defined as one's abil­
ity to control the marketing strategy 
of another channel member (Gaski 1984). 
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Although coercive and non-coercive 
influence strategies were found to be 
somewhat effective in terms of elicit­
ing desired responses from others, they 
have also been found to vary positively 
with the level of manifest conflict in 
the channel (Frazier and Rody 1991 and 
Gaski and Nevin 1985). Similarly, 
Calantone and Gassenheimer (1991) 
observed that use of power was gen­
erally not perceived as benign by 
dealers. 

When the relationships between use of 
influence strategies by a channel 
member and performance of target 
members were analyzed, no significant 
results were obtained (Gaski and Nevin 
1985). Similarly Glover (1991) observed 
that dealers often complained about 
manufacturers' promotion efforts that 
showed no concern for dealers' pro­
fits, which in turn discouraged their 
participation in manufacturers' incen­
tive programs. 

A related stream of 
the determinants of 
ships and studied 

research examined 
working partner­

the relationships 
among behavioral constructs such as 
trust, cooperation, conflict, satisfac­
tion, communication, influence attempts 
and dependence. The main objective of 
such studies has been to determine how 
working partnerships in distribution 
could be managed to be mutually satis­
fying over time (Anderson and Narus 
1990). An interesting insight gained 
from Anderson and Narus' study ( 1990) 
is that firms often have a very coarse 
understanding of how the outcomes they 
provide to partner firms compare with 
the latter's expectations (p. 56). 

The preceding review suggests that 
alternative means are necessary to 
induce/stimulate the desired support 
from middlemen since the use of power 
may possibly create ill-will in the 
relationship. Furthermore, such means 
should be sensitive to the outcome 
expectations of the intermediaries 
because profit-making is a principal 
requirement and and a strong mot~vator 
for businesses (Shipley 1984) . The 
exploratory study of the next section 
takes a step toward addressing these 
needs. We suggest that in order to 
receive marketing support for their 
products, manufacturers could use their 
own marketing programs as mechanisms to 
stimulate the desired support programs 

and responses from their channel 
members. In order to implement such 
measures successfully, manufacturers 
must develop an understanding of the 
implications of their strategies over 
their channel members' outcomes. 
Furthermore, it should be recognized 
that different channel members may 
respond differently to the marketing 
strategies of manufacturers. A number 
of middleman characteristics can influ­
ence their vulnerability and their 
reactions to manufacturers' programs. 
These characteristics include the size 
of middlemen's companies, the intensity 
of competition they face, and the rela­
tive contribution of manufacturers' 
products to middlemen's sales volume. 

Empirical Study 

We chose the automobile distribution 
channel as the research setting because 
in this channel dealers' goal achieve­
ment is very dependent on manufactur­
ers' marketing strategies (Frazier 
1983). First, a census of 212 new-car 
dealerships in central North Carolina 
was identified and each was contacted 
by phone. Next, the researcher hand 
delivered questionnaires to each dealer 
principal. Of the 212 questionnaires 
75 were returned. The resulting sample 
was representative of the entire popu­
lation of U.S. new-car dealerships with 
respect to average sales volume per 
dealership in dollars and units. Simi­
larly, the proportion of domestic 
versus import car dealerships in the 
sample paralleled their national pro­
file (for details see Eyuboglu, Didow, 
and Buja 1992) . 

In the questionnaire, dealer principals 
were presented with a series of channel 
decision scenarios. They were asked to 
indicate their opinions on how each of 
these scenarios would affect their pro­
fits. These scenarios were developed 
after a series of prestudy interviews 
with dealers. They cover possible 
manufacturer and dealer strategies in 
five decision areas: new vehicle 
allocation, pricing, advertising, 
dealership/salespeople incentives, and 
management assistance. In each deci­
sion area, we first identified two 
strategies that car manufacturers might 
implement. They represented the 
dealers' perception of the most desir­
able and undesirable manufacturer prac-
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tices. Similarly, in each area two 
dealer strategies were identified that 
represented possible dealer reactions 
to manufacturer strategies. For exam­
ple, in the allocation area, dealers 
indicated that insufficient allocation 
was the most undesirable manufacturer 
practice as far as dealer profits were 
concerned. The most desirable scenario 
was when dealers got a sufficient 
number of vehicles to meet their local 
demand where they did not need to mark 
up or down the suggested price. In 
this fashion, we constructed twenty 
manufacturer-dealer strategy pairs by 
combining all 4 possible actions in 
each area: 

(1) advertising; whether or not the 
manufacturer provides extensive 
national advertising for its product(s) 

the dealer may provide heavy or 
little trade/local advertising, 

(2) merchandise allocation; whether or 
not the manufacturer supplies the 
desired models in sufficient quantity 
--- the dealer may or may not sell the 
product(s) at the suggested price. 

( 3) pricing; whether or not the 
manufacturer's suggested price is set 
around what customers are willing to 
pay for the product --- the dealer may 
or may not react by providing discounts 
off this price, 

(4) dealer/salesmen incentives; whether 
or not the manufacturer provides exten­
sive incentives to the dealer and its 
salesmen, e.g., cash bonuses, trips, 
cash points for merchandise, carry-over 
allowances, rebates, push money, and 
discounts --- the dealer may or may not 
respond by providing additional incen­
tives to its salespersons using own 
resources e.g., financial incentives, 
awards and recognition programs for 
successful salesmen, 

(5) management assistances; whether or 
not the manufacturer provides extensive 
assistances to its channel partners, 
e.g., training for sales managers, 
salesmen, and service personnel; sales 
and service manuals; sales promotion 
materials; bookkeeping assistance; gen­
eral business advice from field 
representatives the dealer may or 
may not get similar assistances from 
independent consulting companies. 

In their evaluations of scenarios, 
dealer principals used eleven-point 
scales ranging from -5 to +5 
(corresponding to very negative effect 

on profits I very positive effect on 
profits). They were instructed to com­
plete the questions considering their 
primary make (i.e. , the make of which 
the dealership had sold the most units 
in the previous year) . The question­
naire also contained a number of ques­
tions on dealership characteristics 
such as 1) the size of the dealership 
(sales volume in dollars and units, 
number of salespersons employed, sales 
volume generated by the primary make), 
2) the name of the primary make (e.g. , 
Ford, Lincoln, Chrysler, Nissan, Volvo 
etc.) 3) the intensity of intra-brand 
competition faced by the dealer (number 
of other dealers selling the same pri­
mary make in the trade area) , 4) the 
size of the trade area within which the 
dealer operates, 5) the number of other 
makes represented, and 6) the duration 
of the relationship with the major 
manufacturer (the manufacturer of the 
primary make). 

Results 

In our analysis, we correlated dealer 
responses to the scenarios with dealer­
ship variables. Furthermore, using 
interdependence theory constructs of 
fate control and reflexive control, we 
calculated dealers' vulnerability to 
their own and their manufacturers' 
choice of strategies (see Eyuboglu, 
Didow, and Buja 1992 for the calcula­
tion of these variables). The findings 
and interpretations reported in the 
next section are based on correlations 
and t-tests that are statistically sig­
nificant at or below the 10 percent 
level. 

The following exploratory results 
should be interpreted with two implicit 
assumptions in mind. 1) The manufac­
turer acts first and the dealer in turn 
reacts with its retail strategy and 
support functions. 2) Profits guide a 
dealer's motivation on how to respond 
to its supplier's marketing 
programs/decisions. 

Advertising 

(1) If the manufacturer of the primary 
make advertises heavily, it appears 
that the dealers would follow suit and 
provide heavy local advertising in 
order to get the customers to their own 
stores. Smaller dealers or those 
operating in larger trade areas have 
stronger incentives to respond to 
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extensive national adve.rtising with 

heavy local advertising which is an 
important support function that 
manufacturers seek from their middle­
men. 

(2) If the manufacturer does not pro­
vide extensive national advertising, 
the data indicates that the dealers 
would still have an incentive to engage 
in heavy local advertising. Larger 

dealers with higher dollar sales or 
dealers which operate in smaller trade 
areas have less motivation to respond 
this way compared with others. There­
fore, manufacturers can expect dealers 
with comparatively smaller sales volume 
and dealers in larger trade areas to be 
more cooperative. 

( 3) Dealers selling foreign makes are 
more sensitive to their local advertis­
ing practices. On the average, they 
seem to expect higher benefits from 
increased local advertising when com­
pared with dealers selling domestic 
cars. As the dealer's trade area gets 
larger, dependence on local advertising 
increases. That is, such dealers find 
it more desirable to advertise heavily 
in their locality, possibly because 
they compete against a larger number of 
dealers that carry a variety of makes. 

·(4) As the overall sales volume of the 
dealership and the volume generated by 
the primary make decrease and as the 
number of salesmen working for the 
dealership decreases, vulnerability to 
manufacturer's advertising increases. 
Possibly due to the availability of 
less funds, such dealers strongly 
prefer their manufacturers to carry a 
larger share of the demand stimulation 
function. 

Merchandise Allocation 

(1} When manufacturers provide enough 
cars to match demand at the retail 
level, dealers on the average make 
more profits by charging the suggested 
price rather than a higher one. 
Surprisingly, if the allocation is less 
than demand, charging the suggested 
versus a higher price does not make a 
significant difference on dealership 
profits. 

( 2} In general, dealers are unable to 
compensate with their pricing practices 

for the .losses (opportunity costs) they 
incur through insufficient allocation. 
This shows that dealers' profits depend 
'to a large extent on obtaining the 

desired models in sufficient quanti­
ties. 

( 3 ) When there is a shortage of cars , 
larger dealerships, those facing 
intense intra-brand competition, or 
those serving bigger trade areas are 
better able to get away with prices 
higher than the sticker. However, this 
practice is usually not favored by 
manufacturers. Possibly, larger 
dealers are able to get a bigger share 
of the cars that manufacturers allocate 
to each market. Therefore, limited 
vehicle availability at competing 
dealers makes price competition 
unnecessary. Consequently, with their 
favored allocation, larger dealers may 
have increased leverage in adjusting 

the selling price of popular models. 

Pricing 

(1) Even when the manufacturers are 
careful in setting their suggested 
price, dealers, on the average, expect 
to make more profits by providing 
discounts off this price. This is true 
across all types of dealers carrying a 
variety of makes. This finding seems 
to reflect the time-honored tendency of 
the American consumer to haggle with, 
car dealers. Car makers usually pad~ 

their sticker prices to limit the mar­
gin damage that comes with a later 
rebate (Business Week 1986). It 
appears that with such prices, dealers 
are able to use similar tactics with 

their customers who have been taught in 
time by Detroit and dealers to expect 
discounts (Business Week 1989). 

(2) When the suggested price of the 
major manufacturer is higher than what 
the market would bear, it seems that 

larger dealers or more established ones 
are better able to justify "no 
discounts" due to their sales and ser­
vice experience with the primary make. 
Therefore, manufacturers can expect 
less support for the sticker price from 
smaller and/or less established 
dealers. On the other hand, import car 
dealers seem to suffer more than their 
domestic counterparts if they responded 
to high suggested prices with discounts 
at the dealership level. Possibly due 
to their popularity, foreign cars can 
easily go for such high prices. Thus 
offering discounts unnecessarily cuts 
from the otherwise warranted dealer 
profits. 
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Dealer/Salesmen Incentives 
( 1) It appears that all types of 
dealers have a lot to gain by respond­
ing to extensive incentive programs of 
manufacturers with additional incen­
tives to their salesmen to push the 
primary make. The desirability of this 
strategy pair does not change across 
dealerships of varying characteristics. 
The desirability of the remaining 
scenarios, however, is a function of 
the overall sales volume and volume 
generated by the primary make. As the 
dollar sales volume increases, it 
becomes less detrimental to respond to 
any level of dealer incentive programs 
of the manufacturer with no salesmen 
incentives at the dealership level. 
(2) Dealers that represent a larger 
number of makes and those that sell 
less of the primary make depend more on 
manufacturer's incentive programs than 
those dealers for which the primary 
make is more weighty .. It appears that 
as the concentration of the primary 
make decreases, it becomes more prefer­
able for the dealers to let their 
~anufacturers initiate incentives. 
Possibly in-home incentives do not pay 
off because their costs are spread over 
a lower dollar volume. More impor­
tantly, a lower commitment to the line 
probably does not motivate any costly 
programs to increase sales. 

Management Assistance 
(1) The results indicate that larger 
dealers (as reflected by higher number 
of cars sold, higher number of primary 
cars sold, larger number of salesmen 
employed) have more incentives to 
respond to manufacturers' extensive 
management assistance with acquiring 
additional business expertise from out­
side sources (e.g., independent con­
sulting companies). This is possibly 
so because larger dealers can allocate 
funds for such business services and 
they are more growth oriented than 
smaller dealers. Also, it seems that 
dealers operating in larger trade areas 
benefit more from this strategy than 
the ones serving smaller markets. One 
possible explanation is that there is 
an increased level of inter-brand com­
petition in larger markets which may 
make retail strategy more complex. 
Thus in such markets, general business 
advice received from the manufacturer 
representatives every few weeks may not 

suffice. Dealers may need to receive 
additional assistance from 
consulting/research companies. On the 
other hand, import car dealers find 
this strategy more advantageous in com­
parison to those that sell domestic 
cars. 
(2) It seems that dealers who have had 
longer relationships with their major 
manufacturers, or those that have 
already attained larger sales volumes 
by the primary make, have less to gain 
from extensive management assistance 
from both manufacturers and outside 
firms. Possibly, such dealers have 
already learned how to effectively run 
their businesses as opposed to those 
that are still at the beginning of 
their learning curves. Also, domestic 
car dealers expect less harm from lim­
ited management assistances, possibly 
due to their longer existence, fami­
liarity, and knowledge of the U.S. 
market. 

~lications and FUture Research 

The evidence collected in this study 
demonstrates that marketing strategies 
of manufacturers have significant 
impact on the profits and marketing 
responses of middlemen organizations. 
Furthermore, various middlemen charac­
teristics moderate these two effects. 

The data support the notion that 
manufacturers should develop their 
marketing programs considering the fact 
that the channel network is not a homo­
geneous group and different marketing 
programs will elicit different stra­
tegic responses from different middle­
men. Depending upon the composition 
and the characteristics of the member 
firms, manufacturers should devise 
their marketing programs such that 
resultant middlemen reactions help them 
achieve their marketing goals. 

A final comment is that the present 
findings show some empirical evidence 
for why car manufacturers have resisted 
the rise of larger and stronger 
dealers. Economy of scale would nor­
mally give the advantage to large 
dealers, but in the past car manufac­
turers have preferred the loyalty of 
smaller dealers (Business Week 1986) . 
They appear to have stronger incentives 
to cooperate with manufacturers and 
support their products because of the 
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vulnerability of their profits to 
manufacturers' policies and products. 
We recommend that manufacturers of 
other consumer durables compare their 
smaller versus larger middlemen on this 
criterion. Accordingly, they should 
develop incentive packages addressing 
different needs and opportunities 
represented by smaller channel members. 
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GESTALT- AND NETWORK APPROACH-
AVENUES TO A NEW PARADIGM OF INTERNATIONALIZATION THEORY? 

Gerhard A. Wiihrer, University of Klagenfurt/Austria 

Abstract 

The article deals with different holistic views of the Theory of 
Internationalization. Approaches of interest are Dunning's Eclectic 
Paradigm, the gestalt approach and the network-concept. Dunning's 
concept offers a wide range of interesting variables but lacks dynamic 
hypothesis linking dependent and independent variables. The advantages 
of the gestalt- and network-concepts (i.e. organizations as dynamic 
entities not as juxtaposition of variables, international environments as 
significant sets of network relationships, which change over time) could 
be a more promising move to a middle range theory of internalization. 

I. Basic Trends in the Theory of Internationalization 

1.1 Change and Substitution in International Trade 

The pace of the restructuring of the world economy has increased yet the 
degree of actual change and the final outcomse are difficult to discern. 
The long term perspectives are overshadowed by abrupt political develop­
ments. Managemental and entrepreneurial capability is needed, to cope 
with current and future frames of competition and cooperation, evolving 
innovation and technologies, and new concepts of international markets 
and enterprises. 

TABLE I 
INTERNATIONAL DIRECT INVESTMENTS 1975- 1986 

Direct investment in % of export worldwide 

Year 1975 

% 30,7 

1982 

31,0 

1983 

32,0 

Source: Bellak/Fischer/Oetti/SchOnhofer, 1989 

1985 1986 

33,5 36,1 

The last three decades have brought a remarkable change in the way 
internationalization takes place (see table 1). We see a growing sub­
stitution of international trade by direct investments. 

The discussion of the internationalization of enterprises has shifted 
towards "global alliances in the triad", "blurring boundaries of organi­
zations" (Fiol, 1989; Hampden-Turner, 1991; Jaikumar, 1991; Pisano, 
1990) and the development of innovative concepts by small and middle 
sized enterprises to expand abroad as a result being involved in multiple 
relationships at the same time (Benassi, 1991). 

1.2 Approaches to the Theory of Internationalization of the Firm 

. A look at the state of the art in the Theory of Internationalization 
reveals at least five (see pict. I) different directions and stages relevant for 
middle range theoretical concepts (Johanson/Mattsson, 1986; Cavusgil/ 
Li, 1992). 

Area "A" deals with approaches concerning the differences and 
similarities of international markets: national, regional or cultural 
contexts, consumer behavior, distribution channels and different types of 
institutional arrangements on a macro level; comparative management 
and industrial organization studies at the micro level. "B" focuses on 
competition in different markets and the relationships between markets, 
oligopolistic competition, global sourcing, effects on economic 
integration, diffusion and transfer of technology. "C" concerns the issues 
of centralization vs. decentralization, for example, approaches to control 
of subsidiaries abroad. Some of these issues are also addressed by area 

"E". Typical studies take the headquarter-subsidiary perspective, e.g. the 
identification of control and delegation issues which confront 
multinational corporation managers and the development of conceptual 
models which assist multinational managers in selecting appropriate 
control systems and in determining the extent of authority which should 
be provided to subsidiary managers (Baliga/Jaeger, 1984; Doz/Prahalad, 
1984; Egelhoff, 1984; Geringer/Frayne, 1990 and Geringer/Hebert, 
1989). Other issues include the demands of managing in an international 
operating environment, which has changed dramatically in the recent 
years; the new need for integration and coordination of activities; the 
inceasing importance of more nationally differentiated approaches; and 
the ability to transfer knowledge and expertise from one part of the 
organization to others worldwide in order to build and sustain com­
petitive advantage (Bartlett/Ghoshal, 1987; Davidson, 1984 ). 

"D" addresses the question of standardization vs. differentiation. Included 
are issues like the importance of the psychological meaning consumers 
derive from and ascribe to products. These analysis inform decisions re­
garding whether or not one ought to standardize or adapt international 
marketing strategies (Hill/Still, 1984). Area "D" also analyzes content 
of standardized and specialized multinational advertisements and the 
connection between product category and the information provided in 
advertising (Mueller, 1991; Onkvisit/Shaw, 1987). 

PICTURE I 
AREAS OF INTERNATONALIZATION RESEARCH 

Areas of Research in International 

I Marketing I 
"A" Differences (and 

~ ~ 
"B" Interdependencies 

simi1arities) between 
between markets 

markets 

"C" Characteristics of the "D" Foreign market entry 
firm~s marketing activities ~ ~ 

on foreign markets 
strategies and expansion 

"E" Interdependencies 
between activities on ..... 
different markets and 

control of these activities 

Source: Johanson/Mattsson, 1986 

"E" encompasses the major topics on foreign market entry strategies and 
expansion in foreign markets. It is a very important international 
marketing research issue that links marketing, international business, and 
corporate strategy oriented studies (Johanson/Mattsson, 1986; Dunning, 
1988b; Porter, 1990). Fields of interest are strategies of export and 
countertrade, contractual agreements, licensing and technology transfer, 
foreign direct investment and joint ventures, strategic alliances, 
acquisitions and mergers as possible modes of entries. A subdivision of 
the research agenda is market selection (Akaah/Yaprak, I 988; 
Erramilli/Rao, 1990; Goodnow, 1985; Papadopoulos, 1988; Seringhaus/ 
Mayer, 1988; Schneider/Miiller, 1989). The models and approaches so far 
developed reach from very pragmatic ones (Goodnow, 1985; 
Papadopoulos, 1988) to sophisticated instruments which use modern 
computer technology and data-bases (Schneider/Miiller, 1989). A major 
focus of theory deals with the modes of entry and their development over 
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time (Beamish/Banks, 1987; Boddewyn, 1983; Christe1ow, 1987; 
Geringer/Hebert, 1991; Gommes-Casseres, 1989). Research questions in 
this area focus on the developmental processes of organizations, 
networks (Mattsson, 1989) and markets, whether they are slow and 
incremental or characterized by discrete steps of momentum and change 
(Johanson/ Wiedersheim-Paul, 1974; Johanson/ Vahlne, 1977; Nord­
strtlm, 1990; Miller, 1988; Miller, 1989; Benassi, 1991). Criticism is 
centered on the fact that models of successive internationalization from 
low level commitment to high level involvement with operations in 
distant markets are too deterministic and general (Reid, 1983) and the 
current perspective of time as a strategic issue demands a more direct and 
rapid mode of entry. 

1.3 Evaluation and Criticism 

The last thirty years have resulted in a remarkable body of knowledge and 
the analysis of the literature (Macharzina/Engelhard, 1991) reveals about 
43 variables which contribute to descriptions and explainations of 
international trade, production, and international exchange relations. 
Looking at the different contributions to the body of theory one sees 
constructive developments (Macharzina/Engelhard, 1991) such as: an ad­
vanced state of research, which has passed the descriptive and anecdotal 
phase of theory-building, broader explanation of internationalization 
strategies, different "schools and approaches" and a move towards pre­
diction. 

Negative arguments could be made against the theoretical and empirical 
side of theory development. Theory is restrained by a lack of conceptual 
integration and a fragmentation of the research endeavors on for example 
export-behavior, or formation of a joint venture. This lack is accompa­
nied by integrative empirical corroboration, confusion in terminology, 
problems in methodology, isolation in modelling (i.e. not the interna­
tionalization enterprise as a whole is not the research object). Evaluation 
ofresearch done (Macharzina/Engelhard, 1991) reveals a noncumulative 
character, concentration on bivariate relationships, data driven metho­
dology, cross-sectional studies, dismissal of strategy-making process and 
deterministic assumptions. 

2. Holistic Concepts, Gestalts and Networks 

In regarding the cnt1c1sm and the narrow and often fragmented 
perspectives in research and theorizing there is a clear need for a more 
comprehensive, and holistic view of description and explanation for 
internationalization. Some concepts which have been developed for this 
purpose do offer a holistic view and should be evaluated for their future 
prospects. 

2.1 OLI-Paradigma 

Dunning's paradigm, also known as the OLI-approach, has received 
considerable attention in the area "D" and aspires to describe and explain 
(Dunning, 1988b) nearly every mode of international expansion. His 
approach is based on the assumption that ownership-specific advantages, 

· internalization incentive advantages, and location-specific advantages (see 
Dunning 1988a and the key dimensions of the paradigm) are the 
determinants which explain the way enterprises enter international 
markets. 

To Dunning's credit he gives a very comprehensive view and framework 
for explanation but recently raised criticism notes some major 
weaknesses in the concept: 
1. The subject of explanation is not stated precisely (Macharzina 
/Engelhard, 1991). Itaki (Itaki, 1991) in this context even addresses the 
theoretical redundancy of the "Ownership Advantage"-concept, the 
inseparability of the ownership-concept from the "location advantage" 
and the conceputal ambiguity of the "location advantage". 
2. These facts also raise serious methodological problems vis-a-vis 
operationalizing the classes of the different variables, a problem which is 
strengthened by the lack of hypothesis linking the juxtaposited variables 
together. Even Dunning's attempt to test his theory in part (Dunning, 
1988b) is confounded by serious statistical problems ( e.g .. 

multicollinearity and different dimensions of the explaining variables, so 
non-standardized regression coefficients give no meaning.) 
3. Dunning's reasoning has a strong bias towards the rational homo­
oeconomicus-oriented model of strategy-making behavior (Macharzina/ 
Engelhard, 1991). This model neglects factors such as research findings 
in the field of export-activities showing that exporters follow a non­
rational decision making pattern (Miesenbock, 1987). These critical 
arguments can be explained towards by fact that the approach does not 
take into account the process patterns, the explanation of behavioral 
aspects of newer concepts of internationalization such as strategic 
families, international alliances, and internationalization via net-working. 

2.2 Gestalts of Internationalization 

The gestalt-concept has its origin in psychology and can be traced back 
in the history of science for one hundred years. It's contribution to other 
sciences are many and it has a strong connection to network-theory 
(Scott, 1991). Synomyms for gestalt are archetype or pattern. The 
Gestalt tradition in the field of management science is comparatively 
young and the applications include the creation of typologies of strate­
gies (Mintzberg, 1978), clustering and classification of enterprise crises, 
market segmentation, life-style-research and similar areas. Within the 
concepts of management science the internationalizing enterprise is 
described as a configuration of contextual, organizational, strategical 
variables which adhere in a significant manner. This demands that 
business orga-nizations should be viewed as complex entities (Machar­
zina/ Engelhard, 1991; Colberg, 1989; Niemeier, 1986; Miles/ Snow, 
1978), with configurations or patterns of variables which change over 
time according to the interaction of environment with organizational 
structures and behavior. Methodological issues which arc connected with 
empirical work point toward methods of classification, use of cluster­
analysis and graph-theory for the purpose of descripuon, explanation and 
forecast 

Typical general research agendas (Aldenderfer/Blashfield, 1984) include 
the development of typologies and classifications, the investigation of 
reference frames for the grouping or clustering of international 
enterprises, the generation of hypothesis by data-exploration and tests of 
hypothesis in connection with detected gestalts or archetypes. 

Initial research findings based on the gestalt-approach (Schmidt, 1981; 
more elaborated by Mascarenhas, 1986; and Colberg, 1989) show 
interesting results and suggest possibilities for further research. Colberg 
has tested a sample of normative concepts of strategies of internationali­
zation by reviewing their theoretical approaches. Starting with 30 theory­
based variables of internationalizing enterprises, he created 5 classi­
fications with different strategic characteristics. A internationalized firm 
with pattern "A" represents the "Global Niche Strategy"; pattern "B" 
resembles the "Multinational Strategy"; "C" is partly like "A", but 
with a stronger continentally centered distribution. Type "D" is 
fundamentally different from other patterns of international presence. 
Enterprises of of this class concentrate their international production and 
distribution strategies on certain countries, and primarily producing in 
only one or two countries abroad. The secondary production facility is 
often located in a LDC on another continent. Market- and distribution 
strategies are centered on industrialized countries which offer less risk, no 
abrupt demand changes, and where consumer expectations towards goods 
are quite similar. International enterprises of type "E" are exclusively 
Japanese firms in their early stage of internationalization. Their strategy 
is quite similar to a "National High Share Strategy", i.e. they have a 
high market share in their home country and although international 
activities are not very intensive a remarkably international market share. 

In looking at advantages of the research work done by Colberg, we find 
that two theoretical elements of the gestalt approach have been addressed. 
The author used meta-analysis to develop a framework for his empirical 
studies and developed a connection to theory-based strategies of inter­
nationalization. The typology could be partially verified by a 
longitudinal study, but still would offer only a descriptive impression of 
internationalizing enterprises as gestalts with significantly adhering 
elements. But due to his choice of the research approach which is based 
on secondary data analysis, there is no explanation whatsoever of the 
behavioral aspects of decision-making-processes. More importantly he 
does not address managements characteristics such as attitudes, motives 
and goals, and strategic awareness (Hambrick, 1981) of the national and 
global environments, or organizational features such as culture, 
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ethnocentrism, decision making processes etc .. The selection of 
contextual variables emphasizes quantitative measures such as world 
market share, country-wise distribution of market shares, key figures of 
subsidiaries country-by-country etc. and is overly focused on the tssue 
of competition. His analysis does not look at the issue of cooperation 
and net-working as a typical contingency malter. 

2.3 The Network-approach and its Possibilities 

That "Markets have to be seen as networks" is one of the main tenets of 
the network approach (Johanson/Maltsson, 1986) and a broader 
perspective is needed to explain the behavior and results of a given firm 
(Lorenzoni, 1990; Johanson/Mausson, 1988). Exchange relauons 
established in a industrial system are composed by firms which engage 
in production, distribution, use resources and hold positions. Price is just 
one of the mechanisms of coordinationg the interaction between the 
counteroarts. Firms in the network have relationships with customers, 
distributors, suppliers, mediators etc. Networks evolve as relationships 
and bonds between partners are established, utilized and disrupted. The 
dimensions of this dimensions could be technical, planning, knowledge, 
social, economic and legal based. Relations between network-members 
can be complementary or competitive . Thus, industrial networks are 
unbounded and can, via actors, extend without limits. Suitable 
boundaries for research purposes can be drawn depending on perspectives, 
intentions and interpretations. Networks are also non-transparent, i.e. 
they are at least partially subjective, fluid, and can consequently not be 
understood by outside observers (Forsgren/Pahlberg, 1991). 

Looking in a critical manner at the network approach and summarizing 
the pros and cons reveals both limitations and possibilities of develop­
ment for connection with other theoretical concepts. Shortcomings and 
conceptual weaknesses which undermine the explanatory power can be 
seen, if the approach overemphasizes the matrix or graphic description 
of relations, stressing a data-driven methodology, whtch obscures the 
actual and dynamic behavior of networking of international enterprises. 
Whether the network approach is only usefull for explanatory purposes 
(Macharzina and Engelhard, 1991) is not persuasive. The "plain" gestalt­
approach fails by viewing the environment of internationalization _only 
in terms of "home market conditions", "domestic sales" and "pohucal 
environment" especially in the case of the exporter (Macharzina and 
Engelhard, 1991 and their illustration of the gestalt-approach or as done 
by Colberg in terms of key figures of international sales: fig~res of 
distribution or production etc.). The phenomena of mternauonahzauon 
demand a broader frame of reference which are able to follow the subject 
of explanation in its stages of development over time within a given and 
changing environment of resources, relationships and actors. 

3. Integration of Gestalt- and Network-Concept 

In the light of the forgoing arguments it is obvious that the g:stalt­
approach offers advantages for a holistic description and explanation of 
internationalizing enterprises (organizational structures, strategy-makmg 
and management). But according to contingency theor~ (Lawrence/ 
Lorsch, 1969; Mintzberg, 1983) which uses a smgle orgamzauon as the 
unit of analysis , there are also limitations because the organizational 
action is always environmentally restricted and a general aim of manage­
ment should be the "best-fit" between organization and environment. The 
network-concept allows the assumption that the environments. of 
internationalizing firm can partially be created and ·structured dependmg 
on the internal resources and the external conditions of a firm (Weick, 
1979; March, 1981). It can be argued that organizations· subsequent 
actions are based on environments that are affected by current actions, and 
consequently relationships in networks are strongly process dependent. 

Alterations of the gestalt-approach (Wiihrer, 1992) should extend towards 
the relevant insights of the network-concept. This can be done by 
omitting typical but too~ descriptions of environmental dimen­

sions such as dynamism, heterogeneity or hostility (Miller/Friesen, 
1980; Miller, 1988). In addition international networks should be seen as 
environmental configurations consisting of different but typical sets or 
clusters of actors, micro- and macro positions with their formal and 
informal relationships which could be changed by managerial decision 

and action in a sense of cooperative or competitive strategies between 
firms and people. They develop over time and stretch beyond relation­
ships in only a dyadic way. Such an integration of gestalt- and network­
concepts represents a usefull middle range theoretical approach to the 
internationalizing firm, where a number of significant gestalts are typical 
for entry strategies into the network configurations of international 
markets. 
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MARKETING IN FOUR EAST EUROPEAN COUNTRIES 

Gabriel F. Buntzman, Western Kentucky University 
Yunus Kathawala, Eastern Illinois University 

Edgar T. Busch, Western Kentucky University 

Abstract 

Sixty-seven managers of U.S. firms in Poland, 
Hungary, former Czechoslovakia, and former 
Yugoslavia responded to a mail questionnaire on 
their evaluation of the business climate in 
their host country. About 25% were in manufact­
uring, 25% in sales/marketing; 50% in basic 
services such as consulting, accounting, engi­
neering, etc. They had neutral to positive 
feelings toward most factors in marketing except 
for the availability and ease of market 
research. The positives were surprising in view 
of the lack of marketing structure in the former 
command economies. 

Background 

As Eastern European nations grow they will have 
an increasing need and desire for services just 
as other nations have. Those who enter the 
market early have a chance to become established 
and poised to exploit the local market when it 
enters its true growth phase. At least one now­
divided East Europe nation has sponsored efforts 
to attract foreign providers of basic services 
to upgrade infrastructure and to attract foreign 
capital to privatize state industries. 

This paper reports on answers, gained through a 
mail questionnaire, of 67 managers of U.S. firms 
in four East European nations. 35 responses 
were from Hungary, 15 from Czechoslovakia, 8 
from Poland, and 9 from Yugoslavia. 

Results: Business Climate 

Some specific results germane to the ability or 
willingness to do business whether in manufac­
turing or in services follow: 

Stability of government: 45% of the managers' 
responses were positive; 28% had neutral feel­
ings; 26% indicated some degree of unfavorable 
feelings. 

In regard to the host country's protection of 
patents and trademarks: 33% thought it was 
good; 44% neutral; only 23% were negative. 

The presence and severity of exchange controls 
on capital and earnings: 52% said they were 
favorable or very favorable; 24% were neutral; 
and 24% thought the restrictions were negative. 

Business generally requires adequate and 
efficient financial institutions. The managers 
were not complimentary to the four countries on 
this issue. 18% were positive; 33% neutral; 48% 
negative. This was a very high negative rating 
in an absolute sense but also relative to 
evaluations of other variables. 

One factor East Europe studies have found 
agreement on is the availability of a trained 

and disciplined workforce. The surveyed managers 
of the U.S. firms back up this view. Sixty-one 
percent reported very favorable (19%) or 
favorable (42%) views toward labor quality. 
This was the highest positive response in the 
survey. 

Results: Service 

Retailers as a whole were viewed 24% favorably; 
37% neutrally; 39% unfavorably. Advertising 
agencies as a whole were viewed 40% favorably; 
28% neutrally; 31% unfavorably. Media and 
marketing research institutions as a whole were 
viewed 22% favorably, 39% neutrally; 39% 
unfavorably. This low favorable and high 
unfavorable evaluation no doubt is related to 
the ease (or lack of) in doing market research 
combined with the expense of data collection. 
25% of the managers put responses in the 
positive area; 13% in the middle; 61% checked 
the negative end of the scale. 

MANOVA analyses suggest that manufacturing and 
basic service managers do not perceive the 
business climate more favorably than do those 
primarily engaged in downstream sales and 

marketing activities. 

Conclusions 

Although each state was dominated for about 
same period of time by communist regimes, 
ferent historical and cultural factors as 

the 
dif­
well 

as differences in their economies remain. Total 
data in the study suggest that these differences 
seem to have influenced the perceptions of 
managers of U.S. firms doing business there. 

The marketing of services and products in East 
Europe has some strong pros and cons: the 
market knows it needs certain services and has 
solicited them so convincing the customer that 
the service is "good" is not necessarily a major 
problem;. competing against another similar 
service may be. For non-essential services or 
those not readily offered by locals, the money 
simply may not be there right now--a patient 
parent company is necessary. 

Various elements in the marketing process are 
perceived fairly favorably (even including media 
availability) but a tool relied on by U.S. 
marketers--marketing research--is not positively 
perceived. The difficulty of research combined 
with the expense involved might make this lack 
an obstacle to some organizations. Then again, 
it may open up an opportunity for the marketing 
genius who can provide the service efficiently, 
effectively, and less expensively. 
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MARKETING BUSINESS SERVICES TO DEVELOPING COUNTRIES: 
AN EXAMINATION OF ENVIRONMENTAL CHALLENGES TO SERVICE EXPORTS 

s. Altan Erdem 
University of Houston, Clear Lake 

Abstract 

Business services have been the fastest-growing 
U.S. exports during the 1970s and 1980s (Cundiff 
and Hilger 1988). They include numerous profes­
sional services such as banking, research, con­
sulting, advertising, engineering, information 
and maintenance work. The majority of these 
services are provided by specialized personnel 
with unique skills. Since there is a good demand 
for managerial talent and expertise in developing 
countries (Kolde 1982), these countries become 
rather attractive markets for various multina­
tional service companies. Unfortunately, some of 
the characteristics of developing countries 
create serious challenges for these organizations 
when it comes to exporting their services. 

Initially, there are cultural and environmental 
factors which preclude the transfer of service 
export strategy from one country to another. 
Based on the fact that countries differ in their 
characteristics relevant to service industries, 
global marketers need to adjust their strategies 
to gain competitive advantages in targeted for­
eign markets. It is necessary for those decision 
makers to continually monitor the surrounding 
environment along with the service industry. 
Over time, international financial systems and 
trade patterns, commercial policies, technologi­
cal improvements, and global competition have 
been some of the examples of global developments 
and parameters of international marketing in 
various types of environment (Terpstra 1987). 
More specifically, disappearing "national" market 
boundaries, declining number of competitors 
increasing interdependence among national and 
regional markets, and growing similarity among 
customer segments in various parts of the world 
are some of the recent patterns (Kashani 1992). 

Challenges presented in this paper relate to 
technological infra-structure, protectionism, 
intellectual competition, and environmental 
uncertainty. Even though these can be general­
ized across many countries, one should realize 
that there might be additional challenges in some 
developing countries. 

Technological Infra-Structure 

The degree of technological sophistication in a 
foreign country is an important factor since it 
partially determines the need for business ser­
vices. When the technological infra-structure is 
getting to the advanced level, there is a gradual 
need for various professional services such as 
maintenance, consulting, and training. The chal­
lenging task for international companies is to 
position their services competitively so that 
their services will be preferred over the servic­
es provided by the domestic companies in those 
countries. This is a difficult assignment since 
developing countries are fairly protective of 
their own firms. 

Protectionism 

Protectionism appears to be one of the major 
threats to the expansion of international servic­
es trade ( Cateora 1993) • It is important for 
those developing countries to protect their small 
business units from outsiders. Whether this is a 
legitimate reason or just an excuse, the fact 
still remains that some multinational companies 
may not even have the opportunity to prove the 
quality of their business services in those 
countries. As listed by Cateora (1993), restric 

tiona on the rights to conduct business or to 
have complete ownership of investments or to 
engage in transborder data flows are just some of 
the examples of barriers to trade. 

Intellectual Competition 

Intellectual competition relates to being able to 
compete with pirated trademarks, processes, and 
patents (Cateora 1993). Intellectual products 
such as computer software and technical designs 
can be easily duplicated in the absence of com­
prehensive legislation. Unfortunately, most of 
the developing countries are still in the process 
of establishing legal guidelines to protect 
intellectual property. Meanwhile, it becomes a 
very difficult and costly task for international 
companies to protect the true identity of their 
services through continuous upgrading. 

Environmental Uncertainty 

As stated by Sanderson and Luffman (1988), tech­
nical, political, social, and economic environ­
ment of foreign settings represent some of the 
major factors for strategic planning of interna­
tional marketing efforts. Multinational service 
companies need to be prepared with appropriate 
strategies by considering these environmental 
challenges. Even though certain features of the 
developing countries result in the development of 
attractive markets for global service companies 
(Cundiff and Hilger 1988; Luqrnani, Habib, and 
Kassem 1988), the same characteristics may also 
generate very serious obstacles for the opera­
tions of those companies. Specifically, frequent 
changes in the composition of competition, re­
actions of customers, and political power in 
those developing countries create a rather unsta­
ble environment which can increase this environ­
mental uncertainty for multinational companies. 
It is proposed in this paper that there are 
several inquiry areas about those countries which 
should be examined by multinational service 
companies. Accordingly, the paper indicates the 
need for having a model in strategy development 
for services marketing to these markets. 
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PROFILE OF TURKEY IN INTERNATIONAL TOURISM MARKET 

Abstract 

Jale Akmel 
Gunseli Kurt 

Tourism is a growing sector in international market. 
Companies and countries are trying to increase their 
market share-income in tourism. 

Turkey, with its wide resources, is a good example of 
these countries, who is determined to increase Turkish 
tourism income. 

Examining international tourism market, reveals that the 
increase in international tourism has been greater than 
domestic travel. 

In international market, USA , Japan and Saudi Arabia 
residents have the largest share in their spending, while 
these figures are not the same in Turkey. 

Another problem with the tourism sector in Turkey is 
that number of tourists are not proportional to the 
income rate per person which may create an image of 
"paradise of cheap holidays". 

On the other hand Turkey does not seem to utilize 
effective and efficient strategies to come up to it's 
expectations. Therefore, the clarification of marketing 
strategies should be done at the beginning of such 
procedures which will also increase Turkey's income 
rate in international tourism market . 

Introduction 

Tourism and travel together is part of global industry 
which serves many markets, some of which are also 
international and served by international companies. 

Nowadays many companies are trying to take part in 
the international market, in order to work effectively and 
efficiently, thus increasing their profit. 

Marmara University 
Anadolu University 

Taking part in the international market is an alternative 
for any company. But for a company in tourism sector 
to be in the international market, requires either to be 
international or to have an international or foreign 
partner. 

Tourism as a growing sector is getting more and more 
attractive, not only for companies but also for countries. 
A lot of countries are trying to increase their market 
share, as well as their income in tourism. 

Turkey, with its resources, is a good example of those 
countries, determined to increase their tourism income. 

In this paper, we have tried to show the profile of the 
international tourism market, Turkey's share in that 
market and Turkey's expectations. Finally, some 
suggestions are made as to which kind of import 
strategy has to be built at the beginning of the 
marketing strategy development. 

This study mostly reflects the full details of pattern of 
international travel which covers the period until 1989 
after which the dramatic political changes in Eastern 
Europe, Germany, Yugoslavia and Iraq-Kuwait Gulf 
crises and wars have made it impossible to have a 
healthy evaluation of the travel data. 

Development of International Tourism Market 

Growth of international tourism activities mostly depend 
on several variables such as, the level of economic 
development, globalisation, and communication. 
-Interest of tourist for international tourism market is 
also related to these and other factors.-

International tourism is growing year to year as can be 
seen in Table 1. 
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TABLE 1. 
THE WORLD'S TRAVEL DEVELOPMENT 

Domestic and International International 
Number of Number of 
Fasseage:cs Gr:ovth Rate PasEage:c' Gr:ovth Rate 
(millions) (millions) 

1980 748 -1% 163 +3% 
1981 752 +1% 173 +6% 
1982 766 +2% 170 -2% 
1983 798 +4% 172 +2% 
1984 848 +6% 185 +7% 
1985 899 +6% 194 +5% 
1986 960 +6% 199 +2% 
1987 1027 +7% 222 +12% 
1988 1081 +5% 243 +10% 
1989 1099 +2% 259 +7% 

SClurca: Internatirnal. Civil Aviatia1 Organisatia1 in TPR Asscci.ates,l992,p.4-2. 

Domestic and international tourist numbers increased 
from 748 millions in 1980 to 1099 millions in 1989, and 
the number of international trips rose from 163 millions 
in 1980 to 259 millions in 1989. In other words, 
international tourism growth rate is faster than domestic 
tourism. In 1980, domestic and international passengers 
growth rate decreased by -1% compared to previous 
year. But since 1981 it increased each year. A similar 
development is observed in international travel in 1982; 
first a decrease, followed by a continuous increase until 
1989. 

TABLE 2 

The increase in international tourism has been greater 
than domestic travel and ranges between 45-83% in 
European countries (Table 2}. For 1990 departure rates 
for holidays are in Portugal 45%; in Switzerland 83%, 
and in other European countries range between 52-
80%. 

In some special cases, this increase could be shown 
more clearly. Holiday figures in Britain for the period of 
1980-1989 is presented in Figure 1 . 

DEPARTURE RATES ON HOLIDAY IN EUROPEAN COUNTRIES 

Austria 
Belgium 
Denmark 
Finland 
France 
Greece 
Ireland 
Italy 
Luxembourg 
Netherlands 
Norway 
Portugal 
Spain 
Sweden 
Switzerland 
United Kingdom 
West Germany 

Year 
1990 
1988 
1990 
1990 
1990 
1990 
1990 
1990 
1990 
1990 
1990 
1990 
1990 
1989 
1990 
1990 
1990 

Departure Rate 
60% 
56% 
66% 
70% 
59% 
52% 
55% 
57% 
70% 
70% 
70% 
45% 
53% 
80% 
83% 
59% 
68% 

Proportion of the population taking at least one holiday 
Sources: TPR Associates,l992,p.4-2. 
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FIGURE 1 
HOLIDAY TRIPS BY UK RESIDENTS 

DOMESTIC AND FOREIGN HOLIDAYS COMPARED 

[ t;J Total no. of holidays ~ Holidays In Britain 
7o tMiOiii 

0 Holidays abroad 

60 

1980 1981 1982 1983 1984 1985 1986 198 7 1988 1989 

Source: BTA in TPH Associates, 1992, p.fig.4-2. 

In Britain total holiday trips increased by 4 millions from 
1981 to 1989. In these nine years domestic travel 
decreased from 38.5 millions to 31.5 millions; however 
international trips (or holiday abroad) rose up from 12 
millions to 21 millions. 

In Germany, whose residents consist the largest group 
of tourists in Turkey, a similar development can be seen 

(Figure 2). 

FIGURE 2 
HOLIDAY TRIPS BY WEST GERMAN RESIDENTS 
DOMESTIC AND FOREIGN HOLIDAYS COMPARED 

El Holldaya.at home [:3 Holidays abroad 

40 r--------------------------------

30 

20 
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Source: Studienkreis fUr Tourismus, Reiseanalyse in TPR Associates, 
1992,p.fig.4-3. 
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TABLE 3 
MONEY SPEND IN COUNTRIES BY TOURISTS AND SHARE OF TURKEY 

(1989) 

The World* Turkey 

Number 
of 
Tourist* 
(million) 

Spending($) Number 
of 
Tourist 

Spending($) 

Country 

USA 41 
W. Germany 74 
Japan 10 
UK 29 
France 29 
Canada 18 
Italy 15 
Netherlands 16 
Austria 13 
Sweden 8 
Switzerland 16 
Saudi Arabia 1 
Belgium/Luxembourg9 

*Estimates 

Total* 
(billion) 

35 
24 
23 
15 
10 

9 
7 
6 
5 
5 
5 
5* 
4 

Per 
Person 

854 
324 

2300 
517 
345 
500 
467 
375 
385 
625 
313 

5000 
444 

(000) 

205 
897 

32 
406 
284 

32 
154 
107 
157 

67 
78 
27 
48 

Total** 
(million) 

153 
480 

38 
227 
174 

24 
115 

54 
63 
30 
78 
32 
27 

Per 
Person*** 

748 
535 

1177 
559 
614 
758 
747 
506 
403 
452 

1006 
1180 

570 

Developed by author based on *EIU, 1992, p.l5; 
**Turkish Ministry of Tourism, 1990, p.46; 
***Turkish Ministry of Tourism, 1991, p.95. 

In West Germany, total holiday trips increased from 
1981 to 1989; yet, there has been relatively little 
variation from year to year in domestic travel. 
International trips, on the other hand went up from 19.6 
millions in 1981 to 29 millions in 1989. 

Profile of Turkey in 
International Tourism Market 

In 1989, 402 million international tourist trips was made 
worldwide. These 402 million trips involved spending 
around $3.7 billions. ( EIU Special Report No 2454) 
Since it is not possible to examine all countries, 13 
countries are selected as representing those with 
minimum spending limit of $300 per person per trip. 

Table 3 shows the number of trips by country origins 
and their total and per trip spending (in 1989). It would 
be possible to detect the place of Turkey in international 
tourism market by studying its visitor profile in a given 
year. 

The amount of money spent by residents of W. 
Germany, UK, France, Canada, Italy, Netherlands, 
Austria, Switzerland and Belgium in Turkey, is more 
than the amount they spent in other countries. 

Contrary to this finding, residents of USA, Japan, 
Sweden, Saudi Arabia have less spending in Turkey 
than the other countries. Especially USA, Japan and 
Saudi Arabian residents who are used to spending 
quite a big amount of money on their holidays, do not 
seem to maintain this tendency when in Turkey. This 
figure may point out two facts: they may either come 
from low socio-economic status or they may not find 
anything that is worth spending. 

Table 4 shows tourist profiles in Turkey. 15 countries 
are chosen and examined on the basis of $300 
minimum spending limit per person and 50.000 tourist 
limit per countries, ranked in the order of number of 
trips. 

In this table, the largest group of tourists in Turkey is 
from Germany and the smallest group is from Sweden. 

Comparisons of table 3 and table 4 shows that tourists 
who spend most on their holidays such as, Saudi 
Arabians and Japanese do not appear on the list while 
Americans are in the seventh rank. 

Nowadays Turkey has an image of cheap resort 
holiday, which is not the one Turkey wants to create. 
Turkey demands, tourism to be of much more benefit to 
its economy than it is today. So far, Turkey's attempts 
to utilize sources such as, incentive credits (subsidized) 
and promotions have remained ineffective due to the 
lack of marketing research and marketing strategies 
(Akmel 1992). 
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TABLE 4 
PROFILE OF TO TURKEY (1989) 

Number of Spending ($) 

Country Tourist* Per Person•• Total 

w. Germany 896 989 535 479 889 115 

UK 405 943 559 226 922 137 

France 283 545 614 174 096 630 

Greece 277 333 378 104 831 874 

Iran 240 972 611 147 233 892 

Yugoslavia 217 266 324 70 394 184 

USA 204 502 748 152 967 496 

Poland 196 376 620 121 753 120 

Austria 156 875 403 63 220 625 

Italy 154 083 747 115 100 001 

Netherlands 106 709 506 53 994 754 

Syria 92 860 446 41 415 560 

Switzerland 77 945 1006 78 412 670 

Finland 69 626 407 28 337 782 

Sweden 66 761 452 30 175 972 

Developed by author based on *Turkish Ministry of Tourism, 

**Turkish Ministry of Tourism,1991,p.95. 1990,p.46.; 

Conclusion 

Turkish tourism needs an effective marketing strategy at 

the beginning of the procedure of development. 

First of all, tourism planning and strategies must be 

based on marketing research. 

Secondly, a target market must be identified according 

to market segmentation and a marketing strategy 

needs to be defined consisting of tourism services, 

prices, distribution systems and promotion activities. 

This task should be the responsibility of Tourism 

Ministry. After the ministry's definition of a tourism 

strategy of Turkey in macro level, tourism institutions 

could develop their own micro level strategies. 

Such a procedure seems to be the most efficient and 

effective for getting the expected share from 

international tourism 
market. 
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DENARD ESTIMATIOR FOR PASSEHGER CARS IH TURKEY 

Kemal Kurtulu,, Istanbul University (1) 

Abstract 

This study aims to forecast yearly sales for both 
domestic and imported brandnew passenger cars in 
Turkey by using several different regression 
models based on longitudinal data over the last 
thirty years. Having experimented on different 

econometric regression models including regular 
and stepwise regression models using both yearly 
and lag data, study indicates that micro 
marketing research data provided by market 
surveys on marketing related variables. including 
dealership, advertising and promotion, model and 
type availability, salesforce, distribution and 
payment policies especially consumer credits. 
play a more important role than macro variables. 
Thus. this study creates a new hypothesis by 
seriously questioning the previous macro studies 
done in Turkey by academic. business and 
government authorities. 

Introduction 

Demand fluctuations in the automobile industry 
would closely affect the other sectors. 
Therefore. it is very important that the sales 
forecasts are done accurately. 

Since the automobile sector covers a large area. 
only flpassenger cars" have ~een included in this 
research. 

Development of the Automobile Industry in the 

World and in Turkey 

Following the mass production started by Henry 
Ford in 1908 in the U.S.A. the number of 
automobiles has increased rapidly all over the 
world and the automobile production has gone up 
significantly. 

U.S.A. ranks the first with respect to the number 
of automobiles per 1000 persons. whereas Turkey 
is well below the world average. 

Compared to the other countries in the world, 
Turkey was late in starting the automobile 
industry. The number of automobiles produced 
could only reach 167556 in 1990 (T .A. I .A. 1990. 
p.42) from 2852 in 1968 (T.A.I.A. 1991. p.3). In 
the year 1987 we had one automobile per 46 
persons whereas this number was 7.8 in 
Yugoslavia, 3.9 in Spain and 2.1 in Germany 
(T .A. I. A. 1990, p. 56). The firms involved in 
automobile production in Turkey, Tofa§, Renault 
and Otosan have intensified their marketing 
efforts in recent years and started producing 
contemporary models as well as increasing 
capacity. General Motors started assembly in 1990 
in Izmir. Toyota-Sabanc~ and Peugeot are planning 
automobile production in Turkey. 

( 1 l Author ·•ould like to thank E. Tar can for 

his contribution 

Sales Forecast in Automobile Industry 

Sales forecasting is a multistage process. Once 
the forecasting problem is defined and 
operationally determined. forecasting method 
should be selected. 

After determining the method, a model is chosen 
from among the alternative models. While 
selecting the method and the model, the nature of 
the problem and data availability should be 
considered. Criteria such as comparative 
advantages of alternative methods and models, 
time and cost should be kept in mind (Kurtulu§ 
1977. p.6). 

In the following phase. data is collected, 
organized and selected. To determine the most 
appropriate independent forecasting variable or 
variables. one can start either with one variable 
and increase the number of variables adding the 
ones which have significant contributions or, 
with multiple variables and decrease the number 
of variables by deducting the ones with 
insignificant contributions. 

After determining the variables, the researcher 
should asses the selected method and model. If 
the evaluation results are positive. it can be 
concluded that the selected forecasting method 
and model can be used then or later. 

If the evaluation results are negative. one 
should go back to the beginning and revise the 
forecast method, model and/or variables and make 
the necessary changes. 

Methods of Sales Forecast 

Methods used in sales forecasting can be 
differentiated in a number of ways, in different 
groups. One of the most generally used 
differentiation techniques classifies these 
methods into three groups (Kotler 1972, p.193); 

a) Judgmental Sales Forecast Methods 
b) Models Based on Time Series 
c) Causal Methods 

Passenger Car Sales Forecast Research in Turkey 

Background, Objective. Content and Evaluation 

Having studied the available research 
Turkey into automobile sales and 

done in 
demand 

forecasts. it is rather difficult to evaluate the 
predictive validity of these studies (Tarcan, 
1991. p.34-35). 
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The obj ecti vc of this research is to determine 
the possible problems encountered in forecasting 
automobile sales and to determine the variables 

to be used. 

It is clear that very little research has been 
done for forecasting automobile sales in Turkey. 

Variables of Research 

The sales values refers the sum of both 
domestically produced and imported cars. 

Exports have not been taken into consideration as 
the demand abroad depends on many complex 
variables and export figures have been 
consistently very low. Inclusion of exports would 
have unnecessarily broadened the scope of the 
research. Individually imported cars have not 
been included in the imports figures (see TABLE 
1) . 

(2) 

!rAIILB 1 
..... IIUMBBR OF AIJTOKOBILBS PRODUCBD IMPORTD 

AJID SOLD IB TUIIKJ!!Y BY YEARS ( 2) 

OOIISS'l'IC: DCIICU'l'lC ,..,..AL 
nM PMDVC'UOII ....... DCNUO OALOO 

1167 1260 lUO 11122 13502 
U61 2152 2152 161U 18995 
un Jt02 3902 ,.,. 13316 
1970 3110 3160 7179 lUlt 
1911 12881 11511 6029 US IS 
lt12 29t78 JOU2 .. ,, JS095 

lt73 Ul17 tU72 7087 53ts9 
U7t 59906 591U 90511 61Ul 
1915 61211 11152 13626 29128 
1976 Utt2 12156 19012 820U 
U77 58.168 52335 IUl 6!1976 
1t78 !14015 ttsOI 13511 63017 
1979 UOOI U701 12758 ssut 
1980 31529 27376 .. ., 32263 
ltll 2U06 2002J t02S lt228 
Ull 31US :uno 2795 32125 
191~ us at 312U 3212 uuo 
1911 51832 !11290 aau 60139 
1981 6035:1 SSUt 12106 602t5 

19U 12032 71tU 6976 lltU7 
Ul7 lOUIS 102031 sus 10715t 
1911 120711 113312 "" 117977 
ltlt 111311 110216 Uti 117112 
lttO 112511 1SIU2 U022 222614 

Data Source: 

Domestic Production values for 1967-1989: 
Turkish Automobile Industrialists' Association 
(T .A. I. A), Sanayi Hakhnda Genel ve istatistiki 
Bilgiler Katalogu, 'p.42. :for 1990: T.A.I.A. 
(1991),' Ayl~k istatistiki Bilgiler Bulteni 

1990 YI~l~ Sonu>lar~'. p.3. 

Domestic Automobile Sales value for the period 
1967-1970 sales value is considered as equal to 
total domestic automobile production. for t:he 

period 1971-1990 I.A.A.P. 

Import Sales value for the period 1967 ·1970. 
Gonensay, Emre, Orhon, A. and Tanberk, S. 
(1975), 'Turkiye Otomo1:iv Sanayii Urunleri 
Talep Tahminleri', Bogazi~i Universitesi 
Yay,nlan. No:75-71/002. p.l38.: for the 
period 1971-1989 I.A.A.P.; for the year 1990 

T.A.I.A. 

Total Sales is the sum of domestic production 

sales and import figures. 

As income increases the sales of a product will 
increase or at least it is expected to, but one 
should not discard the fact that there may not 
always be a positive relationship between income 
and sales. 

In various countries there is 
relationship between GNP per capita 
per automobile (U.N.P 1972, p.5). 

a close 
and persons 

As the population increases. the demand for a 
product may be expected to increase. too. 

The analysis was begun with two independent 
variables: GNP per capita and population, as it 
was thought that they would sufficiently account 
for sales: but later, when they failed to do so, 
other variables like petrol prices. length of 
motorways and number of houses had to be taken 
into consideration (Gonensay, Orhon and Tanberk 
1975. p.53). 

In view of the fact that the effects of variables 
like housing and motorways on sales may lag 
behind, lag data for these variables were 
included in the analysis as well (see TABLE 2). 

Car prices were not included in this research as 
a variable since preliminary study showed that 
there was no accurate data. Also 
this research was real interest on 
correlation coefficient with 
insignificant (r-0.03). 

excluded from 
savings as its 

sales was 

Data about promotion expenditures 
included in the research since active 
efforts in the sector in Turkey have 
begun. 

were not 
marketing 
only just 

Variables which may affect sales, such as 
consumer expectations about cars and alternative 
transportation facilities were not included in 
this research as the variables included were 
believed to be sufficient for our forecast. 
Furthermore, their inclusion would have greatly 
expanded the scope of this study. 

Research Model 

The regression model was used in this research 
having 24 observations. 

Correlation Analysis with the Independent 
Variables, GNP per capita and Population 

Correlation coefficients obtained as a result of 
the correlation analysis show that the relation 
of sales to GNP per capita and population is 
significant. The t test was carried out with a 
0.05 level of significance and 22 degrees of 
freedom confirms this. significant relationship. 
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TABLII 2 

AHRUAL DATA OF VARIABLES (3) 

GlfP PU PETROL 
IALIB CA.PI'I'A l'OPVLA'l'IO• ( 68 Pric•• MUMBI:R OF 

'IEAA (•.-.r> (U Pa:-ic•• TL) (OOO) 'rl./lt) •oussa 

nn usa2 
un uns 
Ult U376 
1110 11Ut 
1971 15515 
1972 350ts 
197) SlUt 
197t 68671 
1975 7t821 
1176 820U 

1971 "'" 1911 63017 
1979 55459 
lUO 32213 
1911 2U21 
U82 32125 
uu utao 
Ult 60139 
uas nzn 
Ulfi 8fU7 
1987 10715f 
1988 117917 
1989 117662 
1910 22269f 

WHERE: 

2202.20 
3332.10 
llU.OO 
3551.00 
3816.00 
3999.00 
UlO.OO 
UOI.OO 
6.526.00 
4715.00 
48U.OO 
U045 .00 
4786.00 
U38.t0 
nu.to 
U07.00 
UU.20 
5006 .oo 
51]2.40 
sus .00 
5617.20 
5731.90 
snt.so 
6052.10 

32150 
33525 
lUU 
l5J21 
315215 
37132 
U072 
ltOU 
f0072 
f0915 
41168 
uuo 
U530 
uua 
US tO 
U622 
nau 
U070 
50306 
S15U 
sun 
SUJ' 
sssu 

'"" 

11.01 
1.09 
1.02 
1.07 
1.12 ... 

.81 

.OJ 
1.00 
.n 
.92 

1.09 
1.8t 
1.88 
2.20 
2.39 
2.36 
2.28 
2.t1 
2.30 
1.61 
1.83 
1.90 
2.12 

GNP Per capita: Gross National Product per capita 

TLM: Total length of motorways 
LMNCA: Length of motorways newly constructed 

annually 
TLH ( 1 year lag): Tot:al length of motor"Ways 'With 

one year lag 
UINCA ( 1 year lag): Length of motor"Ways ne"Wly 

constructed annually. with one year lag. 
L Number of Houses: Number of new houses 
constructed annually. vith one year lag. 

50215 
UtlO 
uzu 
715119 
72816 
18Z21 
tiUil 
UUt 
97U1 

102110 
1Uf09 
120615 
Ut297 
139207 
118778 
115986 
11JU3 
122580 
11J205 
118597 
191329 
205U5 
225000 
2t5000 

Multiple Regression Analysis with GNP Per Capita 
and Population 

Stepwise selection method was used in determining 
the variables in the regression analysis 
(Chatterge and Price 1977, p.201-202). In the 
first step GNP per capita, whose correlation 
coefficient with sales was calculated to be 0.81. 
waa included in the analysis. GNP per capita was 
kept in the analysis due to the as a result of 
the F test. 

The population variable, which was to be included 
in the equation in the second step. was excluded 
from the analysis because the F test conclusion 
with a coefficient of determination (R') of 
0.0215 showed that it was insignificant in 
accounting for sales. 

(3) Data Source: 

Turkish Primeministry Statistics Institute 
(1972). '1971 Yearly' Ankara. 
-----------------(1978). '1977 Yearly' Ankara. 
-----------------(1984). '1983 Yearly' Ankara. 

-----------------(1990). '1989 Yearly' Ankara. 
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( 1) 

The correlation coefficient of the equation (1) 

was found to be (r)0.81 and the coefficient of 
determination (R' )-0. 66. The F test shows that 
this model is appropriate for the forecast. 

The forecast values were found after applying the 
model to the GNP per capita data for the years 
1967-1990 (see TABLE 2). The difference (errors) 
between the forecasts values of 1967-1990 and the 
actual sales figures are also calculated. 

When the model was tested, it vas seen that the 
model worked for the years 1987, 1988, 1989 but 
not for 1990. Therefore new variables vere added 
to our research since the model failed to predict 
the sales. 

At this point the question asked was "What would 
happen if the Population variable were included". 
and as a result of the analysis carried out R • 
rose to 0.67 from 0.66. and this showed that· the 
Population variable should not be included in the 
model. 



169

Correlation Analysis with New Variables 

Correlation coefficients of the new variables 
with sales were calculated and t test was applied 
to these coefficients. At the 0. 05 significance 
level. correlations of the variables - GNP per 
capita. population. number of houses, total 
lenght of motorways (TLM), TLM (one year lag) and 
lag number of houses (LNH) - with sales were 
found to be significant. 

Normally it would be expected that automobile 
sales to be positively affected as the length of 
motorways increases. But this was not verified by 
our data. 

Although Length of Motorways Newly Constructed 
Annually (LMNCA (one year lag) ) has dec rea sed 
compared to the previous years. sales have 
increased as can be seen in TABLE 2. The 
improvement and widening of the present motorways 
are not reflected as an increase in TLM data; and 
this is the reason why the correlation 
coefficient of LMNCA (one year lag) is negative. 

Stepwise Regression Analysis with New Variables 

Nine Variables were added stepwise to the 
analysis, and as a result, the variables GNP per 
capita. Population, TLM (one year lag) and LMNCA 
(one year lag) were included in the analysis and 
the others were excluded. 

The sign of partial regression coefficient of the 
variable TLM (one year lag) is (negative). 
However. normally one would expect car sales to 

increase as the length of motorways increases. 

Thinking that this situation could be due to 
multicollinearity, it was therefore analyzed by 
the Factor Analysis and Variance Inflation Factor 
(VIF) methods separately (Kurtulu§ 1992. p.439-
450). The results of the factor analysis showed 
that the variables GNP per capita. population and 
TLM (one year lag) were mutually dependent. 
Therefore, these three variables were reduced to 
one, and with the addition of LMNCA (one year 
lag). the analysis was carried out with two 
variables. 

Factor analysis 
multicollinearity check 
Factor (VIF) method and 

VIFG =1/1 - 0.94 -16.6 

VIFp -1/1 0.99 =100 

was confirmed by 
by the Variance Inflation 
the calculations were: 

VIFTLM (one year lag) =1/1 -

(2) 

(3) 

0.99 =100 (4) 

- 0.33 -1.49(5) VIFLMNCA (one year lag) =1/1 

Regression Analysis After Reduction of Variables 

The results of the regression analysis. where the 
independent variables: GNP per capita and LMNCA 
(one year lag). and the dependent variable sales 
were used, were also tested. 

When data were analysed it was seen that the 
variable LMNCA (one year lag) increases the R' 
value from 0.66 to 0.67. Therefore. one is again 
left with one variable as in the beginning of the 
analysis since the contribution of LMNCA (one 
year lag). in accounting for sales, declines to a 
very low percentage of 0.01. 

I1: was also determined that the results of the 
analysis using LMNCA (one year lag) but replacing 
the GNP per capita variable with the number of 
houses. 

Interpretation of Results 

The analyses and the statistical tests indicated 
that the models did not work for the year 1990. 

The firms in the automobile sector have increased 
their marketing efforts in recent years. These 
firms have started introducing new and 
contemporary models into the domestic market and 
have increased the number of retail outlets and 
service stations. For example. Tofaf had 271 
sales or retail outlets and 198 service stations 
in 1991 and Renault had 183 primary sales outlets 
and 91 secondary sales outlets in 1991. The firms 
already existing in the market and those who are 
newly entering it have done likewise vis-a-vis 
the number of sales outlets and service stations 
and have intensified their promotion efforts. The 
marketing departments of automobile firms now 
employ a sales force wellversed in contemporary 
marketing. Furthermore, in recent years it has 

become easier for consumers to use credit for 

automobiles directly or indirectly through banks. 
and this has also positively affected sales. It 
is obvious that any research which does not take 
all these marketing efforts into consideration 
will have biased conclusions. 

This research shows that the forecasts are quite 
likely to be inaccurate if they were made within 

the frame proposed by econometricians. Available 
research in Turkey forecasts automobiles sales 
and demand in such a frame and therefore fails to 
be valid and reliable. 

Hence it must be remembered that any research 
into sales forecasts. which does not take 
marketing efforts into consideration, is bound to 
fail. 
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Those who want to forecast automobile sales 
should instigate studies at micro level rather 
than macro. Domestic sales should be analyzed in 
two separate categories as domestically produced 
cars and imported cars. since the sales of these 
categories are affected by different factors. 
Researchers should take into consideration. 
authorized and secondary sales organizations. the 
service network, promotion efforts, models. 
consumer credit facilities. and the capability of 
the staff employed in the marketing 
organizations. 

A cross-sectional rather than longitudinal 
research is designed to forecast the car sales in 
1993. This model uses all previously stated 
marketing variables on a micro level. Since the 
research is still in progress that will be a 
topic for the future publication. 
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AN EXPLORATORY S1UDY ON 1HE MARKETING ACTIVITIES OF 1URKISH FIRMS IN THE FORMER USSR MARKET 

Ye~im Toduk Aki~. Bogazi~i University 

Abstract 

This exploratory research on 63 Turkish firms that were 
involved with the former USSR by December 1991 evaluates 
the marketing aspects of doing business with the ex USSR. 
Several marketing activities were evaluated in terms of 
importance as well as the usage levels. The "price" related 
marketing mix activities were considered most important, 
which were followed by public relations activities and sales 
calls. Advertising, trade exhibitions and symposia were 
among the activities judged the least important. Contrary to 
what this implies, those marketing activities that were 
perceived as being very important in this market were not 
used as much by the Turkish firms. 

Introduction 

Following Turkey's economic metamorphosis in 1980 and 
the ensuing export oriented development policy, many firms 
have adopted a new frame of mind. That is, exporting has 
become a regular part of daily business event for many of the 
firms. During the late 1980's, the export level has been 
somewhat stabilized around the 10-12 billion USD per year. 
The government has been searching for a new export 
strategy, while the practitioners have been pushing into 
"difficult to enter" markets, or trying to improve the added 
value of the exported items by improving their quality. 

In 1984, Turkey signed a countertrade agreement with the 
USSR involving the purchase of natural gas, while payment 
would be made with exports of goods and construction 
services. Implementation of this deal became possible in 
1989; and immediately afterwards USSR became the new 
target market for many Turkish firms. 

The structure of the ex-USSR market is quite different from 
the traditional trade partners of the Turkish firms. So, 
exporting to USSR not only needed adaptation to new rules 
of the market, but also it necessitated more proactive 
involvement and commitment from the Turkish side. 

Surprisingly, the 1991-1992 decentralization in USSR 
brought with it another set of new rules of doing business, 
where the new rules were mostly developed while doing the 
business itself. The local and international media were 
tailoring a big role for Turkey in the Republics of the U~S~. 
The Central Asian Republics began to see Turkey as their big 
brother. 

The empirical study described here (bas~d ~~ the doct.oral 
dissertation of the author) presents the sigmficant findmgs 
related to the marketing activities of the Turkish firms' 
involvement with the USSR. The objectives of the present 
paper are twofold: 
1. To provide information on the Turkish-USSR trade 
channels system and the related developments, 
2. Evaluation of marketing activities in doing business with 
the USSR. 

Turkey's Foreign Trade System and Turkish-USSR Trade 

Until 1980, Turkey's development strategy relied on import 
substitution and the protection of domestic industry. After 
1980 the government restricted its economic interventions to 
macro economic policies and to infrastructure only. Price 

controls were abolished. Some subsidies were phased out. 
Imports were liberalized; all quotas and other non-tariff 
barriers were removed and tariffs were lowered. A new 
incentive system was introduced to boost exports and 
transform the export structure in favour of manufactured 
goods. These incentives have later been gradually abolished 
once the exporters gained experience. 

Turkish exports increased from 2.9 billion USD in 1980, to 
13 billion USD in 1990. Besides, the share of manufactured 
goods in exports increased from 35% in 1980, to about 80% 
in 1990. Changes in export policy helped triple the share of 
exports in GNP. Until leveling off in 1989, exports made a 
major contribution to growth. 

In the development of Turkish exports, trading companies 
have played a major role. Until 1991 Turkey's trading 
companies could be divided between those obtaining special 
incentives as a result of their large export volumes and the 
rest, which were composed of big-medium-and smaller 
companies. The larger exporters, classified in the Turkish 
system as "Foreign Trade Capital Companies" (FfCC) (1) 
were entitled to additional export subsidies and enjoyed 
exclusive trading rights with socialist economies. At the 
beginning of 1990 the exclusive rights granted to Turkey's 
FfCC's to trade with Eastern Europe were ended. 

As shown in the Table-1 below, the Turkish-Soviet trade has 
increased by more than three times during the past five years. 
On the other hand, the export to import ratio has been very 
volatile. It has changed in line with changes in bureaucratic 
obstacles put forth by the USSR side. The overall 
development in trade can be taken as a reliable base for future 
expectations. 

Year 

1987 
1988 
1989 
1990 
1991 

TABLE 1 
1URKISH SOVIET FOREIGN TRADE: 

(thousand USD) 

Exports Imports Exp/Imp 

169,496 306,982 0.55 
271,408 442,619 0.61 
704,797 596,710 1.18 
530,723 1,271,355 0.42 
610,607 1,089,856 0.56 

Source: Stale Planning Organization, Slale Institule of Statistics 

The overall effects of the bilateral agreements were not only 
felt in the trade volume but also in the increasing variety of 
goods being traded. Whereas only 25 groups of goods were 
exported to the Soviet Union in 1986, this number increased 
to 70 in 1990. Besides, because of the bilateral countertrade 
system, the type of goods added in the lists in one particular 
period of time might not be included in the next year. So, 
one key characteristic of Turkish-USSR trade has been its 
volatility. 

Turkish-USSR Trade Channels 

At present, Turkish-Soviet trade relations are conducted 
through four channels besides the classical trade system in 
open market economies. The first of these is the trade 
through the "Long Term Frame Agreement" and "1986-
1990 Product Exchange Agreement"; followed by annual 
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protocols and lists of the tradeable goods as tools of 
implementation. In these lists, product categories are defined 
in broad terms. Later the parties decide on the type and 
amount of specific goods to be purchased. 

The second channel is related to the 1967 agreement of 
back payment of Soviet project credits by Turkish export 
p~oducts. Each year a list of exportable commodities is 
decided by the joint Turkish and Soviet Mixed Economic 
Commission. This is regarded as "special account" 
arrangement in the Turkish trade system. 

As of September 1989, Turkey owed 393.5 million USD to 
Eastern European countries for technical assistance and credit 
on industrial and infrastructure projects. In 1991, 26 million 
USD worth of goods were exported to the Soviet Union 
under "Special Account" for repayment of such credits from 
the Soviet Union. Such exports are mainly of agricultural 
products. Payments under the Special Account are to be 
completed by 1997. The Special Account is operated by the 
Central Bank. The normal procedure for the potential 
exporter and importer was to reach on an agreement in 
principle and both sides then seek a green light for the 
transaction to be included under the "Special Account". The 
exporter needs to receive a letter of credit from the importer 
in the Soviet Union through Vneshekonombank (until its 
abolishment), with a reimbursement clause referring to the 
Special Account. The Central Bank then informs the 
commercial bank in question and credits this bank for 
payment to the exporter. This system is still in force with 
minor modifications. 

The third trading is based on the Natural Gas 
Agreement. Natural gas is imported by Turkey under a 25 
year countertrade agreement with the USSR which provides 
for natural gas in exchange for services, manufactured 
goods, and agricultural commodities. The natural gas 
countertrade deal began to flow in 1989. The main source for 
the import of natural gas from the USSR is the pipeline 
passing through Bulgaria. The collapse of the Soviet Union 
has not interrupted gas supplies. After dissolution of USSR, 
the natural gas import deals were made between Turkey and 
three of the republics: Russia, Ukraine, and Belorussia. 

Between the Turkish and USSR authorities, "a natural gas 
list" is prepared each year. This list consists of the goods to 
be exported to the USSR by the Turkish firms. In order to 
import from Turkey through the gas deal, the inquiries of the 
USSR firms are collected in the Undersecretariat of Turkish 
Treasury and Foreign Trade (UTFT). Then, the negotiations 
start between the Directorate and the Soviet Trade Consul in 
Ankara. Negotiations are based on lists prepared by the 
Directorate (UTFT) with the help of information related to 
contract between Turkish and Soviet fum. Letter of intention 
and credit arrangements supplied by the Soviet side are also 
appended to these lists. After the acceptance of the contract 
agreement by the Directorate, the permit to export through 
the gas deal is granted to the firm. The monitoring of this 
contractual agreement is done in Turkey by the 
Undersecretariat of Treasury and Foreign Trade (UTFT). In 
practice, Turkish exporters register the goods in this 
Directorate prior to actual transfer, then the private banks 
that conclude these transactions keep the records (at the time 
of transfer the banks put a clause stating that this transaction 
is within the natural gas account). The Prime Ministry has 
also a copy of the up-to-date records collected from the 
banks and the treasury. 

Tiirk Eximbank, is another trade channel which is an active 
institution in Turkish trade assisting Turkey's export drive. 
Tiirk Eximbank supplies credits for exports to USSR by first 
arranging bridging finance through a number of Turkish 

banks and then adding its own longer-term resources. To 
qualify for use of this credit, the exporter should obtain 
permission in principle from Tiirk Eximbank for its export to 
be included on the list. 

Normal settlement channel also gained importance recently. 
For the great majority of transactions in 1991 and 1992, the 
basic mechanism for trade finance was payment in hard 
currency on the basis of a letter of credit or cash against 
documents or cash against goods. 

Background Literature for the Study 

In order to evaluate marketing activities of Turkish firms in 
the former USSR market two streams of literature is 
surveyed. First is related to Turkish studies concerned with 
mainly export behavior of firms. As expected there was no 
prior study on the USSR or CMEA area. The second one is 
related to studies directed towards this particular area. 

The behavioural aspects of Turkish exporters have been 
studied previously by Bodur (1982), Bodur and c;avu§gil 
(1985), Karafakioglu (1986), and Kaynak and Erol (1989). 
Bodur (1982) describes the export marketing management of 
89 food and textile manufacturers, on the basis of their 
policies in export marketing planning development, problems 
they face during exporting and the possible solutions for 
those problems. Bodur and c;avu§gil (1985) study provided 
a comparative analysis of export information needs and the 
marketing research orientations of Turkish exporters selling 
to different regions of the world, North Africa and the 
Middle East, and OECD countries. Karafakioglu (1986) 
examined factors which are influential in directing Turkish 
manufacturers to exporting. This research pointed out that 
the majority of the Turkish companies started exports in 
response to unexpected orders and entered international 
markets as a result of domestic push factors. Kaynak and 
Erol (1989) examined the export orientation of Turkish 
manufacturing and trading house firms and differentiated 
these two types of firms in terms of their export drives. 

Involvement types with the USSR are studied by Marer and 
Miller( 1977), Hoyt( 1978), and Hisri£h and Peters( 1983). 
Attitudes and interests in specific trade related activities with 
the East are further analyzed by Hisrich and Peters(l985), 
and Hecht and Oliver(l988). Finally Mi:iller(l982) compares 
the promotional management in exporting to the Soviet 
Union versus OECD countries with a sample of 100 Finnish 
firms. However, there are no empirical studies examining 
trade and marketing activities with USSR from a developing 
country perspective. 

Research Methodology 

The study started with the identification and gathering of the 
available secondary data on Turkish-USSR trade relations, 
and academic studies on "firms behavior towards USSR". 
Relying on the background information at hand, a 
questionnaire was designed for administration to business 
people that were already involved with the USSR. 

There were no lists of companies actively involved with the 
USSR to use as a frame from which a sample could be 
drawn. So the sample was selected from the DE1K's 
(Foreign Economic Relations Board) Soviet-Turkish 
Business Council members. This can be regarded as a 
judgemental sample, as the researcher believed that most of 
the bilateral trade participants had joined DEtK to get 
advantage ot the Hoard's connections and influence in 
Moscow. 
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Following a pilot study, questionnaire was distributed to the 
members of DElK Turkish-USSR Business Council, during 
a plane trip to the biannual meeting in Moscow, on 15 
December, 1991. So, a substantial number of members 
received the questionnaires at the same time. They all 
completed it within 1.5 hours. 

Self-administered questionnaires were filled in the 
researcher's presence, thus an opportunity was created for 
the respondents to seek clarification on points of confusion. 
103 questionnaires were passed to DEIK members during 
the plane trip from lstanbul to Moscow. 63 business people 
representing diffent companies completed the questionnaire; 
23 reported that they had insufficient experience with Soviet 
trade; 8 declined to answer the survey, stating company 
policy as an excuse; 3 of the questionnaires were incomplete; 
and 6 did not hand in the questionnaire. 

Although the questionnaire consists of several parts, only a 
section of data collected are examined here. Besides the 
company characteristics information (industry, gross sales, 
exports to total sales, number of countries involved, the 
length of involvement, experience of contacted person), 
importance of various marketing activities, and use of 
promotional activities for the Soviet market is analyzed. 

As 1991 has been an extremely dynamic year in terms of 
changes in USSR and these changes are reflected in the 
business relations with that country, the questionnaires were 
distributed to the respondents at the same time to guarantee 
that they all had the similar information at the time of the 
study. Otherwise, the effect of "history" (2) would leave this 
research with uncomparable replies. 

Findings 

The firms in the sample came from various industries. The 
highest number was from the trading firms (some were 
FTCCs), which were represented by 22.2% in the sample. 
Construction sector supplied the second largest group with 
17.5%. Then followed textile, and machinery groups both 
having an equal share of 15.9%. Food and beverage industry 
is represented by 11.1 %, chemical industry by 7 .9%, and 
banking sector by 6.3%. Both earthware, and iron and steel 
industries had only one firms in the sample. 

Relying on the ISO (lstanbul Chamber of Industry) statistics, 
78.3% of the firms in our sample could have ranked among 
the top 500 firms (gross sales over lO million USD) , so 
they can be classified as "very large". Accordingly only 15% 
of our firms (total sales less than 5 million USD) can be in 
the "small-to medium" sized category. The rest, between 5-
10 million USD, are classified as "large". 

When the firms are evaluated in terms of their 
exports/foreign contracts share to total sales, it is found that 
42.4% of the firms earn more than 50% of their sales 
revenues from abroad. Exporting/foreign contracts can be 
said to be important for 23.1% of the firms as 26-50% of 
their revenues come from this source. Finally, 
exporting/foreign contracts seems to have limited importance 
for 34.5% of the firms as Jess than 25% of their income is 
earned by these activities. 

The firms are further classified according to the number of 
countries involved. Firms that just started to internationalize, 
with USSR their only foreign market, is represented by 
11.7% of our sample. The second group that has business 
relations with two to five countries constitutes about 30% of 
the sample. The rest has involvement in more than six 
countries and they can be evaluated as actively involved 
international companies. 

The length of Turkish firms involvement with Soviets runs 
parallel to the development of bilateral trade relations. There 
is a high percentage ( 46.1%) of firms whose involvement is 
only one to two years old. The companies that have relations 
for more than five years old constitute 20.6% of our sample. 

The average experience of the contacted person in exporting 
or international business is about five years. 

Marketing Activities for USSR Market 

In order to understand the (export) marketing attitude of 
Turkish firms towards the Soviet Union, a twofold analysis 
is carried out. First, the importance of marketing activities in 
exporting to USSR is explored (Table-2), then the Turkish 
companies' use of these promotional activities for Soviet 
market is analyzed (Table-3). Finally, the Turkish findings 
are compared to Moller (1982) study which evaluated the 
marketing activities of Finnish firms directed to the USSR 
market (Table-4). 

In Table-2, the "product" variable is measured by product 
quality as well as product design and package (Moller, 
1982). Eventhough in the same Moller study "price"is asked 
in two dimensions, because of the importance of hard 
currency issue at the time of our survey, it is measured by 
three explanatory variables: Price and discounts, company 
credit, payment terms and conditions. "Place" is questionned 
in two dimensions: Delivery time, and distribution channels. 

The importance attached to various marketing activities 
towards USSR by Turkish companies is presented in Toob-2 

TABLE2 
IMPORTANCE OF THE MARKETING ACTIVITIES FOR 

USSR EXPORTS 

Toduk-Aki~ Moller 
Study(1991) Study(l982) 

Marketing Activities Mean(l) Rank Mean(2) Rank 

Payment Tenns and Conditions 3.489 I 1.56* 13 
Public Relations Activities. Gifts 3.348 2 2.16 8 
Company Credit 3.273 3 1.56* 14 
Price and Discounts 3.250 4 3.32 1 
Reputation, Company Image 3.239 5 3.12 2 
Sales Calls 3.159 6 2.40 7 
Delivery 3.068 7 2.64 6 
Product Quality 2.978 8 3.08 3 
Distribution Solution 2.778 9 1.88 11 
Product Design, Package 2.732 10 2.12 9 
Customers' Plant Visit 2.698 11 2.96 4 
Technical Service and Training 2.649 12 1.96 10 
Trade Exhibitions, Symposia 2.415 13 2.92 5 
Advertising 2.282 14 1.44 12 

* Asked in one question 
(1) calculated mean scores by using a 1-4 Likert Scale, 1 being the least 
important, and 4 being the most important. 
(2) adjusted Moller (1982) study's Likert scale from 1-5 to 1-4 for 
comparison purposes. 

In the Turkish study, it is very obvious that price related 
variables ranked highest. They are followed by public 
relation activities and sales calls. Advertising, and trade 
exhibitions and symposia were among the activities judged 
lea~t. i!llpo~ant in the context of international marketing 
actlvtttes dtrected towards the USSR market by Turkish 
firms. 

When the findings of the Turkish study are compared with 
those of Moller's Finnish study in Table-2, it can be seen 
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that in both studies advertising receives the lowest value. 
Surprisingly, in the Moller study, eventhough the "price" 
variable including price and discounts ranks as the highest 
important activity, another "price" variable consisting of 
credit and payment terms ranks as the second lowest 
variable. Moller, also finds this point noteworthy because as 
it is stated "credit and payment terms are usually very 
important when selling to the COMECON area. A possible 
explanation could be the rather small size of a typical order 
from Finland"(p.207). In the Turkish study this variable was 
divided into two dimensions as payment terms and 
conditions, and company credit, and were perceived as the 
first and the third most important variables in consecutive 
order for the marketing activities towards the USSR. This 
may be due to the better balance of Turkish sample than the 
Finnish one (ranging from small firms to big ones) in 
representing the general attitude. 

Use of Promotional Activities in USSR Market by the 
Turkish Firms 

The promotional mix investigated in this study (fabb-3) 
includes the following activities (Staube, 1974): Advertising; 
company and factory visits for customers; exhibitions, trade 
fairs, symposia; public relations activities and gifts; sales 
calls, product demonstrations; technical service and training. 
Another closely related factor is company image (Moller, 
1982), which is a function of both communication activities, 
and past and present company performance. 

The utilization of promotional activities in Soviet exports was 
expected to be correlated with the pattern of their perceived 
importance. Tab1e-3 gives the number of firms using each 
activity and their intensity of use. 

TABLE3 
USE OF PROMOTIONAL ACTIVITIES FOR SOVIET 

MARKET 
n * mean std. dev. 

Sales Calls 47 3.532 .584 
Customer Visits 46 3.413 .654 
Public Relations Activities, Gifts 41 3.069 .875 
Trade Exhibitions and Symposia 37 2.667 .737 
Technical Service and Training 22 2.200 .961 
Advertising 31 2.154 .844 

* When the Turkish firms usage intensity levels are weighted according 
to the Likert scale; "1" being not used at all, and "4" being used many 
times, the weighted averages are calculated for each promotional 
activity. 

Sales calls (x=3.53) and customer visits (x=3.41) have 
received the highest usage levels in the Turkish sample. 
However, the same variables ranked the sixth and the 
eleventh when all the marketing activities importance levels 
were considered (Table-2). So, a new Table-4 is generated in 
order to show the comparisons of the importance of the 
marketing activities, with the promotional activity importance 
and usage levels. 

In the following Table-4, promotional activities as a whole, 
with the exception of the "public relations activities and gifts" 
ranked amongst the least important marketing mix activity. 
Sales calls, as stated was the sixth, and the rest of the four 
promotion activities have received the lith, 12th, 13th, and 
14th positions. 

TABLE4 
COMPARISON OF PROMOTIONAL ACTIVmES 

IMPORTANCE AND USAGE LEVEL 

Marketing Promotion 
Importance Usage 

Rank (Mean) Rank (Mean) 

Public relations activities, gifts 
Sales Calls 
Customers' Plant Visits 
Technical Service and Training 
Trade Exhibitions,Symposia 
Advertising 

2 (3.348) 
6 (3.159) 

11 (2.698) 
12 (2.649) 
13 (2.415) 
14 (2.282) 

3 (3.069) 
1 (3.532) 
2 (3.413) 
5 (2.200) 
4 (2.667) 
6 (2.154) 

As hypothesized before, the activities perceived as most 
important were expected to be used more than others. 
Eventhough "public relations activities, gifts" was judged as 
the most important promotion activity, it was only the third 
utilized promotional variable. This may due to the 
nonexistence/limited availability of professional public 
relations organizations, as well as the difficulty of identifying 
the right target to give gifts or build a company image. So it 
could not have been practiced as much as the Turkish firms 
would like to use. 

Finally, Table-5 puts the comparison of Turkish versus 
Finnish firms use of promotional activities for the Soviet 
market. Although time periods for which the two studies are 
compared are quite different, Turkish firms seem to utilize 
the promotional activities more than Finnish firms in general. 
In the particular cases there is not much difference in the 
ranks of promotional activities; sales calls, customer visits, 
trade exhibitions, and public relations activities occupy the 
first four ranks in either case. 

TABLES 
USE OF PROMOTIONAL ACTIVITIES FOR SOVIET 

MARKET: A COMPARISON 

Toduk Aki§ Moller 

Promotional Activities 
Study Study 

% of firms using the activity 

Sales Calls 100 88 
Customer Visits 100 82 
Public Relations Activities, Gifts 95 75 
Technical Service and Training 73 49 
Trade Exhibitions and Symposiums 95 86 
Advertising 79 29 

Discussion and Implications 

Before the decentralization of imports in the USSR, the 
structure of the bureaucracy used to act as a barrier to entry 
and ultimately reduced the marketing costs. Demand for 
goods was so high and supply so short that advertising 
budgets on the large Western scale virtually did not exist for 
Soviet firms or foreign firms active in the USSR market. 
Nor there was the severe competition we find in open 
markets. So market shares could remain secure with very 
little additional investment. Besides, because very few 
officials could purchase essentially all of one product for the 
nation, there was no need for an expensive sales force or 
distribution system. This led to the minimization of the 
marketing activity as a whole until 1992. 
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Eventhough there has been some empirical research on the 
export behaviour of Turkish firms, this study is the first one 
demonstrating this behaviour towards a unique-area: former­
USSR. The importance of this area for the Turkish 
companies has increased with the beginning of a special 
countertrade practice since 1987, that is the natural gas deal 
between the two countries. The disintegration of the ex­
USSR Republics offer some opportunistic business markets 
for the Turkish companies which also necessiates well 
planned international marketing strategy along with effective 
use of marketing tools. 

The present paper analyzed the importance and use of several 
marketing tools by the sampled Turkish companies in the 
former-USSR market. It is seen that the adverse market 
conditions as well as the unconventional trade channels do 
not allow the systematic use of effective marketing tools in 
the area yet. This may make it necessary for the business 
community to form the required functional units within the 
former-USSR so that the tools could be used when needed. 

Turkish government and its agencies may also act as market 
developers -i.e. to form its own trade banks, barter houses, 
contact offices, and public relations units - to support the 
Turkish exporters. This action 
has to be taken as soon as possible, so that Turkish 
companies could have their first-comer advantage over the 
others. The only way to sustain this advantage over a longer 
period is to rely on an organized marketing effort in the 
former-USSR Republics. 

Notes 

1 In order to be eligible for FfC status, the company should 
have paid capital of 5 billion TL, and export volume of 100 
million USD; according to Decree promulgated in Official 
Gazette dated 18 January,1992. 

2 Churchill (1991) definition "History refers to the specific 
events, external to the research (experiment) but occurring at 
the same time, that may affect the criterion or response 
variable" (p.182). 
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Abstract: 
Foreign expansion is gradually becoming an importaDl 
option for further corporate growth in the Eurofood retail 
industry. The objective of this paper is to find out 
whether there is a correlation between the entry modes 
chosen by the Eurofood retail firms entering foreign 
markets and the maao-environmental factors of the host 
country markets. It concludes that; similarities or 
dis.9mi1arities between macro-environmental factors of 
home and host markets will effect the choice of foreign 
market entry modes and more similarity leads more 
foreign market involvements by the Eurofood retailers. 
Introduction 
Intemationalisation has been defmed as "a process in 
which the enterprise gradually increases its international 
involvement" Johanson (1990), Jannet (1988), Root (1987) 
and Buzzel (1988) gave a range of reasons why 
organisations may start foreign operations. Some of these 
motives are: 
1. The domestic market bas become mature and hence, 

there is lack of further growth opportunities in the 
domestic market. 

2. Foreign markets are growing faster than the home 
market. 

3. Getting additional volume and achieving economies 
of scale. 

4. Purely defensive reasons (foreign competitors are 
entering the home market). In general, there are 
three modes for foreign expansion distinguished 
namely exporting, contractual modes (licensing, 
franchising) and direct investment methods Goint 
venture, equity participation, acquisition and start 
from scratch or greenfield investment). Exporting 
implies that the product is manufactured outside the 
target country and afterwards transported to it. 
According to Young (1989), "exporting is generally 
recognised as being the least-risk method of 
internationalisation and, as such, normally represents 
the "toe in the water" in international business. 
Contractual modes are "long term non-equity 
association between an international company and an 
entity in a foreign target country that involve the 
transfer of technology of human skills from the 

former to the latter" (Root 1987). A direct 
investment is the method with an investor in one 
country moving capital to another for the purpose of 
participating in ownership or management of 
business activities" (Matsuura 1991). Joint ventures, 
starting from scratch/greenfield investments and 
acquisitions are examples of a direct investment. 
Which method is the best for a frrm considering 
foreign expansion, depends on many factors. Several 
authors like Vernon, Horst, Hirsh and Aliber (in 
Young 1989, p.30) and Rugman (1985) focused on 
the rational approach; they compared the costs of 
each method and suggested that the cheapest method 
should be chosen. The Uppsala model of inter­
national expansion highlights the role of behaviourial 
factors in the process of choosing a particular entry 
mode (Johanson 1990). It is suggested that the more 
a decision maker knows about a foreign market, the 
more confident he/she will feel. Hence, firms will 
start with exporting their product. After a while, 
contractual methods will be applied. When businesses 
are going well, the fmal stage is that companies are 
presumed to apply direct investments (Johanson and 
Vahlne 1977, Erramilli 1990). Erramilli (1991) 
further suggested that the major determinant of 
selection is the similarity between the host and the 
home market. Hence, the choice of entry mode is a 
function of cultural characteristics, frrm variables and 
industry variables. Empirical research proved the 
importance of cultural factors in the choice of entry 
mode. Cultural factors are seen as very important in 
the case of entering foreign markets by means of an 
acquisition due to "the difficulty of integrating an 
already existing foreign management" (Kogut and 
Singh 1988). 

A SURVEY OF FOREIGN EXPANSION OF THE 
EUROFOOD RETAIL 
In this study, Euromarket has been seen as the European 
Community (EC) countries only (Dalgic 1992). Hence, 
the efforts for cross border expansion of food retailers 
from these countries were regarded. It appeared that the 
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structure of the food retail sector for each EC country is 
varying; from monopolistic competition-many suppliers, 
limited ability to affect the prices individually and with no 
entry barriers-in the Southern area to oligopolistic-a few 
number of suppliers, able to set prices-in the North. 

THE RESEARCH METHODOWGY 
In order to see whether Erramilli's (1991) findings are 
valid for the Eurofood markets, a mail survey was 
conducted among 20 European food retailers who have 
engaged in international operations. This number was 
obtained from Food Magazine International and verified 
with the list of Euromonitor (European Food Retailing to 
1995) and Prodis (Vademecum van de Levensmiddelen 
Distributie 1992) in terms of their international 
characteristics. It was decided to conduct a full survey 
rather than applying a sampling method for only 20 
companies. It may be claimed that they may represent the 
Eurofood retailers in the industry which have 
international involvements. Chief Executive Officers of 
each firm were sent a questionnaire. This was consisted 
of two groups of questions; 

1- company-specific with general questions about the 
organisations and; 

2- country-specific with questions about their foreign 
expansion for each country. Finally, 9 frrms returned 
completed questionnaires in usable forms, making 
the response rate 50 percent. These 9 replies were 
accompanied with 18 completed country-specific 
questionnaires. 5 other firms either gave short 
information by telephone or sent some general 
information about their foreign involvements. Only 4 
organisations remained refusing to co-operate. 
However, informative data was found for the foreign 
activities of these companies from the literature. 

Suney Results: 
Starting from scratch is the most fllVOUI'itl! type of fomgn 
entrtmce mode for Eurofood mai1en subject to our survey. 
Apparently, direct investment methods are most popular 
in the process of international expansion of the Eurofood 
retail industry. Franchising as the only pure contractual 
method, is only applied in a relatively few cases. 
According the factors influencing the choice of the initial 
foreign market entry mode, the overall scores of the 8 
frrms which answered this question for their joint 18 
home country-host country relations, were as presented 
in on a five-point Osgood Scale. According the scores 
given, the costs of the several entry modes which can be 
chosen is generally considered as the most important 
factor by the 9 respondents. In conclusion, it can be said 
that the fmdings of this survey supports the fmdings of 
Erramilli (1991) for the Eurofood retailers covered in this 
study. When Western European food retailers are seeking 
cross border expansion of their corporation, the choice of 

entry mode depends on the similarities and dissimilarides 
between the home and the host country macro-environ­
mental factors. Foreign expansion can be an attractive 
option to sustain corporate growth in the food retail 
sector in Europe. 

References 
A comprehensive list may be obtained from the authors. 
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SELECTING INTERNATIONAL FREIGHT FORWARDERS: 
AN EXPERT SYSTEMS APPLICATION 
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Michel Mitri, Eastern Michigan University 

Abstract 

The environment of international freight forward­
ing has witnessed drastic changesin recent years. 
Three sources of change can be identified in 
this environment: (1) the changing nature and 
needs of companies involved in exporting; (2) 
the diverse and increasingly comprehensive set 
of services provided by international freight 
forwarders (IFFs); and (3) a rapidly changing 
set of environmental background factors that are 
affecting the nature and the scope of the for­
warding business. 

Against this background, "new forms" of forward­
ers incorporating a broad spectrum of services 
under one roof are emerging. In an effort to 
increase their potential contributions to the 
value chains of their customers, many IFFs are 
becoming one-stop comprehensive service providers. 
Such total logistics companies are becoming a 
critical third party in obtaining a competitive 
advantage in foreign markets. Hence, the selec­
tion of an IFF is no longer a simple operational 
decision but a "strategic" one. 

This paper presents an expert systems tool to 
assist decision makers in selecting the freight 
forwarder that fits their needs best. The system, 
called FREIGHT brings together international 
marketing, logistics, and artificial intelligence 
knowledge. In order to facilitate understanding 
of the tool, a sample consultation session with 
FREIGHT is also presented. 

FIGURE 1 

Structute of the FREIGHT Expert System 

FREIGHT was developed as a response to the defi­
ciency of expert knowledge and the complexity 
and specificity of the IFF selection problem. 
FREIGHT is based on a hierarchical weighted 
model. The hierarchy is defined in terms of ab­
stracted freight forwarder features called dimen­
sions. Dimensions serve as the baseline for eval­
uating a potential IFF. 

Dimensions are related to each other in a parent­
child relationship producing a tree-structured 
hierarchy. Incorporating both expert knowledge 
and published research findings (See Ozsomer et 
al. 1993 for a discussion of the development and 
validation process) six parent dimensions are 
identified: (1) Expertise; (2) Specialization; 
(3) Responsiveness & Attention; (4) Efficiency & 
Reliability; (5) Communication & Information; 
and (6) Finance. The structural hierarchy and 
the dimensions of FREIGHT are presented in Figure 
1. 

For further information contact: 
Aysegul Ozsomer 

The Eli Broad Graduate School of Management 
International Business Centers 

6 Kellogg Center 
East Lansing, Michigan 48824-1022 U.S.A. 

THE STRUCTURAL HIERARCHY AND DIMENSIONS OF FREIGHT* 
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Abstract 

Services sectors of various economies in the world 
are fast expanding. Concurrently the world trade in 
services is growing at a faster rate than in 
manufactured products and commodities. This process 
is facilitated by several global developments which 
are progressively removing the barriers for global 
trade in services. This paper identifies the 
emerging trade opportunities in global trade in 
services especially for third world businesses. It 
also provides some strategic guidelines dealing 
with the supply and demand sides of services 
marketing. 

Introduction 

One of the significant developments in recent years 
world over is the growing recognition of the 
importance of the services sectors in the national 
economies of the various countries. As many of the 
developed countries phase into post-industrial 
stage of development, services sectors are emerging 
as the dominant parts of their respective 
economies. This trend of growing importance of 
services can generally be observed not only with 
regard to developed countries but also in the case 
of many developing countries. According to one 
author: "Services are an increasingly important 
component of the economy of most countries in the 
world to-day.In the industrial nations, for 
example, an average of about 60 percent of gross 
domestic product comes from services. In middle 
income countries the average is about 50 perce'nt, 
while in low-income countries almost one third of 
GDP can be attribut.ed to services" (Dahringer and 
Muhlbacker, 1991). Concurrently international trade 
in services is gaining momentum in recent years. 
New information and communication technologies are 
accelerating the growth in international trade in 
services. While total international trade in 
services variously estimated to be between 20 to 30 
percent of the total world trade, it is expected to 
grow at the rate of about 20 percent. 

Because of the new technologies the scope of 
tradeable services is expanding greatly in recent 
years. These new technologies are also changing the 
competitiveness of various countries. Thus, for 
example, the recent growth in shifting a number of 
back-office clerical tasks from developed countries 
to more competitive semi-developed or developing 
countries facilitated by satellite transmission is 
a case in point of such fast changing competitive 
scenarios in the international trade in services. 
Table 1 provides an overview of some of the major 
players in global services trade. 

Insert Table 1 
World Services Trade 

Here 

Although global trade in services is fast expanding 
and has significant implications for socio-economic 
development of all countries, in recent it is 
shrouded in controversy, conflict and North-South 
confrontation. However, these larger global 
services policies issues and the resulting North­
South confrontations are beyond the scope of this 
paper. The major objective of this paper is to 
point out the emerging global environment and 
opportunities for international trade in services, 
especially for developing countries and provide 
some strategic guidelines for realizing such 
opportunities through effective international 
marketing of services. 

Emerging Global Environment 
For International Trade In Services 

In November, 1982 at GATT ministerial meeting, U.S. 
and some other developed countries made proposals 
for the establishment of a working paper on 
services. Since then the developed countries argued 
to bring the international trade in services within 
the framework of GATT agreements. However, 
objections were raised by developing countries lead 
by Brazil and India which have generally been 
opposed to the establishment of multilateral 
framework for negotiating the international trade 
in services. There is extensive literature dealing 
with this North-South conflict and confrontation in 
the area of international trade in services. There 
is extensive literature dealing with this North­
South conflict and confrontation in the area of 
international trade in services. In spite of such 
North-South conflicts and confrontations, the 
nations of the world-both developed and 
developing-are progressively embracing liberal 
international trade postures both in goods and 
services. It is increasingly being recognized that 
liberalization of trade in services is not a zero­
sum game. There are gains not only for countries 
which expand their exports (for example countries 
in the case of services) but also for those which 
will increase their imports (for example developing 
countries in the case of services) . It is 
increasingly recognized by many countries, 
including countries that freer trade in services 
can accrue many developmental benefits. It can 
provide inexpensive inputs, infrastructures and 
technology transfers as well as international trade 
development. Such development implications are 
likely to provide more access for international 
trade in services in many developing countries in 
future. Simultaneously, tradeability of many 
services facilitated by the new information and 
communication technologies is opening up many 
export opportunities in services to the developing 
countries. In many labor intensive tradeable 
services the comparative advantage is inexorably 
shifting in favor of developing countries, 
especially those endowed with technically trained 
manpower. These emerging trends in international 
trade in services clearly demonstrate that 
comparative advantage in services trade is of 
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itself dynamic not 
demonstrate that 

static. Also, 
liberalization 

these trends 
of trade in 

services, as stated earlier, is not a zero-sum game 
but benefits accrue to both developed and 
developing countries. As Professor Jagdish 
Bhagavati contends that "factor endowments make 
labor cheaper in the poor countries and that his 
makes services cheaper in turn since they are labor 
intensive" (Jagdish Bhagwati, 1987) . There is 
growing evidence in recent years which indicate 
that the comparative advantage for trading in 
services is shifting from developed to developing 
countries (Quinn and Ganon, 1986, Chipello, 1988, 
Wysocki, 1991). 

Global Opportunities In Tradeable Services 

Global opportunities in services trade are fast 
emerging as result of many contemporary 
developments in global business environment. Some 
of the recent developments which are likely to give 
greater push to global trade including trade in 
services include: 

1) disintegration of former USSR into twelve 
independent states 

2) the approaching greater integration of the 
European Econommunity by 1992 

3) The u.s.-canada free trade agreement 
4) the emerging North American Free Trade 

including Mexico 
5) privatization processes initiated in the 

East European countries 
6) the unification of west and east Germanys 
7) the growing flow Japanese investment and 

technology in Pacific rim countries 
resulting in accelerated economic growth 

8) continued buoyancy of the four East Asian 
NIC (Newly Industrialized Country) nations 

9) the fast improving Sino-west relations in 
the post-Tiananmen Square era 

10) the social reforms in South Africa 
11) the liberalized trade and investment 

policies in India and 
12) the general spread of the concepts of trade 

liberalization and privatization in rest of 
the world. 

These global macro developments underscore economic 
self interest rather than political idealism and 
economic cooperation rather than military and 
political confrontations. In pursuit of economic 
interests the walls of trade and investment 
restrictions are being torn down, creating an 
international business environment which has been 
referred to by Fortune magazine (McNulty, 1990) as 
"the era of possibilities". 

As barriers to trade and investments are being 
removed, it would be possible of all services 
organizations including those in the developing 
countries to expand their businesses across 
national boundaries. With the removal of 
particularly investment restrictiorrs, service firms 
in developing countries would find it easier to 
make quality investments which are often necessary 
to do business abroad. Services, according to the 
United Nations estimates, already are a large 
portion (about so percent) of all foreign direct 
investment especially in advanced countries. With 
the elimination of barriers, the amount of foreign 
direct investment for services in all nations will 
grow even more. In this era of economic cooperation 

as pointed out by Stewart (1990), worldwide 
services represent the best prospects for sales and 
profits for all services firms both in developed 
and developing countries. Especially for those 
developing countries with potential to provide 
various types of business and technical services at 
competitive prices, for example India, the 
prospects for increasing international trade in 
services look bright under the emerging conditions 
of world-wide trade and investment liberalization. 

Within this cooperative business climate, new and 
advancing technologies create tremendous 
opportunities for international trade in services. 
Many countries in Asia, Africa, Latin America, 
Eastern Europe and elsewhere desperately need 
technology and technical assistance rom outside to 
improve their economic standards. Consequently, 
there is a strong demand for such services as data 
processing, programming, management saltation, 
equipment maintenance and repair, education, 
management training and development and, industrial 
planning. Services related to information and 
communication technologies especially are in big 
demand worldwide. 

Another factor that has improved the prospects for 
services is the rise in incomes and savings in many 
parts of the world. Japan, Korea, Taiwan, 
Singapore, Hong Kong, the United Kingdom, Germany 
and others have experienced an unusual economic 
growth over the past few years. As a result, demand 
for a number of services including financial 
services, health care, travel, personal care, 
insurance, lodging, recreation, and entertainment 
has spurred. Rapidly growing consumer demand in 
many countries offers significant growth 
opportunities for various consumer service 
industries as well. 

The growth in incomes and savings seems to have 
affected tourism in an important way, providing 
global opportunities is such projects as airport 
development, hotel construction, hotel franchising, 
hotel management, car rentals, catering, travel and 
excursion planning and transportation. Foreign 
travel by business representatives has recently 
increased so fast that it has forced many nations 
to expand their travel facilities very quickly. 
Most developed and developing nations are anxious 
to develop tourism business and many offer a 
variety of incentive programs to encourage foreign 
investments. 

For other types of business infrastructure services 
there are better prospects abroad, too. In 
developing countries, direct mail and telephone 
marketing are new concepts with a great potential 
for growth. Maid services, mail processing, 
accounting, collection, tax preparation, message 
taking and temporary help are among the number of 
services which are expected to grow world wide 
during the 1990s. 

As a result of unprecendented global developments 
over the past few years, overseas opportunities 
exist in both consumer and industrial service 
markets. Foreign governments also represent viable 
markets for service providers. Certain world 
markets with potentials for services are summarized 
in Table 2. 
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Insert Table 2 
Global Prospects In Services-Selected Markets 

Here 

Strategic Guidelines 

In order to take advantage of the available foreign 
opportunities, small service businesses will have 
to design strategic programs that would enhance 
customer satisfaction and overcome some of the 
challenges of such unique service features as 
perishability, inseparability, intangibility and 
quality variability. 

Supply Side 

Unique service features pose serious problems on 
the supply side. Because services have to be 
produced when and where they are needed, customer 
satisfaction depends considerably on the quality of 
service providers. As the market for services 
expands, so does the need for capable service 
providers. There lies a challenge of matching 
supply with demand. In this context, if the 
services businesses in the developing countries 
have to take advantage of the emerging service 
trade opportunities world-wide, they have to 
recognize the rigorous quality and on-time 
performance standards demanded all over the world 
in today's highly competitive global markets. 

To service customers efficiently and effectively in 
the demanding overseas markets a service firm needs 
people who not only could produce services but also 
market services through personal characteristics 
that extend beyond their technical competence. Such 
effective marketing competence may be especially 
required on the part of the services businesses in 
developing countries, where they often lack 
marketing sophistication compared to counterparts 
in developed countries. Developing countries, which 
may have services export or overseas services 
production potential at competitive prices, have an 
obvious shortage of such people. There is obviously 
shortage of such people, especially in developing 
countries which may have the services export or 
overseas services production potential at 
competitive prices. Most services organizations are 
faced with the problems of recruiting and retaining 
individuals who are both technically and culturally 
qualified to engage effectively in international 
business. These problems may prove to be serious 
obstacles especially to the developing countries' 
businesses aspiring to expand their services 
operations in overseas markets. 

Many service organizations could alleviate this 
personnel problem by providing training in cultural 
and/or technical areas. Financial incentives and 
conducive work environment are necessary and should 
be provided in order to minimize recruiting and 
retention difficulties. Perhaps, in the developing 
countries context, these problems may be less 
onerous as most of the foreign assignments, with 
few exceptions are looked upon more favorably by 
the employees than in the developed countries . Once 
the staffing problem is overcome, customer 
satisfaction-and, thus, customer retention-is 
rather easy to achieve. 

There are examples of service organizations which 
have tried to solve their personnel shortage 
problems by bringing foreign customers to the 
seller's home country or by going to the customer 
overseas in regard to the latter, many Indian 
computer software supply companies send their 
staffs abroad for short durations on specific 
service supply assignments. Border crossing 
strategies are effective, but they still impose 
serious physical and legal limitations, hindering 
expansionary efforts. To overcome some of these 
limitations, strategies such as foreign licensing, 
joint-venture, or wholly-owned subsidiaries may be 
used. These foreign affiliation or collaboration 
strategies may involve a variety of ownership and 
control features each one having its individual 
advantages and weaknesses in terms of 
organizational objectives and customer 
satisfaction. 

The affiliation approaches result in multi-site 
locations with multi-providers of services. As the 
number of service locations and service providers 
increases, services become less uniform and less 
consistent creating variability in quality. Thus, 
as a service firm expands beyond a single location 
to multiple locations abroad, it is faced with a 
challenge of achieving uniformity ·in its service 
quality from one site to another. Consistency in 
quality is important for efficiency and effective 
marketing purposes. If the quality is relative 
inconsistent from one customer to another, from one 
point in time to another, or from one site to 
another, it can lead to customer dissatisfaction 
making marketing promotions and customer retention 
difficult. 

One way to accomplish uniformity is through 
specialization of service providers by customers, 
components of a specific service, or tasks. With 
specialization comes standardization which is good 
for organizational efficiency and customer 
satisfaction. The principles or concepts of product 
standardization are applicable to services although 
there may be some difficulties in applying them. 
Division of work and intensive training are 
important. 

Another approach to uniformity is to make services 
largely product based rather than based on human 
performance. Since human performance varies 
depending on psychological and physical 
characteristics, it may be better to involve people 
in delivering services as little as absolutely 
necessary so that the problem of variability in 
quality are minimized. Automation and 
standardization strategies may minimize the 
competitive advantage of the service firms from 
developing countries whose competitive advantage is 
derived from the less expensive technically trained 
manpower to render various technical and business 
services. Firms in developing countries may face 
greater opposition to automation resulting in the 
elimination of people and hence, the jobs. on the 
other hand, customers in many cultures may prefer 
a personal touch and the human element over 
convenience, product quality, price or speed. Each 
overseas services marketing opportunity needs to be 
carefully analyzed in depth and detail so that 
appropriate supply strategies are developed. 



182

Demand Side 

To overcome some of these supply side problems, a 
service organization can affect the demand side. 
When supply factors are inadequate to service the 
customer satisfactorily, it is possible for the 
service organization to train the customer so that 
he can fulfill his own service needs. For instance: 
training industrial customer in the areas of 
equipment maintenance and repair can significantly 
reduce the demand for such services, thus enabling 
the customer to save and money while at the same 
time reducing staffing problems of the service 
marketing organization. Shifting the focus from 
servicing foreign customers to training them is an 
effective entry or expansion strategy, particularly 
for the smaller organizations with limited service 
capabilities. 

Training may be an only alternative to servicing 
the foreign customer who is reluctant or unwilling 
to try out an unknown, service company from a 
developing country. Because services are intangible 
and heterogeneous, their benefits cannot be 
observed, experienced, or anticipated until they 
are simultaneously produced and consumed. 
Consequently, the customer tends to perceive a 
higher risk with services than with tangible 
products. This customer perception forces him to be 
predisposed with dissatisfaction rather than 
satisfaction resulting rom the purchase services. 
This problem is common at the entry level 
especially for firms from the developing foreign 
countries that lack international reputation for 
quality. The foreign customer may be anxious to 
learn but if not, the service organization will 
have to find some other ways to overcome the 
customer's preoccupation with dissatisfaction. 
These processes of customer behavior may be 
particularly intense in among firms from developing 
countries attempting to marketing their services to 
overseas markets. Financial incentives or 
guarantees may encourage the customer to try out 
initially. 

Customer training obviously could serve many useful 
purposes. If the customer is adequately trained, he 
is able to assist significantly in the production 
of services since the ability of the service 
provider to deliver depends largely on the client's 
ability to clearly identify his needs and desires. 
Furthermore, customer training or dedication is 
vital in creating realistic client expectations. 
Unrealistic expectations lead to greater 
dissatisfaction. Educational seminars, brochures, 
study manuals and other teaching materials should 
result in active customer involvement, 
participation in the marketing and production 
process, and lead to satisfaction. 

Conclusion 

In conclusion, all business services firms from 
developing countries could design effective 
international strategies to take advantage of the 
expanding opportunities in global trade in 
services. Firms from developing countries, 
especially those in countries with good supply of 
technical manpower-just like the big service 
multinational firms from developed countries-are 
capable of satisfying their customers in foreign 
markets. There are numerous examples of many firms 

from developing countries like India which are 
achieving overseas market success in services 
trade. There is no doubt that limited capital, 
experience and image problems could create 
strategic problems for these firms. However, these 
firms have certain strategic advantages in the form 
of cost competitiveness and an ability to quickly 
adapt and respond to needs of the overseas 
customers, which can potentially give them a 
differential advantage in the overseas markets. It 
is apparent that in order to grow and succeed the 
service firms in developing countries will have to 
broaden their outlook and be prepared to compete 
internationally. 
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MARKET ORIENTATION REVISITED- A EUROPEAN VIEW 

By: Tevflk Dalgic and Maarten Leeuw, 
Henley, Management College-Nederland, 

Zeist, The Netherlands 

Abstract: 

This paper is an early attempt to explain the 
basic macro and micro-environmental reasons 
why European companies have started to 
apply market orientation later than their 
North American counterparts. It commences 
with the explanation of the important aspects 
and foundations of market orientation within 
a historical framework and tries to evaluate 
and integrate separate studies from a 
European perspective to propose a construct 
of market orientation. 

Market orientation: an introduction 

The terminologies; consumer orientation, 
marketing orientation, marketing approach, 
market orientation, The Marketing Concept 
and customer orientation have been used to 
explain the same or similar phenomena both 
by marketing academics and practitioners over 
the last three to four decades. 

According to McCarthy and Perrault (1990) 
marketing orientation deals with "carrying out 
the Marketing Concept" which implies its 
application and implementation. Kohli and 
Jaworski (1990) accept market orientation and 
marketing orientation as identical. Some other 
authors use consumer orientation and market 
orientation interchangeably (Parkinson 1991). 
Several authors have different views on the 
nature and characteristics of these concepts 
and the terminologies used to explain them. 
While Felton (1959) labelled the marketing 
concept as "a Corporate State of Mind", other 
authors have labelled it as; "a Business 
Philosophy", as "an Ideal", as a "Policy 
Statement" as a "Faith" as a "Managerial 
Prescription/Philosophy" as a "set of processes 
touching on all aspects of the company" and 
as a " Guiding Philosophy". (Barksdale and 
Darden 1971, McNamara 1972, Wentz 1979, 
Houston 1986, Shapiro 1988, Parkinson 1991). 

All of these labels refer to a concept, a belief 
or a value system which are generally 
reflected in the mission statements of 
companies. The same observation has been 
made by Kohli and Jaworski (1990). Narver 
and Slater (1990) agreed on these diagnosis 
and reached similar conclusions. 

This leads us to the conclusion that one of the 
most important concepts of several North 
American and European marketing textbooks, 
may not have been understood properly by 
business practitioners as well as academics. It 
also lacks a generally accepted methodology 
for its application and measurement. 

Maao-environmental variables and enabling 
conditions for market orientation: an external 
analysis approach 

An extensive literature review on the history 
of market orientation and its applications 
(Bartels 1962, Berkowitz, Kerin and Rudelius 
1989) has revealed that consumer orientation 
was a natural progression from the selling 
practice towards the understanding of the 
consumers, their problems and needs and 
working towards a solution and satisfaction of 
those needs. This idea had in a way 
progressed through stages parallel to the 
developments in the US economic history; 
from the Production Era to the Marketing 
Era through to the Sales Era, each containing 
their own orientation for business activities. 
Most authors who have published share this 
evolutionary stages approach for marketing 
management. Among them; Pride and Ferrell 
(1989), Berkowitz, Kerin and Rudelius (1989), 
Kotler (1990), McCarthy and Perrault (1990). 
Seglin (1990) concludes; 

"Only when a society reaches the stage of 
having satisfied its production and sales needs 
does it pass on into a marketing oriented 
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phase. When a society is in the early stages of 
industrialization, business forces focus on 
providing products that fill the basic needs of 
the members of that society". 

This view may be related to Maslow's (1970) 
hierarchy of needs theory which covers five 
stages of human needs in which each level 
must be satisfied before people will try to 
accomplish the following higher level needs. 
Taking this concept into account, we may 
draw a parallel between the satisfaction levels 
of consumer needs and the stages of economic 
development. 

Micro-environmental variables and 
organisational disabling conditions for market 
orientation: an internal analysis 

While some authors approached market 
orientation from a macro-environmental point 
of view by comparing the stages of economic 
development and competition to reach some 
sort of construct enabling macro­
environmental variables; others tried to 
understand the organisational and managerial 
reasons and conditions which are playing a 
role in preventing or impeding the companies 
to become market oriented. 
They tried to analyze disabling conditions for 
market orientation. Except for a few 
European researchers, a great majority of 
these authors were mainly North American. 
Their starting point was the acceptance of the 
existence of a high level of economic 
development and competitive market 
conditions. Those authors who studied the 
internal factors and conditions were; Souder 
(1980), Shanklin and Ryans (1984), Ruekert 
and Walker (1987) and Shapiro (1988) and 
Masiello (1988). Liebenthal and Wilson(1992) 
presented a comprehensive review on these 
studies. A European author Payne (1988) 
developed a plan to improve an organisation's 
marketing orientation by using Kotler's (1977) 
and other marketing audit rating schemes. 

Another European author, Piercy (1991), 
approaches the micro-environmental variables 
of market orientation as an issue of context 
but not as an issue of content and supports 
the view of market-led strategic changes. 

What happened in Europe? 

In the European economy, as opposed to the 
developments which took place in the single 
U.S. economy, several national economies 
have had exhibited a different pattern of 
economic development; from a very early 
industrialisation level to a mass production 
situation. In general there were Eurowide 
problems hampering the developments to 
create suitable macro-economic environmental 
conditions to enable the companies to become 
market oriented. These problems were the 
following: 

Two World wars took place in 
Europe, 
Delay of Market Integration, 
Heavy Regulations, 
Fragmentation of national markets, 
Domestic economy and protedio.w.t 
tendencies, 
Public Sector involvement, 
Language, business traditions and 
cultural differences as well as 
nationalistic and regional diversities, 
Marketing had been seen as a sub­
economic activity, 
Marketing was not treated as a 
separate subject of study_ 

Market Orientation Constructs: A 
comprehensive internal analysis approach 

Although as a guiding philosophy, the 
marketing concept and its implementation, 
market orientation; was adopted earlier in the 
US than in the European countries. 
Although there are only a few research-based 
studies in this field from the USA. 

Despite the limited number of empirical 
research-based studies in the market 
orientation field; two recently published 
research papers which were carried out by 
different researchers have reached almost 
similar conclusions in the definition and 
construct of this concept. A careful analysis of 
two recent US studies; Kohli and Jaworski 
(1990) and Narver and Slater (1990) will 
reveal the following three core themes and 
fourth and fifth dimensions that underline the 
application of market orientation; 
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1-

2-

3-
4-
5-

Market Information/environmental 
information, 
Dissemination of this information 
within the organisation, 
Responding to this information, 
Long-Range, strategic focus, 
Profit motivation. 

A European Dimension: Interaction Focus 

The constructs of market orientation may be 
further expanded within a European context 
by taking into account the North European 
(Nordic School) model; which views marketing 
as;" a market-oriented management rather 
than a separate function" of business ( Gron­
roos 1989) and is based on Customer 
Relations and Interaction Process (Hakansson 
1982, Calonius 1986, Gummmeson 1987). 
An enlarged integrated market orientation 
including a interaction focus to apply to 
European thinking may be proposed in the 
following manner: 

!-Extroversion- being open to the 
environment meaning, continuous information 
gathering from the environment which covers; 
customers, competitors, suppliers, 
shareholders, political, economical, social and 
technological developments, 

2-Holism- dissemination of this information 
within the organisation, trying to understand 
what it means and its implications for the 
organisation as a whole. This means, 
identifying the target customers and 
understanding their needs, and communicating 
with the employees, channel members and 
suppliers, 

3-Responsiveness- responding to the needs of 
customers as a total organisation through a 
coordinated value creation activity for the 
customer, with an organisation-wide effort, 

4-Long-Term Focus- having a longer view 
about the customers, their future needs and 
other environmental factors as well as renewal 
of company assets, R&D activities and 
production. Focusing from a strategic point of 
view, bearing in mind the fact that 

optimization may be best served for the 
benefit of the organisation on the long run, 
rather than instant profit maximization. 
Establishing a long-term understanding with 
the social environment and acting in a socially 
responsible manner, 

5-Profitability Focus- creating profit for the 
organisation. Here profit is not only a result 
but also a starting point when attempting to 
satisfy the customers' needs, 

6-Interaction Focus- establishing relationships 
with the customers,involving employees, 
channel members and suppliers by taking into 
account the developments of the macro­
environmental variables. This construct 
supports the European tradition of interaction 
and requires developing internal marketing 
plans to match the external marketing plans, 
and the application of total quality principles. 

Directions for Further Research 

If planned and applied properly, this 
integrated market orientation approach may 
give marketing a dominant role in the 
management of the business rather than just 
a function of it. The whole business 
operations and activities are centred around 
the market; the customer, and marketing 
management may become a market oriented, 
market driven, market led management. 

Of course implanting market orientation into 
an existing organisation and starting a new 
company based on market orientation may 
require different managerial and 
organisational approaches and activities. When 
implanting a market orientation in an existing 
organisation, one should at first instance look 
at the macro-environmental variables after 
which it can proceed with changing the 
organisational culture, structures and systems 
to turn the company into a learning 
organisation. 

Starting a market oriented business may 
require a different approach; building an 
organisational culture around the customer; a 
further analysis of needs,changing production 
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and delivery of products and measuring the 
satisfaction of the customers. 

All these issues need to be investigated 
further, perhaps with an eye on the macro­
economical variables, to utilize the 
experiences of the developed market 
economies. 

REFERENCES: 

A comprehensive list of references may be 
provided by the authors. 
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EXPORTS IN THE GLOBALIZATION STRATEGIES 
OF KOBEAH, JAPANESE AHD U.S • FIRMS 

- AH INTERACTIVE ANALYSIS 

Robert G. Vambery, Pace University 
Tae Yun Urn, Pace University 

Abstract 

The successes of their export sectors have been 
key to the economic recoveries of both Japan and 
Korea through the 1970's. During the 1980's, 
exportation became fundamental in the establish­
ment of their largest firms as major multination­
al corporations. At the beginning of the 1990's 
U.S. trade officials point to America's export 
sector as the outstanding performer in a general­
ly weak economy. This study conducts mail ques­
tionnaire surveys of senior executives of the 
largest Korean, Japanese, and u.s. corporations 
to gain insights into the evolution of the inter­
national competitive strategies of their corpora­
tions. The paper uses quantitative analysis to 
improve understanding of how firms continuously 
adjust their marketing strategies in response to 
their interactions in export markets in an in­
creasingly global market place. 

Introduction 

Throughout the decades of the 1970's and the 
1980's Korean firms have grown rapidly from 
domestic firms to multinational corporations. 
During this period Korean firms pursed export 
orient growth strategies based on the low cost of 
labor. Currently, large business groups are 
progressing toward the global corpQration format. 
Through this transition, they are facing new 
trends in the business environment such as, 
competition based upon technological superiority, 
requirements for advanced marketing skills, R&D 
investments, increasing costs of domestic labor, 
protectionism, localization, and expanding global 
competition. Because of these trends, Korean 
firms are transforming their strategies from one 
of export growth to one of global localization. 
Moreover, the importance of Korean firms is 
increasing significantly in global industries. 
In 1990 more than ten Korean firms were ranked in 
the list of the "Fortune Global 500" corpora­
tions. 

Research studies on the issues of the global 
competitiveness and exporting strategies for 
Asian developing countries including Korea are 
becoming available. L. H. Wortzel and H. V. 
Wortzel [1981] investigated export marketing 
strategies of NICs' firms. Their focus was on 
three major industries: consumer electronics, 
athletic footwear, and clothing. L. H. Wortzel 
and H. V. Wortzel [1988], also followed multina­
tional enterprises from developing countries 
(MEDECs), and identified significant weaknesses 
in these MEDECs for global businesses. Saghafi 
and Davidson [1989] studied the global competi­
tion of NICs by researching the development of 
the semiconductor industry. They found that in 
some NICs like Taiwan and Korea, global business 
philosophies were not the same as those of other 
developed countries. Research regarding foreign 
investments of NICs was done by Fong & Komaran 
[1985] and Kumar & Kim [1984]. Levy [1988] 
analyzed the strategic difference between Korean 
and Taiwanese firms by studying three key indus­
tries: footwear, computer keyboards and personal 
computers. Chao [1989] studied the impact of the 
reverse investments by NICs in the U.s. The 
results emphasized the importance of manufac­
turing electronic products in the U.S. market to 
improve consumer evaluation. Dymsza [1984] 
revealed the recent rise of Third World MNCs. 

Khanna [1986] implemented an empirical study 
about Asian companies' stereotypical images of 
their country-of-origin, which has significant 
implications for the multinational corporations 
of developing countries. Magaziner and Patinkin 
[1989] studied Samsung's success in the microwave 
product war and showed how Samsung achieved 
competitiveness in the microwave products market. 
Rhee, Larson and Pursell [1984] studied the 
competitiveness of Korean firms in overseas 
exporting by surveying 150 Korean export firms. 
Korean firm's strategies in general were analyzed 
by Kang [1989], Steers, Shin, & Ungson [1989], 
Amsden [1989], and Porter [1990]. 

In order to gain some further insight into global 
marketing competitiveness this paper examines 
three hypotheses. 

Hypotheses 

Hypothesis 1: 

There are significant differences among U.s., 
Japanese, and Korean firms in terms of the fac­
tors needed to achieve increased global competi­
tiveness. 

Hypothesis 2: 

There are significant differences among U.s., 
Japanese, and Korean firms in terms of problems 
faced during globalization. 

Hypothesis 3: 

There are significant differences among u.s., 
Japanese, and Korean firms in terms of the corpo­
rate strategy of focusing on the global perspec­
tive. 

Research Methodology 

saaple 

To acquire data on global competitiveness, this 
study used the survey method. The samples were 
chosen from three different countries; u.s., 
Japan, and Korea, since the purpose of the study 
was to compare the global marketing competitive­
ness among the firms of the three countries. The 
size of the corporate population in each country 
was as follows: Four hundred fifty u.s. manufac­
turing firms were selected from the list of the 
Fortune 500 largest U.S. industrial corporations 
in 1991. Five hundred Japanese manufacturing 
firms were chosen from the Japan Company Handbook 
1991. Six hundred Korean manufacturing firms 
were selected from the National Corporation 
Almanac 1991, the Chun Kuk Kiyeopche Chongkam 
1991. The survey was conducted for U.S., Japa­
nese, and Korean firms. A total of 450 u.s. 
firms were surveyed; 54 usable questionnaires 
were returned for a response rate of 12.0%. 
seventy five questionnaires out of a total of 500 
Japanese firms were returned for a response rate 
of 14%. Theresponse rate for Korean firms was 
20% which represented 120 out of a total of 600 
Korean firms. 
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Statistical Method 

This study used several statistical methods 
including One Way Analysis of Variance (ANOVA), 
Scheffe contrasts, and T-test. One Way ANOVA was 
conducted to examine the impact of countries on 
each of the issues. Scheffe contrasts were used 
to find significant differences between pairs of 
countries for each of the variables. T-tests 
were to show whether pairs of countries are 
different from or similar to one another. 

Questions to be Answered 

Three issues were addressed in a questionnaire 
regarding corporate globalization and competi­
tiveness. 

1. In order to increase global competitiveness 
in the overseas market, which factors do you 
emphasize? 

2. Are the following problems very important 
when you want to develop global firms in your 
country? 

3. Rank on a scale of one to five the importance 
of global perspectives in your corporate 
strategy. 

Survey Results 

Results of Hypothesis 1 

In Table 1 ten variables are analyzed. In three 
of the ten issues, significant differences are 
not exhibited in the corporate emphases of the 
u.s., Japan, and Korea. On the other hand, ANOVA 
results indicate that significant differences 
(p<.05) exist in the following seven issues: 
overseas manufacturing platforms, overseas dis­
tribution channel platforms, overseas sales 
platforms, investments in high-technology, human 
resources management, global alliances, and 
international financing (Table 1) . The test 
results supported the hypothesis. 

u.s. vs. Korean DiffereRces 

Korean firms are more likely than u.s. firms to 
emphasize the issues of investment for high 
technology and international financing. Con­
versely, Korean firms are less likely than U.S. 
companies to emphasize issues which include 
overseas distribution channel platforms and 
global alliances. 

Japanese vs. Korean Differences 

Four issues show significant differences (p<.05) 
between Japanese and Korean firms in respect to 
corporate emphasis to increase global competi­
tiveness in overseas markets. For all four 
issues, Japanese firms are more likely than their 
Korean counterparts to emphasize global competi­
tiveness. The four are overseas manufacturing 
platforms, overseas distribution channel plat­
forms, overseas sales platforms, and global 
alliances. 

u.s. vs. Japanese Differences 

Four issues exhibit significant differences 
(p<.05) between U.S. and Japanese companies 
regarding their efforts to build up global com­
petitiveness in foreign markets. Firms in Japan 
have a higher mean score than U.S. companies in 
the following issues: overseas manufacturing 
platforms, investments in high-technology, human 
resources management and international financing. 

TABLE 1 
GLOBAL COMPETITIVENESS IH THE OVERSEAS MARKET 

(AHOVA RESULTS) 

J. overseas Manufacturinq Platt or•• 
Type N Mean so f' Value S!g. Schefte (p< .05). 
of countt'y country contrast .. u.s. 51 ].62 1.15 
b. Japan 72 4.14 .14 6. 49 0 0018 U<J: J>l< 
e. Korea 117 ] . 61 l.H 

2. overseas Dlst.rlbutlon Channel PlatforMs 
Type N Mean so f Value 
of country .. u.s . 54 4.19 • 89 
b. Japan 7l 4.11 .14 11.66 
e. Korea 115 :J. 56 1. OJ 

J. overseas Sales Platforaa 
Type N Mean so r Value 
of country .. u.s . 54 4. 06 . 88 

b. Japan 71 4. 24 .71 6.40 
e. Korea 111 J. 7& .96 

4. InvestMents in Jflgh-Technology 
Type N Mean so F Value 
of country .. u.s . 50 J, 22 1.11 
b. Japan 68 J .78 . 9l 5. 48 
e. korea 115 1.81 1.18 

5. Uuftlan Resources Manage1111ent 
Type N Mean 
of country .. u.s . 51 J. 40 
b. Japan 70 4. 04 
e. korea 115 3. 77 

6. Merger and Acquisition 
Typo N Mean 
of Country .. u.s . 51 2. 96 
b. Japan 70 3.07 
e. JC:orea 110 2. 7!5 

7. Global Alliances 
Type N Mean 
of country .. u.s . 54 ]. 57 
b. Japan 61 ]. 51 
e. JC:orea 110 2.18 

8. Localization of strategy 
Mean Type N 

of country 
•. u.s. 53 
b. Japan 69 
c. Korea 114 

J, 91 
J. 87 
3. 72 

9. International Flnanclnq 
Type N Hean 
of Country 
•. u.s. 52 2.92 
b. Japan 68 J. 49 
c. JC:orea 115 J.54 

10. Developing Raw Material 
Type N Mean 
of Country 
•. u.s. 
b. Japan 
c. Korea 

52 
67 

111 

2. 96 
3. 21 
J.OO 

so 

1. 08 
.11 
.99 

so 

1.21 
.95 

1.14 

so 

1. 00 
.19 

1.12 

so 

• 90 
• 82 
. 97 

so 

1.19 
.91 
.95 

F Value 

6. 79 

r Value 

1.99 

F Value 

12.14 

r Value 

.99 

P' Value 

7.J4 

sources 
SO F Value 

t. 29 
. 87 • 84 

l.JO 

slg. 

.0000 

S!g. 

.0020 

S!g. 

.0047 

s!g. 

.0014 

S!g. 

.1386 

S!g. 

.0000 

S!g. 

• 3728 

slg. 

.0000 

S!g. 

• 4152 

Scheffe (p<.05) 
country contrast 

U>K: J>K 

Schef fe (p<. 05) 
country contrast 

J>K 

Scheffe (p<.05) 
Country contrast 

U<J; U<~ 

Scheffe (p<.05) 
country contrast 

U<J 

Scheffe (p<.OS) 
Country Contrast 

Scheffe (p<.05) 
country Contrast 

U>K; J>K 

Scheffe (p<.05) 
country contrast 

Scheffe (p<.05) 
country contrast 

U<J; U<K 

Scheffe (p<.05) 
country Contrast 

• The probability (p< 0.05) indicates that the Scheffe test is 
sign if !cant when the probability of the dl fference between 

~~=nq!~~r:. t;.;: c:rlc~8t~9te~u:nt: ~~;~l~t scale, with 5= eJnphaslze 
very Much and 1 .. emphasize not at alL u ... u.s.; J•Japan; K•J(orea 

Results of Hypothesis 2 

As Table 2 shows, ANOVA results indicate that 
there are significant differences (p<.05) in six 
of the eight issues as follows: consumer's 
recognition of brand name, quality of product, 
development of technology, R&D investment, labor 
cost, and trade protectionism. Scheffe country 
contrasts show that overseas marketing skills and 
regional integration are not significantly dif­
ferent from corporate problems faced during 
globalization. 

u.s. vs. Korean Differences 

Four issues have significant differences (p<.05) 
between U.S. and Korean firms regarding corporate 
problems in developing global firms. Of the four 
issues, Korean firms have higher mean score than 
U.S. companies. This indicates that Korean firms 
regard the importance of their problems more 
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strongly in terms of developing global corpora­
tions. The four issues are consumer's recogni­
tion of brand name, development of technology, 
R&D investment, and labor costs. 

1. 

2. 

1. 

4. 

5. 

6. 

7. 

8. 

TABLE 2 
PROBLEMS FACED DURING GLOBALIZATION 

(ANOVA RESULTS) 

consumer's Recognition of Brand lla111e 
Type N Mean SD f' Value Slg. Scheffe (p<.05) 
of countt-y country contrast 
a. u.s. 51 J. 57 1. 22 
b. Japan 71 4.11 . 92 7.11 .0010 U<J; U<~ 
e. Morea 118 4. 20 J.OJ 

QUality of rroduct 
Type N Mean SD r Value Slg. Scheffe (p<.05) 
or country country contrast 
a. u.s. 51 4. 58 . 72 
b. Japan 71 4.81 • 41 1.15 .0167 J>K 
e. Korea 119 4. 52 . 91 

overseas Marketing Sklllo 
Type N Mean SD F Value slg. Scheffe (p<.05) 

of country country contrast .. u.s. 51 4. I 1 • 81 
b. Japan 72 4. 24 • 62 • 25 .7808 
e. Korea 118 4. 19 .92 

Develop11ent of Technoloqy 
Type N He an SD F Value slg. Schef fe (p<.05) 
of country country contraat .. u.s . 51 ) • 70 1. 05 
b. Japan 71 4. 42 . 62 12.03 .0000 U<J; U<K 

e. korea 117 4.15 .96 

R&D lnvest•ent 
(p<.05) Type N Mean SD F Value Slg. Schef fe 

of country country contrast 
a. u.s. 52 1.12 1.08 
b. Japan 71 J. 97 • 86 24.82 .0000 U<J; U<K 

e. Korea 117 4. 24 .96 

Labor cost 
Slg. Scheffe (p<.05) Type N Mean SD F Val\M!I 

of Country country contrast .. u.s. 51 1 .II I. 01 
b. Japan 71 3. 4B . 89 5. 26 .0058 U<K 

e. ICorea 116 J. 64 1.00 

Trade Protect lonisa 
Slg. Scheffe (p<.05) Type N Hean SD F Value 

of country country contrast .. u.s. 51 ].25 1.19 
b. Japan 69. 3. 99 1.14 4. 26 . 0152 J<K 

e. Korea 115 J .47 1. 01 

Regional Integration 
Slg. Seheffe (p<.05) 

Type N Mean SD F Value 
country contrast of country .. u.s . 52 1.15 . 9] 

b. Japan 70 ]. 23 1. 16 2. 10 .1248 

c. Jt.orea 114 J .55 1. 08 

• The probability (p< 0.05) indicates that the Scheffe test is 
slqnlflcant when the probability of the difference between 

~::n g~~~~=s 1 :.~! ~~~~~~=t=~e o~0 a c~~;~i~t scale, with 5.- very 
important and 1 .. not hnportant. U=U.S.; J=Japanj K=Korea 

Ja~anese vs. Korean Differences 

Japanese firms are more likely than Korean firms 
to perceive the importance of problems in the 
quality of their products. Conversely, Japanese 
companies are less likely than Korean companies 
to place much emphasis on the importance of 
problems in trade protectionism. 

u.s. vs. Japanese Differences 

In issues of consumer recognition of brand name, 
development of technology and R&D investments, 
Japanese firms regard them more strongly with 
respect to the development of global corpora­
tions. 

Results of Hypothesis 3 

Table 3 shows the significant differences of both 
U.S. vs. Korea ( p<. OS) and Japan vs. Korea 
(p<.OOl). However, there is no significant 
difference between the U.S. and Japan's corporate 
strategy for focusing on global perspectives. 
This T-test stron9ly support the hypothesis. 

TABLE 3 
CORPORATE STRATEGY FOR FOCUSING 

ON GLOBAL PERSPECTIVE 
(T-TEST RESULTS) 

N Hean SD T Value Siqnlflcance 
Type 
of ~ountry 

u.s. 54 2 .o 1. 01 -2.22 

Korea 120 2.19 1.10 

Japan 71 1.74 .80 -4.40 

Korea 120 2.19 1.10 

u.s. 54 2. 0 1.01 1.62 

Japan 71 1.74 • 80 

.Two-tailed test with • p < o.os, •• P < 0.001 
Mean scores were calculated on a 5-point scale, 
with 5• definitely dlsaqree and 1• definitely agree. 

Discussion 
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.ooo•• 

.109 

Table 1 shows how Korean firms increase global 
competitiveness in the overseas markets as com­
pared with Japanese and u.s. firms. The strategy 
of Korean firms went from exportation to global 
localization strategies in order to strengthen 
their competitiveness. Table 1 shows the mean 
scores for the following issues: overseas manu­
facturing platforms (3.61), overseas distribution 
channel platforms (3.56), overseas sales plat­
forms (3.78), investments in high-technology 
(3.81), human resources management (3.77), local-

: ization of strategy ( 3. 72), and international 
financing (3.54). They exhibit more than 3.50 on 
a 5 point scale (with 5 = emphasize very much and 
1 =emphasize not at all). 

These issues are very important for firms in 
achieving global localization. The relatively 
high mean scores indicate that Korean firms are 
strategically trying to achieve global localiza­
tion. In the issues of investment in high-tech­
nology and international financing, Korean and 
Japanese firms have higher mean scores than U.S. 
firms with Korean firms having the highest mean 
scores among the three countries. The major 
focus of Korean firms, now, is to increase tech­
nological competitiveness. Because of increased 
costs of labor in Korea, Korean firms have diffi­
culties in competing with other developing coun­
tries such as China, Thailand, Indonesia, and 
Malaysia in the labor intensive industries . 

:Korean firms also recognize the importance of 
good quality, excellent design, and high technol­

' ogy in order to meet with developed country 
customers' demand for quality, service, status of 
brand name and in order to compete with world 
class manufacturing firms. For these reasons, 
technology investment is very important for 
Korean firms. 

The arena of international financing will be 
significantly important for Korean and Japanese 
firms as compared to U.S. firms in 1990's. 
Japanese and Korean firms have been more re­
stricted than U.S. firms in the use of interna­
tional financing. However, due to increased 
involvement in global businesses, these firms 
should recognize the significance of internation­
al financing. Even though they have substantial 
profits from overseas activities, Japanese and 
Korean firms have lost money because of the 
exchange risks of foreign currencies. Korean 
firms are now gaining strength in this field by 
recruiting and training experts. 

U.S., Japanese and Korean firms have no signifi­
cant differences in the issue of localization 
strategy. This indicates that Korean firms are 
recognizing the strategic movements of competing 
global firms of the U.S. and Japan. However, 
Japanese and U.S. firms have strengthened more 
their global competitiveness in overseas markets 
than Korean firms through manufacturing plat­
forms, distribution channel platforms, sales 
platforms, and global alliances. 
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Table 2 shows the importance of problems in 
developing global firms and how much Korean firms 
are concerned about global localization strate­
gies. Korean firms have very high mean scores on 
a 5 point scale (with 5 = very important and 1 = 
not important) in the five issues that are the 
major requirements for global localization. The 
five issues are: consumer's recognition of brand 
name (#1), quality of product (#2), overseas 
marketing skill (#3), development of technology 
(#4), and R&D investment (#5). Korean and Japa­
nese corporations have significant differences 
from U.S. firms in three issues: consumer recog­
nition of brand name (#1), development of tech­
nology (#4), and R&D investment (#5). Japanese 
and Korean firms strongly emphasized overseas 
markets because of the limited size of their 
domestic markets, and scarcity of raw materials, 
while U.s. firms strengthened domestic markets 
due to the huge purchasing power of domestic 
customers. For this reason, Korean and Japanese 
firms are very concerned about consumers' recog­
nition of their brand names. Japanese firms, 
having recognized the importance of brand names, 
implemented global localization during the 
1970's-1980's. However, Korean firms are only 
now feeling the strong need for a good reputation 
for their brand names. Korean products have been 
identified as low quality, cheap products because 
of their use of cheap labor. However, Korean 
firms can no longer compete in developed coun­
tries with only the use of low labor costs, 
because other Asian countries are also taking 
advantage of very low costs of labor. As a 
result, Korean firms have to appeal to customers 
in overseas markets by upgrading their brand 
image in order to compete with U.S., Japanese, 
and European firms. 

As Table 1 points out, the priority of Korean 
firms is to reduce technological gaps with devel­
oped countries. Korean firms are targeting high 
technology industries such as automobiles, semi­
conductors, computers, electronics, telecommuni­
cations, and aviation industries and staying away 
from conventional labor intensive industries. 
Firms cannot survive in high-tech global indus­
tries without technological superiority. There­
fore, Korean firms such as Samsung, Daewoo, 
Hyundai, and Goldstar are increasing their in­
vestments in R&D and the development of high 
technologies. 

The two issues of labor costs ( #6) and trade 
protectionism (#7) influenced Korean firms to 
pursue the strategic direction of global local­
ization. As the issue of labor costs (#6) shows 
in Table 2, there are significant differences be­
tween Korea and the U.S. ; Korean firms have a 
higher mean score than U.S. firms. 

This is a very vulnerable situation for Korean 
firms: they have to face high labor costs while 
maintaining their competitiveness based on low 
labor cost. Therefore, this current threat is 
making Korean firms transit from an exporting 
strategy to a global localization strategy of 
high quality products, high technology intensive 
products, good brand name reputation, and custom­
er oriented marketing in global markets. 

There are significant differences between Korean 
and Japanese firms on the issues of trade protec­
tionism (#7). Korean corporations exhibit the 
highest mean score. Japanese firms are less 
likely to be concerned than Korean firms because 
they are prepared to deal with problems of trade 
protectionism. For instance, there was a very 
serious movement toward anti-dumping regulations 
and trade protectionism for automobiles and 
electronics products in western countries during 
the early 1980's. 

Conclusion 

The Voluntary Export Quota of Japan, with respect 
to the u.s., provided new opportunities for most 
Japanese automobile companies to start manufac­
turing in the u.s. Since then, Japanese firms 
have focused on increased global localization by 
setting up manufacturing platforms and R&D cen­
ters abroad, upscaling the quality of products 
and gaining the satisfaction of local customers. 
On the other hand, Korean firms are aware of the 
different business environments of global markets 
due to increased protectionism arising from such 
arrangements as European economic integration and 
North American trade pacts. These new trends 
limit the exporting strategies of Korean firms. 
Therefore, Korean firms need to continue to focus 
more on global localization to overcome protec­
tionist trade barriers and to maintain their 
growth. 
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Abatract 

The objective of this study is to investigate 
the key marketing variables that discriminate 
between FTZ (Free Trade Zones) operations in 
developed versus developing countries. The 
discrimination between these two FTZs 
groupings was based upon a set of 40 
variables related to the marketing concept, 
representing three key dimensions: (a) 
satisfying the industrial buyer needs (20 
variables), (b) achieving the organisational 
goals (10 variables), and (c) integrating 
marketing functions (10 variables). 

The data for this research was collected via 
on international mail survey that was 
addressed to 159 FTZs authorities in 67 
countries around the world. The response 
rate was 53%. The data collected was 
analysed via Discriminant Function Analysis, 
separately for the 2 categories of countries, 
were the FTZs operate. The study results 
indicate that 19 variables, out of the 
original forty, could be considered as 
significant discriminators between these two 
typologies. 

Some conclusions and future expected 
developments in FTZs competitive posture, are 
also presented in this paper. 

Introduction 

This study is a global investigation aiming 
at identifying marketing attributes that 
discriminate between Free Trade Zones (FTZ) 
in developed versus developing countries. 
There are today in the world over 500 FTZs 
and although the FTZ phenomena is not a new 
one, in the last 30 years or so, these zones 
have been flourishing and contributed widely 
to the economy of various countries 
throughout the world. Papadopoulos (1985) 
pointed out that if the present growth trend 
continues, FTZs may soon account for as much 
as 20% of the world trade, a fact that has 
many ramifications for marketing and public 
policies of many economies. Unfortunately, 
despite the importance of Free Trade Zones to 
\many countries, relatively very few studies 
have been undertaken on the marketing 
operations and characteristics of these FTZs. 

The present 
findinqs of 

paper presents some of the 
an in-depth research study 

undertaken at Sheffield University over the 
last few years, on the application of 
marketing concepts by FTZs (Al-Sanie, 1992). 

The nature of Free Trade Zone• (I'TZ) 

A Free Trade Zone ( FTZ) means a part of a 
territory of a country where any goods, be it 
raw materials, semi-processed or wholly 
processed brought inside the defined area are 
generally regarded, in so far as import 
duties and taxes are concerned, as being 
outside the customs territory and are not 
subject to the usual customs control. 

The idea of FTZ has antecedent forms which 
began in antiquity. However, it did not gain 
world wide acceptance until the mid 1960s 
when modern version of a FTZ, called Export 
Processing Zones (EPZs), was spreading 
throughout the developing world. Since then, 
the device of a FTZ has been incorporated 
into the economic policies of many 
governments of the developing countries for 
the hope of generating foreign exchange 
earnings, creating employment, and 
transferring technology. Manufacturing 
companies of the industrial countries are 
currently looking for FTZs that would provide 
the best deal in terms of labour, tax 
incentives, financial benefits, convenience 
and flexibility. This in turn contributes to 
the overall integration of the world economy. 

A detailed historical account of the 
development of free trade zones or free ports 
from time immemorial through the Greeks and 
the Roman Empire until the first half of the 
twentieth century has been provided by 
Thorman 11959). 

Subsequent to World War I, there was a 
widespread movement of European ports to 
establish zones exempt from customs 
regulations (Lomax, 1947). As of December 
1989 there were 142 foreign trade zones in 
the USA, of which 48 were engaged in 
manufacturing operations (Diamond, 1989). 

The developing countries neglected to focus 
on free trade zones until after the United 
Nations' Economic and Social Council plenary 
meeting (August 1967), adopted a resolution 
suggesting that one of the fundamental 
avenues of export expansion for the 
developing countries was to improve port 
customs and trade zones facilities. Soon 
afterwards the United Nations Industrial 
Development Organisation (UNIDO) drew up a 
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plan for a model free trade zone. Several 
governments have adopted UNIDO' s provisions 
and as a result, there has been a remarkable 
proliferati.-m of free trade zones in the 
developing countries since 1966, when there 
were only two zones: Kandla in India and 
Mayaguez in Puerto Rico. 

Today there are 506 FTZs located in 86 
countries around the world. These FTZs are 
operating under diverse labelling and titles, 
for example, there are: Export Processing 
Zones (EPZs),Free Ports, Foreign Trade Zones. 
Nearly 42% of these are in developing 
countries (i.e. outside Western Europe, 
Australia, Canada, USA and Japan) . 

Unfortunately, 
management of 
of the papers 
with economic, 

Literature Review 

the literature on marketing 
FTZs is rather limited. Most 
and books on the subject deal 
social or legislative issues. 

Amongst the most important marketing studies 
on FTZ we have Turnbull (1981), who has 
discussed the importance of marketing in FTZs 
operations and in particular the roles of 
advertising campaigns in starting-up actual 
FTZ activities. 

Feldmann (1983) studied the importance of 
marketing concepts in creating an 
economically viable FTZ. Feldmann elaborated 
on how to put the marketing concept to work, 
how to create a favourable zone image, and 
the steps required in the creation of an 
accurate intelligence/market research system 
and effective market segmentation. 

Kelleher ( 1976) was one of the first 
researchers to investigate the systematic 
planning and management of a FTZ. He 
stressed the importance of site selection, 
location requirements and marketing planning 
for successful FTZ management. 

Besile and Germidis ( 1984) studied the FTZ 
and their roles in industrial and economic 
interdependence, for the developing and 
developed countries. They argued that whilst 
there is no ideal FTZ model, one could 
establish from successful experiences of FTZs 
cases, policy lines that countries and FTZ 
authorities should follow in order to 
establish basic satisfactory conditions. 

Jean Currie (1986)' observed that the 
performance of FTZs operations tend to vary 
significantly from one another. She made an 
elaborate analysis of the activities of the 
FTZs operations on the basis of such economic 
factors as: cost-benefits, the number of 
firms using the FTZ and the nature of their 
businesses, level of employment, the bulk of 
investment and the generation of foreign 
exchange. 

The literature review (see reference list), 
plus readings of basic international 
marketing textbooks such as Terpstra (1990), 
Jeannet and Hennesey ( 1984) and Keegan 
(1990), enabled us to generate a list of 
marketing variables/attributes that are 
necessary in order to effectively manage the 
marketing operations of a Free Trade Zone 
(Table 1) . These variables are split into 
three categories: (1) those that are related 
to the satisfaction of industrial buyers' 
needs (20 variables); (2) variables related 
to achieving FTZs organisational goals (10 
variables); and (3) activities necessary to 
integrate the marketing functions (10 
variables) . 

Methodology 

An attitudinal questionnaire on a nine-points 
itemised scale, attempting to establish the 
importance of each of the 40 marketing 
variables presented on Table 1, was 
developed. This was pilot tested with FTZs 
international experts, translated into eight 
different languages, and mailed to the 
directors of 159 FTZ authorities in 67 
countries. Eighty five completed 
questionnaires were returned from 48 
countries, i.e. 53% response rate. 

The data was analysed separately for FTZ in 
developed (USA, Canada, Japan, Australia and 
Western Europe) and developing countries. 

The data was analysed via Profile Analysis, 
i.e. averaging the scores (means) for each of 
the two sets of 40 variables. The Profile 
Analysis results are presented in table 2 and 
briefly discussed in the study results. The 
main analysis, however, was undertaken via a 
Discriminant Function Analysis (DFA), 
separately for developed and developing 
countries FTZs. 

The discriminant function analysis (FDA) is a 
statistical multivariate technique for 
investigating dependence relation. With two 
groups, the DFA involves deriving a linear 
combination (i.e. a discriminant function) of 
the predictor variables that can best 
discriminate between the two a priori' 
groups. This is done statistically by 
maximising the between-group variance 
relative to the within-group variances. 

The DFA analysis has been undertaken by using 
a SPSS statistical package. The key DFA 
output offers some standardised discriminant 
functions coefficients that reflect the 
relative ability of each predictor variable 
to determine discrimination between groups 

when the other predictors are held constant. 
The absolute magnitude of the standard 
function coefficients is used as an 
indication of the relative importance of a 
predictor variable. The larger the 
discriminant coefficients, the more important 
the variable is as a discriminator. 
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TABLE 1: 
THE MARD:TING VARIABLES AND FUNCTIONS REQUIRED 

J:C)Il MARD:TING MANAGEMENT OF FREE TRADE ZONES 

(a) Variables related to satisfaction of Industrial Buyers• Needs 

1. Location of zone 

2. Size of the zone area 

3. Capacity of space for warehousing and 
storage 

4. The offering processing operations 

5. The offering assembly operations 

6. Size of area available for 
manufacturing activities. 

7. Utilities for manufacturing activities 
(e.g. Energy sources, water supplies, 
sites for machinery, control devices, 
etc). 

8. Transporting equipment (e.g. shafts, 
carts, trolleys, etc). 

9. Maintenance of equipment (e.g. 
machines, tools, devices factory 
utilities, etc). 

10. The offering of a Telex system. 

(b) Achieving Organisational Gaols 

21. Maximisation of sales 

22. Maximisation of profits 

23. Maximisation of market share 

24. Maximisation of return on investment 

25. Minimising cost of zone operations. 

(c) Integrating the Marketing Functions 

31. Expanding the area available for the 
zone privileges (e.g. space of 
warehousing and storage, sites of 
processing, assembly and manufacturing, 
cargo docks, etc) 

32. Improving the quality of the zone 
privileges (e.g. spaces of warehousing 
and storage, sites of processing, 
assembly and manufacturing, cargo docks, 
etc). 

33. Updating the zone facilities (e.g. 
telecommunications system transporting 
equipment, manufacturing utilities, etc.) 

34. Extending the capacity of the zone 
facilities (e.g. tel~communication 
systems, transporting equipment, 
manufacturing utilise, etc) . 

11. The offering of a Facsimile system 

12. The maintenance of telecommunication 
systems (e.g. telephones, computers, 
teleprocessors, etc) . 

13. The size of the work force (e.g. 
Managers, staff, technicians and 
labour) . 

14. Quality of the work force. 

15. The well-being of the work force 
(e.g. cafeteria, recreation, social 
activities, etc). 

16. Safety of the work force. 

17. Cleanliness of zone area. 

18. Sanitation of the zone area 
(minimising noise and pollution) . 

19. Security of zone premises. 

20. Supervisory manoeuvring of zone 
privileges, facilities, services and 
activities. 

26. Growth rate of Free Trade Zones 

27. Integration of the departmental 
functions of the zone authority. 

28. Public relations with zone users. 

29. Relations with government 

30. Free Trade Zone image/reputation 

35. Offering zone users more choice of 
operations inside the zone (e.g. 
packaging, repackaging, sorting, mixing, 
labelling, exhibition, containerisation, 
refrigeration, etc.) 

36. Reviewing the pricing of the zone 
privileges, facilities, and services. 

37. Using advertising channels for the 
zone privileges, facilities and 
services. 

38. Personal selling of zone privileges, 
facilities and services. 

39. Marketing research activities for 
the zone privileges, facilities and 
services. 

40. Policies for implementing plans for 
marketing the zone privileges, 
facilities and services. 
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Study Results 

Responses from the authorities of 85 FTZ - of 
which 55 were located in developing countries 
and 30 in developed countries - were analysed 
via two separate runs of DFA (Discriminant 
FUnction Analysis). 

The study results suggests that out of the 40 
marketing variables, 19 represent the most 
important discriminators between FTZs in the 
developing and developing countries. These 
discriminators are shown in Table 2 in order 
of their discriminating weights 
(coefficients) and split into three 
categories of marketing variables: ( 1) 
satisfaction of (industrial) buyers' needs; 
(2) achieving organisational goals; and (3) 
integrating the marketing function. 

(1) Satisfying the industrial buyers' needs 

In terms of satisfying the industrial buyer 
needs, 11 variables have been found as the 
key discriminators between the two types of 
FTZ under study. These discriminators, in 
order of their weights are: utilities for 
manufacturing activities (.96); sanitation 
of zone area (. 93) ; the offering of 
processing operations (.92); maintenance of 
equipment (. 91); the offering of facsimile 
systems (.71); location of the zone (.68); 
cleanliness of the zone area (.65); 
transporting equipment (. 49); the offering 
of a telex system (. 43); the offering of 
assembly operations (.31); and size of area 
available for manufacturing activities (.26). 

Of particular concern to the discrimination 
between the FTZs in both the developed and 
developing countries are the sanitation of 
zone area, and the offering of a facsimile 
system. With respect to the first variable, 
it should be noted that it appears for the 
first time to distinguish only between the 
FTZs in the developed and the developing 
countries. Most of the FTZs authorities in 
the developed countries _(and more so in the 
developing countries) , attach this variable 
ratings in the range of between 'above 
average' and below 'extreme importance'. The 

reason is that these FTZs authorities realise 
that sanitation of the zone area is an 
important need of the industrial firms (most 
of whom usually come from the 
advanced/developed countries). The task of 
the sanitation of the zone area involves 
taking the necessary actions to minimise the 
noise and air pollution resulting from the 
operations/activities inside the zone. 

(2) Achieving the organisational goals 

As for the variable of offering of a 
facsimile system, the FTZs authorities in the 

developed countries gave this factor a higher 
rating than did their counterpart in the 
developing countries. This is perhaps 
because of the novelty and high cost of such 
a telecommunication system. 

TABLE 2: 
STANDARDISED CANONICAL DISCIUMINAN'r 

COEJ'I'ICIENTS AND GllOtJP 

Means: DI'A OUtput o:f I'TZs in the Developed 
vs Developing Countries 

Gl Developed Countries 
G2 Developing Countries 

Discriminant Variables Group 

Mean• 

(i) Satisfying the Gl 
industrial buyer needa: 
1. ut:l.l:l.t:l.es for !1.!1 
manufactur:l.ng aat:I.Vities 
2. ·~tation or the zone 6.8 
area 

3. 'l'he offering of !1.3 
processing qperation 
4. Maintenance o~ !1.!1 
equi-t 
!1. 'l'he offering of a 7.3 
Eacs~le system 
6. Location o'E the zone 8.1 
7. Cleanliness or zone 7.8 
area 
B. 'l'ran~rting equi-nt !1.6 
I. 'l'he offering of a 6.!1 
Telex system 
10. 'l'he offering of !1.7 
a••esbly operation• 
11. Size oE area available !1. 7 
for acti v1 ties 
manu:facturing 
(i.i.) Achieving 
Organisational Goals: 
12. Integration of' the !1.6 
departmental fUnctions of 
the zone authority 
13. Publ:l.c Relat:l.ons w:l.th 7.4 
zone users 

14. rree 'l'rade zone 7.7 
image/reputat:l.on 
(iii) Integrating the 

Marketing Functions 
15. Personal ae1ling of 7.3 
zone privileges, 
facilities and services 
16. Offering zone users 7.4 
more choice of Operations 
inside the zone 

17. Us:l.ng adVertis:l.ng !1.6 
channels :for zone 

priVileges, facili tie.r and 
services 
18. Reviewing the pricing 6.0 
of' zone pri.vilegea, 
:facilities and services 
1!1. Bxtending the 6.6 
capacity of the zone 

:facilities 

Standardised 
Diacrilllinant 
coeff:l.c:l.ents 

G2 

8.0 .16 

7.3 .!13 

!1.!1 .!12 

!1.6 • !11 

6.!1 .71 

8.1 .68 
7.8 .6!1 

!1.!1 • 4!1 

7.6 .43 

6.3 .31 

7.1 .26 

6.8 .8!1 

7.4 .64 

8.3 .32 

5.3 .52 

6.3 .38 

6.6 .30 

6.!1 .26 

7.4 .22 
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Only one marketing variable, integration of 
the departmental functions of the zone 
authority, represents a discriminator with 
respect to the differentiation between the 
FTZs in the developed versus developing 
countries. The FTZs authorities in the 
developing countries gave higher rating to 
this factor than their counterparts in the 
developed countries. The reason might be 
because the organisational structure of the 
FTZs in the developing countries is more 
involved. There are more flaws of 
communication and feedback interaction. 
Accordingly, this factor comes in this 
category of variables to assure the 
importance of integrating the departmental 
functions to achieve the organisational goals 
and continue to exist as a competing zone. 

(3) Integrating the marketing functions 

Under this category, there are two variables 
of concern. These are: personal selling of 
the zone privileges, facilities and services; 
and offering the zone users more choice of 
operations inside the zone. The study results 
show that these two variables are among the 
three exceptions which received higher scores 
from the FTZs authorities in the developed 
countries than their counterparts in the 
developing countries. The possible 
explanation could be that: as for the first 
variable, the methods and techniques for 
personal selling are more advanced and 
widespread in the developed countries than in 
the developing countries and the marketing 
managers use the personal selling techniques 
more extensively in the package of promoting 
their products. As for the second variable, 
the FTZs authorities in the developed 
countries attach more importance to offering 
the zone users more choice of operations, 
than their counterparts in the developing 
countries. This is perhaps because many 
governments in the developed countries impose 
a variety of restrictions on manufacturing 
inside the FTZs. Therefore, the FTZs 
authorities had to increase the choice of 
operations allowed in their zones, which 

usually include operations such as packaging, 
sorting, mixing, labelling, exhibition, 
containerisation, refrigeration, etc. 

Conclusions 

As indicated in the study results, the FTZs 
authorities in the developing countries were 
found to be more oriented to satisfying the 
buyers' needs particularly by: the size of 
area available for manufacturing activities; 
the offering of processing operations; the 
offering of assembly operations; and the 
sanitation of the zone area. The FTZs 
authorities in the developed countries attach 
higher importance, than the developing 
countries' FTZs, towards the capacity of 

space for warehousing and space. These 
differences might be because the FTZs in the 
developing countries are more oriented 
towards attracting manufacturing firms, while 
the FTZs in the developed countries are 
inclined to attract those firms with 
warehousing and storage intention and perhaps 
with some light industry. 

In relation to the three facets of 
operations: satisfaction of industrial 
buyers' needs, achieving the organisational 
goals, and integrating marketing functions, 
the following conclusions can be drawn, if a 
FTZ authority wishes to be successful in its 
marketing operations: 

(1) Satisfying the industrial buyers needs 

The FTZ authority make certain that the 
following are in effect: 

(a) The telecommunications systems are 
always in a good working condition. 
(b) Facilities are available for installing 
a facsimile system. 
(c) The industrial wastes are dumped and the 
zone area is always clean. 
(d) The capacity of space for warehousing 
and storage meets the demands of the zone 
users. 
(e) The size 
enlarged to 
expansion. 

of the zone 
accommodate 

area can be 
future zone 

(2) Achieving the organisational goals 

While satisfying the needs of the industrial 
buyers, a FTZ authority should achieve, at 
least, the following three goals: 

(a) The maximisation of its sales by 
increasing sales transactions through other 
marketing efforts, for example, by conducting 

buyers, and using promotion techniques such 
as advertising and personal selling in order 
to convince future prospects to invest in its 
FTZ. 

(b) The maximisation of its market share. 
There are five key strategies of importance 
for gaining market share in an industrial 
market (Fogg, 1974): lowering the prices 
below the competitive levels; introducing 
product modifications or significant 
innovations that meet customers needs; 
offering more services; improving the 
strength and quality of the sales force 
targeted at customers who are not getting 
adequate quality or quantity of attention 
from the competitors; increasing the 
advertising and sales promotion of the 
products, services, facilities, or any 
offerings beneficial to untapped customers. 
These all could be adopted to FTZs. 

(c) Public relations with the zone users. 
Public relations can be accomplished by a set 
of communications activities to create and 
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maintain favourable relations between the 
organisation (the FTZ authority) and its 
public (customers, employees, stockholders, 
the locals, and government officials). For 
example, the FTZ authority should create and 
maintain a systematic, continuous public 
relation programme. 

(3) Integration the marketing functions 

A FTZ authority, hoping to satisfy the needs 
of the industrial buyers and achieve its own 
goals, should, at least, integrate the 
following three variables in the operations 
of its zone: (a) marketing research 
activities; (b) updating the zone 
facilities; and (c) extending the capacity 
of the zone facilities. 

As for the future, the 1990s shall witness 
extreme developments of FTZs from fast growth 
in Eastern Europe to steady but slow growth 
in the developing countries, to the closure 
of many zones in Western Europe (particularly 
those which are involved in manufacturing and 
industrial activities). On one extreme, the 
collapse of communism and the emergence of 
free economy in Eastern Europe sow the seeds 
of new opportunities for FTZs development and 
growth. For example, two FTZs are already 
under construction in the former Soviet 
Union. However, on the other extreme, many 
FTZs in Western Europe shall be forced to 
close in compliance with 1992 EEC regulations 
to protect the industries of the twelve 
member countries of the European Economic 
Community. For example, there are already 

from 1993. Eventually, these extreme FTZs 
developments shall result in fierce 
competition amongst FTZs throughout the 
world. On one side of the competition is the 
FTZs of Eastern Europe who shall exploit 
their educated labour force and the proximity 
to Western Europe to attract Western 
investments. And on the other side, is the 
competition among FTZs of the developing 
countries in exploiting their cheap labour, 
strategic geographical locations, and 
lucrative package of incentives. 

In order that a FTZ will be able to gain a 
competitive edge, a more focused marketing 
orientation will have to be adopted by the 
FTZs authorities as indicated in this paper. 
The main elements of such an approach should 
be: ( 1) industrial buyers satisfaction and 
(2) achieving organisational plans and 
integration of the marketing functions of the 
FTZ. 
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THE WORLD TRADING SYSTEM AFTER THE GATT URUGUAY ROUND 
Asim Erdilek, Case Western Reserve University 

Abstract 

The paper examines the tortuous course of the 
Uruguay Round and investigates the reasons for 
its failure thus far to reach its destination 
after meandering for almost five and a half 
years. It then considers the future of the world 
trading system after the Uruguay Round. 

Introduction 

The General Agreement on Tariffs and Trade 
(GATT) is the international organization that 
sets rules for the conduct of world trade. It 
has enabled the progressive liberalization of 
the multilateral trading system (MTS) since the 
end of World War II. Th1s liberalization based 
on mult ilatera 1 trade negotiations (MTN), has 
fueled glob a 1 economic growth and prosperity. 
The Uruguay Round CUR), the eight of the GATT 
rounds, was launched in Punta del Este, Uruguay, 
in September 1986 to further develop and 
strengthen the MTS. The UR has had three major 
goals: (1) Reduce trade barriers, (2) extend 
GATT rules to new sectors, and (3) improve GATT 
rules and make them more effective through 
better dispute settlement mechanisms. 

This round is the most ambitious one. Services 
sector, trade-related intellectual property 
rights (TRIPRs), and direct foreign investment 
(DFI) have been included in MTN for the first 
time. Also, agriculture and textiles are being 
integrated into the GATT more fully. The 
structure and main articles of the GATT itself 
have come under unprecedented review. Agreement 
has already been reached to form a new 
Multilateral Trading OrJLanization (MTO). The MTO 
would embrace the GATT and the new General 
Agreement on Trade in Services (GATS). The MTO 
would administer all the UR agreements and 
conduct reviews of member countries' trade 
policies (as the GATT has actually done since 
1991). Moreover, the MTO would run an integrated 
dispute settlement system. This system would 
provide speedier processing, an appeals body 1 
and str1cter discipline on governments 
implementation of verdicts. 
The long delay to conclude the UR, which was 
scheduled to end in December 1990, reflects the 
serious problems facing the ·interdependent world 
economy. Since its start, the UR has often been 
on knife-edge. Deadline after deadline has been 
set and missed. Fears that the UR would collapse 
have been widespread. Sufficient technical work 
has been done on all issues to permit agreement 
as part of an overall compromise; however, the 
political will and environment to reach that 
compromise has been missing. In an increasingly 
polarized world with no hegemonic economic 
power, the U.S. has been no longer either 
willing or able to provide the leadership 
essent1al to the survival and transformation of 
the GATT system. Moreover, economically and 
politically minority groups such as farmers have 
exerted powerfu 1 protectionist pressures that 
have hampered further trade liberalization. 

As a resul~ negotiations are stalled as of mid­
May 1993. 1he risk of a complete breakdown and 
collapse still exists. 
In the longer term, the evolution of the global 
economy is at stake. If the UR fails, t~e MTS 
might disintegrate into regional trading blocs 
such as the Iuropean Community ( EC) and the 
North American Free Trade Area ('NAFTA). This 
could lead to greater protect iom sm and lower 
rate of economic growth throughout the world. 

The paper examines the tortuous course of the UR 
and investigates the reasons for its failure 
thus. far _to reach its destination after 

meanderin~ tor almost five and a half years. It 
then cons1ders the future of the world trading 
system after the UR. 

The General Agreement on Tariffs and Trade 
(GATT) 

GATT, concluded in 1948, is based in Geneva, 
Switzerland. It has 111 members. GATT has helped 
reduce avera~e tariffs in industrial countries 
from over 45% in 1947 to under 5% today. The 
concept of fairness is embodied in the 
principles of the GATT. A basic GATT precept is 
the "most-favored-nation" (MFN) rule. Under MFN, 
countries that are members of the GATT must 
treat all other members equally in their 
application of trade measures. Another concept 
related to fairness is "national treatment." It 
says that the products of domestic and foreign 
firms should receive equal treatment with 
respect to domestic taxes and regulations. 

GATT trade talks are based on "exchange of 
concessions" approach. Negotiators talk about 
the mutual policy reforms as if they were 
exchanging concessions. This approach has been 
quite successful in the previous seven GATT 
rounds. It allows governments to counter 
national groups opposed to opening the domestic 
market with the political influence of domestic 
exporters. 

The original GATT was written primarily to deal 
with trade in manufactured goods among developed 
countries. Todayd however, only about three­
fifths of worlc export earnings come from 
manufactures. Services account for about one­
fifth of world export earnings, agriculture 
accounts for about one-tenth, and oil and 
minerals account for the rest. 

Also, in recent years many less developed 
countries (LDCs) have become important 
participants in the global trading system. They 
are not however yet fully subject to GATT 
rules. DFI is aiso an increasingly important 
aspect of the world trading system. GATT rules, 
however, do not yet exp 1 icit ly address sucn 
investment. Tariffs of developed countries (DCs) 
are quite low on the average. Non-tariff 
barriers (NTBs), such as export subsidies and 
import quotasd however) have proliferated. They 
have cancele much or the trade liberalizing 
effects of tariff reductions. Tariffs are easy 
to quantify and relatively easy to negotiate. 
NTBs, however, are difficult to quantify, 
negotiate, and reduce. In the past decade, the 
number of managed trade arrangements has 
increased. Agriculture, automobiles, consumer 
electronicsi semiconductors, steel, textiles, 
machine too s, among others, have been subjected 
to governmenta 1 management of exports, market 
shares, and prices in various parts of the 
world. 

The GATT Uruguay Round 

GATT members, which account for nearly 90% of 
world trade, as well as several non-members have 
participated in the UR. The UR comprised 15 
originally agreed negotiating areas under the 
Trade Ne9otiations Committee (TNC), which had 
two subs1diary bodies: Group of Negotiations on 
Goods (GNG) and Group of Ne~otiations on 
Services (GAS). GNG was further d1vided into 14 
negotiating Qroups: I. General trade 
liberalization 1ssues: 1. Tariffs 1 2. NTBs; II. 
Sector-specific trade liberalizat1on issues: 3. 
Natural resource-based products, 4. Textiles and 
clothing, 5. Agriculture, 6. Tropical 
products; I I I. Improvement of the GATT as a 
legal framework: 7. GATT articles, 8. MTN 
agreements and arrangements/GAlT . codes of 
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practice, 9. Safeguard~ against sudden import 
surges, IO. Suos id ies and countervailing 
measures, II. Trade-related intellectual 
property rights (TRIPRs), such as patents and 
copyrights, I2. Trade-related investment 
measures (TRIMs) such as performance 
requirements; IV. lm~rovement of the GATT as an 
institution: I3. Dispute settlement, I4. 
Functioning of the GATT system 

These I4 areas were streamlined in April I99I 
into seven: I. Market access (largely through 
the reduction of trade barriers); 2. Textiles 
and clothing; 3. Agriculture; 4. ~ule-making for 
such areas as antidum~ing, subsidies and 
specific GATT articles; 5. TRIPRs and TRIMs; 6. 
Institutions and the framework for the 
implementation of the UR results; 7. Services. 

At the start of UR, GATT members committed 
themselves to a "standstill" (forswearing new 
trade restrictions) and a "rollback" 
(elimination of trade restrictions inconsistent 
with the GATT). Negotiators spent I987-88 
clarifying the content and defining the 
modalities of the negotiations. During this 
period, however, new trade restrictions did 
emerge, contravening the standstill commitment. 
Only the EC proposed to rollback certain 
quantitative restrictions, if similar offers 
were made by others; no such offers were made. 

The U.S. proposed a focused approach to the 
negotiations: early agreement reached in 
selected areas would build momentum and morale. 
The EC, however, preferred a global approach: 
balanced progress in most negotiating areas. 
Apart from t~e disagreement on the approach to 
negotiations, for months no agreement was 
reached on what was or what was not on the table 
for negotiation! No f.rogress was made toward 
compromise in dea ing with antidumping, 
subsidies, agriculture, textiles, services, 
TRIMs, and TRIPRs. 

Agriculture soon began to emerge as the make-or­
break issue of the UR. The U.S. insisted on the 
long-term elimination of all subsidies on the 
bas1s of its "zero approach." This impiied the 
eventual end of Common Agricultural Policy (CAP) 
of the EC. The EC vehemently opposea this 
approach. 

The original U.S. proposal was to phase out all 
farm production and export subs1dies in ten 
years. The EC rejected this proposal. The U.S. 
then changed its deadline to "within an agreed 
period of time." The U.S. proposed to elim1nate 
(I) all import barriers in agriculture b~ 
converting NTBs to fixed tariffs Ctariffication 
to be reduced and ultimately abolished, and (2 
all direct and indirect agricultural subsid1es 
that affect trade (except for direct income 
support to farmers not linked to production and 
for food aid to poor countries). 

The EC proposal, on the other hand, focused on 
short-term measures to improve the world market 
for specific commodities. The EC advocated 
freezing farm supports at their I984 levels and 
then reducing them at a certain (to be 
negotiated) percentage to lower maximum levels 
in I990. 

The Cairns Group (I4 countries with substantial 
agricu ltura 1 exports) had their own propos a 1. 
They supported tne U.S. long-term objectives but 
with a transitional scheaule: start with a 
freeze, followed by IO% annual cuts in 
production supports in I989 and I990i· then agree 
on a system for further regu ar annua 1 
reduct ions to arrive eventually at completely 
free trade in farm products. Japan, on the other 
hand, concerned about "food securitx," was 
reluctant to open its rice market to 1mports, 

and sided with ·the EC. 

No progress was made on TRIPRs (copfrights, 
patents, trademarks, and trade secrets due to 
eyeball-to-eyeball confrontation between the 
U.S. and some LDCs such as Brazil and India. The 
LDCs preferred to keep TRIPRs out of the GATT 
and within the World Intellectual Property 
Organization (WIPO). 

Little progress was made in agreeing on tariff 
cuts. Most remaining high tariffs were on 
politically sensitive products such as textiles. 
There was disagreement on what to do about 
tariffs not "bound" (fixed with a commitment not 
to increase them). The DCs insisted that .both 
cuts and bindings should this time apply to the 
LDCs. 

There was disa9reement between the U.S. and the 
EC on the tar1ff cut negotiations method. The 
U.S. preferred the request-offer method to allow 
protection of sensitive sectors such as 
textiles. The EC preferred a fixed formula like 
the one used in the Tokyo Round to cover every 
single tariff. 

Some a~reement was reached on "procedural 
issues, i.e., strengthening the GATT, improving 
the dispute-settlement mechanism, trade-policy 
surveillance of members (regular reports by the 
GATT secretariat on the trade policies of member 
countries); and on tropical products. 

While the UR, as the epitome of the multilateral 
approach to trade, encountered one obstacle 
another, the U.S., as well as the EC, appeared 
to favor increasingly uni latera 1 ism, 
bilateralism, and regionalism. The U.S. enacted 
a tough trade law in 1988, the Omnibus Trade and 
Competitiveness Act, with section "Super 301." 
This provision established "a systematic 
approacn to national patterns of foreign unfair 
trade Jlractices." Under Su~er 301, the U.S. 
Trade Representative (USTR) identified and 
investigated "priority" foreign trade practices 
in "priority" countries. It had to negotiate for 
at least three years to get the offensive 
practices eliminated. It was required to show 
progress but not to retaliate or launch a trade 
war. Canada and the U.S. entered into the 
Canada-U.S. Free Trade Area (CFTA) in January 
I989. This was preceded by the FTA agreement 
that the U.S. had entered into with Israel in 
I985. The EC became preoccupied with Pro~ect 
I992, ~iving rise to the fears that it m1ght 
become 'Fortress Europe." 

At the midterm review of the UR in Montreal 
during 5-9 December I988, the at least partially 
r~solve<! issues ("framework" accords) included: 
L1beral1z1ng trade in services, swifter 
setqement of trade disputes, freer trade in 
trop1cal products, a target of reducing tariffs 
by 30%, easing NTBs, easing some DFI 
res~rictions, ana mo.nitoring members' trade 
p~l1c1e~ .. The four bas1c unresolved issues were: 
L1beral1z1ng trade in agriculture new 
protection for TRIPRs, textiles and ciothing 
trade reforms, and rules for safeguards against 
1mports. 

After the deadlock on agriculture in Montreal 
the u.s. proposed that a package be agreed on 
ex~luding agric~lture. The EC accepted but the 
Ca1rns Group reJected this proposal. This led to 
the suspension of the midterm review. However, 
agreement was reached in Montreal for the TNC to 
reconvene the UR in April I989 in Geneva to pick 
up the pieces. The GATT Director-General Arthur 
Dunkel was asked to work toward a compromise in 
the four cri~ic~l areas without any agreement. 
The.UR negot1at1ons .resumed in Geneva during in 
Apnl f989, am1d fears of imminent 
"gattastrophe." 
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What was intended to be the "final" meeting of 
the 107 countries at the trade-ministers level 
took place in Brussels during 3-7 December 1990. 
The 391-page document draft text covering the 15 
negotiation areas had nothing on agriculture! 
The 70 pages on services were 1 ittered with 
square brackets (disagreements} and the 
f1nancial services annex was blank1 

The "final" meeting collapsed due to the failure 
of the U.S. and the EC to agree on agriculture. 
The EC refusing to budge~ rejected a compromise 
t:>lan to cut agricultura 1 supports by 30% over 
five years in all three areas, i.e., domestic 
supJX?r~s, imports barriers, and export 
subs1d1es. 

Dunkel was again asked to be the troubleshooter 
to save the UR from collapse. He could decide 
when to reconvene the negotiations in Geneva; 
but the consensus was that only a major 
political initiative at the highest level in the 
U.S. and the EC could save the UR. The UR 
resumed in Geneva in January 1991. The three 
decisive issues appeared to be: Agriculture 
services, and market access (further lowering of 
tariffs and NTBs in manufactures trade). 

After the failure of the negotiating parties to 
come up with their own fina 1 draft agreement, 
covering all issues, Dunkel ~reduced his own. At 
~~e p;:~!rite~e~{i ~~dra~u{ ~~a P~~l ,q,e~~~~~~g~;9~f 
26 draft accords. Negotiating parties were given 
till 13 January to respond and then bargain over 
details at another Geneva meeting. France 
rejected the Dunkel text even before its 
release! 
There was opposition to the Dunkel text from all 
sides. The EC rejected the agricultural package, 
especially because direct payments to farmers in 
order to cut production and exports would not be 
p,ut in the "green boxi" i.e., regarded as 
'gattable," and the inc us ion of quantitative 
l1mits on subsidized exports. 

The U.S., too, was dissatisfied with the 
agricultural package. It was also dist:>leased 
w1th the treatment of TRIPRs as too lenient 
toward the LDCs. It did, however, endorse the 
Dunkel draft with some reservations, planning to 
seek some changes. 

Negotiations resumed in Geneva on 13 January 
1992 but broke down again after the outright 
rejection of the Dunkel draft by France. 
President Bush claimed that the EC was "hiding 
behind an iron curtain of protectionism." The 
EC, in turn, accused the U.S. of drifting toward 
managed trade, after Bush's unfortunate high­
pressure sales trip to Japan. 

The 31 March 1992 deadline set by Dunkel to 
reach a final agreement in Geneva on the basis 
of his December draft of 26 accords became one 
of many deadlines set and missed in the UR. 

The July 1992 G-7 summit in Munich just like 
the London summit in July 1991, yielded no high­
level political agreement on the UR. Faced w1th 
the central disagreement on agriculture and the 
French intransigence, the G-7 leaders again 
failed to break the deadlock. Hopes for a break 
through were postponed t i 11 after the French 
referendum on 20 September 1992 on the 
Maastricht Treaty. 

But then the negotiations were c lauded by the 
separate five-year old oilseeds dispute between 
the U.S. and the EC, and also by the U.S. 
decision to increase its own export subsidies 
for agricultural products. A GATT panel had 
ruled twice against EC subsidies for oilseeds 
but the EC refused binding arbitration. The U.S. 

threatened sanctions (punitive tariffs on EC 
agricultural exports) and the EC threatened 
reta 1 iat ion. Th1 s episode revealed again the 
impotence of the GATT dispute settlement 
mechanism. Oilseeds, such as soybeans and 
sunflower seeds, used in making cooking oil , 
margarinet and animal feed 1 were already covered 
by the GAT. The U.S. wanted the EC to cut its 
oilseeds production by half over six years but 
the EC refused. 

In October 1992, the UR hopes were sinking into 
electoral morass, with the 3 November 
presidential and congressional election in the 
U.S. and the March 1993 elections in France. On 
5 November 1992, the U.S. announced that 
sanctions against the EC would go into effect in 
30 days, in the form of 200% tariffs on white 
wine, wheat gluten, and rapeseed {canola) oil, 
covering EC exports worth about $300 mill ion. 
Could tl\is be the start of a "trade war" and the 
final demise of the UR? 

On I~ November 1992, the U.S. and the EC resumed 
talks on agriculture in Washington, D.C., 
despite French opposition. They reached 
agreement on 20 November. The "Blair House 
accord," besides setting EC oilseed production 
limits to the satisfaction of the U.S., resolved 
the long-standing UR agricultural dispute. The 
EC and the U.S. agreed that, over s1x years 
subsidized EC agricultural exports would be cut 
by 21% in volume; value of export subsidies 
would be cut by 36%, and internal supports would 
be trimmed by 20%. France, however, threatened 
to veto the dea 1 in the EC Counc i 1. On 26 
November 1992, the UR resumed in Geneva. 

The environment for the progress of the UR was 
then further clouded by several developments. On 
27 January 1993, the U.S. announced provisional 
antidumping duties on steel imports from 19 
countries, including several EC members. The new 
Clinton administration was beset by calls for 
protection from autos, steel, oil, 
semiconductors, etc. It appeared to encourage 
such calls by its announcement that the U.S. 
could no longer afford to subordinate national 
economic interests to foreign policy or defense 
concerns. 

In early February 1993, the USTR Mickey Kantor 
threatened sanctions, within 45 days, against 
the EC in response to the EC' s adoption of 
local-content rules for government purchases of 
telecommunications and power-generation 
equipment. Under the EC Utilities Directive, 
adopted on 1 January 1993, the EC utilities were 
required to apply a 3% price preference to EC 
bids; they also could reJect non-EC bids those 
with less than 50% local content. Also, the U.S. 
threatened to pull out of the GATT procurement 
code, negotiated in the Tokyo Round. The EC 
accused the U.S. of "unilateral bullying," 
noting that the U.S. itself had several "Buy 
America" provisions, especially for Department 
of Defense procurement, not to mention myriad 
state government provisions. 

Then President Clinton attacked the Airbus 
subsidies, despite the bilateral agreement 
between tne U.S. and the EC, reached in July 
1992 1 to limit subsidies to 33% of total product 
development costs. Shortly after, the U.S. 
announced that it would review the agreement, 
but later decided to stick to the accord. 

On 22 April 1993, the EC and the U.S. reached 
partial agreement on public purchasing in heavy 
electrical engineering equipment; appearing to 
have avoided a tit-for-tat trade war. The U.S., 
however, seemed determined to impose token 
sanctions in telecommunications. The EC 
threatened counter sanctions. 
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Status of the Uruguay Round as of mid-May 
1993 

Trade officials from the United States~ the EC, 
Japan, Canada1 meeting in Toronto, on 1~-14 May1 
tried to reacn a final agreement before the G-1 
Tokyo summit. At this summit 1 scheduled for 7-9 
July 1993, leaders of the Un1ted States, Japan, 
United Kingdom, France, Canada, Germany, Italy 
were expected to agree on the conclusion of the 
UR by the end of the year. France however, 
rema1ned opposed to last November 1s EC-U.S. 
farm trade accord. It also called for a complete 
review of the EC trade policy. 

The U.S. House Ways and Means Committee approved 
the extension of the fast-track negotiating 
authority needed to conclude the Uruguay Round. 
If the full House and Senate also accept 
President Clinton's request to extend the fast­
track1 he would have until 15 December 1993 to 
sign the final draft of the UR. Congress would 
then have 120 dayst until 15 April 1993, to vote 
"yes" or "no" on tne trade pact. 

The Post-Uruguay Round Trade Issues 

Environment 

The next big issue for the GATT is clearly the 
environment: how to prevent env i ronmenta 1 
controls from being usei:l as artificial trade 
restrict ions. Reso fving the apparent conflict 
between trade and the environment, much talked 
about at the U.N. Earth Summit in June 1992, is 
1 ike ly to be one of the most important trade 
issues of the 1990s. This issue has already been 
the subject of heated debate. 

The U.S. banned imports of tuna from Mexico in 
1990 under the Marine Mammal Protection Act. 
This act forbids imports of tuna caught in nets 
that also kill dolphins. Mexico took the U.S. to 
GATT. A GATT panel ruled against the U.S. in 
August 1991. The U.S. was using domestic 
measures to protect dol11hins outside its 
territorial jurisdiction. The GATT prohibits 
discrimination between "like products on the 
basis of their method of production." This case 
provoked anger among many environmentalists who 
began to refer to the GATT as "Gattzi lla the 
trade monster"! 

The GATT has no specific mechanism or program 
for dealing with trade and. the environment; it 
has only a limited exemption permitting a ban on 
imports where it is necessary "to protect human, 
animal and flant life and health." However, in 
October 199 , the GATT revived its working group 
on the environment. This group had never met 
since its establishment 20 years ago. 

It has been sug~ested that the next GATT round 
should be the 'Green Round." This new round 
would create a GATT Environmental Code, modeled 
after the current Subsidies Code. Each nation 
could set its own environmental standards. This 
code would ban or restrict, however, the 
imports of goods produced in ways that violate 
internationally recognized norms. It would 
legitimize the imposition of trade sanctions to 
enforce environmental accords. Countervailing 
duties (CVDs) would be levied if the products or 
processes producing them failed to meet the 
importing nation's environmental standards. 
These CVDs would offset any economic advantage 
gained by making the product under less 
stringent environmental protection rules. 

The GATT issued a report on the environment in 
February 1992 cautioning against "environmental 
imperialism" (one country using trade barriers 
to foist its environmental laws on others). It 
warned that the environmenta 1 movement was jn 

danger of hijacked by trade protectionists. It 
argued that free trade improved, not harmed the 
environment. The UR agricultural accord would 
cut farm subsidies and output in DCs that used 
much more fertilizers and pesticides and shift 
product ion to lDCs that used less. The GATT 
report re~ected the idea of an "ecological 
subsidy" gtven by lax environmental standards. 

Under the ~ro~osed and failed 1991 International 
Pollution Deference Act in the U.S. charges of 
"social dumping" would have accused others not 
with doing something (as with dumping) but with 
not doing something. In May 1993, Congressman 
Richard Gephardt, majority leader in the U.S. 
House of Representatives advocated the enactment 
of "green and blue 301". Under Sect ion 301 of 
the 1974 Trade Act, the U.S. can levy trade 
sanctions on countries that are said to be 
involved in "unfair" trade practices. 
Congressman Gephardt wished to extend that 
authority b,y authorizing trade sanctions against 
countries 1n which labor standards were not 
enforced (blue) and against countries in which 
env ironmenta 1 standards were not enforced 
(green). 

The future importance of the environmental and 
labor issues in world trade has been 
foreshadowed by the emphasis given to them in 
the debate over the Broposed NAFTA among Canada, 
Mexico and the .S. NAFTA faces serious 
opposition from several groups in the U.S. that 
are determined to vote against it unless side­
agreements on the protection of the environment 
and labor rights are negotiated by the Clinton 
administration. 

Competition Policy 

Another important trade issue that is likely to 
emerge after the UR is: Should global 
competition rules covering subsidies, cartels, 
merger po 1 icy, and _j)Ub 1 ic monopo 1 ies be 
integrated into the GATT? As regards subsidies, 
the GATT already has power to rule on the 
acceptability of state a1d to companies but this 
power could be increased. As for cartels, the 
GATT could clarif~ international definitions of 
cartels and restr1ctive practices. The guestion 
with respect to mergers is: Should (could?) 
there be a supranational antitrust authority? 
The GATT may also have to deal with the 
distortions created in world trade by public 
monopolies. The proposed and failed 
Internat iona 1 Trade Organization (ITO) .in 1947, 
besides su~ervising tfle GATT 7 would have had 
responsibilities for regulat1ng international 
competition in restrictive business practices, 
investments, and commodities. 

As long as the world trading system lacks 
credible international rules on competition, 
~overnments will increasingly resort to 
voluntary export restraints" (VERs), "voluntary 

import expansions" (VIEs), and antidumping 
duties. The future importance of the competition 
policy issues in world trade has been 
foreshadowed by the emphasis given to them in 
the proposed NAFTA among Canada, Mexico, and the 
U.S. Explicit provisions are included in NAFTA 
mandating cooperation among the member countries 
on compet it 1 on 1 aw enforcement and other 
antitrust issues. A trilateral commission would 
be responsible for monitoring the relationship 
between competition laws and trade. 

Summary and Conclusions 

This paper reviewed the tortuous course of the 
UruguaY. Round (UR) and investigated the reasons 
for 1ts failure thus far to reach its 
destination after meanderin9 for almost five and 
a half .vears. It then cons1dered the future of 
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the world trading system after the UR. The 
problems encountered in the UR reflect the 
precarious state of the P.OSt-World War II 
multilateral trading system (MTS), based on the 
GATT, which has fueleo global economic growth 
and prosperity. 

The GATT-based MTS is in danger for two basic 
reasons: (1) In an increasingly polarized world 
with no hegemonic economic power, the U.S. is no 
longer eifher willing or able to provide the 
leadership essential to the survival and 
transformation of that system; and, (2) the 
democratic system of government (desp1te its 
superiority over all other forms of government) 
in the U.S., the EC, Japan, and other developed 
countries enable economically and politically 
minority groups such as farmers to exert 
powerfu 1 protect ion i st pressures that prevent 
further trade liberalization. 

If the UR fails, the survival of the GAlT-based 
MTS will be in doubt. The danger of the world 
splitting into regional trading blocs and the 
outbreak of trade wars will become real. Even if 
the UR is cone luded successfully and the GATT 
survives in the form of a stronger Multilateral 
Trading Organization (MTO), the world trading 
system wilT soon face new challenges. These will 
include such issues as the global harmonization 
of nat iona 1 enviro.nmenta 1 and competition 
policies. 
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Abstract 

Strategic marketing management is rapidly 
becoming an important issue for multinational 
enterprises. Changes in the global markets are 
forcing these firms to rely heavily on marketing 
managers and marketing strategies. An 
international facility location (IFL) strategy is 
one useful approach for multinational firms, 
which was the focus of Pomper's research. Using 
Canel's (1991) model, this paper replicated and 
extended Pomper's (1976) optimum location model. 
This paper suggests that multinational firms 
could benefit from a mathematical model in 
evaluating the profitability of an international 
location and developing strategic marketing 
management. 

Introduction 

Strategic marketing management is rapidly 
becoming an important issue for multinational 
enterprises. Changes in the market place are 
forcing these firms to rely heavily on marketing 
managers and marketing strategies. Walker, Boyd, 
and Larreche (1992 p. 27) state that "competitive 
advantages are becoming harder to sustain as 
product life cycles shorten and global 
competitors contest more markets." These authors 
believe that marketing plays a crucial role in 
formulating and implementing business strategies. 

Because they occupy positions at the 
boundary between the firm and its 
customers, distributors, and 
competitors, marketing managers are 
usually most familiar with conditions 
and trends in the market environment. 
Consequently, they are responsible 
not only for developing strategic 
plans for their own product-market 
entries, but also are often primary 
participants and contributors to the 
planing process at the business and 
corporate level as well. (p. 21). 

Facility location strategy is one useful 
approach for marketing managers to contribute to 
the success of multinational firms. Porter (1985) 
believes that superior resources such as 
marketing information and intelligence could 
identify optimal location for firms' facilities. 

The location of activities in 
relation to each other as well as to 
buyers and suppliers often 
contributes significantly to such 

things as labor rates, logistical 
efficiency, and supplier access. The 
firm that locates its facilities well 
will often gain a significant cost 
advantage. The optimal location of 
activities change over time .... (p. 
105). 

Advantages of IFL have also been noted by 
other researchers. Several of these advantages 
are (Kogut 1984; Moxon 1975): (1) to extract raw 
materials, (2) to secure a foreign market (3) to 
take advantage of certain resources, (4) to 
expand export markets, and (5) to be more 
responsive to local markets. 

International facility location (IFL) can 
be viewed as an extension of the facilities 
location problem (FLP). In FLP literature, 
plants, facilities and customers are all assumed 
to be in the same country; whereas in IFL, plants 
and facilities are in different countries, and 
serve customers worldwide. 

While FLP has attracted a great deal of 
attention in the marketing/distribution and 
management science literature (see Thizzy et al. 
1983, and Brandeau and Chieu 1989 for extensive 
reviews), there is very little research on the 
issues related to international facilities 
location (IFL) problems. The only notable 
exception can be found in Pomper's study (1976). 
This clearly suggests a strong need for optimal­
location models that would provide competitive 
advantage for the firms. 

The purpose of this paper is to replicate 
and extend Pomper's (1976) optimum location model 
using Canel's (1991) model. This paper is divided 
into four parts. In the first section, we provide 
an overview of the Agricultural Chemicals 
International, the company for which the model is 
applied. Pomper's study and findings are 
discussed in the second section. The third 
section of the paper presents our replication 
using Canel's (1991) model and finally the last 
section provides conclusions of the paper. 

Characteristics 
International 

of Agricultural Chemical 

Agricultural Chemicals International (ACI) 
is a U.S. based multinational chemical company 
composed of 30 overseas and 10 U.S. manufacturing 
facilities. ACI's foreign sales in 1973 were 
about 30% of their total sales. These 
manufacturing facilities were established to 
serve customers in the U.S., South America, 
Europe and the Far East. Product F is one of 
their several products identified as a major 
mature agricultural chemical product which had 
experienced a modest but steady growth for many 
years. The location and size of ACI's 
manufacturing facilities and markets for product 
F in early 1973 are shown in Table 1. During this 
period of time, ACI was compensating for its 
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capacity shortage, which was 2,215 tons annually, 
by reducing its market position in the least 
profitable markets. On the other hand, the 
markets of the company were growing, and 
management felt a need to expand. A planning 
cycle of 1.5 years was required for constructing 
new facilities and was therefore taken as the 
basis for determining the length of periods one, 
and two. Period one was defined from the 
beginning of 1975 till the middle of 1976, period 
two covered half of 1976 and all of 1977, and 
period three started from the beginning of 1977 
until the end of 1980. 

******************************************* 
INSERT TABLE 1 ABOUT HERE 

******************************************* 

As Table 1 depicts, ACI did not have 
sufficient capacity to meet the demand in its 
defined markets. Therefore, management had to 
decide when, where, and how to expand capacity 
for product F. The plants considered by ACI were 
classified as small (technology 1), large 
(technology 2), and fully balanced plants with 
expected theoretical capacities of 10.7, 15.5 and 
31 kiloton per annum, respectively. Furthermore, 
it was assumed that scheduling inefficiencies and 
inventory constraints would reduce the expected 
theoretical capacities by lOX, which was 
therefore incorporated. In addition, the 
effective capacity of facilities in Italy was 
reduced by 29% because of labor laws which 
required the closing of facilities on weekends. 
South Africa was not being considered as a 
potential manufacturing location because the 
local market was too small and a key raw material 
was not available locally and was not 
transportable. In addition, Southern Italy was 
added as a potential manufacturing location 
because of the investment incentives offered by 
the Italian government in that region. 

ACI' s manufacturing facilities for product 
Fin 1973 were in the U.S.A., Brazil, Colombia, 
France, and Northern Italy (Table 1). In order to 
satisfy the demand in the existing markets ACI 
had to decide (i) the countries in which they 
should open new facility(ies); (ii) on the 
capacity(ies) of the newly opened facility(ies); 
(iii) the period in which the facility(ies) 
should be opened; (iv) the production quantities 
in the new facility(ies); (v) the supply ne'twork 
of the markets from the opened facilities in the 
next three periods and (vi) on the quantities to 
be sent from the facilities to the markets. The 
goal of the company was to maximize its after-tax 
profits. 

ACI made a decision consistent with its 
past practice of building plants primarily to 
provide products for the local market with 
essentially no provisions for export. Thus, they 
approved a major capital appropriation request 
from the French subsidiary for a major capacity 
expansion in France, because the subsidiaries of 
ACI in the European Economic Community had a 
substantial shortage of capacity. Consequently 
ACI' s decision was to build a large plant in 

France which was heavily influenced by several 
factors. ACI assumed that it would take optimal 
action after the first period, which was not to 
build any new facilities in period 2 and to build 
a large plant in Brazil in period 3. Pomper 
(1976) incorporated this assumption in a dynamic 
programming formulation to maximize the profits 
for product F. 

Pomper's Model 

Pomper applied a dynamic programming 
solution technique for solving the IFL problem 
for ACI and then compared the results of his 
analysis to those of the company's. The model 
developed by Pomper selected the following 
optimal investment strategies (1976 p.54): 
(1) start the construction of a large plant in 

Brazil to start manufacturing at the 
beginning of 1975; 

(2) do not decide on a second capacity 
expansion until mid-1976; 

(3) in the middle of 1976 decide to expand the 
large Brazilian plant into a fully 
balanced plant which was equivalent to 
building a second large plant in Brazil. 

This strategy was calculated to be worth a 
present equivalent of $19 million which 
theoretically represented the present market 
value of ACI's product F business. However, ACI's 
strategy was calculated to be worth a present 
value of $16.6 million which was $2.4 million 
lower than the optimal strategy provided by 
Pomper's model. 

Based on the above strategies developed by 
Pomper, the quantities shipped from the 
manufacturing facilities to the markets were 
determined for the next three periods as provided 
in Tables 2, 3, and 4. 

The solution provided by Pomper suggests 
that ACI should open a manufacturing facility in 
Brazil with a capacity of 13,950 in the beginning 
of period 1, which is the beginning of 1975. 
Considering the construction lead time of 18 
months required for a new facility in any 
country, the construction of this new facility 
should commence in the middle of 1973. This lead 
time of 18 months is the basis for the length of 
periods 1 and 2. The third period is assumed to 
be 3 years long. With the introduction of this 
new facility in Brazil the current shortages 
faced by ACI are eliminated. This new facility in 
period 1 results in an excess capacity of 6,425 
in U.S.A. and 1,202 inN. Italy, a total of 7,627 
in period 1, which are depicted in Table 2. 

Table 3 illustrates the allocation of 
quantities from facilities to markets in period 2 
which indicates that the solution suggested by 
Pomper does not bring in a new facility for this 
period. The total excess capacity of 7, 627 in 
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period 1 is utilized to satisfy the increased 
demand during this period. However, the facility 
in U.S.A. still has an excess capacity of 4,304. 

The decision for the third period is to 
expand the Brazilian facility introduced in 
period 1 with an additional capacity of 13,950, 
as shown in Table 4. Thus, the total capacity of 
the facilities in Brazil becomes 37,530 with this 
expansion. Pomper points out that the reason for 
this expansion is simply due to the fact that the 
investment costs in plant, equipment, and working 
capital for this expansion will be 60 % more than 
the one opened in period 1. Therefore, in period 
3 it is more economical to double the capacity of 
the Brazilian facility opened in period 1. This 
decision is in accord with the second and third 
investment strategies suggested by Pomper; which 
were not to make any decision regarding a new 
facility or a capacity expansion for existing 
facilities till the middle of 1976 (beginning of 
period 2) and to decide to expand the capacity of 
the facility in Brazil in the middle of 1976. 
Thus, the construction for expansion would take 
place during the second period and the additional 
capacity in this facility would be available in 
the beginning of period 3 (beginning of 1977). 

**************************AAAAAAA************ 
INSERT TABLES 2, 3, AND 4 ABOUT HERE 

********************************************* 

The solutions for these three periods 
interestingly illustrate that the manufacturing 
facility in N. Italy does not use any of its 
production for satisfying the demand from Italy. 
In addition, the facility in N. Italy has excess 
capacity during periods 1 and 3. The production 
in N. Italy is mainly used to supply the market 
in France in periods 1 and 3. The expansion of 
the facility in Brazil in period 3 results in 
6,221 excess capacity in N. Italy because it is 
cheaper to supply the market in Italy from 
Brazil. The effective capacity of this facility 
is 6,965 which shows that 89.2% of the production 
capacity in N. Italy is not utilized due to the 
high costs in this country. Thus, it might even 
be better to close the facility in N. Italy in 
the beginning of period 3. However, The model 
developed by Pomper does not consider closing 
facilities and the costs related to this. 

The Replication 

In this paper, we used Canel's (1991) zero­
one mixed integer programming (0-1 MIP) 
formulation to replicate Pomper's (1976) results 
and answer questions raised by ACI. In order to 
provide an objective and systematic comparison of 
the net present values calculated by Canel' s 
formulation and Pomper's formulation we would 
have to use the same cost and price data. The 
exact cost and price data used by Pomper is not 
available to us. Therefore, we have generated all 
of the required cost and price data based on the 
explanations provided in Pomper's research. In 

addition, we do not consider the termina. 
of facilities, management fees, and ro) 
which were included in Pomper's model an 
solution. 

The required cost data and prices are 
calculated based on the information provided in 
Pomper (1976). The data was only available for 
the initial period (middle of 1973 till the end 
of 1974) which necessitated the calculation of 
those data for the next three periods. The 
inflation and devaluation rates in different 
countries are taken into consideration in 
calculating the required cost and price data for 
the next three periods. 

The choices for new facilities include 
opening facilities with effective capacities of 
9,630 or 13,950 in Brazil and Colombia and a new 
facility with a capacity of 9,630 in U.S.A., 
France, N. Italy and S. Italy. Thus, in the 
Tables exhibiting the solutions provided by 
Pomper and Canel' s MIP formulation, we will 
denote existing facilities with (0), new 
facilities with a capacity of 9,630 with (1), and 
new facilities with a capacity of 13,950 with (2) 
after the country name. Consequently, there were 
five existing facilities and eight potential new 
facilities. We assume that the facilities 
existing in 1973 will exist in the next three 
periods. Therefore, the formulation does not 
consider closing and reopening of any facility, 
which can easily be incorporated. In addition, 
there will not be any new markets in these three 
periods; however, existing markets will continue. 

Next, we used Canal's formula with 0-1 MIP 
formulation developed in this paper and LINDO 
(Schrage, 1981). The results provided by LINDO 
are presented in Tables 5, 6, and 7, for each of 
the three periods. Using our formulation, the 
results indicate that a new facility with a 
capacity of 13,950 to be opened in Brazil in the 
beginning of period 1 (Beginning of 1975). Thus, 
the construction of this facility should start 
immediately (middle of 1973). 

Table 5 illustrates the allocation of 
quantities from facilities to markets in period 
1, which is slightly different from the one 
suggested by Pomper. Thus, even though the 
decision for opening a new facility in Brazil in 
period 1 is the same as the one suggested by 
Pomper, the allocation of quantities from 
facilities to customers is different. The reason 
for this difference is that we have used the data 
for creating the different types of costs and 
market prices as it is suggested in Pomper's. The 
excess capacity in period 1 takes place in 
facilities located in Colombia and N. Italy, with 
a total of 7,627. 

The solution provided by the formulation 
for period 2 indicates that there should not be 
any new facility in period 2 and the excess 
capacity in period 1 is used to supply the 
increased demand in this period. Again, the 
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allocation of quantities shipped from facilities 
to markets is different from the one suggested by 
Pomper's solution because of the reasons 
explained earlier. In addition, our solution 
(Table 6} indicates that the excess capacity 
should take place in the Italian facility. 
However, Pomper's solution for the same period 
indicates that the excess capacity should take 
place in the U.S. facility. This is another 
difference between our solution and Pomper's 
solution for the second period. 

The solution for period 3 (Table 7} does 
not recommend opening any new facility, unlike 
the solution suggested by Pomper. The reason for 
this discrepancy is that in our formulation the 
decisions are made in the beginning of the 
current time period for the next three periods, 
whereas Pomper suggests making a decision to 
expand the opened facility in Brazil in the 
beginning of time period 2 (middle of 1976}. 
Consequently, Pomper's decision is based on the 
results of the first and second periods. 

************************************************ 
INSERT TABLES 5 , 6 , AND 7 ABOUT HERE 

************************************************ 

In period 3 (see Table 7}, there will be a 
shortage unless additional capacity is provided. 
The alternatives for providing additional 
capacity are either to open a new facility or to 
expand any one of the existing facilities. In 
this case, as suggested by Pomper, it is more 
economical to expand the capacity of the facility 
opened in Brazil in period 1. He justifies the 
expansion of this facility by stating that the 
investment costs related to plant, equipment, and 
working capital will be only 60 X more than the 
initial investment cost of the existing facility 
in period 2. As a result of not opening any new 
facility for period 3, there is a shortage of 
2, 621 assigned to the French market where the 
shortage cost is the least and the facility inN. 
Italy is producing at its potential capacity. 

The result of our study and Pomper's 
suggest that most of the demand in the Italian 
market is being supplied from the facility in 
Brazil in period 1 and 2. Thus, if the existing 
facility in Brazil were expanded in period 3, it 
would continue supplying the Italian market which 
in turn would result in under utilization of 
capacity at the N. Italian facility in period 3. 

We do not provide a comparison of the 
profits obtained by the MIP formulation to those 
obtained by Pomper's model for several reasons. 
Pomper's model calculates the net present value 
of the cash flows by applying a discount factor, 
whereas our formulation does not incorporate any 
discount factor to provide a net present value of 
the objective function value. 

Furthermore, we solvecl the same problem 
with the assumption that no shortages are allowed 
during any of the three time periods. The results 

for this case indicate that the profits are lower 
than the case where shortages are permitted, 
which is the same conclusion reached by Pomper's 
model. Again, because we did not use exactly the 
same data for investment, fixed and transfer 
costs as in Pomper's model, our formulation 
suggests opening a small facility in Brazil in 
periods 1, 2 and 3 and another small facility in 
Colombia in periods 2 and 3 whereas Pomper 
suggests opening a large facility in Brazil in 
periods 2 and 3. 

***************************************** 
INSERT TABLE 8 ABOUT HERE 

***************************************** 

We also analyzed the IFL problem faced by 
ACI with an objective of minimizing costs during 
the three periods. In this case, we did not 
introduce the prices of the product in the 
objective function and kept the same set of 
constraints. Our results for this case indicate 
that no new facilities should be opened during 
any of the periods • Furthermore , we solved the 
same problem with an objective of minimizing 
costs, assuming that shortages are not allowed 
and then deleted the shortage costs from the 
objective function. The results for this case 
indicate that a large facility should be opened 
in Brazil in periods 1, 2 and 3 and a small 
facility in Colombia in period 3. In this case 
where the objective is minimizing costs with and 
without shortages, we found that the total costs 
are higher when shortages are not allowed. Table 
8 illustrates the decisions and objective 
function values when we have different objective 
functions (maximization of profits and 
minimization of costs} with and without shortage 
costs. 

Conclusions 

In the domestic facilities location 
literature there have been many applications of 
the different techniques and models developed for 
solving a variety of location problems. However, 
interest in IFL is very much in its infancy. As 
such not much by way of application can be found 
in IFL literature. The only notable application 
found was the ACI study by Pomper. In this paper 
the IFL formulation developed in an earlier paper 
(Canel, 1991} is applied to the case study to 
verify the correctness of our formulation in this 
paper. 

Our objective in comparing Pomper's 
solutions to ours is to verify the validity of 
our formulation (using Canel' s model} by 
providing the same decisions for opening or not 
opening facilities within the time frame of three 
periods . The results obtained by our MIP 
formulation indicate that the MIP formulation 
provides the same decisions in terms of when and 
where to open new facilities. 
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Changes in the market place are forcing 
these firms to rely heavily on marketing managers 
and marketing strategies. An international 
facility location (IFL) strategy is one useful 
approach for multinational firms. Using Canel's 
(1991) model, this paper replicated and extended 
Pomper's (1976) optilR\1111 location model. Further, 
this paper suggests that multinational firms 
could benefit from Canel' s model in evaluating 
the profitability of an international location 
and developing strategic marketing management. 
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Appendix 

The complete formulation of the IFL problem 

MAXIMIZE t {cf SP0 t.Sct. - [' INCft.Zft. - f FCft.Yft. 

~ f TFCfct.Xtct. - f SC0 t.QSct. - f IHft.Qift.} (1) 

Subject to: 

:E Xtct. + QSct. ~ Dct. 
c 

:E Xtct. + Qift. s; CAP ft. Yft. 
c 

Set. S: :E Xfct. 
c 

zft. ~ Yft. - Yf(t.-1> 

Yft. - 0 or 1 

zft. - 0 or 1 

Xtct.• QSct. ~ 0 

(for all 

(for all 

(for all 

(for all 

(for all 

(for all 

f and t);(2) 

f and t);(3) 

t): (4) 

f and t);(5) 

f and t);(6) 

f and t);(7) 

(8) 

THE NOTATION USED IN THE FOKKULATION 

CAPft. - Capacity of facility in country f in 
period t. 

Dct. - The demand from customers in country c in 
time period t. 

FCft. - The fixed cost associated with facility 
in country f in time period t. 

IHft. - Inventory holding cost per unit at 
facility f in period t. 

INCft. - Investment cost for facility in country f 
in period t. 

Qift. - Quantity in inventory at facility f in 
period t. 

QSct. - Quantity short in market c in period t. 
SCct. - Shortage cost per unit at market c in 

time period t. 
SPct. - Selling price in country c in period t. 
TFCfct. - Transfer costs from facility f to 

customers in period t. 
Xfct. - Quantities shipped from facility f to 

market in country c in time period t. 
yft. - 1 } if facility in country f is opened in 

time pe~od t, in order to 
incorporate fixed costs. 

0 otherwise 
zft. - 1 if facility in country f is opened in 

time period t, in order to 
incorporate investment costs. 

0 } otherwise 

TABLES ARE AVAilABLE UPON REQUEST 
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GLOBAL BARRIERS TO MARKET ENTRY FOR DEVELOPING COUNTRY BUSINESSES 

Fahri Karakaya, University of Massachusetts Dartmouth 
Michael J. Stahl, The University of Tennessee 

Abstract 

Market entry barriers are crucial environmental factors that 
influence firms to make market entry decisions. While the 
importance of barriers differs depending on the market and the 
type of product being marketed, their impact in international 
markets has continued to increase during the last decade. This 
paper discusses the importance and implications of ten major 
market entry barriers in international markets for firms from 
developing countries. · 

Introduction 

Ever-increasing global competition and protective measures 
taken by governments have had a growing impact on 
performance of companies marketing their products in 
international markets. Firms from developing countries have 
been especially affected by these and other barriers to market 
entry. Although many businesses from developing countries 
face the same market entry barriers as their competitors from 
developed countries, the number and magnitude of barriers are 
often higher for them. This paper focuses on the barriers that 
are specific to developing country businesses attempting to 
enter international markets. 

Shepherd (1979) describes barriers to entry as anything that 
decreases the likelihood, scope, or speed of the potential 

FIGURE 1 

competitors' entering into the market. The existence of 
barriers to entry results in fewer entries and, therefore, allows 
incumbents to enjoy above average profitability (Yip, 1982). 
Mann (1966) and Shepherd (1979) also support this view that 
barriers to entry influence profit rates. 

Porter (1980) proposed six major sources of barriers to entry. 
These six barriers were: 1) cost advantages of incumbents; 2) 
product differentiation of incumbents; 3) capital requirements; 
4) customer switching costs; 5) access to distribution 
channels, and 6) government policy. Karakaya and Stahl 
(1989) empirically tested these six barriers for both consumer 
and industrial products. In another study, Karakaya and Stahl 
( 1992) examined the importance of 25 barriers to entry and 
their underlying dimensions in U.S. consumer markets. 

There is an increasing number of research studies focusing on 
global market entry barriers for U.S. businesses. Yang, 
Leona and Alden (1992) cite three categories of barriers to 
exporting: 1) external barriers; 2) operational barriers, and 3) 
internal barriers. External barriers as suggested, by these 
researchers, consist of tariff and non-tariff barriers, foreign 
exchange fluctuations, competition in foreign markets, 
government policy, foreign business practices, and differing 
product and consumer standards in foreign markets 
(Bauerschrnidt, Sullivan, and Gillespie, 1985; Czinkota and 
Ursie, 1983; Dichtl, Koglmayr, and Muller, 1986; Kaynak 
and Kothari, 1984; Kedia and Chokar, 1986; Robino, 1980). 
Similarly, operational barriers encompass problems of 
receiving payments from foreign customers, locating potential 

MARKET ENTRY BEHAVIOR OF FIRMS FROM 
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MARKET ENTRY 
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• EXPERIENCE AND KNOWLEDGE 
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buyers, making arrangements for transportation and 
shipments, clearing customs, and obtaining representation in 
international markets (Kedia and Chokar, 1986; Yaprak, 
1985). Internal barriers are past experience in foreign 
markets, lack of managerial commitment, and lack of human 
and capital resources (Bauerschmidt, Sullivan, and Gillespie, 
1985; Cavusgil and Nevin, 1981; Yaprak, 1985). 

Market Entry Barriers for Firms from Developing Countries 
Attempting to Enter International Markets 

Figure 1 shows a global market entry model for businesses 
from developing countries. The model consists of: 1) Global 
market entry barriers; 2) Chance of overcoming barriers to 
entry; 3) Timing; 4) Attractiveness of potential market; 5) 
Market selection, and 6) Market entry mode. It is important to 
note that many of the barriers in domestic markets (i.e. 
barriers for U.S. firms in domestic markets) can translate into 
competitive advantages for companies from developing 
countries. 

Most of the market entry barriers identified in the literature are 
applicable to businesses from developing countries attempting 
to market their products in international markets. However, 
the viewpoints of executives in developing countries 
attempting to enter international markets are that most of the 
barriers change in form and magnitude. From this perspective, 
the following barriers are proposed to influence market entry 
and competitive position of the firms from developing 
countries: 

1. Government policy (i.e. taxes, licensing requirements, 
controls, import quotas, and export restrictions); 

2. Product differentiation advantage held by incumbents; 

3. Cultural barriers; 

4. Access to distribution channels and transportation costs; 

5. Product adaptation; 

6. Customer service; 

6. Expected local and global competition; 

7. Stability of foreign currency exchange rate; 

8. Customer switching costs; 

9. Experience and knowledge about foreign markets. 

Government Policy Barrier 

Government policy has become one of the most important 
barriers during the last decade. Often, foreign governments 
set import quotas limiting the amount of goods that can be 
marketed by foreign companies. According to Porter (1980), 
government policy can easily limit the number of firms in a 
market through controls such as licensing. Licensing 
requirement allows the government to emphasize their low 
tariffs or nonexistent quotas while still restricting entry. 

There have been a variety of studies concerning the impact of 
the government policy barrier in domestic markets (see 
Harrigan, 1985; Moore, 1978; Pustay, 1985; Beatty at a!., 
1985; Grabowski and Vernon, 1986; Dixit and Kyle, 1985). 

Interestingly, the influence of government's domestic policy 
also affects the way foreign companies can operate in 
international markets. Some important examples of this 
barrier include customs duty taxes, regulatory requirements, 
and import quotas. Some governments require joint ventures 
between the host country firms and the foreign firms. In 
addition, many governments subsidy agricultural production 
and other industries (i.e. steel and aerospace industries). 
Subsidy of wheat production in the U.S. and England's 
subsidy of Airbus are good examples of this practice. 

Kotler (1987) states that firms may confront tariff (e.g. taxes) 
and non-tariff barriers (e.g. bias against a foreign company 
bid). In addition, some countries have created barriers by 
forming economic communities. For example, The European 
Economic Community, better known as the "Common 
Market," sets no tariffs on the member countries, but sets a 
uniform tariff and quota to nonmembers. The 1992 
unification of the 12 member countries is expected to alter 
many of the barriers by removing fiscal, physical, and 
technical barriers among the 12 nations (Quelch and Buzzell, 
1990). While the developing country members (e.g. Greece, 
Portugal, and Spain) will benefit from this unification, the 
nonmember developing countries marketing their products in 
Europe may be at disadvantage. 

There is very little that firms from developing countries can do 
to overcome this major hurdle, the government policy barrier. 
However, this does not mean that they should remain passive 
and let foreign government policies rule their marketing 
strategies. Keeping a close eye on foreign government 
policies can help these firms take actions before it is too late. 
Communication with foreign government officials to resolve 
differences is an important step and it may be worthwhile. Of 
course, retaliatory action of the developing countries' 
governments is another alternative, yet it is not an easy one. 
In addition, the governments of developing countries usually 
are not in strong positions to retaliate. Thus, market entry 
through joint ventures may be the only alternative in defeating 
this barrier. 

Product Differentiation Advantage of Incumbents 

Product differentiation advantage held by the domestic and 
other foreign companies can hinder the market entry efforts of 
firms from developing countries. According to Porter (1980), 
product differentiation stems from the established firms' 
having brand identification and customer loyalties, which 
often result from past advertising or simply being first into the 
industry. Early market entrants often gain product 
differentiation advantages over the later entrants because when 
customers become convinced that the first brand in any 
product class performs satisfactorily, that brand becomes the 
standard against which subsequent entrants are rationally 
judged (Schamalensee, 1982). This view is also supported by 
Robinson and Fornell (1985). 

Firms in developing countries are usually not the first entrants 
into foreign markets. Often these firms follow the domestic 
marketers, or enter the market at the growth or maturity stages 
of the product life cycle. Because early entrants have 
advantages and create some barriers to entry for later entrants, 
firms from developing countries are at a disadvantage when 
even thinking of marketing their products in international 
markets. Another important reason why it is difficult for 
developing country firms to achieve product differentiation is 
the fact that they do not have the advantage of being able to 
use the mass media in foreign nations as well as the domestic 
firms. Many do not even advertise, but choose to compete on 
the basis of price. However, some products from firms in 
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first world countries such as England, France, Germany, 
Japan, Sweden, and Switzerland have achieved product 
differentiation in the U.S. markets. The keys to the success of 
the companies from the European countries mentioned have 
usually been the high product quality and the effective use of 
promotion. If the firms from developing countries choose to 
differentiate their products, they must make certain that their 
products are of comparable quality and they must be able to 
use the mass media. 

Cultural Barriers 

Culture affects all areas of marketing: product design; 
acceptance; communication methods; the role of family 
members in the purchasing process; relations with distributors; 
and physical distribution (Kahlar and Kramer, 1977). Each 
country has its own folkways, norms, and taboos (Kotler, 
1987). These translate into cultural differences among the 
nations which lead to market entry barriers. In fact, cultural 
differences create or contribute to the formation of other 
barriers in international markets. The cultural differences are 
not only apparent among the consumers of different countries, 
but also among the business executives. Therefore, market 
research is a must before a firm makes a decision to enter a 
foreign market. 

Engel and Blackwell (1982) suggest the use of content 
analysis to determine the values, norms of behavior, and other 
elements of a culture by examining the verbal materials 
produced in the culture. Primary data gathering techniques 
could also be used in examining the shopping and 
consumption patterns of consumers. However, the cost of 
gathering primary data could be prohibitive. Thus, purchasing 
data from market research firms or syndicated services may be 
a preferred alternative. 

Product Adaptation 

Marketers usually have to modify their products to be effective 
in international markets. This can be costly. The higher this 
cost is, the higher the market entry barrier. The most common 
modification includes the language used on the product and its 
packaging, as well as the product specifications. Countries 
with similar cultures would require very little or no change in 
the product. Planning the necessary changes during the 
product development stages should make the modifications 
easier. If product adaptation is necessary, the developing 
country firms must study the foreign markets. The cultures 
and government policies in foreign countries will play a crucial 
role in designing an adaptation strategy. 

Customer Service 

Customer service is important for industrial products and 
some consumer products such as automobiles and household 
appliances. Lack of service facilities and high transportation 
costs including impracticality of user's shipping products to 
manufacturers for repair or service raises the height of this 
barrier and gives a competitive edge to local companies. Many 
European and Japanese manufacturers have overcome this 
barrier through franchising and joint ventures. For example, 
Japanese household appliance and auto manufacturers utilize 
wide distribution channels and have service facilities in the 
U.S. and other countries. Also, a Yugoslavian automobile 
manufacturer, Yugo, was successful in the U.S. through a 
joint venture. Similarly, other businesses from developed 

countries have done well in global markets by using wide 
distribution channels. Therefore, firms whose products 
require servicing must be ready to obtain wide distribution to 
have a substantial market share so that servicing can be a part 
of their marketing activity. 

Expected Local and Global Competition 

The developing country firms' products do not only compete 
with local products. The competing products also come from 
developed, underdeveloped, and other developing countries. 
The attractiveness of a market usually increases the number of 
competing firms. Thus, this barrier tends to be high in these 
markets (i.e., western world markets). 

Many developing country firms choose to enter the western 
world markets because of their attractiveness. Intensive 
competition in these markets usually forces firms to reduce 
prices and settle for lower profit margins. Firms from 
developing countries can avoid head-on competition by 
targeting their products to specific market segments or by 
selecting not-so-attractive markets. If western world markets 
are chosen, it is essential to study the competition and create a 
competitive niche in these markets. 

Stability of Foreign Exchange Rate 

If the foreign exchange rate for a currency is volatile, the 
marketing firms can experience quick losses or gains in 
international markets. Although developing country firms 
usually gain from the shifts in the exchange rates in the 
western world markets, it is possible to have losses in other 
markets. Losses in the western world markets can even occur 
if the marketing firm pays the shipping costs, or a part of the 
product is purchased from the countries in which the 
currencies appreciate. Therefore, developing country firms 
must monitor the foreign exchange rates and make adjustments 
in their marketing strategies. Past experience with a particular 
market or the past history of the foreign exchange rate with a 
country can shed light in the decision to enter that market or in 
determination of product pricing. Firms might also target a 
market in a country in which the exchange rate is fixed with 
the home country. 

Access to Distribution Channels and Transportation Costs 

Most distribution channels may prefer to carry domestic 
products simply because of the proximity of the suppliers. 
They are not likely to handle products from other countries 
unless they can be assured of continous supply, and be given 
high monetary incentives. The proximity of domestic firms 
may often translate into cost advantages for the domestic 
marketers. Distribution is a key factor in successful 
marketing. Unless firms can develop their own distribution 
channels or acquire other firms (i.e. vertical integration) to use 
as their distributors, access to distribution channels remains an 
important barrier to market entry. 

Japanese distribution channels is a good example of the access 
to distribution channels barrier. Alden (1987) reports that 
more than 1.7 million retailers serve Japan's population of 120 
million who live in 651 cities, 1,997 towns, and 607 villages 
scattered over the habitable 19% of the country's mountainous 
terrain. Similarly, Shimaguchi and Lazer (1979), report that 
invisible barriers are imbeded in the mind-set and sociocultural 
characteristics of Japanese businesses, particularly in the 
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Japanese distribution system. The large number of small 
distributors and the length of the distribution channels appear 
to be the major causes of the barriers to entry in Japan. 

According to Porter (1980), a barrier to market entry can be 
created by the new entrant's need to secure distribution 
channels for its products. This barrier becomes especially 
important for firms in the developing countries for four major 
reasons. These are: 

1. difficulty of locating the appropriate channels of 
distribution; 

2. difficulty in selecting the right channels of distribution; 

3. difficulty in communicating effectively with the channels; 

4. difficulty in competing with other firms, either domestic or 
foreign, to secure good channels of distribution (i.e. 
inability to provide adequate advertising allowances, etc.,). 

Customer Switching Costs 

Customers attempting to switch from one supplier to another 
always face some sort of switching costs. These costs can be 
categorized in two forms: 1) monetary costs (i.e. training 
employees, cost ofmodifying products to match a supplier's 
product, assurance of supply, etc.,); 2) psychological costs 
(i.e. cost of severing a relationship with present supplier) 
(Porter, 1980). Therefore, the potential customers' perception 
of the switching costs influences their purchase decisions. 
The perceived switching costs may even be higher for the 
products of the developing country firms. Lack of experience 
of doing business with companies in developing countries and 
possible unstable political conditions add to the height of this 
barrier. 

Battling with this barrier, depending upon the type of 
switching cost, may include training of potential buyers' 
employees, lower prices, product warranties, service 
agreements and assurance of continous supply. Creating a 
good image for the company and its products (i.e. product 
differentiation strategy) can, of course, help the firms in 
developing countries overcome the customer switching costs 
barrier. Nevertheless, this strategy can not be achieved 
overnight, and its benefits can not be realized in the short run. 
Furthermore, this barrier does not apply to every product, and 
it may be very low or nonexistent for some products (i.e. low 
priced consumer goods such as chewing gum). However, it 
is almost always very high for industrial products. 

Experience and knowledge about foreign markets 

Lack of experience and ability to gather knowledge about 
foreign markets hinders market entry efforts of many 
developing country firms into international markets. While 
developed countries have marketing information available 
from libraries and marketing research firms, developing 
countries and underdeveloped countries have little or no 
marketing information. Although the markets of developed 
countries are more attractive, they are also more competitive. 
Joint ventures with businesses from developing and 
underdeveloped countries may often prove useful in gathering 
the necessary marketing information to make market entry 
decisions. It is important to question the secondary data in 
these countries since they may be outdated and inaccurate due 
to high inflation rates and inadequate or lack of reporting by 
businesses. In developed countries, however, marketing 

research firms can provide the needed marketing intelligence 
and guidance at relatively low cost. 

Discussion 

Some of the barriers discussed in this paper have been tested 
in domestic markets while others, which have not been tested, 
only apply to international markets. Therefore, the ten barriers 
discussed are propositions for firms from developing 
countries in international markets, and require empirical 
testing. Furthermore, while the list of barriers discussed in 
this paper is comprehensive, it is by no means exhaustive. 
Some of the barriers examined may be more important than 
others depending on the market and the product type (see 
Karakaya and Stahl1991). Previous experience dealing with 
these barriers may act an important determinant of success for 
the firms from developing countries. 

The market entry strategy selected can also be a crucial factor 
in overcoming the barriers for firms from developing 
countries. Kotler (1987) suggest three major market entry 
strategies into international markets. Although, Kotler 
originally wrote his suggestions for developed country firms, 
they also apply to the developing country firms. These entry 
strategies are: 1) direct or indirect exporting; 2) joint ventures 
which include licensing, contract manufacturing, management 
contracting, and joint ownership, and 3) direct investment. 
Depending on the type and size of the market and the degree of 
financial risk involved, firms from developing countries can 
choose one or a combination of these strategies. The joint 
venture strategies should reduce the market entry barriers 
somewhat because of the experience and knowledge of firms 
from host countries, and the cooperation of the host country 
governments. Thus, joint ownership may work best for the 
developing country firms. 

Conclusions 

The international markets certainly appear to be attractive for 
developing countries. However, they also present high risk 
ventures if the market entry barriers are not studied before 
making entry decisions. The barriers discussed in this paper, 
and maybe some others must be measured and dealt with 
before entering markets. While some barriers exist before 
entering markets, others are created after entering markets. 
Therefore, firms from developing countries must also 
anticipate barriers and be ready to adjust their marketing 
strategies in international markets. 
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Abstract 

This study examined the awareness and utilization of 
several federal and state governments' export support 
services among a random sample of exporters in New 
York. Results from 159 completed surveys show 
significant ignorance among companies in this regard. In 
light of findings of this and .similar studies, ~ number of 
specific policy recommendations are made to Improve the 
efficacy of export promotion progmms. 

Introduction 

In recent years, exporting, particularly by small- and 
medium-sized companies, has been regarded as an area 
deserving serious consideration since 1) the U.S. trade 
deficit has shown no sign of noticeable and persistent 
decline, 2) the low exchange mte of the American d~l~ar 
has made the U.S. exporters more price competitive 
abroad and 3) most of increase in U.S. exports has been 
attributed to the smaller companies. It is estimated that 
85% of all the U.S. exports come from 250 of the top 
American multinational corpomtions (Stout, 1989) and 
they are producing at near capacity and. show no 
inclination for further investments (Holstem, 1989). 
Export by small businesses, on the other hand, while still 
accounting for less than 15% of total ex~rt sales, has 
increased markedly in recent years, leadmg some to 
conclude that if there is any hope of reversal in the U.S. 
trade imbalances, it lies with the success of America's 
small business exporters (Marsh, 1989; Holstein, 1989). 

This survey was designed to address several current 
concerns in the area of exporting and international trade. 
Specifically: 

* How successful have the public export assistance 
progmms been in their efforts to assist small 
exporters? 

* How can such progmms be made more effective? 

Findings on these questions are going to be particularly 
important in their policy implications. 

Review of Litemture 

In recent years, a number of export promotional services 
have been provided by the federal, state, and local 
government agencies, along with private organizations in 
this country in order to provide business firms of all sizes 

with foreign market information, various distribution 
methods, financing opportunities, and other types of 
information deemed desimble to exporters - existing or 
potential. (Saddler, 1989, Stout, 1989; Small Business 
Administration, 1990). Although more resources have 
been devoted to the provision of these services in recent 
years, evidence on the effects of these progmms in terms 
of stimulating initial exports has been rather mixed. 

Investigating the impact of the establishment of Export 
Tmding Companies (ETCs) on small exporters as well as 
non-exporters in Wisconsin, Mulugetta and Mulugetta 
(1986) found that nearly 70% of non-exporters did not 
have any intention of utilizing the services offered by 
ETCs whereas more than 70% of existing exporters 
show~ a willingness to join ETCs. They also found that 
non-exporters had low levels of awareness about the 
existence of export support progmms available from 
various agencies such as Department of Commerce, Small 
Business Development Center, and the Export-Import 
Bank. 

Kedia and Chokar (1986), in a survey of 49 exporters and 
47 non-exporters in Louisiana, reported that relatively few 
companies were aware of government support progmms. 
That is to say, only 10% to 20% of non-exporters were 
aware of the existence of the 17 promotional progmms 
identified in the survey compared to 30% to 40% of the 
exporters. Among the latter though, the mte of utilization 
of the progmms was relatively high, approximately 60% 
to 70%. This led authors to conclude that "increasing the 
exposure to and awareness of existing progmms need to 
be a high priority of export promotion efforts to benefit 
the firms which need them most." As to how useful these 
services were, Kedia and Chokar found that respondents 
identified banking services most beneficial, followed by 
foreign market potential analysis and general exporting 
assistance. 

Shah and Sharma (1989) surveyed 126 small firms in 
California concerning their awareness of nine export­
assisting organizations, whether they received any help 
from them or thought they could benefit from their 
services. Findings indicated that while between 71 % to 
95% of exporters were aware of these sources and the 
services that these organizations provided, a very small 
percentage reported actually being helped by them, and a 
modemtely higher percentage believed that they could be 
helped by these organizations. U.S. Department of 
Commerce, foreign-based distributors, and ETCs were 
most well known among exporters. 

Finally, a recent study of exporters in a midwestern state, 
noted a mismatch between firms' needs and state agency's 
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services (Kotabe and Czinkota, 1992). As the authors 
concluded "while logistics, legal procedure, and foreign 
market intelligence are the problematic areas for local 
exporters, in particular, in early stages of export 
involvement, the state export promotion agency focuses 
half of its export assistance efforts on sales promotion ... " 
suggesting that "it should redirect some more assistance 
efforts to firms in Stage One of export involvement from 
those in Stages Three to Five" (ibid., p. 655). 

Research Methodology 

A random sample of companies listed as exporters in the. 
state of New York was selected from two sources: 
Central New York Directory of &porters & Export 
Services and The Export Yellow Pages. A deliberate 
attempt was made to exclude strictly service-oriented 
firms and agricultural producers. Thus the sample 
emphasized manufacturing firms. 

A survey questionnaire was sent to a total of 356 firms 
during the spring of 1992. Of these, 19 were returned due 
to business closing and/or address changes. After one 
follow up mailing, 159 useable surveys were received, 
yielding a response rate of approximately 47%. This 
paper reports the preliminary findings based on these 
responses. During the second stage of this project, the 
geographic coverage of the study will be expanded to 
include other states. 

Results 

Profile of Responding Firms 

Companies were asked to provide selected background 
information pertaining to their size (measured by average 
sale during the last three years and number of 
employees), age, number of years in exporting, the ratio 
of export to total sales, the nature of the their product(s), 
among others. 

Results indicated that about half of the respondents 
(48.0%) had sales under $5 million, with another 31.8% 
whose sales were between 5 to 25 millions. Only 11.7% 
of the firms in the sample had average sales of $50 
million or more. About 68% of the firms employed less 
than 100 people, with another 20% employing between 
100 to 500. Thus, the small- and medium-sized firms 
dominated the responding sample, hence their views are 
indeed reflective of such types of businesses across New 
York state. 

About 95% of the firms in the sample were exporters. Of 
all the firms in the sample, 62.3% have been in export 
business for more than 10 years, while only 11% of the 
firms have started exporting during the last five years. 
Thus, one might conclude that the sample included a very 
large number of experienced exporters suggesting that 
they might be very familiar with the topics covered in this 

study. In terms of sales generated from foreign markets, 
majority of firms were domestically oriented with a small 
fraction of their products going to foreign markets. Only 
25% of the responding firms had more than 35% of their 
sales generated from the foreign markets. 

Finally, a wide variety of products were manufactured by 
the firms in the sample. However, about 50% of the 
respondents produced three categories of products, 
namely, industrial machinery /computer equipment (17%), 
electronic and electrical equipment (20.8%), and 
fabricated metal products (11. 9%). 

Companies' Awareness/ 
Utilization of Export Promotion Services 

Companies were asked if they had heard of or used a 
number of widely promoted federal and New York state 
export promotion services, and whether they benefitted or 
believed that they could benefit from those programs. 
Table 1 summarizes the results. 

The greatest "surprise" was the finding that a significant 
majority of programs, 8 out of the 11 programs (8 federal 
and 3 state), were not known to our responding firms in 
that approximately half or more (49.1% to 62.3%) had 
never heard of them. Topping the list were Matchmaker 
Service, Commercial News USA, SBA Export Assistance, 
and New York Global Export Market Service, in that 
order. 

Among the programs used and found helpful, IJ::a!k 
fain, New York Exports OJ!portunities Bulletin and 
A&ent!Distributor Service were more frequently 
mentioned. Trade Fairs, New York Export Qgportunities 
.BY1ktin and Catalog Yideo Shows were also rated 
favorably by our sampled exporters. 

In an effort to differentiate between the opinions of the 
more involved/experience exporters and others, responses 
to the preceding programs were also evaluated by the 
degree of export dependency of the firm, i.e., export/total 
sales. Based on the frequency distribution of responses to 
the question of what percentage of firm's sales was 
attributable to exports, a cutoff level of 15% was found 
as a logical breaking point. Furthermore, the "Likelihood 
Ratio Chi-Square" was employed to test for the statistical 
significance in differences in responses to the 
awareness/utilization of export promotion services 
between those exporting less than or equal to 15% of 
their production and those with more than 15%. Table 2 
presents the results. 

As expected, those programs unknown to active exporters 
were even lesser known to those that were less involved 
and/or experienced, as the statistics in the first column of 
Table 2 indicate. Similarly, those respondents who have 
been in exporting for a longer period and/or are more 
dependent on international markets were more likely to 
rate positively those programs found as useful. 
Furthermore, in terms of statistically significant difference 
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TABLE 1 
AWARENESS/lJTll..IZATION OF EXPORT PROMOTION SERVICES(%) 

PROGRAM1 NHO UNH HH WH NR 

Trade Opportunities Program 55.3 8.2 15.7 0.6 20.1 

Commerical News USA 59.1 7.5 13.8 1.9 17.6 

Agent/Distributor Service 52.2 9.4 17.0 4.4 17.0 

Matchmakers Service 62.3 5.0 6.3 5.7 20.1 

Trade Missions 41.5 13.8 15.7 5.7 23.3 

Trade Fairs 29.6 12.6 32.1 6.9 18.9 

Catalog/Video Shows 46.5 11.9 14.5 3.8 23.3 

SBA Export Assistance 58.5 6.9 6.9 5.0 22.6 

NY Global Export Market Service 58.5 9.4 7.5 3.8 20.8 

NY Export Marketing Assistance Service 54.1 9.4 10.1 5.0 21.4 

NY Exports Opportunities Bulletin 49.1 12.6 21.4 3.1 13.8 

1. The sum percentages do not add up to 100 as many firms may utilize more than one program. 

NHO • Never Heard Of 
UNH • Used, Not Helpful 
HH • Has Helped 
WH -Will Help 
NR • No RespoDSe 

in responses, 7 out of the 11 programs questioned met the 
Chi-Square test at either 1 % or 5% levels. That is to say, 
responses to the question of awareness/utilization of 
various export promotion services offered by the federal 
offices and the state of New York do indeed vary by the 
degree of the firms' export involvement in inten'lational 
markets. 

Respondents' Suggestions for I~provement 

The survey sent out included an open-ended question 
asking respondents to list programs that they believed 
should be reinforced or added to the existing panoply of 
services. In reviewing these qualitative remarks, several 
patterns can be readily discerned ranging from better 
dissemination of information on existing government 
programs and request for additional services on one hand, 
and "thanks, but no thanks" attitude on the other, 
suggesting that assistance from the government would be 
nice but not necessary and that government can best serve 
exporters by staying out all together. 

In the first instance, several respondents requested as 
additional services those which are already being offered! 
A few of these were requests for programs on "how to's" 
of exporting. Such a request leads one to believe that 
either small firms are not expending the necessary effort 
to seek such information or that the government is doing 
a less than adequate job of publicizing them. Whatever 
the case, it serves U.S. economic interests to ensure that 

these programs are put before the intended users. The 
federal and state government, therefore, should assume a 
more thorough and proactive role in publicizing their 
services. 

In the second case, it appears that depending on the 
programs in question, a smaller or larger number of 
respondents are satisfied with the government docket of 
services as they presently stand. However, the scope and 
manner in which those programs are being offered seem 
to be in need of change. As an example, consider that 
16% of the respondents requested expansion of 
Agent/Distributor type services. In addition, there were 
calls for increasing and expanding the coverage of export 
subsidies and credits (including tax exemptions) as well as 
expanding export seminars and mentor programs. In so 
far as the implementation of the programs is concerned, 
on several occasions, the structure and/or the knowledge 
of programs' personnel were criticized as being 
insufficient for the needs of exporters. 

Lastly, from the responses provided, it is evident that 
many small- and medium-sized firms would like to see 
government assume a more active and direct role in 
promoting exports. Among the programs which exporters 
would like to see expanded or improved, a majority 
require legislative action of some sort. Requests for 
increasing export credits, subsidies and other financial 
services will first have to pass the U.S. Congress. If these 
requests are to be received favorably, they will require 
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the support of government officials at federal and state 
levels. 

Discussion 

As pointed out before, there seems to be a consensus that 
the chronic U.S. trade deficit would be significantly 
reduced if a greater number of small- to medium-sized 
firms became active exporters. In so far as export 
promotion services are concerned, two areas seem to 
hamper smaller companies' efforts to tap into 

TABLE2 

international marketplace. One is the "knowledge gap" on 
the assortment of programs/agencies that are unknown to 
many companies for whom these services are intended. 
Several studies cited before and the results of our study 
support this contention. Secondly, for any one company 
helped there are many others who feel ignored, either by 
design or by default. In recent years, due to budgetary 
restrictions or other concerns, the U.S. Department of 
Commerce seems to have reversed its conventional role 
in this area and thus made a deliberate and strategic 
choice of concentrating its e~forts on "export-ready" 

AWARENESS/UTILIZATION OF EXPORT PROMOTION SERVICFS 
BY DEGREE OF EXPORT DEPENDENCY (%) 

PROGRAM NHO UNH IDI WH 

Trade Opportunities Program 
Under 15% 71.0 11.3 16.1 1.6 
Over 15% 67.7 8.1 24.2 --

Commercial News USA** 
Under 15% 78.5 6.2 10.8 4.6 
Over 15% 64.5 11.3 24.2 --

Agent/Distributor** 
Under 15% 61.8 11.8 16.2 10.3 
Over 15% 63.9 11.5 24.6 --

Matchmakers Service** 
Under 15% 81.5 4.6 3.1 10.8 
Over 15% 15.9 8.6 13.8 1.7 

Trade Missions** 
Under 15% 53.2 19.4 14.5 12.9 
Over 15% 53.4 17.2 27.6 1.7 

Trade Fairs** 
Under 15% 37.5 17.2 31.3 14.1 
Over 15% 34.9 12.7 49.2 3.2 

Catalog/Video Shows* 
Under 15% 63.8 13.8 13.8 8.6 
Over 15% 56.5 17.7 24.2 1.6 

SBA Export Assistance 
Under 15% 80.6 8.1 1.6 9.7 
Over 15% 69.5 10.2 16.9 3.4 

NY Global Export Market Service 
Under 15% 70.8 10.8 10.8 7.7 
Over 15% 77.6 12.1 8.6 1.7 

NY Export Marketing Assist. Service** 
Under 15% 73.0 6.3 9.5 11.1 
Over 15% 63.3 18.3 16.7 1.7 

NY Exports Opportunities Bulletin 
Under 15% 51.1 14.1 21.1 7.0 
Over 15% 56.5 12.9 30.6 --

• significant at the 1% level; ** significant at the S% level. 
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companies. Susan Schwab, assistant secretary and director 
general of U.S. and Foreign Commercial Service, has 
been quoted as saying "not too long ago, we were trying 
to be everything to everybody, now we have to play from 
our strengths." Along the same line, NIE (New in 
Exports) program, designed to assist smaller companies 
penetrating into foreign markets has received cutbacks. 
(Finney 1992, p. 40) Similarly, the multiplicity of 
agencies providing various services at the federal and 
state levels has resulted in a loosely coordinated structure 
with duplications. Small businesses, therefore, find 
themselves overwhelmed with information that they have 
little expertise digesting, or they feel benefitted only if 
they are lucky enough to "go to the right office and ask 
the right questions." (Finney, p. 42) 

Conclusions and Policy Recommendations 

At the outset, as Kotabe and Czinkota (1992) point out, 
whether public funds and efforts should be expended on 
enticing firms into exporting, instead of letting the profit 
motive and market mechanism drive the process at current 
times of tightening budget constraints and competing 
public priorities is inappropriate to some. On the other 
hand, they note, " ... the fact that the prime export benefit 
to firms appear to accrue in the area of competitiveness, 
rather than profitability, may ·be a key tentative 
justification for government involvement in export 
promotion" (Ibid, p. 655). Based on this premise, state 
and federal government officials need to pay closer 
attention to how they publicize their programs and reach 
their target firms, as a significant number of their 
intended audience are still uninformed of the existence of 
such programs (see also Seringhaus and Botschen 1991 
for similar evidence in Canada and Austria). Whether it 
is due to poor communication, loose coordination of 
services among the various federal and state agencies 
involved, exporters' passivity, indifference, and other 
attitudinal factors, or absence of a well conceived trade 
policy, the fact remains that much export potential exist 

in this country, particularly among small- and medium­
sized businesses both in manufacturing and especially in 
service sector. Currently, the relative ratio of export to 
GDP stands around 7.4% for the U.S., compared with 
26.3% for Germany, 9.7% for Japan (Business America, 
October 1992), and an average of 19% for the United 
States' major trading partners. 

A number of areas of improvements seem in order. For 
one, a critical review of the publicity and promotion is 
needed to ensure wider awareness of export support 
services in the business community. Secondly, the 
existing programs ought to be streamlined and focused on 
those select group of services that serve specific needs of 
small- and medium-sized companies. Finally, it is 
suggested that the U.S. needs a clearly formulated trade 
policy drawn at the federal level and in partnership with 
private sector organizations such as industry associations, 
banks, universities, and regional governments, as is the 
case in Japan and Germany (Business Week 1992, p. 
112). 
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PRODUCT/MARKET PORTFOLIO, EXTENT OF ACCESS TO DISTRIBUTION 
CHANNELS AND BRANDING IN EXPORT SUCCESS FACTORS RESEARCH 

AN EXPLORATORY STUDY 
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Abstract 

An attempt is made in this exploratory study to assess the 
relationship between those factors deemed as the patterns of 
competition for exporters addressed to consumer markets. 
The factors considered are product/market portfolio, extent 
of access to distribution channels and branding. The study 
attempts to integrate and build upon the fragmented and 
insufficient knowledge in export success factors research. 
The export activities of four of the biggest food manufacturers 
from a developing country exporting to consumer markets 
have been examined in detail. The findings provide insights 
on several theoretical gaps and ambiguities apparent in 
previous research. 

Introduction 

Patterns of competition for manufacturers-exporters to retail 
markets 

Since the late sixties, the "retailing revolution" in both the UK 
and abroad has resulted in a steady growth of the retailers 
exerting (discriminatory) power over manufacturers and 
threatening their market and financial viability (McGee and 
Segal-Horn, 1988). This is due to both the increase in 
concentration in distribution (Nielsen, 1988) and the parallel 
increase of private label/generic: products squeezing market 
share occupied by manufacturers' (branded) products 
(Simmons and Meredith, 1984; Harris and Strang, 1985). Many 
manufacturers defend themselves by the complimentary 
action of enhanced product differentiation and consumer 
"pull" through the retailers occurring from distinctive 
production characteristics (Segal-Hom and McGee, 1987) and 
branding (Chernatony and McWilliam, 1989; Aaker, 1991). 
Manufacturers of unbranded products seem to relinquish the 
opportunity to create or sustain consumer franchise (Bradley, 
1991). At the same time consumer behaviour may have not 
changed very much. Despite a certain convergence, 
fragmentation of consumer habits seems to describe reality 
(EC, 1988). The above were bound to have very substantial 
effects on the patterns of competition for exports of 
manufactured goods to consumer markets. 

Literature on export success factors 

Many efforts have been made to describe a firm's initial 
motives towards export (Wiedersheim-Paul et al, 1978; 
Cavusgil and Nevin, 1981). Several models were also proposed 
intended to describe the process of development of 
exports (Bilkey and Tesar, 1977; Reid, 1981; Wortzel and 
W ortzel, 1981; Cavusgil, 1980; Moon and Lee, 1990). The 
buyer-seller relationship was also discussed (Ford, 1980; 
Rosson & Ford, 1980; 1982) as well as the process and 
interaction between the two parties (Hakanson, 1982). Much 
empirical research on exporting has attempted however, to 
identify factors affecting the export "success" of a company. 
There is no unanimous agreement on either the existence 
of individual factors per se or their importance for export 
"success" as a series of literature reviews unveil (see for 
example, Bilkey, 1978; Aaby & Slater, 1989; Madsen, 1987; 
Miesenboc:k, 1990; Ford and Leonidou, 1991). Gemunden 

(1991) reviewing fifty empirical studies found more than 
700 factors influencing performance. Among the above, 
market, product, brand and distribution related issues 
have attracted consideration by several researchers 
considered in turn, though a series of shortcomings, 
contradictions, ambiguities and gaps in theory are apparent. 

Product related variables 

Product standardisation defined as the offering of common 
product in several countries (Jain, 1989) has attracted 
attention. Kirpalani and Maclntoc:h (1980) argued in favour 
of the adaptation of existing products to foreign markets. 
Similarly, Cooper and Kleinschmidt (1985) argued that 
product adaptation is imperative and indicative of 
"marketing orientation" of a company, finding the 
correlation with export growth to be substantial. 
Burton and Schlegelmilch (1987), found that companies 

with increased export involvement in sales terms, have 
introduced new products something reflecting product 
adaptation. Their results are dose to those of McGuinness 
and Little (1981). A different view was expressed by Tookey 
(1964) and Munro and Beamish (1987). The latter studying 116 
Canadian exporters mainly to the US, established that they 
would rather supply products for exports similar in 
characteristics to the ones targeted at the home market. 
Amine and Cavusgil (1986) found that 80% of clothing 
companies' export products were identical or similar to 
home market products. Christensen et al (1987) also found 
that successful Brazilian manufacturers were exporting 
unchanged products. 

Another point of focus, is the export success of 
"unique" or "differentiated" products. Cavusgil and Nevin 
(1981), studying 473 Wisconsin manufacturers, found the 
possession of a unique product for firms actively engaged in 
exporting to be significant. But, Louter et at (1991) found 
that unique product attributes resulted in a decrease 
of export/sales ratio in a study of 165 Dutch exporters. 
Ayal and Hirsch (1982) found moderate association 
between product differentiation and level of exports in their 
examination of Israeli exports to US. Product strength has 
been also found to be positively correlated with sales 
(McGuinness and Little, 1981; Madsen, 1989). Linkages have 
also been drawn from the concept of life c:yde. Ryans (1988) 
strongly argued that it is the stage of life cyde of the product 
category in the market in question and the degree of 
competition that relate to level of exports. Regarding 
product lines, Christensen et al (1987) and 
Diamantopoulos and Inglis (1988) found that multiple product 
lines were more successful in terms of continuation of 
exports and export intensity respectively. A contrary view was 
expressed however, by Kirpalani and Maclntoc:h (1980) and 
Munro and Beamish (1987). On the contrary, a more 
unanimous agreement exists regarding the importance of 
high quality product as a factor determiniug export 
success (Cunningham and Spigel ,1971; Tookey, 1964; Ryans, 
1988 and Louter et al, 1991). Interestingly, Christensen et at 
(1987) found that some exporters selling low-quality products 
were forced to "jump from country to country" due lo non 
repeated orders from their dients. An overall explanation 
for the above mentioned differences may be 
Sc:hlegelmilc:h's (1986) argument that industry differences 
may influence the characteristics which distinguish between 
exporters and non-exporters, something in concordance with 
Amine and Cavusgil's (1986) c:ondusions. 

Contradictory results concerning product adaptation and 
profitability have been also reported. Fenwick and Amine 

(1979) found a negattve correlation with export 
performance, contrary to Koh (1991) who was unable to 
detect any differences in export profitability from 
variations in product modification in US industrial 
products. Similarly, Bilkey (1982) did not identify any 
significant relationships between uniqueness of · product and 
export profitability. Louter et al (1991) showed that export 
profitability was improved through exports of specialised 
products in one industry but standardised products in 
different industries. Bilkey (1985; 1987) indicated that export 
profitability may be export destination and industry related. 

Market related variables 

Only a limited number of aspects regarding market related 
variables are to be found in the export success factors 
literature. The various approaches can be conveniently 
considered under headings such as market concentration 
versus diversification and market selection. Discussion about 
market concentration vs diversification has adopted three 
standpoints. The first -derived from early work by 
Robinson (1967); Tookey (1975); Day (1976)· recommends 
concentration on the basis of larger market shares in the 
view of "more intensive development" (]TI, 1979). The 
BETRO (1976) and ITI (1979) reports both empirically 
supported the above. The second standpoint is in favour of 
market spreading (Hamermesh et at, 1978; Piercy, 1981). 
Hirsch and Lev (1973) found empirically that higher 
profitability was associated with larger export market 
numbers in their study of Denmark, the Netherlands and 
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Israel. Cooper and Kleinschmidt's (1985) "world orientation" 
was found to be associated to both higher export growth 
and level of exports. Lee and Yang (1991) found that market 
diversification was associated with higher export level but, 
neither market ~oncentration nor diversification was found to 
be related to export growth and profitability. The third 
standpoint is in favour of a contingency approach based upon 
Ayal and Zif's (1979) and Thomas (1977) argument. The 
latter identified worldwide exploitation of a technical 
advantage, but also cases of firm concentration upon a 
few key markets, particularly when the degree of product 
standardisation is low. Piercy (1982) further argued that 
market concentration or diversification depends upon 
situational and industry factors such as company, market, 
product and other marketing factors. 

Market selection has been another focus with research 
concentrated upon the type of country where exports 
take place. Dennis and Depelteau (1985) conclude that 
slow growth exporters place greater emphasis on less 
developed countries. Christensen et al (1987) also found that 
successful Brazilian exporters rely more heavily on 
developed countries. Cooper and Kleinschmidt's (1985) found 
that a "non nearest neighbour orientation" is associated with 
both higher export growth and level of exports, similar to 
Diamantopoulos and Inglis (1988) who found that high­
involvement exporters have a broader export coverage. Da 
Rocha, Christensen and Eduardo (1990) in their study of the 
Brazilian furniture industry also found similar results. Ayal 
(1982) and Ayal and Hirsch (1982) found positive correlations 
between level of Israeli exports, total imports and import 
shares to US. 

Access to distribution related variables 

The export success literature, with the exception of Ford et al 
(1987) and Wortzel and Wortzel (1981), pays much more 
attention however, to type, extent and number of 
channels employed than access to organised distribution, 

extensively researched elsewhere. These can be 
conveniently considered under headings such as 
characteristics of channel and selection. Regarding 
characteristics of channel employed, most authors take 
channels of distribution as given, choose one particular 
channel to study, and examine other issues such as channel 
conflict. Much of the literature is descriptive (see for example 
Albaum et al, 1989, Bradley, 1991). Hirsch (1971) and 
Christensen et al (1987) found however, that Indirect 
channel bring higher performance. Bilkey (1982) found that 
perceived profitability was highest when firms export to a 
distributor who has own marketing channels instead of 
directing exports to retailer associated with the least 
perceived profitability. Munro and Beamish (1987) found 
that smaller firms employ indirect channels while larger 
firms employ both indirect and direct channels but without 
significant relationship between the type of channel 
employed and export sales, growth or profitability. Reid 
(1987) argues however, that channels used vary with firm­
specific factors. Bilkey (1985 and 1987) similarly argued in 
favour of situational variables, saying that profitability of 
export marketing channels depend upon country-specific 
considerations even if adopted type of channel changes over 
the years. 

Appropriate seleclion of export marketing channels also 
plays an important role In the export marketing of many 
manufacturing goods (Cunningham and Spigel, 1971; Shipley 
et al., 1989). Bilkey (1982) reports that indirect channel are 
more appropriate for consumer goods even . though the 
channel choices of US exporters resulted in different average 
profitability depending on the country with which they were 
dealing. 

Branding related variables 

There is a paucity of studies in export marketing which 
explicitly assess the role of branding in export "success". 
Namiki (1988) found that the development of brand 
identification was among the ways to differentiate 
offerings abroad. Koh (1991) found that exporters who 
perceive their product to be more unique tend to use their 
own brand name. But, they do not seem to perceive any 
differences in export profitability because of the use of brand 
name something similar to Bilkey's (1982) findings, while both 
authors do not associate level of exports and branding. 
Amine and Cavusgil (1986) found that clothing 
companies were striving to maintain the particular 

character of their clothes through a brand name. Wortzel 
and Wortzel (1981) found that it is only at stage 5 where it is 
the exporter who assumes full responsibility of branding 
decisions. Rosen et al (1989) also report a high degree of 
brand standardisation and a limited brand diffusion. 

Limitations of previous research 

It becomes clear that knowledge is fragmented and confusion 
exists about whether the aspects under study relate to each 
other in export markets and if so, how their interrelation 
affects export "success". The existence of the above problems 
may be attributed to several occurrences: 

1) There is a visible lack of integrative theoretical 
frameworks in the area, something already acknowledged by 
Bilkey (1978), Cavusgil & Nevin (1981), Kamath et a! (1987), 
Miesenbock (1989) and Aaby & Slater (1989). This results in 
an overall difficulty to conceive the position of various 
concepts in the field and assess their interrelationships. 
2) Empirical studies have exhibited a predominant concern 
to identify . specific characteristics that distinguish '!~J'!'!! 

activity than a more relevant locus on the extent ot 
"performance" associated with such an activity (Reid & 
Rosson (1987). 
3) Discussion of export "success" within individual industry 
settin_gs has not yet been p~esented even though several 
contnbutors have argued 1n favour of industry-specific 
factors affecting exports. Past researchers have examined 
several industries and treated the sample as a homogeneous 
group. Whenever industries are distinguished industry­
specific variables are found relevant for success 
(Schlegelmilch, 1986; Bllkey, 1985; 1987; Piercy, 1982). This 
results in theory bias. 
4) Previous research used a methodology speculating that 
export "success" Is associated with a (sometimes 
co~trad.ictory) list of variables.' This approach assumes that 
this hst actually comprises the most important variables 
affecting exports and no inconsistencies. Flawed knowledge 
may be inevitably inherited by successors and lead to implicit 
causal theory (Camemer & Fahey, 1986). 
5) Low response rates and varying samples both in terms of 
content, size and coherence, constitute another bias. The use 
of cross-industry samples may suppress conclusions 
particularly important to individual industries. It seems 
irrational to assume that the same relationships and 
variables have the same importance and weight in every 
business setting. This occurrence reduces the value of the 
studies, especially when differences in measurement are 
recalled (Gemunden, 1991). 
6) Operationalization of research into a few developed 
countries bias research experience. 
Taking into account the above points, there is a need to 
focus and assess the relationships regarding the elements 
under study within individual industry contexts in more 
depth. 

Methodology 

Fieldwork centred on food manufacturers. A decision was 
made to focus on firms in a single manufacturing sector to 
minimise significant problems apparent in previous research 
as explained above. The Greek food manufacturing sector was 
chosen for further provision of research experience on 
exports from developing countries and in order to contrast 
with previous research mainly carried out in developed 
countries. Case research methodology was selected. This 
because "there are identifiable sets of research situations 
where the qualitative, in-depth approaches are desirable, and 
particularly useful In complex phenomena, where the 
existing body of knowledge is insufficient to penni! the 
posing of causal questions, and when a phenomenon cannot 
be studied outside the context in which it naturally occurs" 
(Bonoma, 1985:207). Exports of firms is a complex 
phenomenon and needs to be approached as such, while the 
existing body of knowledge is ambiguous and insufficient 
to provide appropriate quality causal questions. 

1Wo gauges ("Volume" and "Income") were used as measures 
. of export success. "Volume" expresses the relative export 

market share of the company compared to competition at 
individual product or category of products level, these 
forming a distinct and separate group. "Income" expresses 
the set of financial arrangements received by the exporter 
from its intennediary buyers compared to competition. It is 
considered individually for each country and 
product/product category and comprises prices, credit, 
deliverv periods (time value of money) and discounts. 
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The research was based on four different companies in the 
sector. Sampling was restricted to four companies due to the 
aim of this study. As Selltiz et al (1976) ar2ue such a 
"purposive sampling is appropriate when the -goal is to 
obtain good Insights and critical appraisals because of the 
special experience (of the sampled cases) " (pp 536). Active 
exporters were targeted. The biggest exporters were 
selected. Smaller exporters were expected to be unable to 
provide sufficient information and keep adequate records. 
Two companies entirely (100%) oriented towards exports and 
!wo companies with both domestic and export operations were 
mcluded. A published list of the major exporting companies 
was reviewed and followed by consultations with industry 
experts. Four different export product categories were chosen 
to enhance the explanatory usefulness of the study and 
permit replication of the Initial findings. This is advisable 
and strongly supported in the literature (McGee & 
Thomas, 1989, p.41; Harrigan, 1983). Such an analysis and 
contrasting of multiple cases was expected to reveal 
particularities and illustrate conditions for transferability of 
the conclusions of this study to other business settings. A 
short description of each sampled company follows: 
Company A: A 100% export oriented processor of fruits which 
exported 15-20% of total Greek canned fruits in 1983-1988. 
Company B: A 100% export oriented processor of tomato 
paste that exported 4% of total EC exports in 1989. 
Company C: The leading Greek yogurt manufacturer and 
exporter (14% of its turnover in exports). 
Company D: The leading pasta manufacturer (7% of its 
turnover exported equal to 10% of Greek pasta exports in 
1988) 

Semi-structured interviewing was selected as the most 
suitable method to obtain data without abandoning a more 
rigorous systematic process. A pilot case study was used. In 
addition to the key informants, other employees of the 
sampled firms were also interviewed. An estimated three 
months period was finally spent on data collection for 
each individual case between October 1989 and July 1990. A 
second round of interviews took place in 1991. Several 
sources of data permitted not only a more precise 
identification of the export action of the sampled firms but 
also allowed detailed knowledge of business settings, 
export markets and competition to be acquired. A series of 
meetings were held for each case with machinery suppliers, 
food technologists, farmers, government and EC officials, 
industry unions' representatives, industry consultants and 
staff from competing companies. Secondary data derived 
from several countries' statistical sources. Particular 
attention was given to comparability of statistics in order to 
increase reliability of data. Tape recording was used with 
permission, draft case reports were written after the 
interviews and additional meetings were carried out for 
draft reading. 

Findings 

Findings support previous research in some instances and 
conflict in others. In most cases however, existing 
ambiguities and contradictions in the literature seem to be 
answered. 

Product related elements 
1) Product standardisation: The findings of this study shed 
some light on the ambiguities and the conflict existing in 
previous research, either in favour of product adaptation to 
foreign markets (Kirpalani and Maclntoch, 1980; Cooper and 
Kleihschmidt, 1985; Burton and Schlegelmilch, 1987) or 
against (Tookey, 1964; Munro and Beamish, 1987; Amine and 

Cavusgil, 1986; Christensen et al, 1987). Data indicate that: 
1.1. Product adaptation for products actualiy produced for the 
domestic market may be necessary for exports to segments 
with different but not necessary for exports to segments with 
similar demand characteristics. The volume of a company 
exports depends in both cases upon the imports' 
development regarding these segments, their overall size 
and growth rate across countries and company's available 
capacity for exports. 
1.2. Realisation of adaptation or non adaptation of products 
for exports. Exporting companies primarily interested in the 
domestic market carry out only minor adaptations because 
they are not willing to disturb existing production and 
company organisation procedures by developing new 
products for exports. The higher the demand from foreign 
markets, the higher the exports until a certain volume is 

reached where the exporter does not want to expand turther 
because. maJ.or cha?ges are needed. On the contrary, 
compantes entirely onented to exports carry out adaptations 
to a greater extent or create new products for exports. The 
degree of p.roduct adaptation however, (content and 
pa~k~ging) stil! remains in the narrow frame of capacity of 
exuttng machtnery and company marketing capabilities. 
Companies exporting "basic" low differentiation products 
seemed not able to develop higher differentiation products 
because different configurations of export marketing, 
structure, production, finance and procurement were needed. 

2) Product "uniqueness" and "differentiation": There is an 
inconclusiveness in the literature as apparent from Louter et 
al (1991) who found that unique products result in decreased 
exports/sales; Ayal and Hirsch's (1982) moderate 
association between product differentiation and level of 
exports; and Cavusgil and Nevin's (1981) view that possession 
?f ~ uniqu~ produ~t is significant for active export firms. Data 
tndtcate pnma faae a negative correlation between product 
uniqueness, differentiation and volume of exports. Two of 
the companies' exports concerned "basic" products, defined 
a~ prod~cts w~th. attri_butes positioning them as lower 
dtfferenhated wtthtn thetr category of products. In this case 
the low differentiation products correlated with high volum~ 
of exports. On the contrary, in the remaining two companies 
higher differentiation products strongly associated with 
unique product characteristics and strong brand resulted in 
l'!w vol~n;te of exports.. .These mean that higher 
dtfferenhahon products have hmtled potential. But they may 
result in higher volume of exports if targeted markets' size 
and/or extent. of accesa to distribution increase and 
presence of competition remains limited. Differentiation 
based upon branding seems however, to be a more lasting 
phenomenon. Another explanation for the differences in the 
previous literature seems prima facie to be the focus and 
other internal characteristics of the exporting companies. 
Focus of companies upon exports (100% in both cases) 
correlates positively with increased level of exports but 
negatively with the existence of higher differentiation 
products. But, the existence of higher differentiation 
products depends in tum however, upon the type of products 
the company was initially established to produce 
independently of export experience or company age. 
Sampled manufacturers exported the products their 
machinery was designed to produce and appeared to be 
constraiaed by its capabilities. 

3) Product life cycle concept: Supporting Ryans' (1988) 
overall argument the findings of this study introduce the 
circumstances that influence the effect of the product life 
cycle upon volume of company exports. When segment size is 
very big compared with company exports, the effects are 
modest, also depending upon the firm's extent of access to 
distribution. 

4) Width of product line.: There is conflict in the literature 
regarding width of product line with Christensen et al (1987), 
Diamantopoulos and Inglis (1988) arguing in favour of 
multiple product lines and Kirpalani and Maclntoch (1980), 
Munro and Beamish (1987) in favour of narrow product lines. 
Independently of the width of export product line, higher 
exported volumes are associated with only a few products, 
targeted markets' size and the extent of access to distribution. 

5) Product Quality: The conclusions of the present study 
contradict previous findings which in almost all cases agree 
that high quality determines export success. High quality is 
not a necessary condition for high volume of exports with 
quality consistency fluctuating within a range of specifications 
and demand characteristics 

6) Product related elements and income: There is a confusing 
relationship between product adaptation and export 
profitability as is apparent in previous literature (Fenwick 
and Amine, 1979; Koh, 1991). Data indicate that the higher 
the product differentiation and the lower the competition for 
the particular product, the higher the relative income 
received by the company compared to markets where the 
opposite situation exists. In some contrast with Bilkey 
(19~2) who identified no significant relationship, 
"untqueness" and strength of product positively correlate with 
higher income during the temporary period when 
"uniqueness" persists and market conditions such as presence 
and action by competition are favourable. Moreover, income 
!• affected by the stage of product life cycle either positively 
tn the growth stage and decreased com!'etition or ne~tativelv 
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in the decline stage or increased competition which are 
elements not apparent in previous research in export 
marketing. But, decreased quality is directly and negatively 
correlated with decreased income, although such an effect 
may be moderated by market conditions such as limited 
presence and rivalry of competition. 

Market portfolio related elements 

1) Spreading of export markets- Market selection and Volume. 
1.a. It is the configuration between the exporting company's 
portfolio of products and potential export segments which 
provides an initial indication about the degree of possible 
spreading of export markets. Export destinations seem to be 
independent to export experience, age of company as well 
as width of product line but dependent on the type and 
category of exported products, the lower quality and 
differentiation commodity like products having had larger 
and more widely dispersed markets. 
1.b. Potential spreading of company export markets is framed 
by the product category itself and the trade block to which 
the country of exporting company belongs. They may be in 
neighbouring states, in industrialised or developing countries, 
accessible to the exporting company or not, depending upon 
the international commercial environment for the specific: 
product category at the particular period. 
1.c. Independently however, of the type of country and the 
type of segments, company exported volumes are affected by 
the firm's access to distribution and competitors' action. 
Companies targeting large segments and having wide extent 
of access to distribution achieve higher volume of exports. 
Presence and action of competitors affect volumes however, 
by limiting access to distribution. 
1.d. The company may not be able to handle exports to all 
potential export destinations in a particular segment 

because of company internal organisation limitations such 
as production capacity, available finance, existing export 
marketing practice and management perceptions/philosophy. 
In this case, spreading of export destinations depends upon 
where a clientele has already been initiated and maintained. 
The above adds another perspective to the literature about 
the type of markets associated with higher exports as it was 
expressed by associating "success" with exporting to 
industrialised countries (Christensen et a!, 1987; Dennis and 
Depelteau, 1985), "non-nearest neighbour orientation" 
(Cooper and Kleinschmidt, 1985) or broader market coverage 
(Diamantopoulos and Inglis, 1988). It is noteworthy that the 
existing differences may be due to the differences of samples 
used. Dennis and Depelteau, (1985) as well as Christensen 
et al (1987) used random and cross-industries sample, while 
Cooper and Kleinscmhidt's (1985) sample was the electronics 
industry. Interestingly though, the data also indicate that 
exporting to consumer markets followed previous exports to 
industrial markets with two exceptions, these being the 
possession of a product with higher differentiation 
characteristics or a strongly branded product. 

2) Market selection and income. The association between 
markets and profitability has attracted attention in the 
literature particularly by Bilkey (1982; 1987). The findings of 
this study suggest that the brand and product attributes are 
important factors for increased income further influenced by 
distribution and market conditions' elements. Width of 
market portfolio positively correlates with increased income 
from exports when targeted segments concern products of 
higher differentiation. Extended access to distribution and a 
very strong brand sustain high prices and may raise obstacles 
to competition. There is a tendency however, that income 
declines when competing products in the market. 

Access to distribution related elements 

There is a disagreement in the literature on the type of 
channel associated with higher performance (Hirsch, 1971; 
Christensen et a!, 1987; Munra and Beamish, 1987) and 
limited evidence on the interrelationship between the extent 
of access to distribution and exports (Shipley et a!, 1989). A 
company achieves a relatively higher volume within the 
targeted segments when it has wider access to distribution, 
identified as wider market coverage, entering into major 
instead of minor retailers as well as continuous rather than 
short term presence. These seemed to occur independently 
of the type of channel employed (direct or indirect), a 
mixture of both direct and indirect channels being evidenced. 
In this case, the extent of access to distribution itself 
intervenes in the determination of the firm's realisable 
exports. 

Extent ot access to distribution and int'omP.. ThP. ~Jatio!'lship 
between the extent of access to distribution and income is 
complex. In environments where higher competition 
between suppliers takes place, the exporter generally 
receives lower income unless possessing "exclusivity" of 
access, in which case, income increases. Strong owned 
brand and product differentiation play an important role 
here. In this respect, Bilkey's (1985; 1987) findings are 
supported and further clarified by the association of export 
channel profitability with product attributes as such; 
branding, both ownership and strength; and action of 
competition in each export country and segment. 

Branding related elements 

There is a paucity of studies in export marketing literature 

which explicitly assess the role of branding in export 
"success", although branding has been identified as practised 
in the market place (Amine and Cavusgil, 1986; Namiki, 
1988; Koh, 1991; Rosen et a!, 1989). Data show that ownership 
and strength of brand strongly affect exports in both volume 
and income terms. 
A limited number of brands was used independently of 
market destination. Limitation of a strong brand into a small 
number of exported products results in an ultimate upper 
level of exports which depends in turn upon the size and 
development of the targeted export segments. But larger 
the targeted segments by the exporters, higher the relative 
volume of exports. 
An incremental diffusion of an exporter's owned brand 
initially weak- builds strength when extent of access to 
distribution is wider and there are limited exports by 
competitors. But, the direction of effect may be the opposite 
one. 
The findings of this study indicate that "higher 
differentiation" or "unique" products carry company's own 
brand names. Brand introduction appears to be more 
difficult when competition is already established and export 
product is of lower differentiation. There is a strong view in 
the literature that branding is unrelated to export income. 
The findings of this study indicate on the contrary a strong 
association between branding and income. The stronger a 
brand, the higher the income received although influenced by 
the nature of the product itself. 

Conclusions 

The findings of this study clarify the relationships regarding 
the patterns of competition for a manufacturer-exporter 
addressed to consumer markets and the effects on export 
usuccess". The study findings shed light on several 
ambiguities and contradictions existing in previous research 
as explained in more detail above. In summary, the 
relationship between the four elements under study may be 
observed through the use of a perceptual map (figure below) 
incorporated in the text to serve only for conceptualisation 
purposes, since interrelationships are highly complex. 

FIGURE 
RELATIONSHIPS BETWEEN THE ASPECTS UNDER STUDY 

~~-

In this respect, market portfolio and product attributes 
become very important independent variables whose 
configuration is what initially permits the establishment of 
potential for "successful" exports. But, it is branding and 
extent of access to distribution that become "intervening" 
variables in the above relationship to finalise the extent of 
actual "success" in company's export markets. 

Limitations - Further research 

This study concentrated upon the exports of independent 
manufacturers to consumer markets. Conclusions may not 
apply to exports towards industrial markets. Ownership by a 

multinational group might for instance have also altered 
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exporter's achievements. Replications of this study using 
larger samples should be conducted before the reliability 
and representativeness of these results can be established. 
There may also be some possible internal validity biases 
although believed to be kept minimal. 
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THE INFLUENCE OF ECONOMIC FACTORS ON EXPORT MARKETING PERFORMANCE: 
AN EMPIRICAL STUDY OF TAIWANESE COMPUTER FIRMS 

Yaolung James Hsieh, National Chengchi University 

Abstract 

This paper used both quantitative and 
qualitative methods to examine the influence of 
economic factors on export marketing 
performance. The quantitative data indicate 
that domestic market factors, foreign market 
factors, raw material restrictions are 
associated with export performance. The 
qualitative data reveal that financial factors 
is also related to export performance and help 
uncover the importance of emergent issues which 
were not addressed in the questionnaire, such 
as environmental protection. 

Introduction 

Economic factors, such as market size and 
status of economy, are an important part of a 
firm's external environment (Rosa 1982). 
Although these factors are beyond the control 
of an individual firm, this does not mean a 
firm can ignore the economy's influence on 
export performance. Instead, firma should 
consider that export performance in the 1990s 
will be determined by the competitiveness of 
both the economy and companies (Saralehto 
1991). A detailed examination of export 
literature, however, suggests that economic 
environment is rarely addressed. "This general 
neglect of environmental variables reduces the 
value of the studies, since such variables can 
be expected to have a great impact on export 
performance• (Madsen 1987, p. 183). Without 
identifying economic factors that may affect 
export performance, research results regarding 
export performance may not be generalizable. 

According to a number of studies (Cooper and 
Hartley 1970), the economic factors that 
influence export behavior tend to be macro in 
nature. A firm that successfully adapts to 
economic conditions can create a competitive 
advantage for itself. Ross ( 1982) indicates 
that economic factors may influence a firm's 
decision to enter into foreign markets. In 
this regard, tariff and non-tariff obstacles 
alone may not be sufficient to explain a firm's 
export performance. Other factors, such as 
foreign exchange rate, capital available in the 
market, infrastructure, and foreign market 
price competition, have been demonstrated to 
influence firma• export performance (Haar 1990; 
Kumcu and Kumcu 1991). Whereas moat previous 
research studies firms in North America and 
Europe, this study focuses on the effects of 
economic factors on export performance of 
Taiwanese computer firma to help better 
understand the role of economic factors in 
world market. Discussion and recommendations 
are provided baaed on empirical findings. 

Literature Review 

To explore the effects of economic factors on 
world trade, several authors (e.g., Ricardo, 
and Hekscher and Ohlin) have developed 
international trade theories. Although these 
theories provide a basis for understanding 
international transactions among nations and 
their interdependence in economic development, 
some assumptions of these international trade 
theories are not practical in the real world. 
For example, the Ricardian model of trade 
assumes only two countries with only two 
commodities involved in international trade. 
The Heckscher-ohlin theory assumes free 
competition in all markets and absence of 
transportation coats; hence, the same commodity 
has the same price between different countries 
or areas. These assumptions may be a starting 
place, but other factors, such as a country's 
stage of economic development and ita economic 
policies may be equally or more important in 
understanding international trade. 

Given the inability of these two theories to 
explain transactions of more than two 
countries, the product cycle theory of 
international trade is developed. Although the 
product cycle theory of international trade has 
bean useful in explaining and predicting trade 
patterns of some manufacturers and 
multinational expansion of manufacturing 
subsidiaries, this theory cannot explain how 
and why an individual firm participates in 
export marketing and may not provide 
appropriate direction for ~~~~~all r. medium firms 
to improve their export performance. 

In sum, while classical theory of international 
trade, Heckscher-ohlin theory, and the product 
cycle theory of international trade are easy to 
understand and capture the essence of 
comparative advantages of a nation to another, 
some questions which are not answered by these 
theories and open to this study are the 
influences of demand situations, 
infrastructure, transportation costa, 
competition, financial factors, and raw 
material restrictions on export performance, 
which are important to understand the economic 
environment that enhances or hinders a firm to 
export and ita export performance. Baaed on 
these open questions, this study focuses on 
four economic factors: (1) local market 
factors, (2) foreign market factors, (3) 
financial factors, and (4) raw material 
restrictions and examined the influence of 
these factors on the export performance of 
Taiwanese computer firma. With regard to the 
first factor, local market demand conditions, 
degree of competition (Porter 1990), market 
size, and communication facilities influence a 
firm's export performance, although to 
differing degrees. Insufficient demand or 
small local market size may force firms to 
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export. Fluctuating demand may also compel a 
firm to search for foreign markets to stabilize 
its operations. Domestic competition not only 
stimulates firms to be more innovative but also 
assists them to be more competitive 
internationally. Infrastructure systems, such 
as transportation and telecommunications, 
influence overseas communication and shipping 
products out of the country. These systems, 
thus, affect a firm's ability to serve foreign 
customers effectively. The first hypothesis is 
proposed as follow: 

H1 : Local market factors 
significantly influence the 
export performance of 
Taiwanese computer firma. 

When investigating the second topic, foreign 
market factors, the foreign distribution system 
should be taken into account (Bilkey 1978, 
1982) in addition to usual measures of foreign 
market attractiveness. An appropriate foreign 
distribution system fosters a firm's ability to 
access and serve its foreign customers. 
Whereas convenient transportation systems in 
advanced countries nourish foreign exporting 
firma, these firms may discover their exporting 
business is hindered when entering a country 
with poor telecommunication or transportation. 
Additionally, cultural distance to market may 
have a negative influence on export performance 
(Glejser, Jacquemin and Petit 1980) and should 
be taken into account. The second hypothesis 
is provided as follow: 

H2 : Foreign market factors 
significantly influence the 
export performance of 
Taiwanese computer firms. 

Within the third area, financial factors, some 
scholars (Kumcu and Kumcu 1991) suggest that 
inappropriate foreign exchange control may 
hinder export performance. Piercy (1981) 
discovered that a~tive exporters had more 
·flexible export currency strategy than reactive 
exporters. Humphreys and Jaeger (1989) also 
report that a better operation in foreign 
exchange rate control and public finance 
enhances export performance. Delfs and do 
Rosario (1989) propose that the quality of 
banking services may influence the export 
performance of firms. Foreign exchange control 
and financial services are thus investigated in 
this study. The third hypothesis is proposed 
as follow: 

H3: Financial factors 
significantly influence the 
export performance of 
Taiwanese computer firms. 

Finally, the lack of raw materials may be a 
major problem for countries which are in 
shortage of natural resources, such as Japan 
and Taiwan. To produce the products they 
export, firms in these countries have to import 
needed raw materials. Raw material 
restrictions become a critical factor 
influencing these firma• exporting ability. 

The fourth hypothesis is provided as follow: 

H4: Raw material restrictions 
significantly influence the 
export performance of 
Taiwanese computer firms. 

Method 

To investigate the impact of economic factors 
on the export performance of Taiwanese computer 
firms, this study utilizee both quantitative 
and qualitative data. Although different 
assumptions underlie the use of quantitative 
and qualitative data for research, a number of 
authors (Deshpande 1983J Grove and Pisk 1992) 
believe that qualitative analysis can be 
compl-ntary to quantitative analysia. As 
description is a major purpose of qualitative 
analysis, a well-described phenomenon (thick 
description) can help develop a conceptual 
ach- and constructs to be examined in a 
quantitative study. Qualitative research can 
also help establish better definitions and 
develop a full array of appropriate items for 
inclusion in a quantitative study. Moreover, 
triangulation of research methods improves the 
credibility and overall quality of data 
examined (Grove and Pisk 1992; Lincoln and Cuba 
1985). 

A self-administered questionnaire is the major 
instrument used in this study to generate 
quantitative data to assess the influence of 
economic factors on firma• export performance. 
The questionnaire was pretested during the 
first week of January, 1992 with 8 exporting 
computer firms in Taiwan. The questionnaires 
were mailed to 1000 firma systematically 
selected from the Taipei Computer Association 
on January 18, 1992. The respondents were 
executives/marketing managers in the sample 
firms. A total of 124 usable questionnaires 
were collected. The response rate was 13.8\. 

OVer 90\ of the respondents were from 30 to 50 
years of age and most had attained a high level 
of education (93\ have a college or higher 
degr-). About 84\ of the respondent firms 
have fewer than 200 employees and about 92\ of 
the respondent firms have capital less than NT$ 
500 million (approximate US$ 20 million) and 
are considered small and medium sized firma in 
Taiwan. The sample is representative of the 
population of computer firma in Taiwan in terms 
of the number of employees and capital.l When 
these Taiwanese firma first exported their 
products, the United States was the moat 
popular export destination followed by Germany 
and other European countries. 

The final questionnaire included a question 

1. The representativeness of sample firma to 
the population of computer firma in Taiwan 
based on capital and number of employees may 
reduce the possibility of non-response bias, 
although non-respondents were not contacted to 
examine their firma• characteristics. 
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regarding respondents• interest in 
participating in a personal interview. Of 35 
respondents who showed interest in taking part 
in a depth-interview, 17 were selected for a 
follow-up to the survey and were asked 
questions similar to those that appeared in the 
questionnaire. The purpose of the follow-up 
depth-interviews was to acquire detailed data 
to facilitate understanding of the responses 
obtained using the structured questionnaire. 
The follow-up depth-interviews explored the 
•personal realities• of informants, especially 
with regard to their view of how economic 
factors impact their export performance. By 
combining the results from these two methods, 
this study provides a clearer picture of the 
influence of economic factors on export 
performance. 

Independent Variables 

Local market factors, foreign market factors, 
financial factors, and raw material 
restrictions are independent variables used to 
evaluate their influence on export performance. 
A composite score for each of these economic 
factors was developed to correlate with export 
performance. The local market factors include 
degree of demand fluctuation, competition in 
home market, market size, availability of 
skilled labor, ease of communication overseas 
and shipping products out of the country. The 
foreign market factors consist of availability 
of foreign distribution facilities and cultural 
differences between home country and foreign 
markets. The financial factors include foreign 
exchange control, currency policies at home, 
and relative levels of financial services 
provided in home country. The raw materials 
restrictions embrace the degree to which 
restrictions on the importation of raw 
materials affect exporting, ease of obtaining 
raw materials, and cost of obtaining raw 
materials (Rogers 1987). 

Dependent Variable 

In the past, researchers have relied upon 
objective measures of export performance and 
have excluded subjective measures of export 
performance (Ayal 1982; Rogers 1987). However, 
Fenwick and Amine (1979) assert that the degree 
to which a firm achieves its particular goals 
should be the only rational measure of its 
export policy. Several other researchers 
(Rogers 1987) similarly conclude that 
subjective evaluation of export performance by 
executives or managers is critical to the 
initial decision to export and to eventual 
export success. Consequently, •any measure of 
export performance should include some 
assessment of the company•e succese on its own 
terms, albeit measured subjectively" (Fenwick 
and Amine 1979, p 88). Since executives' 
perception of export success may include 
several dimensions, such as their satisfaction 
with export performance and profitability, this 
study employs a subjective composite measure to 
assess export performance. 

The subjective composite measure of export 
performance includes executives/marketing 

managers• perceptions of 1) export success, 2) 
export profitability, and 3) satisfaction with 
export performance. These were assessed using 
six 5-point Likert scales. A score for the 
subjective composite measure of export 
performance was created by averaging each 
respondent's scores on the six items to 
correlate with economic factors. A detailed 
description of the subjective composite measure 
is presented in Table 1. 

Table 1. 
Dimensions of Export Performance 

Constructs Dimensions 

Export 
success 

Export 
profita­
bility 

Satis­
faction 
with 
export 
performance 

-management's subjective 
evaluation of export performance 

-firm is a leader in the industry 

-management's subjective 
evaluation of export profitability 
(s) 

-management's evaluation of 
export operations(s) 

-management's satisfaction with 
past export performance(&) 

-past export performance of 
comparable firms(s) 

Sources: Revised from Rogers, Hudson P. (1987), 
The Determinants of The Firm'• Export Marketing 
Performance: A Theoretical and Empirical 
Investigation, Doctoral dissertation, Memphis 
State University. 

Findings 

A correlation analysis was used in this study 
to examine the relationships between economic 
factors and export performance. The results 
are presented in Table 2. 

Table 2. Correlations Between Economic 
Factors and Export Performance 

Economic Factors 

Local Market Factors 
Foreign Market Factors 
Financial Factors 
Raw Materials Restrictions 

* P< .01, N•l24 

Subjective 
canpoaite Measure 

-.24* 
-.24* 
-.08 
-.24* 

The H1, H2 , and H4 , that local market factors, 
foreign market factors, and raw material 
restrictions significantly influence the export 
performance of Taiwanese computer firms, were 
supported. The H3 , that financial factors 
significantly influence the export performance 
of Taiwanese computer firms as assessed by the 
composite subjective measure, however, was not 
supported by the quantitative data. 
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Although these economic factors, except 
financial factors, are significantly associated 
with export performance, the correlation 
coefficients between economic factors and 
export performance are not very high. To 
discover additional economic factors that may 
influence export performance, the qualitative 
data were investigated. While factors such as 
local government regulations and politics were 
mentioned by informants as influencing their 
export performance, the most serious restraints 
were abnormal price competition and 
environmental protection regulations. 
Additionally, currency evaluation and credit 
availability appeared to impact export 
performance. 

Abnormal Price Competition 

Domestically and internationally, price 
competition among Taiwanese computer firms is 
considered the biggest hindrance to 
profitability. A very c01111110n strategy adopted 
by Taiwanese small and medium sized firms is to 
discover the newest product, copy it, and sell 
similar products at a much lower price. 
Because engineering people in Taiwanese 
computer firms have the ability to quickly copy 
new products introduced by other firms, 
Taiwanese firms can provide similar quality 
products at much lower prices. Many firms also 
focus on unpatented products, especially 
products in the mature stage of the product 
life cycle, to obtain the advantage of 
economies of scale. These advantages, however, 
are negated by fierce price competition among 
Taiwanese firms. Without established brand 
names, they compete with low price, 
domestically and internationally. 

Environmental Protection Regulations 

The emphasis of the Taiwan government and 
consumer activists on environmental protection 
has increased production costa among Taiwanese 
firms. Many firms which are not able to 
fulfill the government's requirement regarding 
environmental protection have been forced to 
establish factories in other countries. The 
United Nations • warning about and possible 
prohibition of the usage of chlorofluorocarbons 
(CFCs) are especially threatening. 

Currency Evaluation and Credit Availability 

Financial factors were also mentioned by a 
number of informants who considered them 
serious obstacles to export. Several informants 
have complained about the rapid evaluation of 
NT dollars. One said: 

I think the foreign exchange 
is a big problem for us. 
example, the foreign exchange 
of NT (New Taiwan) dollars to 
dollars was about 26 or 27:1. 

rate 
For 

rate 
u.s. 

At 
the beginning of last year, the 
exchange rate was between 25:1 and 
26:1. At the beginning of this 
year, NT dollars kept appreciating 
their values. It is less than 25 
NT dollars to one US dollar now. 

All the profits we could have had 
are wiped out by the appreciation 
of NT dollars, because all our 
sales are from exporting. Thus, 
we cannot tolerate the loss if the 
foreign exchange rate changes too 
fast. We are not the only firm 
which suffers the lose from the 
appreciation of NT dollars. Many 
firms have this problem (Wang, M 
53). 

Another informant comments about poor banking 
services: 

Taiwanese banks used to be pawn 
shops. our banks only provided 
mortgage loans, which was 
different from what foreign banks 
provided. Foreign banks finance 
us only based on our credits, 
profitability, and business plans. 
Taiwanese banks .. Y help large 
firms a lot, but I don't think 
they support slll&ll and medium 
sized firms (Fu, M 44). 

Conclusion and Recommendations 

The findings from the quantitative analysis 
reveal that economic factors, except financial 
factors, are related to export performance. 
The significant impact of local market factors 
on export performance should give the 
government some directions for improving its 
infrastructure in order to assist its firms to 
be successful in global markets. A current 
investment in infrastructure by Taiwanese 
government should be encouraged and should help 
Taiwanese firms compete internationally. The 
significant effect of foreign market factors on 
export performance gives these firms some 
criteria to rely upon when selecting their 
foreign target lll&rketa. This alao implies that 
initial exporting firms can benefit from 
choosing culturally similar markets and is 
consistent with the literature on the 
internationalization process (Madsen 1987). 

Raw materials restrictions are also related to 
export performance. Because most Taiwanese 
computer firms are not able to produce major 
computer components, such as CPUs, their 
international competitiveness may be restrained 
by these raw material restrictions. An ability 
to produce these major computer parts 
domestically will give Taiwanese computer firms 
a big advantage to compete with their foreign 
counterparts. Because Taiwan has many well 
educated people, including engineers, and the 
world's largest amount of foreign exchange 
reserve (US $ 86 billion)2, it should be able 
to produce these major computer parts 
domestically. The government could provide tax 

2. This figure is the foreign exchange reserve 
of Taiwan at the end of June 1992 derived from 
China Central Bank, Taipei, Taiwan. 
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incentives or other benefits to assist and 
encourage the establishment of research 
centers/laboratories. To invite experts, 
domestically and internationally, to work in 
these resear~h centers, the government and the 
private firms may provide competitive salaries 
similar to their foreign counterparts. While 
information is critical to innovation (Thurow 
1991), the government may use its large foreign 
exchange reserve to improve Taiwan • a 
information systems, such as BITNET, INTERNET 
computer network, with other countries to 
improve and update information exchange. 

Although export performance was not explained 
statistically by financial factors, the 
interview data suggest that continuous 
evaluation of NT dollar in the past few years 
has taken away Taiwanese computer firms • low 
labor cost advantage and restrained these firms 
from further developnent in the international 
market. The appreciation of NT dollar has its 
advantages, such as forcing these computer 
firma to improve their efficiency in production 
and management. However, a continuous and 
tremendous appreciation of NT dollar, such as 
that experienced in Taiwan during the past few 
years, may give firms little time to adjust 
their organizational structure to avoid 
failure. This type of appreciation making 
firms non-competitive on price has contributed 
to the failure of some Taiwanese computer firms 
during 1991. Appropriate regulation of the 
appreciation of NT dollar cannot be ignored by 
the government. 

Conservative banking services also hinder these 
firms• financial ability to compete 
internationally. A policy by the government to 
allow private banks in the market during the 
past few years seems to have improved the 
banking system in Taiwan, at least to lower the 

interest rata. However, the over-reliance of 
Taiwanese banks on mortgages (rather than 
financial statements) for commercial loans 
appears to limit financial resources available 
to these firms. The establishment of a better 
accounting system able to reliably audit 
financial statements would be helpful in 
building mutual trust between banks and firms; 
such trust could be the basis for stronger 
cooperative agreements between small and medium 
sized firma and banks. 

Environmental protection is an issue which 
cannot be ignored in the computer industry of 
Taiwan. Because Taiwan relies heavily on 
international markets, the possibility of 
regulation from the United Nations or similar 
international organizations on the usage of 
CFCs should be taken seriously. Because Taiwan 
is only a small island and the voice of 
environmental protection from the public is 
becoming stronger and stronger, the possible 
environmental damage or pollution which results 
from the production of computer products cannot 
be ignored. To overcome this problem, the 
government, as well as consumer activists, 
should encourage the adoption of new 
environmental pollution controls by firms. The 
government should also utilize its large amount 

of accumulated foreign exchange reserve to 
improve Taiwan's infrastructure, including 
helping firms enhance their work environment, 
especially their factories. Because the 
computer industry is considered a strategic 
developing industry by both the public and the 
government, the government should encourage and 
support the developnent of substitutes for 
CFCs. 
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AN EMPIRICAL ANALYSIS OF INTERNAL DETERMINANTS AFFECTING 
EXPORTING AND NON-EXPORTING COMPANIES IN TURKISH TEXTILE INDUSTRY 

Talha Harcar, School of Business Administration, University of Istanbul 

Abstract 

The objective of this study is to determine, the structural 
differences between textile exporters and non-exporters, 
who are exposed to the same external environment. The 
focus of this paper is to compare exporting and 
non-exporting companies in terms of size, managerial skills 
(i.e.age, proficiency of foreign language and international 
experience), company experience, business goal, 
labor /technology intensity and capacity usage rate. Findings 
show that exporting companies differ markedly from 
non-exporting in terms of these criteria. 

Introduction 

The export behavior of firms has been under the highlight of 
a vast range of study interest in international marketing 
since the early 1960s and numerous researches have been 
carried out in developed countries. However, research 
regarding the export behavior of companies in developing 
countries has been limited. Firms operating in almost to the 
same external environment display variance in their attitude 
toward exporting. For this reason, research investigating 
such firms in the same industry should have priority over 
others. This may provide valuable information for both 
public and private sector bodies interested in exporting. 
Findings of such investigations will certainly be of interest to 
governmental institution which seek to motivate more 
companies for exporting and will help them to understand 
how companies are involved in exporting or nonexporting. 

No serious attempt, however, is made in Turkey to 
differentiate the exporters and nonexporters according to 
internal determinants such as size, manager's age, 
proficiency of foreign language and international experience, 
company experience, business goal, labor/technology 
intensity and capacity usage rate. The aim of this study is to 
shed light on how exporting and nonexporting companies 
differ from each other in terms of internal determinants and 
to find out if significant structural differences exist between 
them. Textile industry is chosen because, as a whole it has 
an important potential for growth and progress in Turkey's 
export. 

Turkish Textile Industry 

Until to the 18th century, Turkish textiles represented one 
of the most advanced textile industries in the world. Turkish 
toweling, flat weaves, embroideries, and patterned carpets 
were exported to Western Europe, European Russia, and 
North Africa. In 1923- that year the Turkish republic was 
proclaimed the country's textile industry had an inventory of 
800 looms. The 1930's were a decade of intense 
industrialization. The establishment of Sumerbank (a state 
industrial enterprise concentrated on the manufacture of 
textiles) was an important step in the encouragement of 
industrial activities. By 1949, despite the difficulties involved 
in importing machinery during the second World War, the 
number of looms in the country had risen to 5500. At the 
beginning of the 1960's Turkey was in a position where it 
could become one of the textile manufacturing centers of 
Europe, because of its comparative advantages of abundant 
raw materials, low labor cost, and geographical position. An 
export-oriented investment campaign was launched by the 
government in this period. The result was that by 1972, 
Turkey became a net exporter of textiles, though Turkey's 
textile trade was worth a mere eighty million dollars at the 
time. The country's textile exports grew steadily to reach 
$440 million in 1980 and $2.1 billion in 1985. In the latter 
year, Turkey was responsible for 2.8% of the world textile 
trade. By the end of 1988, Turkish textile exports were 
worth three billion dollars a year. Today, textile 
manufacturing industry is the second largest industry in 
Turkey (Caliskan 1990). 

Export Marketing Behavior 

A company's involvement in exporting is a process which is 
affected by several "external" and "internal" determinants. 
Factors which explain a company's export marketing 
behavior has been explored extensively in many empirical 
studies (Bilkey 1978, Cavusgil 1980). Among these studies 
attempting to identify the differences between exporters and 
nonexporters Ogram 1982, Cavusgil1984, Buonafina 1985, 
Diamantopoulos and Inglis 1988, Karafakioglu-Harcar 1990 
were directly related. Studies on export behavior of 
companies have indicated that several internal 
characteristics play an important role in determining 
whether the company will tend to export or not. The 
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existence of external stimuli is important, but not a 
sufficient condition for being an exporter or vice versa. 
Internal variables which are used and measured in this study 
are as followings. 

Firm Size 

Researchers have agreed that firm size plays an important 
role in a flfill's decision to export (Root 1978). However, 
empirical findings of previous studies on this issue have not 
always been consistent with each other (Bilkey 1978). While 
some researchers have found a positive relationship between 
firm size and company behavior in terms of being an 
exporter or not, (Perkett 1963, Tookey 1964, Palubinkas 
and Granat 1972, Withey 1980, Cavusgil and Nevin 1981, 
BuonaFina 1985, Harcar 1987), numerous surveys did not 
yield such a relationship Bilkey and Tesar 1977, Cooper and 
Kleinschmidt 1985). HirshLev and Cavusgil have found that 
very small companies are not inclined to export; there is a 
positive correlation between firm size and desire to export 
for small manufacturers, but beyond a certain size this 
correlation does not hold (Hirsh-Lev 1973, Cavusgil 1980, 
Cavusgil1984). 

Managerial Skills 

The age of managers is another important variable; younger 
managers tend to be more internationally oriented than 
their older colleagues (Pinney 1970, Ogram 1982, Brooks 
and Rosson 1982). Many researchers have concluded that a 
favorable international experience of the decision maker 
leads to favorable assessment of a firm's participation in 
exporting (Wiedersheim, Olsan and Welch 1975, Bilkey 
1978, Cavusgil and Nevin 1981, Reid 1982, Cavusgil 1983, 
Axinn 1988). This orientation in turn is influenced by 
foreign language proficiency of company managers and 

whether they have had experience with different cultures 
(Cunnmgam and Siegel 1971, Wiedersheim, Welch and 
Olson 1975, Langston and Teas 1976, Buonafina 1985). As 
a result, company managers'personal assets seem to be 
critical for being an exporter or not. 

Company Experience 

Company's experience is one of the factors that has an 
impact on the initiation of exporting. Each firm has a 
unique history and this background places each firm in a 
particular "present" situation with different strategic 
alternatives, both domestically and internationally. That is 
why exporting is seen as a different task in each company 

(Terpstra 1983). Cunningham and Spiegel point out the 
relationship between successful exporting and company 
experience (Cunningham and Spiegel1971). 

Business Goals 

Various empirical studies support that there is a positive 
relationship between export marketing behavior and the 
decision maker's preferences for business goals. For 
example, the profit objective is believed to be an important 
internal factor for exporting. Several studies support this 
hypothesis (Aiexandries 1971, Simpson 1973, Tesar 1975, 
Wiedesheim, Welch and Olson 1975, Bilkey and Tesar 
1977, Buonafma 1985). However, short-term profit may not 
always be a significant motive for exporting; desire to avoid 
losses in a saturated home market, i.e. safety of investment 
and survival are other motives in some manufacturers' initial 
involvement in exporting (Tookey 1964, Hunt, Froggart and 
Howel1967, Sinai 1970, Cooper, Hartley and Harvey 1970, 
Povard and Bogart 1975, Rao 1977). Similarly, profit 
expectations do not constitute significant factor in export 
activities of service firms (Buonafina 1985). 

Labor /Technology Intensity and Capacity Usage Rate 

With respect to the behavior of non-exporting fums, 
Cavusgil has pointed out that such firms are more likely to . 
be found in low-technology industries (Cavusgil 1983). 
Cavusgil and Nevin have stated that the probability of 
exporting for high technology user companies is 70%, 
whereas this percentage is about 40% for companies 
operating in labor-intensive industries (Cavusgil and Nevin 
1981). Another study about incentives for exporting, reports 
that excess capacity is another motive for exporting. 
According to this study, exports were sought to utilize 
excess capacity and to add low profit foreign sales to spread 
overhead over a larger volume. (Pavord and Bogart 1975). 

Methodology 

After a pilot survey of 16 companies, the internal 
determinants affecting exporting and non-exporting firms 
were investigated during interviews with 230 textile 

companies located in Istanbul. A quota sample was used 
and companies were first divided into two equal groups 
which consist of 250 exporters and non-exporters 
representing each different categories. Of the 250 
companies consisting of the total sample, 112 exporters and 
188 non-exporters were willing to participate in the 
research. The sample categories were randomly selected 



231

from a list of textile companies registrated at Istanbul 
Chamber of Commerce. The data collection instrument was 
a self-administered questionnaire consisting of close-ended 
questions. The questionnaire was carefully prepared with 
the assistance of manufacturers who have volunteered to 
participate in the preparation phase of the study. The 
respondents consisted of managers who are responsible for 
making export decisions. Decision-makers from each 
company in these two groups were asked to answer 
questions related to firm size, managerial skills' (age, 
proficiency of foreign language and international 
experience), company experience, business goal, 
labor/technology intensity, capacity usage rate to determine 
any significant differences between these two groups with 
respect to internal export determinants mentioned above. 

Analysis of Results 

In terms of firm's internal determinants, there are 
significant differences between exporters and non-exporters 
in the textile industry. Table.l shows the various internal 
determinants between exporting and non-exporting textile 
companies. Among the textile companies surveyed, small 
firms (those employing 10 or less and with sales of less than 
$ 50.000) were found to be significantly as non-exporting. 
The majority of exporters are larger firms compared with 
non-exporters. This finding supports the. results of Perkett 
{1963), Tookey (1964), Palubinkas and Granat (1972), 
Withey (1980), Cavusgil and Nevin (1981), BuonaFina 
(1985) and Harcar (1987) where firm size was found to be a 
major determinant of a firm's export behavior. Foreign 
language proficiency of decision makers and international 
experience are also identified as important internal stimuli 
innuencing the export behavior of firms. Managers in 
exporting firms have better foreign language skills and have 
more international experiences than managers of 
non-exporting firms. These findings support the findings of 
previous studies (Cunningam and Siegel 1971, 
Wiedersheim, Olson and Welch 1975, Langston and Teas 
1976, Bilkey 1978, Cavusgil and Nevin 1981, Reid 1982, 
Cavusgil 1983, Buonafina 1985, Axinn 1988). As found in 
the Cunningham and Spiegel study (1971), Turkish textile 
companies are more export oriented if they have at least 10 
years of experience in the industry. 

The number of firms that consider growth as a major goal is 
significantly higher among exporting companies as 
compared with non-exporters. This conclusion is not in line 
with the findings of some previous studies in which the 
profit objective is major business goal for exporting 
(Aiexandries 1971, Simpson 1973, Tesar 1975, Wiedesheim, 
Welch and Olson 1975, Bilkey and Tesar 1977, Buonafina 

1985). The hypothesis that "firms which have younger 
managers are mostly exporting companies• is not supported 
by this study. The findings show that the age of decision 
makers does not play a determining role in exporting or not. 
Similarly no significant correlation exists between company 
capacity usage rate and export behavior. The same is valid 
for technology intensiveness criteria. Hightech firms are not 
necessarily exporting firms compared with non-exporters. 

Conclusion and Implications 

The findings of this study show that internal variables play a 
significant role in a company's export behavior in terms of 
being an exporter or not. Generally, exporters are larger in 
size in terms of number of employees and annual sales 
volume. The findings also show that foreign language 
proficiency and international experience of decision makers 
play an important role in the attitude of Turkish frrms' 
toward exporting. Another finding is that firms which have 
more experience in the domestic market are more likely to 
export than less experienced companies. It has been 
observed that growth is the main objective of exporting 
companies as compared with nonexporting ones. In this 
study, contrary to the findings of other studies, manager's 
age, capacity usage and technology intensiveness are not 
motivating factors for selling abroad. 

The major factor for exporting, then, seems to be that 
companies have to reach a certain size to meet the demand 
from overseas. Another supportive factor for larger firms' 
export behavior is that such firms are more subjected to 
incentive mc:asures provided by the government on a larger 
scale than smaller firms. Therefore, incentive measures and 
assistance from the government should not be general, bur 
exclusive and tailored to the needs of small firms. Small 
firms must be motivated in order to add more capacity in 
terms of human and production resources until they reach 
an "exporting size". Local trade organizations, like chambers 
of commerce, can encourage their members, and make a 
significant contribution toward the development of exports 
by organizing language courses, export training programs 
and trade visits abroad. 

In conclusion, this research indicates that internal 
determinants such as company size, foreign language 
proficiency and international experience of decision makers, 
company experience and growth as a major goal are 
significantly related with being an exporter or not. Perhaps 
the question which researchers should investigate in the 
future is • How internal determinants can be stimulated in 
order to make non-exporters interested in exporting ? • 
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TABLE 1 :Structural Differences Between Textile Exportings and Nonexporter Companies (n=230) 

Exporting 
Companies 
(Percent) 

COMPANY SIZE 
Employees(*) 

Less than 11 17.86 
More than 10 82.14 

Sales Volume(*) 
$Under 50000 25.00 

50000 and over 75.00 
DECISION MAKER CHARACTERISTICS 

Age of Manager 
Under 40 49.11 
40 and over 50.89 

Foreign Language Proficiency(*) 
Low 22.32 
High 77.68 

International Experience(*) 
No experience 58.04 
Experience 41.96 

CHARACTERISTICS OF FIRMS 
Company Experience in Domestic Market(*) 

Less than 10 years 37.50 
10 years and over 62.50 

Major Goal (*) 
Growth 28.57 
Other 71.43 

Capacity Use 
Under 75 percent 35.71 
Over 74 64.29 

Technology 
High-tech 23.21 
Labor nitensive 76.79 

•significant differences at p= .01 level, d.f. = 1 for chi-square tests 

References 

Alexandries, C.G. (1971). How The Major Obstacles to 
Expansion Can Be Overcome, Atlanta Economic 
Review. (May), 12-15. 

Axinn, N. Catherine (1988). Export Performance: Do 
Managerial Perceptions Make a Difference '! 
International Marketing Review. (Summer), 61-77 

Bilkey, W.J. (1978). An attempted Integration of The 
Literature on the export Behavior of Firms, Journal of 
International Business Studies, (Summer). 33-46 

Non Exporting Sample 
Companies Size TOTAL 
(Percent) (n) (Percent) 

59.32 90 39.13 

40.68 140 60.86 

72.03 113 49.13 

27.97 117 50.86 

34.75 96 41.73 
65.25 134 58.26 

61.02 133 57.82 

38.98 97 42.17 

76.27 75 32.60 
23.73 155 67.39 

61.86 115 50.00 
38.14 115 50.00 

57.63 130 56.32 
42.37 100 43.47 

40.68 88 38.26 
59.32 142 61.73 

26.27 57 24.78 
73.73 173 75.21 

Bilkey, W.J. and Tesar, G. (1977). The Export Behavior of 
Smaller Sized Wisconsin Manufacturing Firms, Journal 
of International Business Studies. (Spring/Summer), 
93-98. 

Brooks, M.J. and P. J. Rosson. (1982). A Study of Export 
Behavior of Small and Medrum-sized Manufacturing 
Firms in Three Canadian Provinces. In M.R. 

BuonaFina, M.O. (1985). Profiling Exporters and Non 
Exporters of Services: An Exploratory Investigation, 
Akron Business & Economic Review. 36-41. 

Caliskan, Belkis. (1990). The Turkish Textile Industry, 
Journal of Istanbul Chamber of Commerce. 29. 53-59. 



233

Cawsgil, S. T. (1984). Differences Among Exporting Firms 

Based on Their Degree of Internationalization, .lsm.rDA! 
of Business Research. 195-208 

Cawsgil, S.T. (1983). Public Policy Implication of Research 
on theExport Behavior of Fmns, Akron Business and 
Economic Review. (Summer), 165-22. 

Cawsgil, S.T. (1980). On the Internationalization Process 
of Firms, Eurrux:an Research. (November), 273-281. 

Cawsgil, S.T. and Nevin, R.J. (1981). Internal 
Determinants of Export Marketing Behavior: An 
Empirical Investigation. Journal of Marketin~ Research. 
(February), 28, 114-119. 

Cooper, R.G. and Kleinschmidt, E.J. (1985). Journal of 
International Business Studies. (Spring), 37-55. 

Cooper, R.G., Hartley, K. and Harvey, C.R.M. (1970). 
Export Performance and the Pressure of Demand, New 
York: Humanities Press. 

Cunningham, M.T. and Spiegel, R.I. (1971). A Study in 
Successful Exporting, British Journal of Marketing. 
(Spring), 2-12. 

Diamantopoulos, Adamantios and Karen Inglis (1988). 
Identifying Differences Between High-and-Low 
Involvement Exporters, International Marketing Review. 
(Summer) 52-60. 

Harcar, Taiba, (1987), An Empirical Analysis of The 
Non-exporting Companies' Pre-export Behavior, 
Ph.D.Dissertation. University of Istanbul, Faculty of 
Business Administration. Istanbul. 

Hirsh, Seev and Lev, B. (1973). Foreign Market Strategies­
A Note, Management International Review. 80-89. 

Hunt, H.G., Froggatt, J.D. and Howell, P.J. (1967). The 
Management of Export Marketing in Engineering 
Industries, British Journal of Marketin~. (Spring), 10-13. 

Karafakioglu, Mehmet and Harcar Taiba (1990). Internal 
Determinants Affecting Interest in Exporting: An 
Empirical Analysis of Turkish Non-exporting 
Companies, Journal of Global Marketing. Vol. 3(4). 

Langston, C.M. and Teas R.K. (1976). Export Commitment 
and - Characteristics of Management. Paper presented 
at the annual meeting of the Midwest Business 
Association, St Louis, Missouri. 

Ogram, E.W., Jr. (1982). Exporters and Nonexporters: A 
Profile of Small Manufacturing Firms in Georgia. In 
M.R. Czinkota and G. Tesar (Eds), Export 
Management: An International Context New York: 
Praeger, 70-84. 

Palubinkas, F.and Granat,M. (1972). Small Firms Can't Cut 
Red Tape, Bulk at Exporting Because They're Small, 
Marketing News. (September 3). 

Pavord, W.C. and Bogart, G. R. (1975). The Dynamics of 

Decision to Export, Akron Business and Economics 
Review. (Spring}, 6-11. 

Perkett, W.O. (1963). An Analysis of the Obstacle to 
Increased Foreign Trade which Confront British 
Columbia Industrial Machinery Manufacturers. 
Ph.D.Dissertation. University of Washington, Seatle, 
Washington. 

Pinney, J.K. (1970). Process of Commitment to Foreign 
Trade. Indianapolis, Indiana. The Indiana Department 
of Commerce. 

Rao, C. P. (1977). The Effects of Recession on F'1rn1s' 
Exports. Paper presented at the annual meeting of the 
Academy of International Business, Orlando, Florida. 

Reid, S. (1982). The Impact of Size on Export Behavior in 
Small Firms. In M.R. Czinkota and G. Tesar (Eds), 
Export Management: An International Context. New 
York: Praeger, 18-38. 

Root, Franklin R., (1978), International Trade and 
Investment. Fourth Edition, Cincinnatti, Ohio: 
South-Western Publishing. 

Simpson, C.L. (1973). The Export Decision: An Interview 
Study of the Decision Process in Tennessee 
Manufacturing Firms. Ph.D.Dissertation, Georgia State 
University, Atlanta, Georgia. 

Sinai, C. (1970). An Investigation of Selected 
Characteristics of Export Participating Manufacturing 
Firms, Ph.D.Dissertation. University of Washington, 
Seattle, Washington. 

Terpstra, V. (1983). International Marketing, New York: 
The Dyden Press. 

Tesar, G. (1975). Empirical Study of Export Operation 
Among Small and Medium-Sized Manufacturing Fmns, 
Ph.D.Dissertation, The University of Wisconsin. 
Wisconsin. 

Tookey, D.A. (1964). Factors Associated with Success in 
Exporting, The Journal of Management Studies. 
(March), 48-64. 

Wiedersheim, Paul F., Welch, L.S. and Olson, H.C. (1975). 
Before the First Export Order: A Behavioral Model, 
Working Paper, 10, Department of Economics, 
University of Queensland, Queesland, Australia. 

Withey, John J., (1980}, Differences Between Exporters and 
Non Exporters: Somes Hypotheses Concerning Small 
Manufacturing Businesses, American Journal of Small 

Business. (Winter). 



234

ATTITUDFS TOWARDS EXPORTING: 
DISCRIMINATING FIRMS WITH WW AND HIGH LEVELS OF 
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Abstract 

This pilot study investigates attitudes towards exporting of 
44 Australian export firms. Findings revealed that the most 
important variables which discriminate between firms of 
high and low levels of international operations pertain to (a) 
managerial responsive to exporting, (b) financial resources, 
and (c) standardization of products/services. Implications 
of the results and limitations were discussed. 

Introduction 

Australia export performance has been declining for years, 
is reflected in the ever increasing level of foreign debt. 
Australia is located in the world's fastest growing economic 
region. Asian living standards are increasing at a dramatic 
rate. If Australia is to maintain relatively high living 
standards, it needs to drastically improve its export 
performance. To achieve this, exporters need to overcome 
a range of barriers both at home and overseas. Literature 
on export marketing has indicated how these barriers affect 
performance of firms of various sizes (Karakaya and Stahl 
1992, Ramasesham and Soutar 1992). However, the 
psychological barrier seems to have been neglected by both 
government agencies and academic institutions. Instead of 
focusing on barriers in the. external environment, this study 
concentrates more on relevant psychological factors that 
affect export activities and performance. 

Literature Review 

The literature on export marketing reveals several main 
streams which influence the extent to which firms become 
involved in international marketing; these include: 

• Export decision factors including managerial motives 
underpinning the decision to export. 

• The process of exporting including finn structure, 
staffing, existence of an export division, financing export 
activity, market research and strategic planning. 

• The measurement of export success which is generally 
based on financial criteria, market criteria and/or both. 

With reference to the first of these, Cavusgil (1976) 

identified the effects that exporting would have on the finn's 
growth, market development and profits, technology and 

development manager's attitudes to risk-taking, as export 
decision criteria. Taylor (1992), sees the size of the 
domestic market relative to finn's ability to achieve 
economies of scale and government policy initiatives to 
assist exporters as factors which influence managers in the 
export decision. Bourantas and Halikis (1992), in 
contrasting systematic and non-systematic exporters, relate 
the extent of export involvement to the following 
characteristics of managers (executives); educational levels, 
knowledge of languages, international experience and 
personal business goals. However, they acknowledge that 
finn size is also a relevant factor. · 

The second factor, that of the process of exporting, is 
considered by Mbah (1992) to discourage many small firms 
from adopting an international approach. This is further 
reinforced by Barker and Kaynak (1992) in their analysis of 
non-exporting firms who perceive the lack of foreign 
contacts, establishment costs, trade barriers and lack of 
information and staff as major barriers to exporting. They 
further point out that red tape, trade barriers and lack of 
incentives effect small firms more than large firms and firms 
with little export experience are concerned about the lack of 
competitiveness of their products. 

Karakaya Caraway and Stahl (1992) classified twenty five 
barrier to market entry in consumer goods markets into 
three categories: incumbent structural advantage, incumbent 
market strength and entrant financial investment. The first 
one deals "with cost and structural advantages held by 
incumbents either directly or indirectly as perceived by 
executives (Karakaya and Stahl 1992) " in deterring market 
entry. The second is related to the importance of company 
recognition by consumers and company strengths while the 
last category deals with entry and market. maintenance 

costs. However, this study is mainly cost-based and does 
not take into account barriers related to information and 
personnel. Barker and Kaynak (1992) filled this void by 
identifying the lack of information about exporting and the 
lack of personnel as the most important impediments to 
exporting for non-exporters. Bourantas and Halikis (1991) 
indicates that the promotion of market research, the 
planning of export activities, and the formulation of export 
marketing policies and strategies are export marketing 
activities that more serious exporters must develop in the 
process of exporting. 
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With respect to psychological barriers, Jaffe, Nebenzahl and 
Pasternak (1988), surveyed seventy-five small and m~dium­
sized firms, isolated the perception of export nsk of 
managers. How(;ver, it is more than just the risk factor that 
needs to be overcome. Cavusgil and Nevin (1981) indicate 
that managerial aspirations and commitment to export 
marketing would lead to firms' decisions to export or not. 
Nevertheless, they have not related such factors to export 
firms with different levels of international operations. 

Measurement of export success can, according to Al-Aali 
(1990), in his analysis of Saudi-Arabian exporters, be based 
on the following criteria: sales growth, market share, 
profitability From a different angle, there is return on 
investment. However, he indicates that a composite measure 
of the four criteria performed better than any individual 
measure. 

Research findings as to whether firm size is related to 
export success are not consistent. On the one hand, 
Schlegelmilch and Crook (1986) showed that small firms 
are not constrained by size in going international. On the 
other hand, Oritz-Buonafina (1990) argued that size is an 
important variable "in predicting a firm's given stage in its 
export marketing development (p.33)." Jaffe and Pasternak 
(1988) supported his contention that export success is 
associated with firm size. 

The three major streams so far identified reveal that several 
research areas remain to be investigated. One of these 
would be the psychological barriers, which constrain export 
managers in moving from passive to more active exporting. 
It will be interesting to find if these barriers will be 
perceived or experienced differently by firms of different 
levels of internationalization. Therefore, this pilot study 
will identify those attitudes toward exporting, which, if 
enhanced, would contribute to increased export activities 
and to commensurate success. The main objective is to 
examine if these attitudes toward exporting differentiate 
firms with high and low levels of international operations. 
To this end, export firms in Queensland, Australia will be 
examined. 

Research Methodology 

The Sample 

The population was defined as all exporting firms in 
Australia, which had experience in international business. 
However, as a pilot study, exporting firms listed in the 
Queensland Trade Directory 1989 were used as the 
sampling frame. One hundred and eighty companies were 
systematically sampled from the Directory. Five in-depth 
interviews were conducted with exporters located in 
Brisbane to ascertain their attitudes towards exporting and 
for(!ign exchange. A total of 180 questionnaires were 
dispatched. No follow-up mailing was conducted .. As .a 
result, 44 useable questionnaires were returned, resulting m 
a response rate of24.44%. 

Table 1 indicates a cross-section of respondents' age and 
experience in international business. Respondents tend to 
be middle-aged managers ( 43. 59"/o) with more than eight 
years of experience in international business (77.3%). An 
analysis of the characteristics of responding firms revealed 
that they were mostly from secondary industry (59.18%), 
selling both consumer (43.4%) and industrial (45.28%) 
products to mainly Southmost Asia (21.05%) and New 
Zealand, Pacific Islands and PNG (21.93%). However, 
these were not large firms, most (70.04%) had less than 
twenty employees . 

Questionnaire Design 

The questionnaire was constructed based upon the literature 
on export marketing . The information obtained from in­
depth interviews with export managers showed that the 
questionnaire was a satisfactory instrument despite some 
modifications that were undertaken with respect to question 
phrasing and response format. 

The final version of the questionnaire consisted of two 
sections. The first section was concerned with export 
managers' attitudes towards exporting and foreign 
exchange. The second section was an inventory of 
demographic variables. In the study, only questions relevant 
to the objectives of this paper were used. 

Measurement of the Variable: the Level of International 
Operations 

This variable that measures the level or extent of 
international activities involved by the firms was constructed 
by combining the following two questions. In the first 
question, respondents were asked to indicate the size of the 
firm's international operations in proportion to its domestic 
operations using a category scale. In the second question, 
they were requested to indicate the size of the firm's 
international operations in proportion to its sales turnover 
using the same scale. Frequency distribution of each of 
these questions showed that a natural break clearly divides 
the firms into two groups. The first group we labeled 
"firms with low level of international operations" were finns 
with less than 75% domestic operations and the s ~e 
proportion of domestic sales turnover. The second group 
was comprised of all other firms. 

The Analysis 

To analyze the data in this study, the stepwise discriminant 
procedure of the SPSS/PC+ Package was used. The level 
of international operations was used as the dependent 
variable and all attitudinal statements as independent 
variables. The statements were first standardized before the 
discriminant analysis was performed. 

Table 2 presents the standardized discriminant function 
coefficients. These coefficients represent a variable's 
relative importance in differentiating between firms with low 
international operations and firms with high international 
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operations. The stepwise procedure of the program 
automatically selects variables to be included in the 

discriminant function if their contribution to the 
differentiation between the two group is found to be 
significant. Eventually, eight out of twenty three variables, 
significant at the level ofO.OOl, were selected. 

The validity of the discriminant function is usually assessed 

by using a hold-up sample. However, given a small sample 
of 44 export companies, a hold-up sample was not used. 

The predictive accuracy of the derived discriminant function 
was tested using a confusion matrix of the initial 

observations. The results of validating the discriminant 
function with the analysis sample are presented in Table 3. 
The resulting overall classification accuracy (88.37% ) is 

substantially high, with a slightly better results in the case 
of firms with low international operations (90.30%). In 
addition, this percentage represents quite a marked 

improvement over the maximum chance criterion which was 

found to be 59.8%. 

Results 

The results presented in Tables 2 and 3 sustain an 
expectation in this study. That is, there are significant 
differences between firms with high and low levels of 

international operations and firms with high international 
operations in terms of psychological attitudes towards 

exporting. As the standardized coefficient of the 
discriminant function indicate, the variables that discriminate 

significantly between the two groups pertain to: 

• responsiveness towards exporting 
• financial resources 
• standardization. 

The specific individual variables which discriminate most 
between the two groups are: 

1. It is easy to establish distribution networks overseas 
(responsiveness towards exporting). 

2. We try very 
product/services 
exporting). 

aggressively to 
(responsiveness 

export our 
towards 

3. I have read about the success of other firms in our 
industry in export markets (responsiveness towards 
exporting) 

4. It is necessary to grant credit facilities to foreign 

buyers (financial resources). 

5. Obtaining export financing is a complicated process 
(financial resources). 

6. Exporting is not the major source of revenue in our 
company (financial resources). 

7. My firm would reply to any inquiries from potential 

foreign buyers (responsiveness towards exporting). 

8. Different product standards and consumer habits 
make Australian products unsuitable for export 
(standardization.). 

According to these variables, it is possible to outline the two 

different profiles of the firms with low and high international 
operations. In Australia, firms with low international 

operations, first of all, tend to be less responsive to 
opportunities to exporting. Specifically, it appears that they 
would not (1) reply to enquires and (2} have the confidence 
that exporting would lead to the success of their firms. 

Firms with high international operations are more positive in 

their attitudes towards exporting. Managers of these firms, 

in comparison with their counterparts from firms with low 

international operations, are more aware of customerization 

in marketing products and services overseas. They are also 

conscious of the need for them as exporters to provide 
credits to foreign buyers or agencies. 

Discussion and Implication 

The objective of this paper is to examine if attitudes towards 

exporting can be used to differentiate between firms with 
high and low levels of international operations in Australia. 
The findings previously presented demonstrate that two 
distinctive but homogeneous groups exists. The most 
important variables which discriminate between these 
groups pertain to (a) responsiveness to exporting, (b) 
financial resources, and (c) standardization of 
products/services. 

The findings of the present study are consistent with the 
results obtained by Bourantas and Halikis (1991}, Karakaya 
and Stahl (1992) and Cawsgil and Nevin (1981). In 
addition, the results of the discriminant analysis provides 
additional evidence to support previous research in the same 

area First, the evidence suggests that positive attitudes 
towards exporting is of the utmost importance if export 
activities are to be successful. Many authors have indicated 

that there are various obstacles to exporting (Karakaya and 
Stahl 1992, and Soutar, 1992, Oritz-Buonafi.na, Bourantas 
and Halikis 1991, Howard and Borgia 1990, Kedia and 
Chokar 1986, Taylor 1992, Armstrong, et al 1990, Mayo 
1991, and Bilkey 1970). However, our findings seem to 
show that the psychological barrier is a stumbling block to 
successful export activities. In other words, there is a 

greater need to change the attitudes of the exporters 
themselves rather than external environmental factors in the 

short term. Such a psychological barrier is created within 

exporters themselves, as a result of a lack of self-confidence 
and a bias towards risk-aversion. Appropriate training and 
counseling should be used to overcome such psychological 
barriers. 

Second, according to the findings of this study, firms with 
low level of international operations seem to be more 

concerned with product standards and thus the suitability of 



237

exporting their products overseas than their counterparts. 
These firms have to realize that to customerize products for 
overseas markets, especially for those countries where 
product standarcs are lower than those of Australia, is not a 
difficult task to perform. These customerizations only 
require minor adaptation of the existing products. 

In this study, "financial resources" was regarded as one of 
the discriminant factors that preclude firms with low level of 
international operations from exporting overseas. In fact, 
this attitude is not exclusive to managers of the firms in the 
sample. Discussions with marketing managers in in-depth 
interviews also revealed that financial resources were also a 
big worry to exporters. Furthermore, most of these 
managers accused the Australian government (and Austrade 
in particular) of not providing (1) timely financial assistance 
or subsidies and (2) expert advice to instigate an export 
venture. It seems that the needs for export incentives and 
the exporters' satisfaction with services provided by 
Austrade are two related areas that require further 
investigation. 

Firms with low level of international operations tended to 
view the process of obtaining export financing as a 
complicated process. This should not be the case. An 
export firm would usually be able to have a documentary 
credit easily established in its favour. This finding indicates 
that a communication problem has existed between 
exporters and the banking industry in Australia. The 
Australian banking industry should take some measures to 
rectify the prevailing attitude by simplifying application and 
approval processes. 

There are, however, some limitations that surfaced in this 
research. First, all interviews were carried out in Brisbane. 
Exporting firms included in the sampling frame were 
obtained from the Queensland Trade Directory. Thus, the 
findings of the study tend to bias towards Queensland 
exporters. However, if we keep these caveats in mind, the 
findings of the research are still useful, especially for paving 
the way to conduct a national survey of exporters in 
Australia. Secondly, this research can only identifY 
exporters' attitudes towards exporting . It is suggested that 
the national survey should be extended to include non­
exporters so that changes of attitudes towards exporting 
changes can be identified as firms evolve from non-export 
operations to export operations. 

The main focus of this study was to examine the attitudes of 
Australian (Queensland) exporters towards exporting. 
Hence, emphasis has not been placed on Australia's 
relationships with .other countries. As the Australian 
government begins to realize the importance of international 
trade and in particular, her trading relationships with Asian 
Pacific countries, it will be interesting to note if Australian 
exporters and non-exporters will focus their traditional 
marketing strategy away from the European and American 
markets and toward Asian countries.. Future research 
projects in this area are likely to be fruitful. 
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TABLEl 
PROFILE OF RESPONDENTS 

Characteristics N % 

Industry: 
Primary 13• 26.53 

Secondary 29 59.18 

Tertiary 3 6.12 

Informationffechnology 4 8.16 

Market Type: 
Consumer Products 23* 43.40 

Industrial Products 24 45.28 

Services 6 11.32 

Product Destination: 
USA 19'" 16.67 

Japan 12 10.53 

Southeast Asia 24 21.05 
Europe 17 14.91 

Middle East 12 10.53 

New Zetland, Pacific 25 21.93 

Islands and PNG 
Others 5 4.39 

No of Employees: 
Less than 10 21 47.7 

1G-20 10 22.7 

21-49 5 11.4 

SG-100 4 9.1 

Greater than 100 4 9.1 

Aae: 
Under25 4 10.26 

25-34 10 25.64 

35-44 17 43.59 

45-55 8 20.51 

Years of Experience 
in International Business: 
Less than 2 years 1 2.27 

2-4 5 11.36 

5-7 4 9.09 

8-10 9 20.45 

Greater than 10 25 56.18 

* total greater than 100% due to multiple responses. 

TABLE2. 
THE DISCRIMINANT FUNCTION 

Variable Coefficient 

Exporting is not the major source of .5339* 
revenue in our company 

It is necessary to grant credit facilities to -.5518 
foreign buyers 

I have read about the success of other -.4251 
firms in our industry in export markets. 

Obtaining export financing is a .7118 
complicated process. 

It is easy to establish distribution -.4983 
networks overseas. 

Different product standards and .3895 
consumer habits make Australian 
products unsuitable for export. 

We try very aggressively to export our -.3571 
products/ services. 

My firm would reply to any enquires -.3237 
from potential foreign buyers. 

*All coefficients are silllificant at 0.001. 

TABLE3. 
THECONFUSION MATRIX 

Actual Group No. of Predicted Group 

Cases 
Firms with low Firms with 

level of high level of 
ioternational ioternational 
operations ooerations 

Firms with low level 31 2 3 
of ioternational 8 (9.7%) 

operations (90.3%) 

Firms with high level 12 2 10 
of (16.7%) (83.3 %) 

ioternational 
ooerations 

Total 43 30 13 

% of cases correctly 88.4% 
classified 

% of cases correctly 59.8% 
classified by 
maximum chance 
criterion 
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THE COMPETITIVE STRATEGIES OF 
CHINESE EXPORT 
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The Chinese University of Hong Kong 

Abstract 

The Open Door Policy since 1978 in China has 
brought about tremendous progress in China's 
economic development. Not only the reform has 
brought about remarkable achievements in 
raising the national economy, in the expansion 
of foreign trade, and the improvement standard 
of living, the free market element has been 
installed in this originally centrally-planned 
economy. The decentralisation progress of 
delegating decision-making power to ~rovinc~s, 
municipalities and state controlled 1ndustr1es 
has increased the national productivity and 
national output to a large extent, and also has 
stimulated the flow of trade across the 
borders. This paper tries to discuss the 
competitive advantages of certain exporting 
industries like food, textile, garment and toy 
industries. 

Introduction 

The basic unit of analysis of understanding 
competition is the industry. An industry 
(whether product or service) is a group of 
competitors producing products or services that 
compete directly with each other. Two central 
concerns in which competitive advantage is won 
or lost. The first is the industry structure 
in which the firm competes. The second central 
concern in strategy is positioning within an 
industry. Both industry structure and 
competitive position are dynamic. Industries 
can become more (or less) attractive overtime. 
Competitive position reflects an never ending 
battle among competitors. According to Michael 
E. Porter's The Competitive Advantage 
Determinants, the nature of competition in any 
industry is embodied in five competitive 
forces: (1} the threat of new entrants, (2) the 
threat of substitute products or services, (3) 
the bargaining power of suppliers, (4) the 
bargaining power of buyers, and (5) the rivalry 
among the existing competitors. This paper 
tries to discuss the competitive advantages of 
certain major exporting industries of China. 

China has an area of 9.6 million km2 (6.5% of 
the world surface area) occupied by more than 
1.1 billion people who in turn take up 22% of 
the world population. The Gross National 
Product (1991) was USS375 billion (RMB 1,9858) 
of which a worth of US$72 billion products was 
sent aboard for export purpose. Since the 
Open-Door Policy was implemented in 1978, the 
economic system has been reformed gradually 
from the rural area and then extended to the 
urban area, together with the designation of 
Special Economic Zone, the opening of coastal 
cities, and the invitation of the foreign 
capital investment. 

some features of the economic development in 
China can be observed: 

1. High economic growth 

Within a 
improved her 
World Gross 

handful of vears China has 
position to the eighth in the 

National Product. The average 

growth rate between 1978 and 1992 was above 
10% per annum. The Industrial Output Index 
jumped nearly 3 times,- making her one of 
the fast growing countries in last decade. 
The average annual growth rate for the 
primary sector was 3.5%, while it was 12.9% 
and 11.8% for the industry sector and the 
service sectors respectively. It was not 
surprised to see that the industry and 
service sector have outstretched the 
primary sector. 

2. The expansion of export volume (and the 
non-proportional increase in export value) 

Another interesting thing to know was the 
tremendous increase in foreign trade which 
reached a figure of USS135 billion (1991). 
The export value was US$72 billion while 
the import value was US$63 billion. 
Chinese exporters were too eager to export 
their products in hunting hard currencies, 
particularly present policy allows some of 
the foreign currency earnings can now be 
retained and to be spent at their 
discretions. However many exporters 
ignored the international market absorption 
capacity, and did not understand the nature 
of elasticity of demand. During the years 
1982-1985, The Chinese green tea was sold 
to overseas from a total volume of 3,100 
tons to 11,400 tons (An increase of 2.7 
times), but the price of the green tea 
dropped from an average of US$4,300 per ton 
to US$3,200 per ton (This represented a 
fall of 25% in unit price). As a result of 
this type of un-orchestral competition, the 
total external receipt only increased by 
1. 7 times. 

3. The loss of control of State Exporting 
Authority over provincial or municipal 
export enterprises 

The decentralisation of export rights to 
the enterprises only brought in chaos in 
the markets. In order to earn more foreign 
currency in their own accounts, the export 
enterprises competed each other by lowering 
the sales price to an un-reasonable level. 
In return they may provide a lower grade of 
products, or mix the high grade one with 
the low grade goods. Some may even breach 
the sales agreements, when they could not 
fulfill the contractual obligations. 
Further they exported excess goods to any 
interested body disregard the 'pre-set' 
quota to the export markets under certain 
'illegal' arrangement. This mal-practice 
had done a lot of damage to the market 
players and hurt the reputation of Chinese 
exporters as a whole. 

In some aspects, many of the exported goods 
found their way back to the domestic market 
where they were badly needed. The export 
enterprises were too eager to export and to 
earn foreign currency while inside the 
country many manufacturers had to purchase 
the materials from aboard. Some of these 
imported materials may be originated from 
China. 
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2. Major Export Industries 

The rapid growth of China's exports must be 
an indication of the existence of 
competitive advantages in certain 
industries. Perhaps the best approach is 
to identify China's most successful export 
industries and test them against the 
relevance of Porter's model. Table 4 shows 
a breakdown of China's export in 1991, with 
following industries dominating. 

It should be noted that complex-factor 
products such as machinery and transport 
equipment accounted only a total of US$7.2 
billion (1991), or 5.56%. 

The above-mentioned four industries are 
tested against Porter's "diamond" of 
determinants in order to determine whether 
there exists a determinant-competitive 
advantage fit. 

2.1 ~~FoQ~ and Livestock Industry 

The food and livestock industry is 
basically using agricultural products as 
raw materials in the manufacture process. 
China possesses the necessary physical and 
human resources for this industrv. The 
long history in agriculture can b~ traced 
back to two thousand years, together with 
the constant education for the peasants and 
farm workers. These have helped the 
advancement of the agriculture. 
Furthermore as the economic reform policy 
is implemented from 1978, the peasants are 
allowed to manage a permitted farm area and 
to keep some of the harvests in their own 
pockets after surrendering the necessary 
quota to the State. This policy has a very 
favorable impact on productivity of the 
peasants. 

Whilst domestic demand has negligible 
sophistication, demand from Hong Kong which 
has inhibitanted mainly of Chinese-origin 
consuming majority of the Chinese food and 
livestock. The Hong Kong consumers 
emphasises the freshness of all kinds of 
food. This freshness condition suits the 
Chinese food exporters very well because of 
the close proximity of the Hong Kong 
market, particularly there is lacking of 
cold storage and transportation facility. 

The impact of government intervention, be 
it from the central or the provincial 
administration, if any, is seen to be 
negligible due to the nature of the 
industry. On the other hand, the industry 
would not look for the subsidy or 
assistance given by the government. 

The food and livestock industrv is not 
without hindrance. Threatened by the 
climate-dependent nature of this industry, 
together with the shortage of agriculture 
land and grassland, constant improvement in 
productivity is necessary. These include 
the up-grading of farming method, the 

improvement in irrigation system and large 
scale of fertilization. Domestic demand 
for more and better quality of food from 
the ever growing population who are looking 
for a prosperous life should affect the 
supply to foreign markets in the future. 

2.2 Textile Fibre and Fabric Industry 

The textile industry is labour intensive, 
skill intensive and its competitiveness 
depends very much on the abundance of raw 
materials such as cotton, silk, wool and downs 
etc. It also requires a competitive washing 
and dyeing industry which consumes large 
amount of water and electricity. The industry 
is segmented in terms of quality grades and 
materials with a wide range of price brackets. 

There is large concentration of textile 
industry around the Shanghai region which has 
a long tradition in textile production dated 
back to the 1930's. Skills have been retained 
through apprenticeship practice although most 
of the production facilities need to be 
modernized. China is endowed with all 
necessary raw materials and utility 
requirements with the exception of, perhaps, 
high grade wool. Lacking the technical 
expertise like the British and German, China 
has targeted its textile industry to cater for 
the medium-to-low quality with the 
corresponding price brackets. Like the food 
industry, the growing domestic demand due to 
population increase may strain the production 
capacity rather than inducing a scale economy. 

Language usually is not a major problem in 
dealing with foreign businessmen as most 
factories in China are not allowed to deal 
directly with foreigners. Commercial 
negotiations are usually via the Foreign Trade 
Corporation (FTC) under the jurisdiction of 
the Ministry of Foreign Economic Relations and 
Trade (MOFERT), which provide for experienced 
and English speaking officials. 

In recent years, seizing the opportunity of 
the open policy, many Hong Kong textile 
factory owners have shifted their operation 
into China and set up joint-ventures. Many 
Taiwan owners have followed suite, in order to 
capitalize on China's export quotas, low 
labour, land and utility costs as well as the 
relatively relax environmental requirements. 
This has created new business ventures with 
corresponding in-flow of technology and 
management expertise. 

The most prominent government intervention in 
this industry is perhaps the fight for higher 
export quotas to the developed countries such 
as USA and ECC countries. 

2.3 The Garment Industry 

Situation is quite similar to the textile 
industry in that competitive advantages are 
derived mainly from the factor conditions such 
as cheap labour; competitive textile cluster 
industry; technology transfer, expertise 
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enhancement and business creation by the Hong 
Kong Joint Ventures. 

While exports of medium-to-low price bracket 
garment from China is significant, the hope to 
move up-market to sell high value-added 
fashion and quality garments bas yet to be 
materialized. Main reasons are: lack of 
information flow to keep alert with fashion 
trends; lack of a fashion culture hence up­
dated designs; lack of high-quality te~ti~e 
cluster industry and the generally mechanistic 
organization structure too slow to gear up for 
the changing fashions. 

2.4 Oil and Related Products 

China has rich oil resource both in-land and 
off-shore. Prior to 1979, oil production was 
concentrated on the in-land oil-fields such as 
the Daquing and Zhengli oil fields. There 
were no off-shore explorations partly due to 
lack of expertise in this field and partly due 
to the reluctance to cooperate with foreigners 
in resources development. The determination 
to adopt an open policy in 1979 provided a 
platform to establish joint ventures and joint 
explorations with foreign oil companies to 
develop off-shore drilling and production 
around the Bobai Sea and South China Sea 
regions. Decisions were also made to allocate 
state funding into these ventures, at the same 
time vigorous measure were taken to acquire 
expertise in off-shoe technology. The push 
to go off-shore was enhanced by the fact that 
in-land productions tended to level off, 

Joint_;ventures and outright turnkey purchase 
of petro-chemical plants and refineries have 
taken place to produce a range of products 
needed as raw materials for many industries. 
At the same time, domestic oil and petroleum 
consumptions have been forcefully held down so 
as to generate surplus oil for export. Thus 
the imported plants are paid off by foreign 
exchange savings through import substitution 
of petro-chemical products and by oil export 
proceeds. 

Another source of competitive advantage of 
China's oil industry is in the marine 
transport of crude oil. The Chinese state 
shipping company, cosco, runs a large fleet of 
relatively young ships, their operating costs 
are kept low by the use of Chinese fuel and 
labour. 

Conclusion 

The economic reform during 1979-1989 bas brought 
about tremendous progress in China • s economic 
development. Not only has the people's standard 
of living increased, but also China's role as a 
player in the international trade and politics in 
now more important than before. 

The free-market element of China's distorted form 
of centrally-planned economy bas stimulated 
foreign trades and has created competitive 
advantages for her textile, garment and oil 
industries, which are tested against Porter's 
"diamond" of competitive advantage determinants. 

It is felt that Porter's theory is generally 
relevant to China's present form of economy. 
Perhaps it can be argued that the "Government" 
factor of Porter's model should be more 
importantly emphasized when applied to a 
centrally-planned economy. In this case the 
importance of government intervention is not so 
much on factor creation or facilitation, but on 
its abilitv to mobilize all necessarv resources 
to concentrate on certain tasks or industries, 
and on its freedom to adopt certain drastic 
fiscal measures such as constraining domestic 
demand, imposing import bans, controlling the 
media and devaluating the currency etc. This is 
often referred to by the communist government as 
"the comparative advantage of socialism". 
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Table 1 
Position in World Output of Chinese Haior Industrial Products 

I Steel 
Coal 

Crude Oil 
Blectrici ty 
Ce1ent 
Suphate 
Fertilizer 
Cheaical Fibre 

1 Pabr ic 
Sugar 

T.V. Set 1 
Note 

1949 1957 1965 

26 9 8 

9 5 5 
271 23 12 
25 13 9 

8 8 
14 I 3 
33 8 

262 

3 3 
8 

1·: 1950 figure 
2 : 1960 figure 

!978 1980 1985 1986 1987 

5 5 4 4 4 
3 3 a 

I 
a 1 

8 6 6 4 5 
7 6 5 5 4 

4 3 1 I 1 1 
3 3 3 3 3 
3 3 3 3 3 
7 5 5 4 4 

1 1 1 1 1 
8 10 6 6 6 

8 5 3 3 

Source : China Industrial Statistic Annual 119901 

1981 

~orld 99.3 

lr.hina 104 

~.S.A. 102 

a pan 101 
W. Ger1any 98 

U.K. 96 
ranee 98 

Italy 98 
an ada 101 

ustralia 101 
~.S.S.R. 103 

~· Geraany 105 
zechoslavkia 102 

Poland 87 
Hungary 103 

Ruaania 103 
Burgaria 105 

ugoslavia 104 
ndia 109 

Table 2 
Industrial Output Index 

11980 = 1001 

1m 1983 1984 1985 1986 

96.8 99.5 105.5 108.5 111.9 

112 125 145 116 191 

95 101 112 114 115 

101 104 114 118 118 
95 ~6 99 105 107 

98 102 103 108 110 

98 98 99 99 102 

95 92 95 97 99 

91 97 111 116 119 

90 101 108 115 114 

106 111 115 119 125 

108 112 117 122 127 
104 101 111 115 118 

86 91 95 99 103 
105 106 109 110 112 

104 108 116 122 1l1 

110 115 120 124 129 

104 105 Ill 114 m 
113 117 128 140 149 

1987 1988 

116.0 122.6 
m 280 
120 126 

122 134 
107 111 
114 118 
102 108 
103 108 
124 131 

Jal 129 
129 134 
131 134 
122 124 
106 111 
116 115 
137 142 
134 141 
120 122 
165 178 

Source : U.N. Statistics Monthly - Hay/Apr 1990 

1988 

4 

1 
5 
4 
1 
3 
3 
4 
1 
5 
1 

1989 

304 
130 
145 
117 
11_9 

113 

132 

136 
133 
124 
109 
111 

137 

Table 3 
Forecast of Economic Growth 

iReal Change I 89 1 ~0 ! Q1 I 92 I 93 I 94 ! 

I u I ~.o I ~.41 6.5,7.91 8.a! GNP 1\1 
11Fixed Investaent 1\1 

Inflation 151 

2.o I 1.0 I 3.o 4.o 1.o 8.o . 

j11 .81 9.o 113.o l15.o 118.o j1s.o I 
1
1
Exchange rate IRMB/USDI 

1Merchandise exoorts 
3.71 u2 4.72 5.5 5.5 1, 5.5, 
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EXAMINING THE ROLE OF AFTER SALES SERVICE 
IN INTERNATIONAL MARKETING 

Gulden Asugman, Washington State University 
Jim McCullough, Washington State University 

ABSTRACT 

Customer service is considered as a basic pillar 
of the marketing concept. One dimension of 
customer service is the producer warranty which 
basically is an after-sales service element. The 
patterns of warranty coverage and duration have 
been tried to be explained by two theories in the 
literature: Exploitation theory and Signal 
theory. This paper discusses the implications of 
these for the international context. A number of 
implications with future research suggestions are 
included. 

customer service is generally recognized as an 
important contributor to product differentiation 
and essential to success of products in the 
marketplace. This paper examines questions and 
issues facing exporters as they try to determine 
the optimum level of consumer services to provide 
their worldwide customers. Customer service 
occurs before, during, and after the sale, and 
encompasses an array of activities. After sales 
service has a particular impact on customer 
loyalty and repeat purchases, and is the focus of 
this discussion. Warranties are among the most 
commonly offered after sales service elements and 
is the only dimension of after sales consumer 
service extensively studied in the marketing 
literature. This paper suggests approaches and 
queetions appropriate for studying the level of 
customer service provided by exporters of u.s. 
products to their international customers through 
the study of warranties. A major question raised 
is whether product warrantiea offered by 
exporters in different markets around the world 
follow patterns that can be explained by either 
of the two principle product warranty theories: 
Exploitation theory and Signal theory. 

Domestic versus International Marketing 

In an effort to define the characteristic& and 
distinguish between domestic and international 
marketing, Bartels (1968) emphasized the twofold 
nature of marketing processes: technical and 
social. Technical concepts include products, 
price, profits, costs, brands, differentiation, 
layouts, scales, channels, markets, institutions, 
flow, and processes. Social concepts refer to 
social systems, role, behavior, interaction, and 
management. It can be seen from these 
distinctions that social or human concepts of 
marketing, which include behavior and interaction 
in the market procees, are more likely to differ 
across societies than technical concepts which 
appear to be more universal. Emphasizing the 
relationship between marketing and the 
environment in which it is performed, Bartels 
(1968) further states that: 

"to the extent that either business 
managers or academicians perceive 
differences in foreign and domestic 
marketing, they will deal with them as 
distinct and different. To the extent 
that they perceive the inherent 
similarities, they will deal with them 
in more integrated marketing theory, 
business structure, and academic 
offering (p. 59)." 

Therefore, it should be expected that 
international businesses perceiving differences 
in foreign environments particularly when 
compared to the domestic environment are likely 
to adjust their marketing practices in response 
to both technical and social aspects. 

Adjustments of Marketing Practices and Consumer 
Satisfaction 

Some marketing mix adjustments, especially those 
which are made with a short-sighted view of 
short-term profitability, may cause harm to those 
firma in the long run as they lead to the 
formation of varioua organizations and 
establishment of extensive regulations which 
exert negative influence on business (Hutt, 
Mokwa, and Shapiro 1986, Kangun at al. 1975, 
McCullough 1979, Pearce 1983). Besides the 
formation of agencies and a c-omplex regulatory 
environment, business practices which do not 
satisfy consumers are likely to lead to lost 
potential sales rather than leading to overt 
complaint behavior (Diener and Greyser 1978, 
Harmon and Reanik 1982, Kendall and Russ 1975). 
In an effort to modal the choices among 
alternative responses to dissatisfaction, Day 
(1984) listed the four groups of predictors of 
complaint behavior: significance of the 
consumption avant, consumer knowledge and 
experience, difficulty of seeking redress or 
complaining, and likelihood of successful 
resolution of complaints. Attitude toward the 
act of complaining acts as a mediating variable 
between a group of predictor variables and the 
act of complaining. Thus, lack of complaints or 
low level of complaints may not indicate that 
consumers are satisfied with a firm's offerings 
(Richins 1983). 

The basic underlying cause of lack of legitimate 
complaints has been determined to be the belief 
that the time and effort necessary to make a 
complaint are not worth the resulting gain (Gilly 
1981, Gilly and Galb 1982, Harmon and Resnik 
1982, Landon 1977). It is wall documented in the 
complaint and complaint handing literatures that 
consumer sin less developed countries are much 
less inclined to complain than are consumers in 
developed countries (Asugman and Stem 1990, 
Kangun at al. 1975, Kaynak and Wikstrom 1985). 
One important reason for this seems to be the 
level of perceived power by consumers (Asugman, 
Tansuhaj, and McCullough 1991). Findings of a 
study by stem et al. (1991} indicated that 
consumers from developing countries who have 
lived in the u.s. for soma time perceive the 
level of consumer power in the U.S. to be 
significantly higher than in their own countries 
which apparently influences their complaining 
behavior. 

u.s. businesses which deal with international 
customers should pay attention to the 
consequences of their action in foreign markets 
since the responses of consumers are likely to be 
different than responses in the home market. The 
literature indicates this is especially true in 
cases of dissatisfaction. Since empirical 
evidence indicates that consumers who are 
dissatisfied choose negative word-of-mouth 
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(Richins 1983) and brand switching (Diener and 
Greyser 1978, Harmon and Resnik 1982, Kendall and 
Russ 1975) more often compared to complaining, 
international businesses need to be especially 
careful when dealing with customers in foreign 
countries. 

One of the challenges for international business 
is identifying how to deal with customers in a 
satisfactory and acceptable manner under 
different environmental conditions. In fact, as 
emphasized by Kaynak and Wikstron ( 1985), 
international business firms can attain 
competitive advantages, especially in developing 
countries, by extending consumer oriented 
marketing practices which they use in domestic 
markets instead of trying to take advantage of 
less educated, less informed and less protected 
consumers in developing countries (Dembo, 
Morehouse, Wykle 1990, Garrett 1986, Garrett 
1987, Maynes 1972). By showing responsible 
behavior and offering appropriate marketing 
programs, international businesses can enhance 
their performance by developing positive country 
of origin effects instead of projecting negative 
images. In this sense, product warranties 
offered by exporters to customers around the 
world can be utilized as an element of 
competitive strategy (Udell and Anderson 1968). 

Definition and Scope of Customer Service 

Customer service is fundamental to the marketing 
concept which requires fulfillment of consumer 
needs at a profit (Rose 1979). In order to 
utilize the marketing concept fully, a firm 
should be able to both attract and keep customers 
which are directly influenced by customer service 
(Stock and Lambert 1987). 

It is possible to define customer 
ways depending on the mission 
However, customer service can 
defined as 

service in many 
of the firm. 
generally be 

"a set of activities which occurs at the 
interface between a supplier and its 
customers when the underlying purpose of 
that interface is delivery of the 
product" (Firth et al. 1988, p. 31). 

More specifically, 

"customer service is meeting the 
expectations of customers at reasonable 
coats" (Rose 1979, p. 280) 

Customer service strategy elements can be 
analyzed in three broad categories: pre­
transaction service elements, transaction service 
elements, and post-transaction service elements 
(LaLonde and Zinszer 1976). Among these, this 
work considers the post-transaction service 
elements and specifically warranties. As stated 
by Bowersox, Closs, and Helferich (1986), 

"The post-transaction aspect of 
administration is concerned with the 
state of affairs that exists between 
buyer and seller after the ownership 
transfer is completed. This includes· 
the ability to provide the actual 

delivery date and to provide life cycle 
support such as warranty and 
postwarranty service such as parts and 
repair (p.76)." 

Post-transaction customer service elements are 
also commonly referred to as after-sales service 
or product support in the literature. 
Emphasizing that post-purchase product support is 
necessary for customers to obtain the most value 
from product use after the sale, Lela and 
Karmarkar (1983) defin9 the elements of product 
support in relation to product life cycle stages. 
According to these authors, in the early stages, 
product support consists of parts, service, and 
warranty. In later stages, such as maturation, 
due to increasing sophistication of customer 
needs, product support aims at the maximization 
of customer after-sales satisfaction and 
encompasses; parts, service, warranty, operator 
training, maintenance training, parts delivery, 
reliability engineering, and product design. 

Elements of after-sales service affect the 
overall quality of a product by affecting 
customer perceptions (Takeuchi and Quelch 1983). 
As emphasized by Levitt 1983), a product is not a 
single item anymore but a whole bundle of 
benefits designed to satisfy buyers, in other 
words an augmented product. It is of crucial 
importance for marketers to pay attention to 
elements of the after-sale& service in order to 
maximize customer satisfaction. Warranty 
prov~s~ons are among the factors influencing 
consumer perception of quality at the point of 
purchase and have effects on purchase decisions 
(Feldman 1976, Shimp and Bearden 1982, Takeuchi 
and Quelch 1983, Stock and Lambert 1987). 

Product warranty 

"A warranty is an affirmation by the 
seller of the quality or performance of 
the goods he is trying to sell (Kendall 
and russ 1975, p. 36)." 

An express warranty is such an affirmation in 
writing and according to Kendall and Russ 91975) 
has the advantages of encouraging legitimate 
complaints, reducing perceived risk, and 
providing product differentiation. In the United 
States the behavior of manufacturers regarding 
warranties have been regulated by the Magnuson­
Moss (M-M) Warranty Act since 1974. According to 
the 1974 M-M Act, manufacturers are required to 
have simple and readily understandable language 
in warranties where all important provisions will 
be conspicuously disclosed. In addition, 
warranties will be displayed so that consumers 
will be able to inspect them prior to purchase of 
the product. All express warranties will be 
designated as either Full (if they match certain 
minimum standards) or Limited (if they don't 
match minimum standards) (Kelly 1986, Priest, 
1981). This is not always true in the 
international market. 

Product warranty Theories 

Exploitation Theory: An elaborate warranty 
theory has been developed in the context of laws 
about contracts (Kessler 1943). According to the 
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exploitation theory, since the seller drafted the 
terms of this standardized contract (warranty) 
and the consumer had to accept them even if they 
didn't like them, the seller has been viewed as 
having the bargaining power. Among the causes of 
the superior position of the seller were; being a 
natural monopoly, having patents, or typing 
arrangements. However, existence of multiple 
sellers didn't mean that consumer had the 
opportunity to shop around for better warranty 
terms since manufacturers colluded to come up 
with very similar warranties (Priest 1981}. 
Kessler ( 1943) viewed this as a contract where 
the terms of the stronger party ruled the 
relationship. According to the exploitation 
theory therefore, manufacturers will try to limit 
their legal obligations to customers to the 
extent possible. 

A possible implication of this theory regarding 
the present research question of level of after­
sales elements across countries is that exporters 
who export their products to various countries 
where different market conditions exist regarding 
the power of sellers vis-a-vis the buyers will 
adjust warranties to the firm's advantage. This 
leads to the conclusion that the term and 
conditions of a warranty offered by an exporter 
in different countries for the same product will 
deteriorate as the exporter's perception of 
bargaining power increases. (Kelley 1986, 1988, 
Priest 1981). A test of this theory in the 
international setting seems to be particularly 
suitable since testing it in the u.s. setting 
where the legal minimum standards established by 
the Magnuson-Moss Warranty Act set limits to the 
behavior of firms. 

Signal Theory: According to signal theory, a 
product warranty provides information to 
consumers about the mechanical reliability of the 
product since a more extensive warranty coverage 
will be an indication of lower costs of warranty 
coverage which is likely to accompany a more 
reliable product (Priest 1981). In this view, 
the utility of warranty is its information value. 
Research regarding the market signal theory of 
warranties have produced mixed results due to 
difficulties and differences in 
operationalization (Kelley 1988). Product 
reliability has been defined and measured in 
different ways and tried to be correlated with 
the extend of warranty coverage. These attempts 
tried to measure the objective product 
reliability such as frequency of repair measure 
provided by Consumer Reports and the correlate it 
with the accompanying warranty terms of the 
product to see if increasing reliability does in 
fact indicate better warranty terms. One 
shortcoming of such an approach is the fact that 
objective measures of product reliability as 
evidenced by usage records or perceived product 
reliability by consumers resulting from 
experience with the product do not affect the 
warranty terms offered by the seller when the 
product is first offered. Rather, the perception 
of the seller regarding the reliability of the 
product may affect the terms of warranty offered 
with it. Examining this concept further leads to 
the following propositions. 

Exporters who perceive their product of higher 
reliability compared to that of competitors• are 
likely to offer better warranty terms compared to 
existing ones in a market (Kelley 1988). 
However, if an exporter's behavior complies with 
the Exploitation theory, then the exporter will 
not offer better terms than the competition. 

Those exporters whose behavior regarding 
warranties complies with the implications of 
Exploitation theory are likely to offer similar 
terms with that of the competition even if they 
perceive their product of being higher 
reliability than that of the competitors. 

Signal theory suggests that exporters whose 
behavior confirm the theory will be more likely 
to use warranties to differentiate and position 
their products (Kelley 1988). Exporters whose 
warranties appear to follow market signal theory 
will exert more control on the warranty services 
offered by dealers (Kelley 1988). Exporters 
whose behavior complies with the market signal 
theory are also more likely to believe in the 
importance of warranty terms in consumers' 
purchase decisions. 

Kelley (1986) provides a comprehensive review of 
the literature regarding warranties and 
associated theory testing and points out the need 
for further testing for justification of existing 
theories or development of new theories. 

Internationalization Process of Firms and Some 
Implications 

While testing the behavior of exporters with 
respect to product warranties they offer in 
different markets, the stage of the 
internationalization process they are at may be 
important to consider. As proposed by Johanson 
and Vahlne ( 1977) the internationalization 
process of the firm "focuses on the development 
of the individual firm, and particularly on its 
gradual acquisition, integration, and use of 
knowledge about foreign markets and operations, 
and on its successively increasing commitment to 
foreign markets (p. 23)." Stages of 
internationalization include exporting to a 
country via an agent, then by establishing a 
sales subsidiary, and in some cases by beginning 
production in the host country (Johanson and 
Vahlne 1977). Cavusgil (1980) provided a similar 
differentiation between the stages of 
internationalization which include; domestic 
marketing stage, pre-export stage, experimental 
involvement stage, active involvement stage, and 
committed involvement stage. IN differentiating 
between an experimental exporter and a committed 
exporter, Cavusgil (1980) emphasized the kind of 
motives guiding each. While the motivating force 
behind an experimental exporter is increasing 
short-term sales, a committed exporter in 
interested in long-term presence in selected 
markets. Therefore, a committed exporter is 
likely to be more informed about market 
conditions of foreign countries involved as well 
as being more responsive to them. Implications 
of the internationalization process for the 
present study are that the behavior of committed 
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exporters regarding product warranties are more 

likely to resemble the Signal theory. The 

behavior of experimental exporters regarding 

product warranties are more likely to resemble 

the exploitation theory. 

Conclusion 

The concepts and theories discussed in this paper 

need to be tested empirically. This has not been 

done in the international environment. Future 

empirical research can focus on warranty coverage 

and duration of export products across 

international markets. Findings are likely to 

indicate the perceptions of international 

businesses regarding market conditions in various 

countries. Results can be useful to different 

parties such as consumer groups, public policy 

makers, and businesses. 

conceptual and empirical works in the area of 

after-sales services have bene scarce. Although 

these issues may not be significant problems of 

consumers in developed countries where buyers' 

market conditions prevail, for consumers in Third 

world markets still considerable threats exist. 

Research in the area not only will enable 

academicians to develop theories and better 

understanding of issues but will also help 

practitioners in choosing better after-sales 

service strategy alternatives to penetrate and 

have long term success in foreign markets. 
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WHEN GLOBAL MARKETS GET TOUGH: 
A CALL AS YET UNANSWERED 

Nejdet Delener, St. John's University 

ABSTRACT 

Globalization has been a corporate rallying cry 
throughout the 1980s, and as marketers plan for 
the decade ahead, they will find it more effective 
'Think Global, Act Local." This paper provides 
a guide to managers of the major conceptual 
contributions in the literature toward 
understanding global advertising strategies and 
also suggests strategies for international 
marketers and practitioners. 

INTRODUCTION 

The globalization of advertising has been 
recurrent themes in both the academic and trade 
journals. The wisdom of applying identical or 
similar advertising approaches to many markets 
is still hotly debated. Since the earlier studies 
(i.e., Elinder 1965; Fatt 1967) first suggested a 
similarity in consumer tastes globally made 
uniform advertising approaches possible, there 
has been numerous studies investigating the 
viability of such a notion. 

Cultural environment and the level of need a 
consumer seeks to satisfy are the major 
prerequisites for implementing a global marketing 
strategy (Holmes 1991). A simultaneous assess­
ment of these factors will often determine whether 
the corporation should employ one globalized 
appeal, a patterned approach employing 
variations in the appeal's expression, or 
customized appeals directed toward the unique 
cultural norms of each market (Colvin, Heeler 
and Thorpe 1980; Hite and Fraser 1988; Quelch 
and Hoff 1986; Onkvisit and Shaw 1987). 

Consumers around the world use Parker Brothers 
pens and smoke Marlboro cigarettes, McDonald's 
serves up hamburgers in Istanbul. While some 
standardized products are currently being 
offered worldwide, the extent they can be 
promoted without making changes to their 
advertising campaigns is not yet resolved. 
Proponents of globalization contend that 
differences between countries are more a matter 
of degree than direction and instead focus on the 
similar characteristic· of consumers around the 
world ( Elinder 1965; Fatt 1967; Levitt 1983). The 
consumers may therefore be satisfied with similar 
products or advertising campaigns. Proponents 
of customization argue that advertisers must 
consider differences among countries, including 
culture, stage of economic and industrial 
development, media availability, legal restrictions 
and other factors (Blackwell, Ajami and Stephan 
1991; Delener 1992; Hite and Fraser 1988; Kanso 
1992; Ricks, Arpan and Fu 1974). Given these 
differences, it becomes essential that advertisers 
customize campaigns for local markets. 

Global marketing guru Theodore Levitt suggests 
that the world is becoming a common market place 
in which people desire the same products and 

lifestyles regardless where they live. He 
strongly encourages companies to utilize the same 
advertising campaigns everywhere. But is this 
reasonable? Is he C!>rrect in asserting that 
"Different cultural preferences, national tastes 
and standards, and business institutions are 
vestiges of the past"? (p. 96). Levitt admitted 
that "barriers to globalization" exist and 
therefore left the door ajar so that some 
customization or adaptation may be implemented. 
But before deciding on which type of strategy 
advertiser will use in their markets, they must 
take into account some factors that may affect 
their campaign developments such as cultural 
sensitivities, economic concerns, legal and 
political considerations and the like in their 
markets. This paper addresses these issues by 
exploring the merits of both global and local 
advertising campaigns. Specifically, this paper 
provides a guide to strategists of the major 
conceptual contributions in the literature toward 
understanding global marketing. The focus is 
upon the application of these concepts to the 
development of global advertising strategies and 
the effective implementation of global advertising 
campaigns. 

THE GLOBAL ADVERTISING 
CONTROVERSY 

Researchers are still divided on the advisability 
of using globalized or customized advertising 
approaches in international campaigns. In the 
execution of international campaigns, the most 
frequently repeated phrase is 'good ideas tend to 
have a universal appeal'. It is also acknowledged 
that good ideas are not common and also not easy 
to come up with. Multinational companies should 
be prepared to draw on the similarities in 
different countries and not to emphasize their 
differences. This generates managerial intensity 
and focus, and puts an end to the dilution of 
efforts. Globalization means speed, aggressive­
ness and clarification for everyone. Faster 
product roll-outs are also stated in connection 
with the necessity of using international 
campaigns. Due to fast product launches all 
around the world, there is not enough time to 
develop specific national advertising campaigns 
(Rutigliano 1986). 

Discussion below focuses upon the merits of 
globalization versus customization of advertising 
campaigns, ways in which alternative strategies 
might be managed, and factors affecting the 
suitability of globalization. 

Arguments in Favor of Globalization 

Proponents of globalization of international 
advertising such as Dunn ( 1966), Elinder ( 1965), 
Fatt (1967) and Levitt (1983) argued that 
companies have successfully transferred their 
advertising campaigns and that globalized themes 
have provided consistent corporate and brand 
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images worldwide. Advocates of globalization 
also claimed that although differences between 
countries would exist, the potential gains from 
globalization need to be factored into a company's 
international advertising decision process 
(Buzzell 1968). Levitt (1983) proposed that 
multinational companies needed to globalize their 
international strategies in order to be successful. 
He continued that technology would create a 
convergence in consumer preferences worldwide 
which in turn would facilitate globalization. Fatt 
( 1967) stated that because certain appeals "know 
no boundaries," international advertising 
globalization was workable. Some empirical 
evidence has supported this contention (e. g. , 
Dunn 1966, 1976; Marquez 1979; Peebles and 
Ryans 1984). 

Arguments in Favor ol Customlzation/ Adaptation 

Opponents of global advertising stress the 
differences across countries regarding language 
barriers, culture, religion, advertising 
legislation, media availability, and a lack of 
international advertising agencies. . To support 
their view, proponents of adaptation pointed out 
blunders in global advertising occurred due to 
marketers' lack of understanding foreign 
cultures. For example, Amine and Cavusgil 
(1983) revealed that the globalized approach is 
particularly inappropriate · in developing 
countries because of the magnitude of 
environmental differences. 

Anecdotal evidence provided by Yovovich (1982) 
and Helming (1982) also suggests the problems 
encountered by companies that have tried to use 
globalized approaches. Killough (1978) studied 
the transfer of advertising resources from one 
country to another in a survey involving 65 
senior executives in more than 120 international 
campaigns and concluded that complete 
globalization was not feasible. Boddewyn, Soehl 
and Picard (1986) tested empirically some of the 
assertions made by Levitt (1983) and revealed 
that advertising was very resistant to 
globalization in Europe. Recently, Shao et. al. 
(1992) examined whether or not it is feasible to 
promote products the same way everywhere. 
They concluded that the world is different 
enough to discourage attempts at advertising 
globalization. Kanso (1992) also investigated 
international advertising approaches used by 
U. S. corporations and suggested that the 
globalization of advertising is on the decline. 
Having reviewed some general arguments against 
international advertising, Table 1 summarizes the 
logic behind them. 

Table 1: Rationale for Globalization versus 
Custom:l.zation/ Adaptation 

[ 1) Economies of Scale 
There is no scientific data to support the 
cost savings aspects of international 
advertising for companies. 
Cost reduction does not necessarily mean 
profit maximization, especially in 
international marketing where the general 
rule is that achieving economies of scale is 
critical and difficult (Terpstra 1983). 

[ 2 J Converging Consumer Needs 
Technological advances in communication 
have created new choices that encourage 
cultural divergence not convergence in 
consumer needs. 
The consumer is always local. Consumers 
acquire products often choosing among 
similar brands or consume services 
perceived as compatible with the cultures 
and subcultures (e.g. , Holmes 1991). 

[3) Translation 
The literal translation of advertising copy 
is a minefield of potential linguistic­
disasters. Companies should be warned 
about unqualified translators and direct 
translations. 
Non-verbal communications (i.e., facial 
expressions, gestures, glances, colors, 
graphics, etc.) are another area in which 
local sensibilities should be taken into 
consideration. 

[ 4) Foreign Travel 
The size of tourists in a total population is 
small therefore it should be neglected. 
In world markets, the global set is still 
restricted to a small minority. Consumers 
who do not belong to this global set spend 
very limited time in foreign markets, if 
they ever get a chance to travel abroad. 

[ 5) Advertising Legislation 
Different advertising legislation in 
different countries necessitate compulsory 
adaptations in global advertisements. 
According to Boddewyn (1985) three major 
groups of countries that have their own 
individual approaches to advertisement 
regulation are: 

Scandinavian countries apply a 
consumer-ombudsman approach. 
Anglo-Saxon countries rely on self 
regulation. 
Developing countries emphasize the 
protection of their cultural identity. 

[ 6 J Local Management Support 
If a company globalizes too fast, local 
managers could lose their interest and 
motivation. 

The 'not-invented -here' syndrome prevails 
in attitudes to advertising that has been 
imposed by headquarters. 

CASES 

Current literature reveals that it is not possible 
in most cases to use globalized campaigns. If 
they were used they could easily lead to 
detrimental consequences. This section explores 
a few cases of running international campaigns 
around the globe that were free of blunders. 

First case is Coca-Cola's football-star campaign, 
where different stars were used in different 
countries. While the theme was kept constant, 
the pattern was adapted to fit each country. It 
was reasoned that 'Global advertising is not 
"Take It. Translate it. Run it. Don't Argue!" 
Not even in Coca Cola!' (Day 1985). 
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Global advertising should succeed in tapping 
fundamental common feelings in different 
countries, without attempting to change the 
product's persona. 

Second example comes from an international 
company, Ursula Gruber Communications 
Internationale SA, based in France. The 
company prefers adapting rather than translating 
in 23languages. It has 200 freelance copywriters 
and journalists each living in their own 
countries. Each communicator translates only 
into his or her own language. The general belief 
is that the advertising message reflects the 
cultural values, life styles and environment of 
the country where the product or service is being 
generated. It is therefore better to make use of 
the rich, native experience of local (Vardar 
1992). 

Another example is Gillette. This company has 
four major geographical segments around the 
globe. Pan-group projects are developed by lead 
countries in these segments and then introduced 
into the other countries belonging to the same 
geographical area (Vardar 1992). 

Final example is the Marlboro Man. The Marlboro 
Man speaks 19 languages and has been altered in 
several markets. In Hong Kong, the cowboy 
wears a white hat, rides a white horse, and is 
never seen alone or sitting around the campfire. 
And the slogan "The tougher the life, the more 
you like it has replaced 'Come to the Marlboro 
country"' (Marketing News 1987). In England, 
Marlboro Man cannot appear in ads wearing his 
cowboy gear; instead, he is pictured as civilian 
dreaming of the wild West. In Columbia the 
government has mandated that the cowboy be 
portrayed by a Columbian actor. In most Arab 
countries, the Marlboro Man is heard on radio but 
seldom seen in print ads. 

CONCLUSIONS AND STRATEGIC 
RECOMMENDATIONS 

In practice, neither perfect globalized nor 
perfect localized advertising approach is used. 
Most brands would fall between two extremes if 
international advertising is seen as a continuum 
between totally centralized and totally 
decentralized local campaigns. A combination of 
the two approaches is used as a result of market 
conditions and corporate goals. 

Corporate executives tend to take a broader view 
of this highly controversial area. On the other 
hand, some academics take the middle road on 
international advertising, who do not insist on 
either extreme. The middle road blends, to some 
degree, uniformity with individual country 
differences. In this case each market and 
country are viewed individually during the 
practice of transferring international advertising 
campaigns. The notion of transferring that 
advertising campaign should be dropped if the 
advertising campaign does not seem to be 
appropriate in anyway. 

The factors below should be taken into 
consideration in determining the transferability 

of advertising campaigns: 

the cultural values in different countries; 
the economic, technological and political 
climate in international markets; 
legal restrictions on the na~ure of 
advertising, trade codes and mdustry 
agreements; 
levels of consumer education; 
the nature of product; 
trademark and brand name 
acceptance; 
degree of nationalism; 
the extent to which consumerism is 
acknowledged; 
competence of personnel in foreign offices; 
and 
the characteristics, availability and 
acceptance of media. 

Furthermore, it is important to adapt advertising 
components (i.e., language, models, scenic 
backgrounds and product attributes) to blend 
with the foreign culture. Understanding only 
culture will lead multinational corporations to 
succeed in foreign markets is an over 
simplification of what environments involve. 
Marketers must also examine economic, social, 
legal, political and technological forces to 
comprehend foreign environments. Still furt~~r, 
advertising strategies should be_ modif~ed 
regularly, as the various cultural, economc, 
political and legal environments are changing ~d 
product offerings interact differently With 
external variables as they move through the 
product life cycle. 

In conclusion, although consumer wants and 
needs are more or less universal, but the way to 
address these consumer wants and needs is not. 
Advertising strategies are determined, to . a 
greater extent, by cultuz:al values. Mu.ltinational 
corporations should conSlder each foreign market 
opportunity as a unique challenge if they wish to 
minimize advertising blunders. A global 
commitment to local vision is the key for 
successful international advertising. Such a 
trend should accelerate if multinational 
corporations desire to compete effectively in 
global markets. 
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Abstract 

This paper develops a framework for determining 
whether advertising messages can be standardized 
across national boundaries. An algorithm to help 
make such decisions is proposed. Globalism and 
the driving forces behind it are discussed to 
provide background. Then the issues of standard­
ization in international marketing, and in par­
ticular international advertising messages, are 
discussed. The managerial applications of the 
algorithm involve development of an expert system 
based on the algorithm using the PATHBUILDER ex­
pert system development shell. Finally, recom­
mendations for needed future research are made. 

The extent to which marketing communication 
strategy should be standardized across national 
boundaries has for many years been of great in­
terest to the business world and researchers. 
But the controversy remains largely unresolved. 
The purpose of this paper is to develop a frame­
work for determining whether advertising messages 
can be standardized across national boundaries 
and to suggest an algorithm to help decision mak­
ing in that area. 

The paper consists of five sections. In the 
first section, the concept of globalization, 
driving forces behind it and the differences be­
tween global and multidomestic strategies are re­
viewed briefly. The issue of standardization in 
international marketing is then briefly discussed. 
Next the schools of thought on the issue of ad­
vertising standardization are reviewed. Then an 
algorithm to be used as a decision support tool 
in advertising standardization is presented. 
Finally, some concluding remarks are made and 
directions for future research are suggested. 

Globalization 

Increasingly companies are taking the global mar­
keting approach in response to the changing in­
ternational competitive environment. There have 
been various factors that have acted as driving 
forces for globalization. Leontiades (1986:96) 
states "understanding the nature of the changes 
at work is crucial to understanding the forces 
behind globalization and what 'going global' 
entails." Quelch and Hoff (1986) suggest that 
the driving factor behind global marketing should 
be to make efficient use of good marketing ideas 
worldwide. 

First of all, there are market drivers for glob­
alization. Levitt (1983) argues that markets all 
over the world are becoming more and more alike; 
that customer needs and interests are becoming 
increasingly homogeneous worldwide. According to 
Levitt (1983:62), technology drives the world to­
ward commonality and the result is "the emergence 
of global markets for standardized consumer 

products on a previously unimagined scale of 
magnitude." 

Customers worldwide, especially in the Triad re­
gions, want the best products at the lowest pos­
sible prices (Ohmae 1990). Increasing interna­
tional travel by consumers has also been one of 
the market drivers for globalization. Increas­
ing numbers of consumers are exposed to produc~ 
brand names and advertising while they are in 
foreign countries (Ohmae 1990). It is also ar­
gued that differences in cultural preferences, 
national tastes and standards have been graduauy 
diminishing. 

The second set of driving factors for globaliza­
tion is the need to achieve economies of scale 
to reduce per unit product development and other 
marketing costs (Buzzell 1968). New developmenm 
in transportation, logistics structures and net­
works have made a globalized approach cost effec­
tive. 

Government related drivers for globalization in­
clude reduced tariff and nontariff barriers and 
common technical standards. Another major driv­
er of globalization has been the improvement in 
communication technologies. 

Standardizing International Marketing 

There are two types of standardization: market­
ing program and marketing process (Sorenson and 
Wiechmann 1975, Miracle 1968). The first of 
these refers to standardizing various aspects of 
the marketing mix, whereas the latter refers to 
the process of developing and implementing the 
marketing program (Kreutzer 1988). 

The focus of this paper is on advertising mes­
sage standardization which is part of the mar­
keting program standardization issue. Factors 
contributing to the trend toward standardization 
of messages are similar to the globalization 
drivers. The main factors are greater interde­
pendence of world markets, increasing homogeni­
zation of world population in terms of product 
preferences, greater access to information and 
greater mobility of consumers, improvements in 
transportation and communication technologies, 
and lowering of trade barriers especially within 
trade blocs (Rau and Preble 1987). 

On the other hand, there are also several barri­
ers to standardization (Jain 1989). One is the 
difference in the physical environments of dif­
ferent markets. Differences in climate, for ex­
ample, will have a notable effect on the product 
design and packaging. Differences in the stage 
of economic development of different countries 
also act against standardization, especially 
differences in income levels. 
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Cultural differences constitute another important 
barrier against standardization: different value 
systems, traditions, social norms, customer ex­
pectations and language. Furthermore, the legal 
environment, mandated product standards, tariffs 
and taxes can affect product designs, competitive 
practices, pricing and advertising. 

Standardizing International Advertising Messages 

There has long been controversy over standardiz­
ing international advertising. Three schools of 
thought can be identified in the literature: (1) 
standardization; (2) localization; and (3) an in­
between position. 

The Standardization School of Thought 

This school of thought looks for common denomina­
tors. Proponents argue that fundamental consumer 
motives and needs are the same everywhere (Levitt 
1983). Hence, the same products can be sold with 
similar promotional appeals in different coun­
tries (Fatt 1967). The motivations for standard­
ization are cited as cost savings, building of 
international brand and corporate image, simpli­
fication of coordination and control, and exploi­
tation of good ideas (Rutigliano 1986). This 
'school also assumes that there is a convergence 
of art, literature, media availability, tastes, 
thoughts, culture, living conditions and conse­
quently advertising due to better and faster com­
munication (Onkvisit and Shaw 1987). 

The Localization School of Thought 

This school of thought challenges the standard­
ization school by pointing out that there are 
dissimilarities between countries and even be­
tween regions in the same country. Even when 
consumer needs are basically the same across 
countries, for example hunger, the ways in which 
consumers satisfy their needs may be different, 
for example preference for certain foods. It is 
also important to consider the NIH (not invented 
here) syndrome by subsidiaries. 

Stewart and McAuliffe (1988) cite the following 
reasons for localizing advertising: (1) ensuring 
that the copy is consistent with the local cul­
ture, customs and product variations and (2) a­
voiding problems often associated with differ­
ences in language and symbolism. Ricks, Arpan 
and Fu (1974) report that most international ad­
vertising blunders occur because of a failure to 
understand the foreign culture and its social 
norms. The findings of another study show that 
consumers' perceptions of the same products dif­
fer from country to country (Colvin, Heeler and 
Thorpe 1980). Rornik (1980) notes that while 
concepts like product attributes and function may 
be similar across countries, the perception of 
those attributes may vary considerably. 

Whitelock and Chung (1989) argue that the use of 
media requires international adaptation since 
media availability varies from country to coun­
try. For example, time for television commer­
cials is severely limited in Germany, and adver­
tisers are required to buy time months in ad­
vance; although comparison advertising is a 

common practice in the USA, it is not allowed in 
Turkey. 

The In-Between School of Thought 

This school of thought represents a compromise 
view. Proponents include Boddewyn, Soehl and 
Picard (1986), Hite and Fraser (1988), Killough 
(1978), Miracle (1968), and Sorenson and Wiech­
man (1975). They argue that some degree of uni­
formity in advertising theme may be desirable but 
that the differences must also be recognized. 

Peebles et al (1978) note that advertising stan­
dardization is not a simplistic concept and that 
it should be considered as one of degree rather 
than in absolute terms. "There are points in be­
tween the bipolar positions that represent combi­
nations of standardized and localized approaches" 
(Moriarty and Duncan 1990: 317). Thus, the ques­
tion is not whether to standardize, but rather 
under what circumstances one should consider 
standardizing (Miracle 1968). 

Although national, regional or even local differ­
ences exist, there are some similarities both 
within and across national boundaries (Eshghi 
and Sheth 1985) that would enable some degree of 
standardization. Customer segments with similar 
characteristics, motives and needs can be iden­
tified in different countries that form "trans­
nationally homogeneous target groups" (Kreutzer 
1988). Music fans, do-it-yourself workers, teen­
agers with skin problems are some examples of 
such groups. Industrial buyers can also consti­
tute one such group since they are concerned es­
pecially with the "best value for money" (Bod­
dewyn, Soehl and Picard 1986). Moreover, indus­
trial products and services are much less cul­
turally-bound than consumer products. 

There are various determinants of the degree of 
international advertising standardization sug­
gested in the literature. Hornik (1980) sug­
gests that standardization is possible when: (1) 
the advertising strategy is geared towards an 
international appeal (e.g. an international ce­
lebrity), (2) a world-wide corporate image ex­
ists or (3) the international connotation of the 
appeal is common (e.g. appetizing appeal). The 
findings of a study done by James and Hill (1991) 
suggest that there is more potential for stan­
dardization in less affluent countries than in 
affluent countries. 

The stage of the product in the product life cy­
cle, level of consumer education, degree of na­
tionalism, transferability of the slogan, rate 
of economic growth, and recognition of the brand 
name are also pointed out as important determi­
nants of the level of advertising standardiza­
tion (Hite and Fraser 1988). Type of product 
and target audience characteristics also affect 
the degree of standardization (Miracle, 1968; 
Onkvisit and Shaw 1987; Mueller 1991). Addi­
tional factors identified by Moriarty and Duncan 
(1990) include the creative strategy used, posi­
tioning, branding, and media availability. 
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An Algorithm to Decide on Advertising Message 
Standardization or Non-standardization 

An algorithm to assess the potential for adver­
tising standardization is presented in Figure 1. 
The algorithm consists of seven stages corre­
sponding to the criteria being applied. Two as­
sumptions are made regarding the prior work that 
needs to be done before using the algorithm to 
assess the potential of a previously used adver­
tising message strategy or execution in a foreign 
market: (1) the target audience has been identi­
fied, and (2) the analysis of the legal environ­
ment has been done and that the advertisement and 
the product meet legal requirements in the target 
market. 

The analysis starts with the target audience 
characteristics. This includes the size and ex­
tent of the market as well as its demographic or 
psychographic characteristics, and consumer per­
ceptions of product attributes and function(s). 
The more similar the characteristics of the tar­
get audience are to those in the markets where 
the advertising had been used previously, the 
higher the potential to standardize. The second 
criterion is related to the product appeal(s)-­
whether they are universal or culturally bound. 
A universal product appeal favors standardiza­
tion. Next, the international recognition of the 
brand name is considered. If the brand name al­
ready is internationally well-known and accepted, 
there will be more opportunity to standardize the 
advertising message. 

The fourth consideration is the stage of the 
product life cycle in the target market. The 
stage of the PLC includes specification of the 
number and types of competitors, and their com­
petitive strategies. There will be more poten­
tial for standardization if the product is in the 
same life cycle stage in the target market as it 
is in the home market or in other markets where 
the advertising has been used. Message objec­
tives are considered next and the objectives. in 
the home market and the target market are com­
pared. The objective may be to achieve aware­
ness, knowledge, liking, preference, conviction 
or intention to purchase. Depending on the de­
sired effect, different message strategies may be 
used such as negative or positive appeals, use of 
a spokesperson, comparisons, image versus factual 
advertising, and so forth. Hence, there will be 
more potential for standardizing the strategies 
and executions if the message objectives in the 
home and target markets are the same. 

Stages six and seven are related to the media in 
the proposed market. If media availability and 
media capabilities to reach and to influence con­
sumers in all markets are similar, there will be 
more opportunity to standardize. 

As shown in Figure 1 there are eight possible 
endpoints in the algorithm, denoted by the "STOP" 
signs. Each flag point in the algorithm indi­
cates an unfavorable situation for advertising 
standardization. Therefore the potential for 
standardization decreases along a continuum as 
one passes through the "flags". In other words, 
the more flag points passed, the less favorable 

FIGURE 1 
ALGORITHM TO EVALUATE THE POTENTIAL TO 

STANDARDIZE ADVERTISING MESSAGES 

START 

Audience ~. Unique /FLAG#l~ No STOP. Targ~ /~ E3 
~ Doyouwantto /--

Characteristics . ~/·· 

Yes _____..--

Similar1~ 
Culturally 

Connotation -........._ bound 
dtheAppeal /_/-­

/ 

Fl.AG#2 

Brand Name 
Local ~G~>-""8 ·------< Do vou want to STOP 

~/ 
Yes _ ____.--

~ 
Product -........._~Different 

tage in the Producy-

No 
STOP 

FLAG~NO (:3 Do you want to STOP 
continue? 

Meda~~/-____ D_ill_erent ___ ~ STOP 

are the circumstances for advertising standard­
ization. The circumstances are the most favor­
able when one goes straight down in the algo­
rithm without going through any flag points. 

Conclusion 

Since advertising standardization across nation­
al boundaries is dependent on a number of fac­
tors, there will be different levels of stan­
dardization possible under different conditions. 
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The standardization potentials of different mes­
sages can be compared using the algorithm. Thus 
it can be used as a framework to guide managerial 
decision making. 

A current application of the algorithm involves 
the development of an expert system using an ap­
propriate expert system shell. The expert sys­
tem shell chosen, called PATHBUILDER, allows one 
to structure the algorithm along a decision tree. 
There are a total of 255 different routes that 
might be taken in the algorithm until reaching a 
stop point. This shell enables a recommendation 
to be tied to each flag point as well as to each 
stop point. Future research will focus on de­
veloping these recommendations. In particular, 
the critical routes will be identified and more 
comprehensive recommendations at the end of each 
route will be provided. 

The algorithm has the potential to be developed 
to build a quantitative model. One approach to 
do that might be to assign weights to the seven 
criteria and scores to the responses. Then, a 
linear model can be used whereby the weighted 
average of the criteria will result in an over­
all score for advertising standardization poten­
tial based on a particular scale. 

Assigning weights to the criteria is another 
area of future research, namely that the relative 
importance of the criteria need to be researched, 
and the results compared. 
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A CROSS-CULTURAL COMPARISON OF INDIVIDUAL TIME ORIENTATIONS 

VALETTE-FLORENCE Pierre, E.S.A., France 
USUNIER Jean-Claude, E.S.A., France 

Abstract 

This paper presents a cross-cultural extension 
of a "time-styles" scale, designed for capturing 
individual time orientations (economic time, un­
organized time, orientation toward the past, 
orientation toward the future, mastery of time, 
usefulness of time and time anxiety) . The scale 
has been tested in the case of a developing 
country, Tunisia, where people have a basic 
Arabic/Muslim culture and a French "operating" 
culture. The scale exhibits a fairly high pre­
dictive power in the sense it can predict the 
"operating" culture over 70% using either the 
dimension or the segment level. Lastly, we 
introduce the concept of "ambivalent cultural 
identity" which corresponds to the fact that 
some individuals do not conform to the "opera­
ting" cultural background to which they belong. 

Introduction 

Perception ot time is central to many marketing 
issues, especially for consumer behavior, and 
comparative and international marketing. This 
paper builds on previous researches (Usunier and 
Valette-Florence, 1991 ; Valette-Florence and 
Usunier, 1991 ; Usunier, Valette-Florence and 
Faley, 1992) which have led to the development 
of a psychometric scale specially designed to 
capture individual time orientations (which we 
call "time-styles"). Our main objective is now 
to investigate the cross-cultural validity of 
this time perception scale. Tunisia, a North 
African developing country, has been chosen for 
this empirical investigation. It is an Arabic 
/Muslim culture, which has long-standing rela­
tions with Europe, mostly France. Since prelimi­
nary results have already been reported else­
where (Usunier and Valette-Florence, 1993), we 
first briefly recall the principal temporal 
orientations which are related to consumer 
behavior and whi~h are prevalent in developing 
countries. Then, we focus our research on the 
scale ability to predict the cultural group to 
which interviewed people are supposed to belong 
(French or Arabic cultural group) . 

Some Dimensions 
Of Time-Related Consumer Behavior 

Dimensions of Time Orientations 

In building the Usunier and Valette-Florence 
scale (1991), emphasis has been given to dimen­
sions of time perceptions which have been des­
cribed both by anthropologists and experimental 
psychologists (Kluckhohn and Strodtbeck, 1961, 
Calabresi and Cohen, 1968, Hall, 1959, 1976, 
1983). Their combination in a scale gives rise 
to a concept of time which is partly internal 
and partly external to the individual. It is 
multidimensional, individual based, but also 
framed by prevalent patterns in a definite 
society and environment. These dimensions are : 

• economicity of time and the monochronic 
versus polychronic use of time (as seen mostly 
by anthropologists, but more recently also by 
consumer behavior specialists, such as Kaufman, 
Lane and Lindquist, 1991). The organised-linear­
economic time has also been described at the 
individual level, with a word which is mostly 
"structure" (Alreck, 1976 : "structured rou-

tine" ; Feather and Bond, 1983). This relates to 
individual orientation to planning and sche­
duling daily activities ; 

• temporal orientations, and especially 
projection toward the past and projection toward 
the future (as seen by anthropologists and also 
by experimental psychologists, and also by the 
literature on time and consumer behavior). Time 
perceptions tend to be related to temporal 
orientations vis-a-vis the arrow of time 
(Kluckhohn and Strodtbeck 1961). Usually, the 
research question is to discover how people 
locate their consciousness over the spectrum of 
time (Settle, Alreck and Glasheen, 1978) 

• psychological dimensions, which empha­
size how people do individually cope with time 
(as an external and constrained economic 
resource, and as a social and culture based pro­
cess of synchronizing themselves with others). 
They may be broken down into two main headings : 

- the motivational aspect : especially capaci­
ty to undertake projects or tasks for which the 
rewards will not be received until the passage 
of long time periods (described often as persis­
tence, or tenacity as in Settle et al, 1978) ; 

- anguish in front of time : life is seen as 
aimless, social time frame is viewed as a stres­
sing constraint, and anguish is resented when 
facing the long time horizons and the constraint 
of time in daily activities (Calabresi and Cohen 
1968). 

Time Patterns in Developing Countries 

Generally speaking, temporal patterns in many 
developing countries seem less economic orien­
ted, less future oriented, more event-driven, 
more people driven, more related to nature and 
less to project and formal scheduling (Hall, 
1983, Graham, 1981). R.J. Graham (1981, p.336) 
has tried to represent a synthesis of time per­
ception dimensions. He contrasts Western, Euro­
pean and North-American time, which he describes 
as being "linear-separable", with "circular­
traditional", the time pattern of most Latin 
American countries. Graham proposes a third 
model, "procedural-traditional", in which the 
amount of time spent on the activity is irrele­
vant, since activities are procedure driven 
rather than time driven. In this specific per­
ception of time, the temporal phenomenon is 
completely dependent on the reality of the place 
(space) where the event springs up. 

Naturally, certain persons may share different 
cultures and move from one time model (or "time­
style") to another, depending on the other 
people involved, the particular situation, and 
then use different types of "operating cultures" 
(Goodenough, 1981). In fact, rather complex pat­
terns of time may be used by people sharinc;, 
several cultural backgrounds, one of them being 
the original in-depth one, the other one ( s) 
being much more "veneered". Furthermore, the 
original cultural background may be undervalued 
for many reasons : its "inefficiency", its 
"bone-in-the-nose" look, or the simple fact that 
it is completely unknown to foreigners. As a 
consequence, people originating from non-Western 
cultures will have a tendency to simply ape the 
cultural way, which they tend to favor as the 
"one best way" (i.e. linear-separable economic 
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time). Nonetheless, people involved in such an 
ambiguous cultural borrowing most of the time 
experience difficulties to follow the cultural 
and social values linked to the practical 
aspects of economic I monochronic I linear I 
separable time patterns. 

Research Procedure 

Presentation of Tunisia Main Characteristics 

Tunisia is an 8 million inhabitant North African 
country. It is located between Algeria and 
Lybia. Tunisia is a developing country, with 
limited natural resources (some oil and phos­
phates), but a good level of education. Tunisian 
economy is largely based on services (56%), 
including large tourism activities. GNP per 
capita is $ 1.284 (1990). 

Tunisia has been colonized by France, with which 
it has maintained good relationships. The coun­
try is also very near to Italy, since the 
southern part of Sicily i~ one hundred miles far 
from Tunisia. The French influence has always 
been strong as well as the Italian influence. 
The country has always remained Muslim-Arabic : 
99% of the population are Sunnite Muslims ; 99% 
are Arabic speaking. Many Tunisians speak fluent 
French. The French language is in wide use in 
the school system, the public administration, 
and in business transactions. Tunisians tend to 
share a twofold cultural background : a basic 
Muslim-Arabic basic culture, and an "operating 
culture" (Goodenough, 1981) based on the French 
influence. 

The "Time-Styles" Scale 

Our main objective being to develop a comparison 
across cultures on the temporal dimensions 
quoted above, we have chosen to develop a speci­
fic item-base which is built from several exis­
ting scales and item bases. Among the available 
studies, we chose a large item base (around 180) 
using five studies, for the purpose of repre­
senting different cultural backgrounds, and 
their specific way of "wording" time-related 
issues Bond and Feather (1988) [26 items), 
Alreck (1976) [64 items), Usunier and Prime 
(1988) [37 items], Calabresi and Cohen (1968) 
[39 items), Usunier (1991) [17 items). 

All the necessary methodological precautions 
have been taken, so that this total item base 
should be able to cover the various national 
cultures envisioned (Frijda and Jahoda, 1966, 
Sekaran, 1983, Poortinga, 1989). Specifically, 
items have been translated, then they have been 
verified by using a back translation process 
(Mayer, 1978}. Nevertheless, it was not suf­
ficient ·to ensure a true equivalence of the 
questionnaires (Deutscher, 1973). Natives have 
checked for a true equivalence in meaning 
(procedure suggested by Strauss, 1969). 

Then, appropriate scale building procedures have 
been used (Churchill, 1979) and the scale vali­
dated in a French context (600 respondents). Six 
distinct dimensions have been identified with 
high internal consistency reliability estimates 
(alphas were in the .681.88 range : Usunier and 
Valette-Florence, 1991 ; Usunier et al, 1992 ; 
Valette-Florence and Usunier, 1991) : preference 
for economic/organized time, preference for un­
organized time, orientation toward the past, 
orientation toward the future, mastery of time, 
and time usefulness. 

We have further developed the scale by adding 
two motivational dimensions, which did not 

appear in the previous studies quoted above. We 
called these two sub-dimensions of the moti­
vational aspect (coefficients alpha were in the 
. 8 range for both sub-dimensions) : tenacity 
and preference for quick return. Globally, the 
scale we used is made of 29 items. Hence, .each 
of the aforementional dimensions is measured by 
three or four items. Some examples of the items 
are provided in table 1. 

1 Preference for organized I "It is bet tee to split-up one's 
economic time work-day in such a way as to 

plan time for each task." 

2 Preference for non-linear "I hate to follow a schedule." 
unorganized time 

3 Orientation toward the past "I think quite often about my 
life as it used to be." 

4 Orientation toward the "I often think about the things 
future I am going to do 

in the future." 

5 Mastery of time "I am almost never late for 
work 
or appointments." 

6 Usefulness "I sometimes feel that the way 
I fill my time has little 
or value." 

7 Tenacity "Once I've started an acti v1 ty 
I persist at i.t until r 've 
completed it. " 

8 Preference for quick return nz 1110uld rather try to get two 
or more things done quickly 
than spend my time on one bi.g 
project. n 

Sampling 

The questionnaire (items with a seven point 
Likert scale) was administered in Tunisia in two 
different versions : 

- in French to half of the sample, 
- in Arabic to the other half. 

The demographics are about the same for both 
convenience subsamples. We interviewed young 
people in their twenties and one of their 
parents ; interviewees are middle-class urban 
people. It is a convenit.nt way of controlling 
the influence of age within each sub-sample. 
Each sub-sample is roughly divided in half 

between men and women< 1 I . The Arabic speaking 
subsample is composed of 51 men and 63 women ; 
the French speaking subsample is composed of 45 
men and 53 women. The average age is 33 years 
with a standard deviation of 15 years. Then, the 
8 sub-dimension "time-styles" scale was tested 
on both sub-samples of the Tunisian data separa­
tely, and ultimately on a pooled sample of both 
the Arabic speaking and the French speaking part 
of the whole Tunisian sample. 

Data Analysis and Results 

Relying on the same data set that a previous pu­
blished study (Usunier and Valette-Florence, 
1993), the main objective of this research is to 
go one step further, since it aims to showing 
the time-styles scale ability to predict the 
cultural group to which the respondents belong. 
First, the methodology will be briefly outlined. 
Then, the main results will be discussed into 
details. 

(1) The sample tries to represent the general 
adult population. We nevertheless acknow­
ledge the fact that it is a convenience, 
non-probabilistic, sample. 
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Methodology 

Our analysis has been divided into five succes­
sives steps : 
• first, confirmatory factor analyses (PLS) <21 
were performed on each sub-sample taken 
separately and were compared ; 
• second, we performed the same kind of confir­
matory factor analysis (PLS) on all the data 
pooled together ; 
• third, a two-group discriminant analysis was 
performed in order to differentiate the two 
Tunisian sub-samples according to their scores 
on the eight temporal sub-dimensions ; 
• fourth, a cluster analysis was performed for 
the whole sample on the eight temporal dimen­
sions in order to identify specific time-styles 
segments ; 
• fifth, a simple two-group logistic regression 
was undertaken in order to discover if these 
time-styles segments were able to predict the 
"operating" culture. 

Confirmatory factor analyses 

The results displayed in table 2 and 3, show 
that, for each a priori specified dimension, the 
loadings are fairly high and statistically 
significant. FurthermoFe, the reliability esti­
mates remain acceptable according to Nunally's 
standards (1978). However, a more stringent test 
of convergent validity< 31 (Fornell and Larcker, 
1981)· reveals that, on a global basis, conver­
gent validity per se is only met for the French 
sample. This simply means that for the Arabic 
speaking Tunisian sample each wording of the 
original item retains more specific informa­
tion, from a semantic point of view, than it 
shares in common with other items even linked to 
the same dimension. In other words, the semantic 
coherence of the Arabic speaking Tunisian sample 
is weaker than the semantic coherence of the 
French speaking Tunisian sample. 

Nevertheless, one can notice that the overa11 
structure of the scale remains stable, even for 
the Arabic speaking Tunisian sample, where all 
loadings are above .50. Hence, we performed a 
third analysis with a11 the data poo1ed 
together. The results, displayed in the third 
column of table 2, show figures which are at an 
intermediate 1eve1 between those of the 
French speaking Tunisian sample and those of the 
Arabic speaking Tunisian sample. Again, all loa­
dings are above .50 and statistically signifi­
cant, but convergent validity is only met for 
part of the temporal dimensions. 

Since the overall temporal structure of the 
scale remains fairly acceptable, we then compu­
ted factor scores for each observation on each 
dimension in order to compare the means between 
the two Tunisian samples. The results, displayed 

(2) 

(3) 

(4) 

Due to our limited sample size and the 
non-normality of the observed variables, 
we chose to perform confirmatory analyses 
by means of the partial least squares 
approach (PLS method) (for further details 
regarding the choice of this method, see 
Usunier and Valette-Florence, 1993) . 
Convergent validity is met when, for each 
observed dimension, the extracted variance 
is above .50%. 
All the factor scores have been standar­
dized (mean= 0 ; variance= 1). 

"rable 2 : Confirmatory factor analyoia raaulta 

£o•- Coll-.r" z.o.- Conw.r- ..... CoD-r-
d.LJtf'• ,..c d.tnp pat dill,. .... 

w.JJdJty WJJl.tiJty 'WJJ.id.tty 

Eoo I o. 76 0.81 0.85 
Eco 2 o. 77 0.60 0.86 0.52 0.48 0.78 0.57 0.51 0.80 
Eco 3 o. 76 0.84 0.81 
Eco 4 0.82 0.54 0. 57 

Uno I o. ,, o. 75 0.59 
Uno 2 0.81 0. 60 0.82 0. 73 0.45 0. 70 0.65 0.44 o. 70 
Uno3 0. 76 0.50 0. 74 

Pa•t 1 o.ao o.n 0. 70 
Paat 2 0.84 0.66 0.88 0.56 0.38 0. 71 0.58 0.47 o. 77 
Past 3 0.81 0.60 0.68 
Past 4 0.80 0. 70 0. 77 

Fut 1 0.11 0.51 0. 65 
rut 2 0.17 0.53 0.82 0. 71 0.40 o. 72 0. 76 0.43 0. 75 
rut 3 o. 78 0. 71 o. 65 
rut 4 o. 65 0.56 0. 55 

Mas I 0. 73 0.68 o. 52 
.... 2 0.11 0.51 0.81 0.65 0.38 0. 70 0.52 0.44 0. 75 
.... 3 o. 72 0.57 0. 76 
Mas 4 o.n 0.54 0.81 

Cnu 1 o.n 0.50 0.56 
Unu 2 0. 70 0.50 o. 79 o.n 0.38 0. 71 0.50 o.u 0. 75 
Unu 3 o. 78 0. 75 o. 76 
Unu 4 0. 67 0.58 0.80 

Ten 1 0.86 0.65 0. 78 
Ten 2 o.as 0.67 0.86 0. 71 0.46 o. 72 0.82 0.59 0.81 
Ten 3 o. 74 0.68 0. 70 

QRI 0.87 0.52 o. 74 
QR2 o. 74 0. 65 0.84 0. 77 0.48 0. 73 o. 72 0.54 0. 78 
QR3 o.ao o. 76 0. 75 ..... o. 76 o.5t 0.83 0.64 0.43 o. 72 0.69 0.48 0. 76 

NB : All loadings are statistically significant (Jackknife esti­
mates, p < 01) • 

X&ut : Eco : 
Uno : 
Past : 
Fut 
Mas : 
Unu : 
Ten : 
QR : 

Economic.1ty of t.1me 
Tendency to prefer unorgan.1zed 
tJ.me 
Orientation toward the past 
O.r.1entation toward the future 
Mastery of tlme 
Usefulness of t.1me (UIIuseful} 
Tenacity 
Preference for qu.1ck .return 

in table 3, show that the means (41 for all but 
the two first dimensions and the last one differ 
significantly between the two groups. As an 
average, individua1s in the Arabic speaking 
Tunisian sample tend to be more oriented towarc 
the past and toward the future ; they have less 
control on time and they feel it is less unuse­
ful ; finally, they prefer quicker returns than 
individua1s in the French speaking Tunisiar. 
sample. Also, it appears that the results are 
more homogeneous (lower standard deviation) 
for the Arabic speaking Tunisian sample than for 
the French speaking Tunisian sample. A possible 
explanation could be that for the French 
speaking Tunisian sample, individua1 variabi-
1ity is greater, even though the semantic 
coherence seems better than for the Arabic 
speaking Tunisian sample. On the other hand, the 
Arabic speaking Tunisian sample exhibits a lower 
semantic coherence, but a stronger cu1tura1 
coherence (i.e. a lower individual variabi­
lity). 

Two-group Discriminant Analysis 

Since the previous analysis did show temporal 
differences between the two cultural groups, we 
then performed a two-group discriminant analysis 
in order to differentiate the two Tunisian sub­
samples according to their scores on the eight 
temporal sub-dimensions. The results prove to be 
very satisfactory since 77,5% of the respondents 
are correctly allocated to the cultural group to 
which they belong. Moreover, the analysis also 
identifies a third group whose individuals 
(those not correctly affected) exhibit an ambi­
valent cultural identity. In other words, their 
temporal orientations do not conform to the pat-
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Table 3 Temporal Scales (standardized values) 

DIMENSIONS 
FRENCH 

SPEAKING 
Tunisian 

sample 

Mean• Sdt 

Economic 
time 

-13,0 1,07 

Unorganized -8,4 1,13 
time 

Past 1, 06 
orientation li,' 

Future 1, OS 
orientation 21,0 

Mastery of ''· 5 1, 00 
time 

Time l, 00 
usefulness 37, 3 

Preference 0, 99 
for quick 32, 3 
return 

Tenacity -9,1 1, 08 

dev. 

t test 

Raw jp value) 

(4, 441 1, 58 
(NS) 

(4, 04) 1,01 
(NS) 

(4, 39) 2,01 
(0, 04) 

(4, 90) 3, 59 
{0,00) 

(5, 02) 6,08 
(0, 00) 

(3, 48) 4, 72 
(0, 00) 

(3,931 4,02 
(0, 00) 

{4, 13) 1,10 
(NSJ 

ARABIC 
SPEAKING 
Tunis ian 

sample 

Mean Sdt dev. 

9, 5 o, 94 

6,1 0, 89 

12, 0,94 
0 

21, o, 91 
0 

33, 
7 

0, 86 

27, 0,92 
0 

23, 0,94 

• 
6, 6 o, 94 

Raw 

(4, 94) 

(4, 45} 

(4, 75) 

(5, 23) 

14, 44) 

{3, 78) 

(4, 63) 

(4, 291 

* All values have been multiplied by 100 {for easiness of illus­
tration). 
Statiscally significant differences are indicated in bold. 

terns of the group to which they are supposed to 
belong, but are closer to those of their 
cultural counterpart. 

Cluster and Logistic Regression Analyses 

For the whole sample, a cluster analysis (K­

Means algorithm) was then performed on the eight 
temporal sub-dimensions. The results are dis­
played in table 4. Although we refrained to 
label t~e six time-styles segments we got, one 
can not~ce specificic temporal orientations. For 
instance, segment A bears the strongest econo­
mic orientation, but seems to be always under 
pre~sur~ (no projection toward the past, no 
prOJect~on toward the future and no mastery of 
time). Segment F lies on the opposite side as 
for the economic time and the un-organised time, 
but shares the same pattern that segment A on 
the other dimensions. Segment B appears to 
stand mostly in the present time, whereas seg­
ment C seems to have a rather rational approach 
of time. Finally, segment 11: clearly has a 
strong destiny orientation, whereas segment 0 
has a rather ambiguous attitude toward time : it 
has a strong orientation toward the past and 
toward the future and also a surprising high 
degree of mastery of time associated with an 
even higher degree of time usefulness. Lastly, a 
cross-tabulation (table 5) between these time­
styles segments and the two cultural sub-samples 
shows a clear connection between them. The 
arabic sub-sample is mostly associated with seg­
ments C and D, whereas the french sub-sample is 
mostly associated with segment A. Segments B, E 
and F also exhibit an association with one of 
the cultural sub-groups, but this association is 
not so important than for the previous segments. 
Nonetheless, it seems there is a close connec­
tion between the time-styles segments and the 
two cultural sub-groups. This is further evi­
denced by a logistic regression analysis. 

Hence, due to the nominal nature of our 
variables, we performed a two-group logistic 
regression analysis in order to investigate if 
the time-styles segments were able to predict 
correctly the two sub-cultural groups. Again, we 
obtained a very good prediction (almost 77%) 
showing there is a rather close connection bet-

Tabla 4 Time-styles Seqmenta 

Seq-nt• Econo111ic P111•t Future lta•tecy Tille Quick Tenac>.ty 

'" "- orqanl.•ed of ti01e u•e-

"- fulne•• 

15,5 .,. -139 -100 .,. " " 
20,5 

_., .. -13! <1 
,. -113 

_ .. _, -50 " 
" .. " 50 .. _, .. 

11,5 
_, _, 12 -22 .. ,. _,. 

'·' 
_,. '" " -·· _., 

" . All values have been multiplied by 100 (for easiness of illus-

trat:lon). 

Table 5 CROSS-TABULATION RESULTS (%) 

TIME-STYLE SEGMENTS A B D F 

ARABIC SUB-SAMPLE 19,4 39 10,' •• 73,9 26,3 

FRENCH SUB-SAMPLE 80,' 19,4 l4 26, l 73,7 

ween the time-styles segments and their related 
"operating" culture. Incidentally, one can also 
no~ice, for almost 23% of the respondents, the 
ex~stence of a third group whose individuals 
seem to have an ambivalent cultural identity 
since they do not conform to the "operating" 
cultural background to which they belong. 

Conclusion 

Our temporal scale, initially developed on a 
French sample, fits well with the French spea­
king questionnaires administered to Tunisian 
respondents. The convergent validity criterion 
is satisfied for all the eight sub-dimensions of 
the "time styles" scale. As far as the Arabic 
speaking Tunisian sub-sample is concerned, the 
sca~e, even though it remains valid, fails to 
sat~sfy the convergent validity criteria (i.e. : 
above .50). Moreover, when both sub-samples are 
pooled together, only the first (economicity of 
time) and the seven and eight dimensions (tena­
city and preference for quick return), satisfy 
the test of convergent validity. This result is 
not surpri zing. We tend to be nearer to the 
Muslim-Arabic temporal orientations when ad­
ministering the questionnaire in Arabic. None­
theless, since the overall structure of the 
scale remains unchanged, we can undertake compa­
risons between the two Tunisian sub-samples. Due 
to our convenience sample, replications are 
deemed necessary. However, on a global basis, 
our results deserve the following comments : 

• first of all, whether they use their French 
operating culture or their Arabic operating 
culture, the Tunisians have the same temporal 
orientations with regard to economic/organized 
time and to un-organized time. The same result 
applies to the orientation called tenacity ; 

• on all the remaining dimensions, 
Tunisians exhibit some differences when they are 
interviewed in Arabic, the language of their 
original native culture ; 

• even more interesting, is the ability of the 
scale to discriminate the two Tunisian sub­
samples, since a two-group discriminant analysis 
indicates that 77.5% of the respondents can be 
correctly affected to the cultural group to 
which they belong, according to their scores on 
five of the temporal orientations (i.e. : orien­
tation toward the future and toward the past, 
mastery of time, time usefulness and preference 
for quick return). Moreover, this analysis iden-
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tifies a third group (those who are not correc­
tly affected), which represents people who have 
an ambival.ent cul.tural. identity (i.e. 
their temporal patterns correspond in fact to 
the patterns of their cultural operating 
counterpart) ; 

• besides, the same result arises when the 
analysis is performed at the segment (time­
styles) level. Although there is a fairly good 
prediction (almost 77%) of the "operating" 
culture, the analysis also reveals the exia­
tence of a third group (those not correctly 
affected) whose individuals exhibit the same 
kind of "ambivalent cultural identity". 

Indeed, these results confirm those of Usunier 
(1991) showing the strength of the cultural bor­
rowing of economic time patterns in developing 
countries, where people have imitated cultural 
traits of the West as far as the linear­
separable model of time is concerned. The 
adoption of foreign culture-based attitudes, 
here individual time orientations, is most 
obvious when the language used is the one which 
fits with those cultural attitudes. 
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Effects of Industry Origin and National Origin on the 
Complexity of Alliance Agreements 

Senjit Sengupta, University of Maryland 

Abstract 

The effects of industry origin and national 
origin on the complexity of alliance 
agreements is investigated. Hypotheses are 
formulated and tested with a sample of 598 
domestic and international alliance 
agreements across 5 different industries. 
Results show that cross-industry and 
international alliances are far more complex 
than within-industry and domestic alliances. 
Further, such complex alliances are 
safeguarded against opportunism through the 
judicious use of equity investments. 

Framework and Hypotheses 

A strategic alliance between two or more 
businesses is a form of interorganizational 
cooperation for mutual benefit characterized 
by high levels of commitment on all sides and 
a common strategic objective to gain 
competitive advantage. While businesses are 
forming alliances with increasing frequency, 
it is not clear that these attempts are always 
successful (Grossman 1992). Hence, there is 
a need to further our understanding of this 
phenomenon in order to make alliances work 
better. 

Alliances are differentiated from each other in 
form and function. In legal form, we can 
make a distinction between four types of 
alliances: non-equity, minority equity, joint 
ventures, and consortia (Teece 1990). Non­
equity alliances are cooperative agreements 
between fmns which do not involve the 
purchase of equity stakes by any party in the 
alliance. Minority equity alliances are those in 
which one of the parties purchases a non­
controlling equity stake in one of the partners 
but no separate corporate identity is created 
for the alliance. In a joint ventun:, a separate 
corporate identity is created for the alliance 
and all partners share equity in the venture. 
Consortia are alliances involving larger 
numbers of partners. These are usually 
groups of fmns within an industry which 
decide to cooperate on specific issues such as 
the development of standards or a new 
technology. Consortia may or may not 
involve equity participation by firms. 

In terms of function, alliances could involve 
cooperation along the entire spectrum of 
business activities in the value-added chain 
(Porter 1985), from upstream functions such 
as technology transfer, research and 
development, supply and production to 
downstream functions such as distribution 
and marketing. Complex alliances involving 
multiple functions are also fairly widespread. 
For instance, in 1983, AT&T purchased a 
22% equity stake in Olivetti as part of a 
supply agreement to purchase Olivetti's IBM­
compatible personal computers for the US 

market. In return, Olivetti agreed to market 
AT &Ts PBX communication controllers and 
minicomputers in Europe. The alliance, 
involving supply, marketing and equity, 
lasted six years (Hudson and Colby 1989). 

The two exogenous characteristics of 
alliances considered here are industry origin 
and natioMI origin. Industry origin defines 
whether the partners in the alliance come 
from the same industry group or not. If the 
partners have similar technology or products 
and they compete with each other in domains 
outside the alliance, then they have the same 
industry origin. If the businesses 
participating in the alliance are headquartered 
in the same country, we define them as 
having the same national origin. The unit of 
analysis of interest in this study is the 
Strategic Business Unit (SBU), the 
organizational unit that is responsible for its 
own strategies and profits. This, rather than 
the parent corporation, is the relevant unit for 
deciding on industry origin and national 
origin because decisions on entering alliances 
are usually made at the SBU level. 

A number of scholars have documented that a 
basic motive for formation of strategic 
alliances is to gain access to complementary 
skills and resources. Teece (1986) has argued 
that quasi-integrated modes of governance 
may be used by firms to gain access to 
complementary assets such as manufacturing, 
reputation, marketing and after-sales support 
when commercializing a new technology. 
Harrigan (1985) found that joint ventures 
were more likely to succeed between fmns 
that had complementary resource capabilities 
and strategic missions. Hamel, Doz and 
Prahalad (1989) posit that the most important 
reason firms enter into alliances is to learn 
about those partner capabilities that they 
themselves lack. Thus, complementarity in 
skills, resources or knowledge is a major 
driving force for alliance formation. 

We believe that complementarity in skills, 
resources and knowledge would be higher 
when the partners in an alliance have 
differing industry origins and national 
origins. Businesses from different industry 
groups are likely to be well-versed in the 
unique products, technologies and markets 
that they serve whereas fmns from the same 
industry group are likely to overlap in skills, 
resources and knowledge. The pooling of 
capabilities across industries has created 
some attractive business opportunities. 
Telecommunications and print media 
companies together are offering consumers a 
variety of telephone information services 
(Wall Street Journal 1992). Because the 
complementarity is high among businesses of 
differing industry origin, we hypothesize that 
this will lead to greater functional cooperation 
among such alliance partners. Thus: 
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Hypothesis Hl 

Alliances between businesses from different 
industries are likely to have greater functional 
scope than those from the same industry. 

Harrigan's (1988) data showed that more 
joint ventures were being formed by partners 
of differing national origin after 1975 than 
before. In entering overseas markets the first 
time, it is less risky to distribute products 
through contracts or joint ventures with local 
foreign partners rather than make direct 
investments in distribution. The high cost of 
developing new technologies coupled with 
the need for access to critical global markets 
may be driving the formation of international 
alliances (Blustein and Burgess 1992). Teece 
(1990) observes that technological 
competence has become globally dispersed 
since the end of W odd War II. While 
American firms were dominant across a 
broad number of technologies prior to 1945, 
in the last four decades they have been 
challenged and beaten by European and 
Japanese firms in specific industries (San 
Francisco Chronicle 1988). This global 
dispersion of technological competence leads 
to complementarity of skills, resources and 
knowledge between businesses with differing 
national origins. Therefore, we expect that 
when businesses differ in their national 
origins, they will cooperate in a greater 
number of functional activities. 

Hypothesis H2 

Alliances between businesses from different 
countries are likely to have greater functional 
scope than those from the same country. 

Partners in alliances which have expanded 
functional scope are highly interdependent on 
each other. In an environment characterized 
by specialization among firms and scarcity of 
resources, the condition of interdependence 
gives rise to uncertainty over access to 
resources (Pfeffer and Salancik 1978). Firms 
try to reduce this uncertainty by coming 
closer together. This bonding may be 
accomplished through equity positions, either 
in joint ventures or in one another. Pisano 
and Teece (1989) point out two benefits of 
equity stakes. First, they create incentives for 
the investor not to act opportunistically 
against the investee. This is very necessary in 
alliances with expanded scope which are 
more strategically important to both partners. 
Second, equity stakes provide a direct 
communication channel between the investor 
and investee by providing a seat on the 
investee company's Board of Directors. For 
these reasons, we hypothesize a positive 
relationship between functional scope and 
equity participation in alliances. 

Hypothesis H3 

The greater the functional scope of alliances, 
the '!l?re ~ly they will involve equity 
partlcipauon. 

In order to test hypotheses Hl-H3, we 
formulate the conceptual model shown in 
Figure 1. If the coefficients Yll· YI2 and ~21 
turn out to be positive and significant, we 
have support for our hypotheses. 

FIGURE 1 
FRAMEWORK 

~1 ~2 

~1 =Industry Origin, ~2 =National Origin, 

TJ 1 = Functional Scope, TJ2 = Equity 
Participation. 

Data 

The data collection methodology in this 
study is similar to others that have created 
databases of alliances from leading business 
publications (Ellram 1992; Ghemawat 
Porter, and Rawlinson 1986). Data used ~ 
this study was compiled by researchers at 
Futoro Organizzazione Risorse (F.O.R.) in 
Rome, Italy from alliances that were reported 
in the business press between 1980-1985 and 
has been used in previous unrelated research 
(Pisano and Teece 1989)1. This textual 
database reported alliance activities at the 
level ?f a strategic business unit (SBU) and 
contamed the following information with 
re~ard to the two main partners in each 
alli~c~: the name of the SBU, th~ country in 
which ~t. was headqu~red, and Its industry. 
In addition, the followmg characteristics of 
the agreements were reported: the year in 
which the agreement was entered, the legal 
fo~ of~~ agreement (non-equity, minority 
equity, JOmt venture, consortium) and the 
general motivation or functional areas of 
cooperation in the agreement (technology 
transfer, research and development, supply, 
p~oduction, and distribution/marketing). 
Fmally, there was a brief description of the 

1I thank Gary Pisano for providing the data. 
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collaborative activity. Examples of the raw 
data records are shown below. 

The raw data was screened to eliminate 
records that did not seem to be valid 
alliances. This resulted in a sample of 607 
alliances from a cross-section of different 
industries. The textual data were coded into 
numerical values for the purpose of this 
study. Codes were assigned for each SBU's 
industry and headquarters country. Two 
variables were defmed. Industry Origin 
was coded '0' if both partners belonged to 
the same industry and '1' if they belonged to 
different industries. Similarly, National 
Origin was coded '0' if both partners had 
SBUs headquartered in the same country and 
'1' if SBUs were headquartered in different 
countries. Functional Scope of the alliance 
was defined as the simple sum of the five 
different areas of cooperation outlined in the 
agreement (technology transfer, research and 
development, supply, production, and 
distribution/marketing). The legal form of the 
agreement was used to arrive at a measure of 
equity participation. Equity Participation 
was coded as '1' if the agreement involved 
some equity investment and '0' if it did not 
involve any equity investment by any of the 
parties. Thus, industry origin, national 
origin, and equity participation are 
dichotomous ordinal variables and functional 
scope is a continuous variable. Functional 
Scope has a mean of 1.197, standard 
deviation of .435, minimum value of 1, 
maximum value of 3. After eliminating 
records with missing values on these four 
variables, we were left with 598 records to 
test our hypotheses. 

Results 

The conceptual model in Figure 1 is a 
recursive systems of equations. Since three 
of our variables are ordinal, we used the 
Weighted Least Squares (WLS) estimation 

procedure in LISREL (Joreskog and Sorbom 
1989). Estimation results are presented in 
Table 1. 

P21 

Yll 

Y12 

~11 

~22 

'I'll 

'f/22 

TABLE I 
FIGURE 1 ESTIMATES 

~e' 

.202 (3.85)a 

.166 (3.20)0 

.164 (2.98)0 

1.0 (17.28)a 

1.0 (17.28)a 

.946 (15.05)a 

.959 (15.59)a 

aSlgnificant at p=.0005 
bsignificant at p=.005 

Goodness of Fit: x2 (3)=2.33 (p=.508); 
AGFI=.994; RMSR=.032. 

From Table 1, we see that all estimated 
coefficients have the right sign at robust 
levels of significance, providing support for 
our hypotheses (Hl, H2, H3). The goodness 
of fit indices all provide strong support for 
overall fit of the data with our conceptual 
model in Figure 1. We may, thus, infer that 
when the two fmns in an alliance are from 
different industries, they tend to cooperate in 
a larger number of functional activities. Also, 
international strategic alliances where both 
partners are from different countries result in 
agreements of greater functional scope than 
domestic strategic alliances. In general, 
alliance agreements that have higher 
functional scope have a greater extent of 
equity participation than those lower in 
functional scope. 

Modell provides significant reductions in x2 
over a null model ('1.,2(6)=64.23) but has 

comparable fit to a saturated model ('1.,2(0)=0) 
showing it is an adequate theoretical model 
that fit the data. It provides support for main 
effects of industry origin and national origin 
on functional scope. It would be interesting 
to investigate whether these two exogenous 
variables have an interaction effect on 
functional scope. We cannot add an 
interaction effect variable to Modell because 
the high multicollinearity between the 
interaction term and the original exogenous 
variables causes estimation problems. So we 
formulate a separate model for interaction 
effects as shown in Figure 2. The interaction 
effect variable, Industry Origin x National 
Origin is a simple product of the two 
exogenous variables. As a result of the 
coding scheme, the interaction effect variable 
is '1 ' when the two partners are from 
different industries and different countries 
and '0' otherwise. 
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FIGURE2 
INTERACllON EFFECf 

~1 =Industry Origin x National Origin, Ttl= 
Functional Scope, Tl2 = Equity Participation. 

P21 

'Yll 
I «!!ll 

'I'll 
'1'22 

TABLE2 
FIGURE 2 ESTIMATES 

.It-values) 
.198 (3.78)a 

.241 (4.44)a 

1.0 (17.28)a 

.942 (14.93)a 

.961 (15.65)a 

as1gnificant at p=.0005 
Goodness of Fit: x2 (1)=0.04 (p=.834); 
AGFI=l.O; RMSR=.006. 

The estimate of 111 in Table 2 tells us that the 
interaction effect, Industry Origin x National 
Origin, is significant and positively related to 
functional scope. Further, the significant 
positive P21 tells us that the relationship 
between functional scope and equity 
participation remains unchanged. This means 
that those alliances in which the two partners 
are from different industries and different 
countries involve more functional cooperation 
than others. The graphical representation of 
this is shown below. Mean values of 
functional scope are plotted on the y-axis for 
different conditions of industry origin and 
national origin. 
Functional Scope 

International 

1•1~ 1.32 (n=186) 

------1.14 (n=111) 
1.11 (n=99) Domestic 

Industry Origin 

Same Different 

Table 2 and the figure above clearly show 
that cross-industry and international alliances 
have higher functional scope than other 
alliance agreements. It would be interesting to 
explore what types of functional cooperation 
is involved in these alliances. In Table 3, we 
consider the sub-sample of 55 alliances 
which are both cross-industry and 
international, and involve multiple functional 
activities. We classify these in terms of type 
of functional cooperation. An alliance is 
classified as "Purely technical" if it involved 
either technology transfer or research and 
development or production. Alliances that 
involve distribution or marketing in addition 
to either of the technical functions are 
classified "Technical plus marketing". The 
frequency distribution below shows that 
more of these cross-industry and international 
alliances involve technical plus marketing 
functions (64%) than purely technical 
functions (36% ). They tend to include 
cooperation in both upstream and 
downstream functional areas. This would 
require greater coordination between partners 
making the task of managing such alliances 
more complex. 

Purely technical 20 
~ 
36 

Technical plus 
marketing li M 
Total ~ .lW 

·' .. ~ 
Discussion 

This study suffers frcim the limitations of 
secondary data. Since the data was not 
collected specifically for this study, we have 
only a limited number of variables to work 
with. It is possible that variables have been 
omitted from our conceptual framework that 
may have an impact on the functional scope 
and equity participation of alliances. We hope 
that these omitted variables are uncorrelated 
with industry or national origin so that there 
is no bias in our coefficient estimates. In 
addition, the original press reports of these 
alliances may be biased towards alliances 
between larger firms that are newsworthy. 

Nevertheless, the large sample of alliances 
studied across a broad cross-section of 
industries and the strong empirical results do 
warrant attention to study fmdings at this 
early stage of theory development on 
alliances. The main finding is that 
complementarity between alliance partners (as 
inferred from differing industry and national 
origins) leads to greater functional 
complexity. Further, more complex alliances 
seem to be safeguarded against partner 

· opportunism with closer bonding through 
equity participation. 
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The study findings reinforce those of other 
studies. Pisano and Teece (1989) found that 
when collaborations in the 
telecommuni~ations industry couple 

tec~~~logy wit~ downstream marketing 
actiVIties, there 1s a preference for equity 
based governance over non-equity base 
contracts. While confirming this, the present 
study goes beyond by investigating the 
antecedents of functional scope. It shows that 
differing industry and national origins lead to 
more complex collaborations involving both 

upstream and downstream functions. 

The fmding that international alliances, where 
partners have differing national origins, lead 
to greater functional scope than domestic 
a11iances is an interesting one. One might 

s~r~i~e .that there is greater cultural 
dissimilarity between partners in international 
alliances. This should inhibit communication 
and cooperation (Rogers 1983). While this 
may be happening at the level of individual 
interpersonal relationships, it is clear from 
our findings that at the level of interfirm 
a~ance relationships, the need for globally 
dispersed complementary resources 
outweighs the inhibiting effects of cultural 
dissimilarity and promotes cooperation. 

Managers, therefore, should not fight shy of 
cross-national alliances if resource 
complementarity exists with international 
partn~rs .. Perhaps partner compatibility in 
orgaruzational goals, operating philosophies, 
and management styles is more important 
than similar national origin. Our study also 
suggests that international alliances are 
intrinsically more complex than domestic 
a11iances. Therefore, they need safeguards 

~uch as the j?di~ious use of equity 
mvestments. Eqwty mvestments by the more 
powerful firm in the less powerful partner 
m~y help balance the relationship. Although 
this co~~ not. be tes.ted with the present 
dataset, It IS an mteresting question for future 

research2. 
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Abstract 

The purpose of this paper is twofold. First, it aims to examine the 
organizational and managerial implications of transnational 
strategic alliances (TSAs); and, second, it attempts to identify 
distinct business strategies for the firms of developing countries for 
partnership in transnational alliances. The authors argue that the· 
effectiveness of transnational strategic alliances involving the 
partners of the developing countries will depend on the ability of 
the partners in making appropriate strategic choices and in 
meeting the organizational and managerial requirements of such 
alliances. 

Introduction 

The field of international business, long dominated by the studies 
of multinational corporations (MNCs), is now characterized by 
rapid growth of transnational strategic alliances (TSAs). The 
phenomenal rise in the number of TSAs has frequently been 
accompanied by the development of a network organizational 
structure. Network structure has facilitated the formation of 
alliances among many autonomous partners from different 
countries to exploit their strengths in accomplishing common 
objectives. Effective management of TSAs and their network 
organizations require a new array of managerial characteristics. 

The TSAs, mostly formed by the American, European, and 
Japanese corporations during the 1980s, have more recently been 
joined by the corporations of the newly industrialized and 
developing countries. The recent collapse of the Soviet Union, the 

opening of the economies of the ex-Soviet republics, Eastern 
Europe, Central Asia, and China to the world trade, and the 
growing role of the developing countries in international business 
have made the companies of the developing countries significant 
partners in TSAs. Nevertheless, lack of knowledge and experience 
of the partners from developing countries concerning their 
strengths and weaknesses and alternative strategic choices have 
frequently caused frustrations and failures. 

The purpose of this study is to develop a business strategy matrix, 
using Porter's generic competitive strategies, for the partners of 
TSAs and to identify alternative business strategies available to the 
partners of developing countries. The study has a manufacturing 
bias and does not attempt to develop generic strategies for all types 
of transnational alliances. It is the contention of the authors in 
this paper that the importance of the role played by the partners 
in developing countries of TSAs will continue to increase and that 
the success of such alliances will depend, to a large extent, <>n the 
ability of the developing country partners to make the appropriate 
strategic choices and meet the organizational and managerial 
requirements of such alliances and network organizations. 

After a brief discussion of the different dimensions of TSAs, the 
paper explores the interrelations of network organizations and 
strategic alliances. This discussion is followed by the description 
of the business strategy matrix and a discussion of the recom• 
mended strategic choices for the partners in the developing 
countries. The last section of the paper examines the managerial 
requirements for the implementation of the recommended 
strategies by the developing country partners. 

Strategic Alliance as an 
International Business Strategy 

Since the early years of the 1980s, under the ever increasing 
pressures of international competition, many companies of the 
Triad (North America, Europe and the Pacific Rim) have formed 
transnational alliances to augment their competitive advantages. 
Many MNCs have been compelled by the forces of international 
business environment to cooperate and share resources toward 
development of new technologies, new products and new markets, 

and achievement of economies of scale and synergy. The old 
forms of multinational operations are steadily being replaced by 
the new modes of global cooperative arrangements. Today, 
forming strategic alliances is one of the most popular international 
competitive strategies as they outnumber fully owned foreign 
subsidiaries (Gugler 1992). 

TSAs are international cooperative arrangements, partnerships, or 
business ventures between two or more partners (corporations, 
firms or individuals), usually headquartered in different countries, 
to attain common strategic objectives (Harrigan 1988; Narod 
1988). Although they have appeared in many forms (Contractor 
and Lorange 1988), joint ventures, consortia, and licensing 
agreements are the most popular forms of TSAs. Joint ventures 
have mostly been created to share development and production 
costs, distribute products, penetrate new markets, and/or develop 
n~w technology (Lei 1989). The cost considerations have gradually 
stimulated groups of firms to form consortia for undertaking large 
production and technology projects. The licensing agreements 
usually serve the purpose of profitable sales through the diffusion 
of technology (Lei & Slocum 1991). 

In forming TSAs, a great deal of attention is given to comple· 
mentary strengths, compatible strategies, and a strategic fit 
(Harrigan 1988). They are formed to achieve a variety of strategic 
objectives. The most common objectives are risk reduction, 
economies of scale, rationalization, technology exchange, coopting 
or blocking competition, overcoming government mandated trade 
or investment barriers, facilitating initial international expansion 
of inexperienced firms, and access to materials, technology, labor, 
capital, regulatory permits, distribution channels, benefits from 

brand recognition, establishing links with major buyers and 
drawing on existing fixed market establishment (Contractor 1986). 

Although most of the TSAs have been formed among the 
companies of the Triad countries, a significant and growing 
number of the partners in such alliances are the smaller and less 
competitive local firms in the developing countries. During the last 
several years, the world has witnessed numerous joint ventures, 
licensing agreements, management contracts, countertrade 
agreements and other forms of cooperative arrangements involving 
the companies, enterprises, and/or the governments of many 
developing countries (Teagarden & Von Glinow 1990; Oman 
1988; Dymsza 1988; l.ecraw 1988). 

Network Organization 

The competitive pressures of international markets have also 
created a new form of organization to accommodate the needs of 
TSAs. Such needs of international markets as rapid response, 
continuous innovation, and ready cooperation have made the 
traditional organizational forms obsolete. The vertically integrated, 
hierarchical and centralized organizational structures, short of 
meeting the needs of dynamic environments of TSAs, have come 
to be replaced by "network organizations" (Merrifield 1992). 

Network organization, also called "hollow organization," "virtual 
corporation," "borderless or boundryless organization," 
"value-added organization," and "stateless organization," is a 
relatively small, vertically disaggregated, less costly, more focused, 
lean and horizontal structure with greater ambiguity, flexibility, 
adaptability, and agility. Network organization is characterized by 
a free flow of resources among many companies across the 
national boundaries, driven by the market forces (Snow, Miles & 
Coleman 1992; Morita 1986; BusinessWeek 1986 and 1993). 

Network organization is a temporary alliance of partner companies 
that ·contribute their strengths, share costs, skills, and other 
resources in taking advantage of global opportunities. The synergy 
of their strengths enables them to achieve "excellence" in their 
worldwide activities. The partners in network organizations share 
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a sense of "co-destiny," and need to depend on and trust one 
another more than ever before (BusinessWeek 1993). Network 
organizations can be viewed as "global heterarchies" with many 
centers of different kinds located in many countries around the 
world (Hedlung & Rolander 1990). The employees are mosdy the 
subcontractors, partners, work teams, or task forces. They work 
and act on their own and are loosely connected. Firms and 
individuals may join or leave the network on a permanent or 
temporary basis. The autonomy of the partners entides them to 
develop and maintain their unique cultures without being 
oppressed by the headquarters. 

Networking is a corollary of strategic alliances. In fact, the terms 
"networking" and "strategic alliances" are sometimes used inter• 
changeably. For example, Thorelli (1990) defines the term 
"networks" as "arrangements promoting long-term strategic 
cooperation • (p. 7 3). The effectiveness of strategic alliances 
depends, to a large extent, on their ability to develop and utilize 
network organizational structures. 

Business Strategies for Partnership 
in Strategic Alliances 

Using Porter's generic competitive strategies, we have developed 
the following business strategy matrix to identify the possible 
strategic choices available to the partners of both the developed 
and developing countries. One of the dimensions of the business 
strategy matrix identifies the four strategic choices for the partners 
of the Triad countries while the other does the same thing for the 
partners from developing countries. The four strategic choices are: 
(1) cost leadership, (2) differentiation, (3) focus strategies (cost 
focus and focused differentiation), and (4) stuck in the middle 
(Table 1). 

Business Strategies for Developing Country Partners 

1. When both potential partners are successful cost leaders, 
networking may improve value creation especially if it results in 
market expansion for both partners. Developing country partner 
(DCP) will be better served if it negotiates to be on equal footing 
with the Triad country partner (TCP) for the former too has 
distinctive competencies that can provide valuable synergies. 
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TABLE I 

BUSINESS STRATEGIES FOR PARTNERSHIP IN STRATEGIC 
ALUANCES 

TRIAD COUNTRY 

Cost Diffcren .. Foc:user Stuck in 
Leoder tiatior the Middle 

Coot I. Equal 5. Avoid 9.a. Eq. Part. 13. Senior 
Leoder Partner 9.b. LF.O.P. Partner 

Diffcrcn .. 2. Junior 6. Look 10. Equal 14. Senior 
tiati.or Partner for Oth. Partner Partner 

Partners 

Focuser 3. Equal 7. Equal II. No Poten• 15. Avoid 
Partner Partner tial SvneriN 

Stuck in 4. Captive 8. Captive 12. lndeter· 16. Avoid 
the Mid· Company Company minant 
die 

Typically, DCP has lower labor costs and quite possibly lower raw 
material and property costs that may lead to considerable savings 
downstream in the value chain. These cost reduction potentials are 
highly valued by TCPs and the DCPs will do well if they trade 
them for TCP's process technology knowhow and seek to become 
equal partners in the network. Recommended networking 
arrangements should include production sharing for expansion 
into third country markets. Such expansion is likely to increase 
capacity utilization for both partners, thus further reducing the cost 
of goods sold while boosting the sales revenues and profitability. 
To the extent that DCP can facilitate TCP to develop markets that 
are until now not served by the TCP and thus avoid competition 
in both partners' home market may enable the network to practice 
price discrimination to increase the contribution margin even 
further. This enabling capacity is another base on which the DCP 
can insist on equal partnership. Obviously, the DCP's power to 
negotiate equal sharing of network profits will depend on its ability 
to keep its costs down not in terms of the domestic market but in 
global competitive terms. 

2. When the DCP's distinctive competence is to identify several 
market segments and to serve them with differentiated products, 
the primary reason that a TCP may be attracted to a networking 
arrangement is the DCP's superior knowledge of these markets 
and its natural affinity to do business in its home environment. 
Such DCPs do not typically have significant cost advantages 
because of high product development costs compounded by higher 
costs of shorter manufacturing runs and heavy investments in 
marketing. They can only add value to a- TCP to the extent that 
TCP can sell its products in the DCP's existing home market 
segments and if DCP can help TCP enter new markets in DCP's 
home front. If some of the existing markets of the DCP may be 
served by the current product line of the TCP, the DCP may 
relinquish these segments and concentrate on the others. This 
partnership creates additional value for both network members 
because first, the DP can expand its market without incurring 
market and product development costs. Second, the TCP is likely 
to enjoy positive market receptivity because of the high prestige 
and status attributed to the origin of its products. This receptivity 
will obviously be increased by the absence of a strong competitor 
(DCP) with whom the TCP would have had to compete if there 
were no network arrangements. Second, the DCP may gain from 
being a junior partner if it can facilitate import to the host country 
and access to the distribution chains. To the extent that DCP can 
provide access to markets by being an "agent" or a "representative" 
of the TCP, the profit margins, when shared by the partners, 
could be lucrative indeed. Often the low cost structure of the TCP 
becomes the key asset of the partnership because the markets in 
developing countries may not be able to bear the high prices of 
the fancy products that a differentiator charges. It should also be 
noted here that the DCP may gain very valuable knowledge in cost 
containment from the TCP especially in manufacturing and 
process technology. 

3. If a focuser in a developing country has concentrated in one or 
few market segments and developed adequate brand loyalty, it 
charges premium prices. It is likely that such focuser is relatively 
uncontested in its market either because it may be too cosdy for 
the domestic firms to enter them or because its markets may be 
protected from foreign competition by government policies of 
import substitution and "infant industry" arguments. Hence, often 
a focuser may be enjoying "natural monopoly" advantages that 
usually include uncontested premium prices for technologically 
second-rate products without having to incur substantial marketing 
costs to hold and maintain its marker share. The primary 
uncertainty for a focuser in a developing country, then, is the 
duration of time that it will be able to protect its market from the 
low-cost producers in the Triad countries. Such a "niche player" 
may adopt a pro-active strategy and seek an equal partnership 
status in a network arrangement with a low cost producer from a 
developed economy. This strategy may be advisable especially in 
the light of the fact that the governments developing countries are 
becoming increasingly disenchanted by the protectionist policies 
that insulated domestic companies from global competition. 
Sensing this potential threat, a recommended strategy for a focuser 
is to offer its virtual monopoly position, established brand loyalty, 
knowledge of the market and logistical advantages for an equal 
partnership with a low-cost TCP whose product line is suitable for 
the markets of the focuser. For the cost leader TCP this represents 
an opportunity to spread product development and other fixed 
costs over a larger sales volume and, additionally, a chance to 
increase economies of scale. The net effect for the low-cost TCP 
would be further reduction in unit costs and enlarged sales 
volume. Marginal profits of such an expansion are likely to be 
highly positive. The DCP focuser protects its markets, quite 
paradoxically, by offering it to a low cost TCP in a way controlled 
largely by the DCP. The prestige and status attributed to the 
TCP's products may help increase prices in the DCP's markets 
and also may help the DCP learn some core value creation 
technologies in efficient manufacturing and cost reduction. 

It should be noted here that the size of the focuser's markets is 
the key to the bargaining power of the DCP. A low cost TCP will 
only be interested in this partnership if reductions in per unit cost 
obtained by entry into a foreign market exceed the costs of such 
an expansion. Given the risks of operating in developing coun· 
tries, a TCP would only be enticed by solid prospects of substan• 
rial sales growth. To the extent that the DCP focuser can absorb 
this key uncertainty for the TCP, the DCP should bargain for an 
equal partnership. 

4. An DCP that has not developed a distinctive competence does 
not have much to offer to a cost leader TCP. It is unlikely that 
such a DCP has any substantial competitive advantage in value 
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creation activities either downstream or upstream. It has no clear 
and sustainable strengths in manufacturing or marketing. The best 
that such a DCP can hope for in a network with a low cost DCP 
is to be able to offer low cost supplies, including labor, to the 
TCP at TCP's specifications. In such an arrangement the TCP 
dictates the terms of agreement in quality, price, product specifica• 
tions, delivery schedules, and the like. The DCP' s ability to 
remain in the network is contingent on its capability in delivering 
the terms of the agreement in a dependable fashion. 

The DCP's negotiation strategy should be focused on securing the 
longest possible supply contract from the TCP. After all, the only 
real motivation that DCP has for this partnership is to reduce the 
uncertainty in its demand by having a long term buyer. A long 
term supplier relationship may protect the DCP from its competi· 
tors in the short run and may buy the time it needs to develop 
sustainable competitive advantages. Actually, although the DCP 
gives up all of its strategic management prerogatives, it may end 
developing a competence for low cost manufacturing of supplies, 
parts or subassemblies. It is worth noting here that the DCP's 
environmental scanning should definitely include the competitive 
moves by likely rival suppliers and the technological advances that 
may make its supplies obsolete. Failure to detect these usually 
leads to the breakdown of the "captive company" strategy pursued 
by a DCP with no distinctive competencies. 

5. Generally speaking, the DCPs that have been successful cost 
leaders are ill advised to seek network partnership relations with 
differentiators from developed countries. The culture clash of these 
two modes of creating competitive advantage will make it too 
problematic to generate synergies for the network. It is highly 
likely that the DCP's market will be unable to bear the premium 
prices that the differentiator TCP has to charge to cover its 
product differentiation and market development costs. 

The only possible condition under which it may be advisable for 
a low cost DCP to consider a partnership with a TCP is when the 
products of the DCP are either at the end of the maturity stage or 
at the beginning of the decline stage. This condition calls for 
development of next generation of products for DCP. TCP's 
success in product development may be highly instrumental at this 
stage for DCP to avoid heavy investments in product and process 
design if the DCP can entice the TCP into a limited term licensing 
agreement to sell the TCP's products with minimal involvement 
in their production. Once the DCP acquires the basic technology 
of the TCP, then it can invent around the product, possibly 
utilizing the well-known methods of reverse engineering. DP would 
only be involved in this network arrangement and leave its 
know-how relatively unprotected if its product is itself approaching 
the decline stage and if it desperately needs market expansion to 
implement harvesting strategies for recouping as much of the 
heavy initial investments as possible. 

6. There is no forceful reason for successful differentiation in 
developing countries to team up with similar companies in the 
Triad countries. Both have been successful in differentiating their 
products to serve their target market segments. Both have 
developed brand loyalty based on continual customer satisfaction 
enough to charge premium prices. Moreover, the differentiator 
TCP's prices may just be too high in the market segments that 
DCP is serving. However, there may be market segments that both 
the TCP and the DCP may not be present in their respective 
industries. If the DCP can begin to expand into these hitherto 
neglected market segments with products of the TCP, it has a 
chance to improve its profitability with additional sales growth. 
Similarly, if the TCP can grow horizontally into niches that it did 
not have a presence in via a partnership with a DCP that 
possesses strengths in these markets, it too can increase market 
shares. Since the TCP will not be incurring product development 
expenditures, it stands a good chance to gain market entry at a 
lower cost. 

A recommended strategy for a differentiator DCP under the "mix 
and match • conditions discussed above is countertrade. Relatively 
simple forms of countertrade, such as counter purchase or plain 
barter, would serve the purpose of horizontal growth. These forms 
of networking would provide the means of required transfer of 
goods and maintain the arms length relationship that both 
partners need. 

7. Two different strategies must be considered by a focuser DCP 
involving in an alliance with a differentiator TCP. The first one is 
to substitute the DCP' s product with that of the TCP if an exact 
product·market match is evident. The objective for the DCP is to 

take adva.ntage of the superior product features, higher prestige, 
and poss1bly snob appeal of the TCP's product. This improve• 
ment in the perceived product quality and status may be just what 
the DCP may need to consolidate its hold in a market segment 
and become a natural monopoly by virtue of its partner's product 
strength. DCP can also obtain some indirect advertising and 
promotion benefits from the TCP' s typically sophisticated market• 
ing programs if such are readily accessible in the DCP's home 
country media. 

The TCP, on the other hand, gains access to another market 
without much marketing and development costs, and therefore 
may take advantage of increased economies of scale while riding 
down on ~e learning curve. Since this is an equal exchange, equal 
partnership should be sought by the DCP in a loose franchising 
or licensing arrangement. 

The second possibility for the focuser DCP is to sell off to the 
differentiator TCP and remain in the management of the wholly 
owned subsidiary of the TCP with a long-term management 
contract. The TCP may be motivated for such an agreement 
because it expands its market without having to protect its 
intellectual property investment embedded in the product while 
enjoying the local expertise with a successful track record in a 
foreign country. Since the product•market match is already 
established, the DCP's production facilities may be utilized with 
minor modifications, reducing the initial investment to the 
purchase price of DCP. The DCP owners become the managers 
of the wholly owned subsidiary of the TCP, but with the proceeds 
of the sale of DCP they may now proceed to make other invest• 
ments. 

8. This is essentially the same as the cell number 4. A captive 
company strategy is about the only option available to the DCP 
that is stuck in the middle. The alliance may be beneficial for the 
DCP if it provides reasonably assured sales revenues for at least 
few years. The DCP is naturally best served if it makes a sustained 
effort to change the nature of the partnership by building a 
distinctive advantage over the course of the time that the TCP 
provides sales guarantees. The DCP's partnership with a 
differentiator TCP gives it an advantage in its home market that 
other firms may not have. The DCP's strategy of choice, then, 
may be to put this distinction to use while attempting to develop 
a competitive advantage. The differentiator DP typically contains 
strengths in areas of product development and marketing. If the 
TCP makes a concerted effort to learn from its partner some of 
their skills in these areas it can grow out of its current disadvan· 
taged position. Since the tangible strengths are usually easier to 
emu~te, the DCP may first attempt to learn the TCP's superior 
techmques of product and process design as well as materials 
handling and actual manufacturing processes. The more down 
stream value creation activities, such as market segmentation, may 
be attempted later. 

9. A DCP that has been able to serve a large market with a 
standard product that it produces at a low cost and sells with a 
respectable margin does not need a partnership with a focuser 
TCP if the latter's strengths are the same as the former's. 
Therefore, this partnership is not likely to create additional value 
for either party and should be avoided. 

But if the TCP is a high quality, high price and high cost focuser, 
then, there is the distinct opportunity for the DCP to engage in a 
sourcing agreement with the TCP, especially if a product/market 
match in the developed country market may be developed without 
prohibitive expenditures by the DCP. This is an excellent tactic for 
the focuser to protect its market by being able to withstand the 
pressures from the low cost producer in the developed country. 
These pressures usually take the form of head on price competi· 
tion and the high cost-high price focuser is normally quite 
~lnerable. By teaming up with a low cost producer in a develop­
~ng country the TCP may be much better prepared for a price war 
1f one breaks out and/or improve its profit margins if not 
competed in its market. 

The DCP in this network arrangement is in a rather strong 
position to bargain for favorable terms in the sourcing agreement. 
It should use this relationship to get a foothold in a market of a 
developed country, to learn the distinctive features of that market 
while being cushioned by the brand loyalty already developed by 
the focuser TCP. Expansion in a new market rather effortlessly 
may help the DCP to reduce its unit costs even lower with 
increased . economies of scale. Concurrent with this advantage, 
however, 1s the chance for the DCP to use its indirect entry to the 
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new market to look for opportunities to begin its own operations 
in this high value added market. This new phase of international 
expansion may be attempted with the TCP in the original alliance 
if the TCP intends horizontal growth or the DCP may attempt this 
global expansion move on its own. 

This partnership is recommendable only if the cost leader's 
product can be upgraded to meet the requirements in the focuser' s 
market. Since the customers in this market are typically accus· 
tomed to be serviced with product that are fashioned after their 
needs, the DCP's product(s) may have to be modified and/or 
improved to the TCP's specifications. The cost of such alterations 
may be prohibitive in the light of the fact that the DCP's competi· 
tive advantage rests on its ability to keep the costs down. A 
careless DCP may be lured into this partnership and may be asked 
to travel down the risky road to "being stuck in the middle" in its 
quest to expand internationally in a strategic alliance network with 
a focuser. 

10. A successful differentiator in a developing country would 
normally be not interested in an alliance with a focuser TCP if the 
latter is a low cost niche operator. It may only be interested in a 
partnership with a focuser TCP under the following three 
conditions. First, one of the market niches of the differentiator 
DCP must be quite similar to that of the focuser. Second, the 
DCP should have a significant comparative advantage over the 
focuser in at least one aspect of the main value creation activities 
(i.e., low labor or raw material costs in manufacturing). Third, the 
focuser should be operating at the high end of the market. When 
these conditions are met, the differentiator DCP, resting on its 
ability to offer the focuser' s product in the latter's market at a 
lower cost, can demand to be an equal partner. Furthermore, the 
DCP may insist on obtaining an equity position in the focuser to 
consolidate its foothold in the market in a developed country. 
Since, the differentiator DCP is likely to be a bigger company than 
the focuser TCP, thi• is within the realm of possibilities although 
the DCP may not readily visualize it so. 

11 and 12. There are no distinguishable advantages in these 
network arrangements for a firm in a developing country to 
develop a strategic alliance with a focuser in a developed country. 

13. A cost leader firm in a developing country should only 
consider a strategic alliance with a firm in a developed country that 
has no strengths in any of the links in the value chain if the latter 
either has distinctive resources or distinctive capacities. In cases 
where the potential TCP does not command an advantageous 
resource position (i.e., cheap financing, proprietary technology, 
etc.) or do~s not have a management process to utilize the existing 
resources (I.e., state of the art production process design or online 
communication-control system) the TCP does not bring much to 
the partnership and should be avoided by the DCP. But if the 
TCP contai~s. a key resource, such as discretionary funds, or a 
~nncal capability, such as sophisticated marketing techniques, and 
If these are the complementary factors that a DCP needs for its 
inter~ational expansion, then, an alliance may be mutually 
benefiaal. The low cost production capacity of the DCP may be 
just th~. missing _piece in the puzzle for the TCP to develop a 
compennve edge m Its markets. The DCP should be sensitized to 
this possibility and be ready to assume the senior partner's role in 
the alliance. The DCP may insist on utilizing more of its existing 
capaaty and even plant expansion (to be financed by the TCP) to 
shift production more toward its own facilities where it can keep 
the costs down; and request the TCP to bolster its downstream 
skills. 

The potential for this partnership may not be evident initially 
because the TCP is competitively nondescript. The benefits to the 
TCP are more apparent than those to the DCP. However, when 
such partners bring complementary resources and capabilities 
together, the synergy may create more value than either firm may 
be_ a?le to generate alone. This, after all, is the underlying 
pnnciple of the network organizations. 

This partnership may strengthen its hard currency position and 
smooth out the wrinkles typical in the developing countries to 
keep ?'e flow of foreign currency for procurement of imported 
matenals, eqUipment, technology and the like. It also gives the 
DCP an opportunity to test itself in a higher value-added and 
higher price market. The TCP would absorb some of the risks for 
the DCP' s entry to th~ market in the developed country where 
such nsks may be formidable for the DCP if it went solo. 

14. A successful differentiator does not need an alliance with a 

firm in a developed country if the latter does not have a distinctive 
competence especially in upstream value creation activities. There 
is obviously very little synergystic surplus to be created (particularly 
for DCP) in combining marketing, advertising, distribution 
strengths. There is even less reason for such an alliance from the 
perspective of the LOP if it already has successful experiences in 
the foreign markets. Contrarily, if the TCP has developed some 
competitive advantages in areas such as research and development, 
process design, flexible manufacturing, project engineering and the 
like, and if it has technologically more advanced products that are 
compatible in the wide range of the markets that the DCP serve•, 
it may payoff for the DCP to seriously consider an alliance with 
such a TCP who may have diluted its competencies in the 
implementation of an unwise strategy (typically horizontal growth 
into unrelated industries). 

This arrangement usually involves exchange of technology, product 
know-how, and advanced production engineering skills for entry 
into markets hitherto not served by the TCP and facilitation in 
these new markets by the DCP' s superior marketing skills. For the 
TCP this represents an opportunity to spread the sunk costs, lower 
the risks in an uncertain market and benefit from scale economies 
while increasing its sales revenues. The DCP' s gains are access to 
new technologies, more sophisticated products, high prestige brand 
names without incurring R & D, product development, and 
technology transfer costs. It may be advisable for the DCPs to seek 
such partners because this is a very convenient way, for the TCP, 
of becoming a cost leader or a differentiator if it can expand its 
sales volume significandy in markets where competitive rivalry is 
drastically lowered by the DCP. When this is the case, the TCP 
will be less demanding of the control of the patenting and 
technology ownership regime and of restrictive and exclusive 
clauses in the partnership agreements to protect its know-how. 
This is just the kind of arrangement that is sought by DCP and 
one that would be virtually impossible to secure from a successful 
cost-leader or a differentiator from a developed country who would 
insist on having the upperhand in the control of the alliance 
relations and operations. 

Such TCPs offer the DCP an opportunity to combine comple· 
mentary but non-similar strengths in this alliance and move to its 
next generation of products with a chance to become a world 
class competitor. 

15 & 16. There are very little expected benefits to be gained by 
the DCP in these international collaboranve network arrange• 
ments. 

Management Requirements for Implementation 

TSAs have emer~ed as a response to the challenges of a complex 
mtern_an~nal busmess environment. As pointed out earlier, the 
orgamzanonal and managerial requirements of TSAs are substan• 
tially different than those of traditional MNCs (Niederkofler 
1991). The managerial requirements of the partner firms in 
strategic alliances depend, to a large extent, on three factors: (1) 
organizational characteristics, (2) partner status (core partner, 
contractual partner, or marginal partner), and (3) the type of 
b';lsmess strategy adopted by the partner (cost leadership, differenti• 
anon, cost focus, focused differentiation, or stuck in the middle). 

The organizational requirements of TSAs and the characteristics 
of the emerging network organizations have already been dis· 
cussed. TSAs and network structures, in turn, require the 
following managerial skills (Austin 1990): 

1. Environmental scanning and analysis: The managers of partner 
firms in international strategic alliances should develop the 
necessary skills to scan and analyze the environmental opportuni· 
ties and threats. They need to develop a familiarity with the 
socio-cultural, economic, legal-political, and technological environ· 
ments of their alliances and be sensitive to changes and trends in 
such environments (Austin 1990). 

2. Managing discontinuous change: The managers of interna• 
tio~al strategic alliances need to function in a rapidly changing 
environment where the nature of change is different than ever 
before. As Handy (1990) competendy describes, for international 
strategic alliances change does not follow a certain pattern; it is 
discontinuous. It is a brand new situation to deal with. Each 
alliance is a unique experience for all the partners. Discontinuous 
change in network relationships and in governmental regulations, 
policies and practices is the norm. The managers are expected to 
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predict and understand, and develop new strategies to deal with 
them. Under such change, contingency planning, strategic 
flexibility, and operational speed become critical managerial skills. 

3. Political Sensit:vity: International strategic alliances involve 
many countries and their governments. In most of the developing 
countries, the governments have greater influence on the econo• 
mies of their countries than their counterparts in the industrialized 
countries. The managers of strategic alliances in these countries 
need to know the key government and political figures, their goals 
and interests, and the basis of their power. Development of 
appropriate strategies and successful negotiations depends on their 
sensitivity to their political environments. 

4. Risk taking and entrepreneurship: High uncertainties involved 
in international strategic alliances require creative and innovative 
managers with a vision, initiative, and risk taking ability who may 
turn the uncertainties into opportunities. 

5. Cultural sensitivity: Traditionally, the cultures of subsidiaries 
have been heavily shaped by the norms and values of the parent 
MNC companies. The corporate culture of the home country has 
been considered superior to all others and frequendy infused in all 
business relationships. In the network of international strategic 
alliances, however, no one culture is considered to be superior to 
others. Since the partners have a great deal of autonomy, they 
tend to maintain their organizational cultures, to the extent that it 
is functional (Laurent 1986). Therefore, mutual respect and 
sensitivity to the cultural characteristics of the partners are 
essential. Moreover, the effectiveness and duration of strategic 
alliances may be enhanced if the managers make use of the 
opportunities to combine the different cultures in complementary 
ways for creating cross<ttltural synergies (Austin 1990; Adler & 
Bartholomew 1992). 

6. Global orientation: Since international strategic alliances are 
formed to make use of the global opportunities and cross over 
many national boundaries, it is important for the managers of the 
partners to have global orientations. Understanding worldwide 
business environment from a global perspective, global thinking 
and a sound understanding of the implications of their alliances 
for worldwide operations are essential for their effectiveness (Adler 
& Bartholomew 1992). 

A second factor that may determine the managerial requirements 
of partner firms in international strategic alliances is the organiza· 
tiona! status of the partner. Following the discussion by Handy 
(1990), we can identify the status of the partners in strategic 
allian.ces as (1) core partner, (2) contractual partner, and (3) 
margtnal partner. Core partners are the major players (parent 
companies, sponsors, equity owners), contractual partners are the 
subcontractors, and the marginal partners are part-timers and 
temporary network nodes. 

The managerial skills and requirements listed above mosdy apply 
to core partners. The organizational efficiency and effectiveness of 
a core partner in the network depend, to a large extent, on the 
specific skills and capabilities of a small permanent workforce. The 
managers of such organizations need to be generalists with a keen 
awareness and sensitivity for cultural differences. They will need 
to have exceptional strategic management skills to foresee the 
future developments, coordinate, negotiate, and resolve network 
conflicts. The role to be played by the managers of international 
strategic alliances will essentially be one of a boundary spanner 
(Snow, Miles & Coleman 1992). 

The dominant organizational form of contractual business 
operations and marginal partners in developing countries, on the 
other hand, has traditionally been quite rigid, authoritarian, 
top-down, and bureaucratic. These characteristics are quite contrary 
to the requirements of network organizations. The managers of the 
subcontracting firms in developing countries have been trained to 
manage the traditional, hierarchical, and bureaucratic forms of 
organizations. They are often not fully prepared to meet such 
requirements of international business environments surrounding 
transnational strategic alliances as speed, flexibility, change and 
innovation (Schaan & Beamish 1988). Unless trained and 
reoriented, these managers may negatively affect the success of 
international alliances. 

The third major determinant of managerial requirements for 
international strategic alliances is the type of business strategy 
adopted by the partners. As argued by Porter (1980), the partners 
who adopt differentiation and focused differentiation will need to 

emphasize such managerial skills as creativity, innovation 
flexibility, and integration. They are more oriented toward 
marketing, research, quality, product engineering and technologi· 
cal leadership. They are goal-oriented. ' 

The managers of the partner firms who have adopted cost 
leadership and cost focus strategies, on the other hand are 
lowo<:<>st and efficiency oriented. Process engineering skills, de~iled 
budget and control reports, dose supervision of labor, and less 
flexible organizational structure, design for ease of manufacturing, 
and low-cost distribution are emphasized. 

It is, therefore, obvious that most of the managerial characteristics 
and requirements listed above would apply more to the managers 
of the partners with differentiation strategies and less to the 
managers of the partners with cost leadership strategies. 

As can be seen, the managerial requirements of the partners in 
htternational strategic alliances are contingent upon many condi· 
nons or factors. Although some broad generalizations can be 
made, there is no one best set of managerial characteristics. The 
development of international strategic alliances is a relatively new 
phenomenon and cannot be fully explained by such traditional 
categoriz~tions ~s ethnocentric, polycentric, regiocentric, and 
geocentnc (Dowhng &. Schuler 1990). At best, it is contrary to the 
ethnocentric management approach, but is a combination of the 
remain!ng three because of the rejection of a central authority over 
the entire network, autonomy of the partners, and preservation of 
their cultures. 

Recapitulation 

In this paper, we presented arguments to demonstrate the 
con:tention .that there are several distincdy different strategic 
options avatlable to the firms in developing countries as they 
consider taking part in the strategic alliances with partners in 
developed countries. The appropriateness of any one option is 
shown to depend on the generic business strategies that have been 
adopted by the partners prior to the formation of the alliance. 
Additionally and contrary to some current thought, we presented 
an argument that the managerial skill requirements in the 
developing countries for successful network partnership is 
contingent on the business strategy adopted as well as the 
organizational status of the partner firm. 

The assertions contained in this presentation are driven from the 
recent literature on the strategic alliances and combined with the 
distillations of the authors' experiences in the organizations of the 
developing countries. As such, they should be viewed as tentative 
exploratory hypotheses posited to direct research efforts where such 
ate badly needed in these formative years of the theory in strategic 
management of transnational alliances. 
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Abstract 

The nature of the impact of Country-of-Origin 
(CO) on purchase behavior is far from clear. A 
theoretical structure of the relationships 
underlying co effects is tested using LISREL and 
the generalizability of the findings are assessed 
across respondents belonging to two different 
cultural groups (US-born and Greece- born) 
residing in the us. Responses provided by us­
born respondent& appear to fit the a priori 
theoretical model more closely than those 
provided by Greece-born respondents. The 
complexity of the acculturation process of 
Greece-born respondents is offered as the likely 
reason for this inter-group difference. 

Introduction and Purpose 

The country-of-origin construct has been a 
gradually evolving construct which was conceived 
from the idea that people attach stereotypical 
"made-in" perceptions to products from specific 
countries and that these perceptions influence 
purchase and consumption behaviors in multi­
national markets (Nagashima 1977; Lillis and 
Narayana 1974). A single "made-in" indicant of 
country-of-origin, serving as an extrinsic cue 
(Thorelli, Lin, and Ye 1989), led to the 
hypothesis that all factors impinging on the 
marketing environment had a potential of 
impacting consumption behavior. A plethora of 
empirical studies determined that several 
environmental factors had negligible to minimal 
effect on product perceptions leading to the 
current theory on the determinants of country 
image. In recent years, theoretically and 
methodologically demanding country image studies 
(for excellent reviews, refer to: Hong and Wyer 
19'89; Baughn and Yaprak 1991; and Ozsomer and 
cavusgil 1991), have been aiding in conclusively 
identifying the precise nature of the impact of 
country-of-origin (CO) effects in influencing 
purchase behavior (elaborated later in the 
Country-of-Origin Construct section). A major 
stream in these efforts is the refinement of a 
psychometrically rigorous CO scale (Parameswaran 
and Yaprak 1987; Han and Terpstra 1988; Pisharodi 
and Parameswaran 1992). 

A question that arises is whether such 
psychometrically rigorous scales demonstrate 
identical structures when employed in 
ascertaining country image perceptions of people 
from diverse ethnic (national origin) back­
grounds? In this paper, the authors attempt such 
an analysis on a CO scale, first articulated by 
Parameswaran and Yaprak (1987), using confir­
matory factor (CFA) and incremental fit analyses. 

The Country-of-Origin Construct 

The co scale used in this study was developed on 
the premise that country-of-origin effects impact 
purchase and consumption behaviors in several 
ways. Consumption behavior has been related to 
producing country characteristics. For example, 
it has been demonstrated that consumers• 

willingness to purchase products is related to 
the economic, political, and cultural charac­
teristics of the product • s country-of-origin. 
Papadopoulos, Heslop and Bamossy ( 1989) 
summarized this notion by stating that the 
perceptions of sourcing countries are impacted by 
cognition about, and affect and conative orienta­
tion toward, those countrys• peoples. CO effects 
have also been related to perceptions about the 
overall product offerings of a particular 
sourcing country. Papadopoulos, et. al. (1989) 
noted that a consumer • s image of a people with 
whom he/she is are not familiar may well be 
formed upon the basis of knowledge about that 
people's capacity for producing quality products 
in general -- and that perception impacted his/ 
her evaluation of specific products from that 
country. Parameswaran and Yaprak (1987) called 
the former component the general country 
attribute (GCA) and the latter the gener~l 

product attribute (GPA). Bearing Silkey and 
Nee's (1982) criticism of single cue studies and 
their drawbacks, Parameswaran and Yaprak (1987) 
hypothesized that purchase intentions and 
behavior are impacted by CO effects (GCA and GPA) 
as well as by specific product attributes 
(including product-, marketing-, and firm­
goodwill related attributes (SPA]). 

The variables (GCA, GPA, SPA and IP) and the 
relationships between them as hypothesized by 
Parameswaran and Yaprak (1987) form the 
theoretical model of this research. IP is the 
dependent variable, and GCA is the exogenous 
independent variable. The impact of GCA on IP is 
hypothesized to take place primarily through its 
impact on GPA; GPA, in turn impacts on SPA, 
which in turn influences IP. The purpose of the 
research reported in this paper is to test the 
generalizability of the proposed model across two 
cultural groups within the United states. 

Measurement Methodology and sampling 

In order to fulfil the objectives of this study, 
GCA's for a source country (Germany) were 
measured using twelve statements that are 
commonly found in the country-of-origin litera­
ture. US-born and Greece-bo.rn consumer's 
attitudes toward the general nature of products 
from Germany were measured using eighteen 
statements commonly cited in the CO literature. 
Their perceptions in regard to specific product 
related cues (SPA's) for a German car (Volkswagen 
Jetta) were measured using 10 relevant automobile 
attributes. The above variables -- GCAs, GPAs, 
and SPAs -- were measured on a 10-point scale 
where '1' represented that the statement was 'not 
at all appropriate• while '10' represented that 
it was •most appropriate. • The list of 41 
indicators used in this research are summarized 
in Table 1. 
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Indicator 

TABLE 1 
LIST OF INDICATORS 

GCA !General Country Attributes! 
Friendly & likeable 
Artistic & creative 
Well educated 
Hard working 
Technical education 
Achieving high standards 
Raised standard of living 
Technical skills 
Similar political views 
Economically similar 
Culturally similar 
Participates in international affairs 

GPA <General Product Attributes! 
Unreasonably expensive 
Luxury products 
Meticulous workmanship 
Imitations 
Known mainly for industrial products 
Sold in many countries 
Not attractive 
Intensely advertised 
Frequent repairs 
Wide range of models 
Long lasting 
Advertising informative 
Difficult to service 
Cheaply put together 
High technology 
Good value 
Easily available 
Prestigious products 

SPA <Specific Product Attributes> 
Good fuel economy 
Exterior styling attractive 
Workmanship good 
Handles well 
Little maintenance 
Very comfortable 
Difficult to get parts 
Quality service 
Made to last 
Overall excellent 

IP <Intention to Purchase! 
Likelihood of buying product 

Label 

Cl 
C2 
C3 
C4 
C5 
C6 
C7 
ca 
C9 

ClO 
Cll 
Cl2 

Pl 
P2 
P3 
P4 
P5 
P6 
P7 
Pa 
P9 

PlO 
Pll 
Pl2 
Pl3 
Pl4 
Pl5 
Pl6 
Pl7 
Pla 

Sl 
S2 
S3 
S4 
S5 
S6 
S7 
sa 
S9 

SlO 

IP 

Data were gathered from the adult population of a 
large midwestern metropolitan area which is 
highly heterogenous in terms of ethnic (national 
origin) composition. Blank questionnaires were 
hand delivered to the selected respondents 
comprising the relevant sampling population, 
namely US-born and Greece-born residents, and 
completed questionnaires were collected within 
the next two weeks. A total of 256 completed and 
useable questionnaires (139 US-born and 117 
Greece-born residents) were returned from the 400 
(225 US-born; 175 Greece-born) that were 
originally placed, a 64' response rate. The 
respective response rates for the two samples 
were: US-born -- 6l.a,, and Greece-born -- 66.9,. 

Statistical Analysis of Data 

The indicators used to measure the underlying 
theoretical structure were analyzed for 
unidimensionality and reliability using ITAN 
(Gerbing and Hunter 19aa), a statistical package 
for item analysis with correlational data. The 

output generated by ITAN can be used to evaluate 
internal and external consistency two 
statistical criteria for establishing the 
unidimensionality of the indicators of a 
construct (Danes and Mann 19a4). 

The measures were partitioned a priori into 
different sets measuring GCA, GPA, SPA, and one 
indicator measuring IP (Intention to Purchase) 
based on the literature on country-of-origin. 
Through the observation of inter-item-correla­
tions, item-factor loadings, and coefficient a, 
indicators were dropped and reclustered progres­
sively. Thus smaller sets of measures reflecting 
fairly high degrees of unidimensionality and 
reliability were selected. The values of coeffi­
cient a among the selected sets of measures 
ranged from 0.727 to 0.911. 

This procedure resulted in the selection of two 
sets of indicators representing two dimensions 
underlying GCA perceptions of US-born respondents 
as well as of Greece-born respondents. The first 
dimension (labeled GCAl) consisted of a set of 
indicators measuring the cognitive and affective 
aspects of the respondent's co perceptions while 
the second dimension (GCA2) consisted of 
indicators measuring the respondents • conation 
(desired level of interaction) with the source 
country. Identical analytical procedures 
resulted in the selection of a set of five 
indicators (C3, C4, C6, C7, ca: Table 1) to 
represent GCAl and a set of three indicators (C9, 
ClO, Cll) to represent GCA2 for both groups of 
respondents. 

The same procedure resulted in the selection of 
two sets of indicators representing two 
dimensions underlying the GPA perceptions of us­
born respondents as well as of Greece-born 
respondents. The first dimension (labeled GPAl) 
consisted of a set of indicators measuring 
negatively oriented product attributes which Hong 
and Wyer (l9a9) term undesirable attributes. 
This occurred although the directions of these 
indicators had been reversed earlier through 
appropriate data transformation. The second 
dimension (GPA2) consisted of indicators 
measuring positively oriented product attributes. 
Analysis of the data collected from US-born 
respondents resulted in the selection of three 
indicators (P7, P9, and Pl4) to represent GPAl 
and six indicators (P3, Pll, Pl2, Pl5, Pl6, and 
Pl8) to represent GPA2. Similar analysis of the 
data collected from Greece-born respondents 
resulted in the selection of three indicators 
(P4, P5, and Pl4) to represent GPAl and six 
indicators (P6, Pll, Pl5, P16, Pl7, and Pl8) to 
represent GPA2. 

The results of ITAN analysis of the indicators of 
SPA yielded quite similar results for the two 
cultural groups. In the case of US-born 
respondents, the analysis of SPA indicators 
resulted in the selection of a set of five 
indicators consisting of S3, S4, S5, S9, and SlO. 
The set of six indicators selected for Greece­
born respondents included one additional 
indicator (sa) • 

Empirical support for convergent and discrimi­
nant validity of the measurement model was 
provided by the high item-factor loadings of each 
indicator on its underlying factor combined with 
much lower loadings on the other factors, and the 
noticeable drop in similarity coefficients 
between different sets of indicators. 



274

The proposed theoretical structure was modified 
to recognize the. multidimensional nature of GCA 
and GPA and was represented in the form of 
structural equations. The resulting models for 
both groups were analyzed using the statistical 
package LISREL 7 (Joreskog and Sorbom 1989), 
through the method of maximum likelihood. 

Incremental fit analysis (Bentler and Bonett 
1980) was employed for the assessment of four 
progressively adjusted models (MO, Ml, M2, and 
M3) for each group of respondents. The models 
for both groups of respondents car consisted of 
six constructs (GCAl, GCA2, GPAl, GPA2, SPA, and 
IP) measured by a total of 23 indicators for us­
born respondents and 24 indicators for Greece­
born respondents. For each group, the four 
models possessed identical measurement models, 
although their structural models differed. 

The first (base or benchmark) model (MO) was the 
most restricted model and consisted of six 
unrelated constructs. In the models that 
followed it, guided by the proposed theoretical 
structure, selected structural relationships were 
freed. In the second model (Ml), IP is modeled 
as the single dependent variable while GCAl, 
GCA2, GPAl, GPA2, and SPA are modeled as 
independent variables. In the third model (M2), 
SPA is introduced as an intervening variable, and 
in the fourth model (M3), GPAl and GPA2 are 
introduced as intervening variables between the 
GCA variables and SPA (Figure 1 and Table 2). In 
the case of both cultural groups, the drop in 
chi-square values with each model modification 
(Table 3) is noticeable and statistically 
significant (at p 0.05) indicating that 
relaxing the structural links significantly 
improves the fit between the specified models and 
their respective data. The values of the Non­
normed Fit Index and the Normed Fit Index, two 
indices for evaluating the increment in fit 
obtained in step-up comparison of two models 
(Bentler and Bonett 1980), indicate that the 
final models explain a large portion of the 
variance unexplained by the first model (although 
the nature of these indices make it impossible to 
pinpoint the exact percent of variance explained 
by it). However, the fact that these indices are 
well below their maximum possible value of 1, 
indicates that only a portion of the variance is 
explained by the added structural links alone. 

FIGURE 1 
THE FINAL MODEL (M3) 

TABLE 2 
LISREL ESTIMATES (FINAL MODEL) 

Coeffi­
cient 

6 31 
632 
641 
6 42 
643 
y11 
y12 
Y21 
Y22 
y31 
y32 
y41 
y42 

x2 b 
df 

Greece-born 
respondents 

-0.141 
0.222 
0.117 
0.014 
0.9518 

-0.2268 

0.107 
o. 7348 

-0.156 
0.5348 

0.2068 

-0.225 
-0.077 

602.49 
240 

US-born 
respondents 

0.137 
0.409a 
0.088 

-0.025 
0.539a 

-0.023 
0.023 
0.654a 
0.294a 

-0.095 
0.290a 

-0.003 
0.091 

361.69 
218 

a Significant (T-value > 2) 
b Corresponding values of p are 0.000. 

TABLE 3 
RESULTS OF INCREMENTAL FIT ANALYSIS 

Models 
Com­
pared 

Greece-born 
Ml-MO 
M2-Ml 
M3-M2 
M2-MO 
M3-Ml 

Diffe­
rence 
in x2 a 
(with df) 

145.70(4) 
631.31 ( 5) 
343.80(4) 
777.01(9) 
975.11(9) 

M3-MO 1120.81(13) 
US-born 
Ml-MO 206.48(5) 
M2-Ml 216.26(4) 
M3-M2 414.71(4) 
M2-MO 422.74(9) 
M3-Ml 630.97(8) 
M3-MO 837.45(13) 

Non­
normed 
Fit 
Index (p) 

0.0168 
0.1236 
0.0651 
0.1404 
0.1887 
0.2055 

0.0644 
0.0759 
0.1670 
0.1403 
0.2429 
0.3073 

Normed 
Fit 
Index 

(A) 

0.0301 
0.1305 
0.0711 
0.1607 
0.2016 
0.2318 

0.0791 
0.0828 
0.1588 
0.1619 
0.2416 
0.3206 

a All the X2 differences listed in this table 
were found to be significant at p ~.05 

The chi-square statistic generated by the final 
models for the two groups of respondents (Table 
2) do not indicate a good fit of either of the 
final models to their respective data. Other 
indicators of fit such as the Adjusted Goodness­
of-fit Index and the Root Mean Square Residual, 
however, fare much better. In general, the fit 
(reflected in most of the computed statistics) 
was found to be closer in the case of US-born 
respondents than in the case of Greece-born 
respondents. 

An examination of the values of the remaining 
structural coefficients presented in Table 2 lead 
us to the following conclusions: (i) the majority 
of direct co effects (i.e., direct effects of 
GCAl, GCA2, GPAl, and GPA2) on IP are relatively 
weak, (ii) the direct effects of GCAl and GCA2 on 
SPA are relatively weak and not significant (T-
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values < 2) for US-born respondents. (iii) GPAl 
(undesirable product attributes) does not seem to 
fit well into the proposed theoretical structure. 
The structural links connecting GPAl to all the 
other un-observables are weak. In the case of 
US-born respondents, GPA2 appears to play the 
role of intervening variable between the GCAs and 
SPA, possessing significant links with GCAl, 
GCA2, and SPA. The direct effects of GCAl and 
GCA2 on SPA are quite strong and significant for 
Greece-born respondents (0.534 for GPAl and 0.026 
for GPA2) . Among Greece-born respondents, the 
role of the GPAs is unclear partly because of 
their weaker links with the GCAs and SPA, and 
partly because of the strong direct effect of the 
GCAs on SPA, bypassing the GPAs. 

Discussion of the Results 

In general, as discussed earlier, direct or 
proximal effects (between adjacent variables) 
were found to be much stronger (average = 0.352 
for us-born and 0.455 for Greece-born) than 
indirect or remote ones which bypass intervening 
variables (average = 0.114 for US-born and 0.~80 
for Greece-born). Direct co effects on IP (wh~ch 
bypass SPA) were weaker than indi.rec.t ~ffects 
(through SPA). GCA impacts IP s~gn~-hcantly 
through its impact on the GPA variables and on 
specific product information (SPA). 

The indicators of the GPA variables were found to 
cluster into two groups: one, reflecting the 
effect of undesirable product attributes, and the 
other reflecting positive attributes. Based on 
their impact on intentions to purchase, our. study 
findings reveal that the impact of un-des~rable 
attributes is rather weak -- at least among the 
respondent groups considered in our study • GPAl, 
particularly among US-born respondents, showed no 
strong antecedent or consequent link within the 
proposed theoretical structure. 

Why does GPA2 appear clearly to be an intervening 
variable between the GCAs and SPA in the case of 
us-born respondents but not so clearly among 
Greece-born respondents? Perhaps it is true a 
reflection of the manner in which the two 
cultural groups process CO information. 

Another possibility is that the structural model 
for Greece- born respondents is unable to capture 
some of the true links between the GCA, GPA, and 
SPA variables. This conclusion is supported by 
the fact that the fit of the model was 
considerably weaker on the whole when applied to 
Greece-born respondents (vis-a-vis US-born). 
Perhaps, US-born respondents possess more stable 
co cognitions, affect, and conations than Greece­
born respondents regarding the product und~r 
scrutiny. The process of socialization in the~r 
mother culture followed by acculturation into a 
new culture may have led to the cultivation of 
highly heterogeneous perceptions among Greece­
born respondents: and this may explain the poor 
fit of the structural equations model when 
applied to this group of respondents. 

Conclusions 

The results of our study seem to support the 
conclusion that co effects are strong in their 
influence on purchase intentions. However, such 
influence takes place through their influence on 
selected product cues. In addition, study 
findings do not adequately explain the role of 

negative 
studies 
issue. 

general product 
could attempt to 

attributes. 
shed light 

Future 
on this 

This research can be further enhanced by 
improving the theoretical model through an 
examination of its applicability to other product 
categories, different sourcing countries, and 
other groups of respondents. It would also be 
useful to compare CO effects among different 
groups of respondents (such as different 
immigrant groups) who have gone through a process 
of acculturation into an alien culture. 
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ON THE USE OF SURROGATES IN CONSUMER RESEARCH: A COUNTRY-OF-ORIGINS STUDY 
Ugur Yavas, East Tennessee State University 

Abstract 

This study extends "student surrogates" research 
stream into the international domain. Results 
based on a country-of-origins study conducted in 
Saudi Arabia suggest that use of students as 
surrogates of adults should be approached with 
caution. 

Introduction 

Time, money and a number of other practical 
considerations often necessitate the use of 
students as surrogates of other populations in 
research (Vinson and Lundstrom 1978). The 
practice is rather widespread in academic studies 
(Beltramini 1983; Lamb and Stem 1980). For 
instance, Rubenstein ( 1982) found that 77% of 
articles published in two psychology journals 
were based on student samples. En is, Cox and 
Stafford (1972), reported that more than 50% of 
consumer behavior experiments discussed in the 
first 30 issues of the Journal of Marketing 
Research relied on student subjects. According 
to a study by Cunningham, Anderson and Murphy 
(1974), anywhere between 20 to 33% of articles in 
business journals dealing with consumer research 
employed student samples. Burnett and Dunne 
(1986), investigated major marketing journals for 
the 1979-1983 period and found that 17% of the 
articles in these journals utilized student 
subjects. Use of students in business studies 
has been and continues to be a common practice 
(Remus 1986; Pharr 1988; Morgan 1979; Alpert 
1967; Ashton and Kramer 1980; Copeland, Francia 
and Strawser 1973; Khera and Benson 1970). 

While the debate concerning the appropriateness 
of using students as surrogates of other 
populations persists, it appears that students 
may be of value in validating constructs and 
instruments (Dunne, Lund and Luchsinger 1980, p. 
314). Yet, their usefulness is severely limited 
in situations where external validity is the 
prime concern. A void in this line of research, 
however, is that virtually all studies have been 
based on U.S. samples and no attempt has been 
made to extend the research stream into the 
international domain. This is true even in the 
case of studies examining the efficacy of using 
students as surrogates of consumers in 
international business research (Hampton 1979). 

This paper attempts to partially fill in this 
void and reports on the results of a study 
conducted in Saudi Arabia. The specific 
objectives of the study are to determine: 

1) if students and adults significantly differ in 
the importance they attach to choice criteria 
when evaluating imported products; and 

2) whether students and adults significantly 
differ in their attitudes toward selected 
made-in-labels. 

Besides extension of the "student surrogates" 
research stream into the international domain, 

the results of the study may be of interest to 
dozens of companies marketing consumer products 
in the increasingly competitive and dynamic Saudi 
market. Several factors including the cultural 
prohibitions severely hamper research efforts 
among Saudi consumers (Tuncalp 1988; Yavas 1989), 
and many companies refrain from consumer surveys 
(Yavas 1987). Existence of any similarities 
between students and adults, would present few 
companies that are currently conducting consumer 
surveys as well as those which are contemplating 
to undertake such studies with a low cost and 
convenient alternative. 

Method 

Data 

Data for this study consist of responses obtained 
from surveys conducted in the Eastern Province of 
Saudi Arabia as part of a large scale "made-in­
labels" project. The results reported here are 
limited to the choice criteria and made-in-labels 
that were common to the two independent surveys 
administered to a sample of undergraduate 
students attending a Saudi university and the 
adults living in the same community. Data from 
the student sample were collected via self­
administered questionnaires during regular class 
periods. The mode of data collection in the 
case of adult sample was personal interviews. 
Because the Saudi university where the student 
survey took place is an all-male institution, the 
adult sample of this study is also restricted to 
males. Usable responses were obtained from 95 
students and 108 adults. 

Measures 

Choice Criteria. Both groups of respondents were 
asked to indicate the level of importance they 
attached to a series of criteria when evaluating 
imported products. The eleven criteria common to 
both surveys included intrinsic as well as 
extrinsic factors. Subjects' responses were 
recorded on four-point scales ranging from 4 = 

very important to 1 = not important at all. 

Attitudes. Respondents' attitudes towards four 
made-in-labels (USA, Japan, Germany, England) 
were measured via a series of eleven statements 
using 5-point Likert type scales. The responses 
could range from strongly agree to strongly 
disagree for each statement. These statements 
were again common to both surveys and the 
specific attributes in the statements matched the 
choice criteria. 

Overall attitude scores for each respondent 
across made-in-labels were computed by adding 
their responses to individual items in a linear 
fashion. Because of the scoring system used, 
respondents' overall scores could range between 5 
and 55 where higher scores reflected more 
favorable attitudes. The internal consistency 
reliabilities of the composite measures were 
assessed by Cronbach's alpha. As shown in Table 
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1, alphas ranged between . 62 and . 70 in the 
student sample, and between . 68 and . 79 in the 
adult sample. All of these are within Nunnally's 
(1978) guidelines and permit further analyses. 

TABLE 1 
INTERNAL CONSISTENCY RELIABILITIES OF OVERALL 

ATTITUDE MEASURES 

• 
Cronbach's Alpha 

Country 
Adult Student 

USA .68 .70 

Japan .79 .70 

Germany .72 .65 

England .71 .62 

Data Analysis 

Choice Criteria 

As a first step to determine if students and 
adults differed in the importance they attached 
to various criteria in evaluating imported 
products, mean scores on each criterion for each 
sample was calculated and the differences were 
tested via t-tests. As shown in Table 2 , mean 
score differences were significant with respect 
to 4 of the 11 criteria. These criteria were 
price, suitability to local market, quality and 
warranty/guarantee. Adults attached relatively 
higher degree of importance to each of these 
criteria. The results also suggest that, in 
general, adults tend to attribute higher levels 
of importance to more of the remaining criteria 
as well. 

To overcome any response bias, in the second 
phase of analysis, mean ratings were converted 
into rankings and, within each sample, the choice 
criteria were arrayed from 1 = most important to 
11 = least important. The results depicted in 
Table 3 suggest that there is a high degree of 
association (rs = .93; p < .001) in the relative 
rankings of the criteria by the two groups. The 
two top ranking criteria for both groups are 
quality and availability of repair/maintenance 
services. In exactly the same order, the lowest 
ranking criteria for both groups are 
prestige/status, well known/ reputation, 
style/appearance and self-appeal. 

Attitudes toward 
Made-in-Labels 

To examine if students and adults were similar 
(or dissimilar) in their attitudes toward made­
in-labels, the student and adult mean responses 
were tested for significance across individual 
evaluative statements as well as in the 
aggregate. The t-test results displayed in Table  
4 show that the composite attitude scores of the 
two groups were significantly different with 
respect to all four made-in-labels surveyed. 
Despite these overall differences, students and 
adults exhibited several similarities in their 
assessments of made-in-labels on specific 
attributes. 

TABLE 2 
IMPORTANCE RATINGS OF EVALUATIVE CRITERIA 

Mean a 

Criterion 
Adult I Student t 

Price 3.70 3.42 3.77b 

Self-appeal 3.00 3.06 -0.55 

Suitability 3.52 3.14 4.03° 

Quality 3.87 3.73 2.38'' 

Good Value for 3.58 3.44 1. 74 
Money 

Prestige/Status 2.37 2.50 -1.02 

Style/Appearance 2.86 2.87 -0.07 

Well-known/ 2.82 2.59 1.89 
Reputation 

Availability 3.22 3.09 1.18 

Repair/ 3.82 3.78 0.61 
Maintenance 
Services 

Warranty/ 3.63 3.39 2.65c 
Guarantee 

b 

Mean scores can range between 4 = Very 
important and 1 = Not important at all 
p < .001 
p < .01 

d p < .05 

TABLE 3 
IMPORTANCE RANKINGS OF EVALUATIVE CRITERIA 

Criterion 
Adult 

Price 3 

Self-appeal 8 

Suitability 6 

Quality 1 

Good Value for Money 5 

Prestige/Status 11 

Style/Appearance 9 

Well-known/Reputation 10 

Availability 7 

Repair/Maintenance 2 
Services 

Warranty/Guarantee 4 

1 = most important and 11 
important 

rs = .93 
p < .001 

Rank a 

I Student 

4 

8 

6 

2 

3 

11 

9 

10 

7 

1 

5 

least 
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As the results in Table 5 demonstrate, this was 
particularly true for self-appeal, suitability to 
local conditions, prestige/status, well­
known/reputation, and warranty/guarantee 
attributes where all or three out of four made­
in-labels were judged equally favorably (or 
unfavorably). 

TABLE 4 
COMPARISON OF OVERALL ATTITUDES 

TOWARDS MADE-IN LABELS 

Mean a 

Made-in-Label 
Adult Student t 

USA 41.30 43.88 -3.32" 

Japan 42.70 46.75 -5.09" 

Germany 38.20 40.06 -2.24° 

England 35.70 37.27 -2.02° 

Mean scores can range between 5 and 55 
where higher scores reflect more 
favorable attitudes 

b p < .001 
p < .05 

Conclusions 

Prompted by the motive to extend "student 
surrogates" research stream into the 
international domain, this study was conducted to 
test the differences between male Saudi students 
and adults on two dimensions: the importance 
attached to choice criteria in evaluating 
imported goods and attitudes towards made-in­
labels. The mixed evidence generated by the 
study suggests that use of students as surrogates 
of adults should be approached with extreme 
caution, at least, when generalizability of 
research findings is of concern. Given the 
comparability in the internal consistency 
reliabilities of the attitude scales, however, it 
appears that student samples can be employed in 
scale development_ It is imperative to note that 
these observations are compromised by the limited 
scope of the study. Until results are validated 
over a range of measurement situations and among 
other samples, they should remain tentative. 

TABLE 5 
COMPARISON OF ATTITUDES TOWARDS 

MADE-IN LABELS BY ATTRIBUTEs 

Adults and 
Adults and students 

Students Do Not 
Criterion Differ.., Differ 

Price USA, JP, GER, 
ENG 

Self-appeal JP USA, GER, 
ENG 

Suitability USA, JP, 
GER, ENG 

Quality USA, JP, GER, 
ENG 

Good Value JP, ENG USA, GER 
for Money 

Prestige/ USA JP, GER, 
Status ENG 

Style/ JP, GER USA, ENG 
Appearance 

Well-known/ JP USA, GER, 
Reputation ENG 

Availability USA, JP GER, ENG 

Repair/ GER, ENG USA, JP 
Maintenance 
Services 

Warranty/ JP USA, GER, 
Guarantee ENG 

USA = United States; JP = Japan; GER = 
Germany, ENG = England 
a Comparisons are based on two=tailed t­

tests 
b Mean differences which are significant 

at a = .05 or better level of 
significance 
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THE STATUS OF ADVERTISING BY ATTORNEYS· 
AN INTERNATIONAL PERSPECTIVE PROVIDED BY THE LEGAL LITERATURE 

Robert L. King, University of Richmond 

Abstract 

Advertising by attorneys in the United States has increased 
significantly since its legal status was clarified by major court 
decisions as recent as 1988. Meanwhile, professional codes and 
local Jaws which address attorney advertising have been changing 
in other nations. The literature of business academicians in the 
U.S. has addressed the American situation in some detail. 
However, less has been published in this literature concerning 
advertising by attorneys in other nations. This paper brings 
together relevant research ftndings globally as reported in the legal 
literature. 

Introduction 

This paper is a preliminary report on the current global status of 
advertising by attorneys, based upon review and synthesis of 
surveys and other studies which have been published within the 
past ten years in the legal literature. The paper differs from the 
more typical paper concerning advertising by attorneys and 
published in the business academic press in two significant ways. 
First, it looks to published research in the legal literature for its 
data base. Second, attention to the practice of attorney advertising 
is not limited to the United States. Rather, it cites relevant and 
substantive research from the United Kingdom, Ireland and New 
Zealand. The author readily acknowledges several limitations of 
the current paper. First, it is 1 preliminary report. representing 
only part of a much larger investigation which will be reported in 
greater detail in a subsequent paper. Second, the space limitations 
in these Proceedings are so severe as to reduce still further the 
amount of detail which can be developed in this preliminary 
report. Third, both the preliminary and the subsequent reports 
will be, by definition, limited by research findings which have 
been published in the legal literature. 

Attorney Advertising in the United States 

In 1908 the American Bar Association adopted the First Canon of 
Ethics which defaned solicitation of business by circulars or 
advertisements as "unprofessional. • This complete ban on 
advertising by attorneys remained unchanged for more than sixty 
years. However, a series of more recent court decisions defined 
the legal status of attorney advertising, opening the way to 
dramatic change. Esselllially, the decisions in Bates·v. State Bar 
Association [433 U.S. 350 (1977)) and Shanero v Kentucky Bar 
Association [108 S.Ct. 1916 (1988)) declared that the states may 
not blanketly prevent attorneys from advertising certain cost 
information or listings of areas of practice, or advising target 
portions of the public of their rights to pursue particular types of 
cases. However, these decisions permitted the states to place 
reasonable restrictions on advertising which are deemed necessary 
to prevent untruthful, false, deceptive or misleading statements 
(Peltz 1989). The broad parameters for state and professional 
society regulation of attorney advertising in the U.S. are now in 
place, although future court decisions, state laws, and bar 
association actions will determine the limits of acceptability of 
specific advertising practices. For example, specific content of 
television advert.ising by attorneys will likely be the subject of 

increased debate within the legal community as well as of litigation 
in the near future. 

Attorney Advertising in the United Kingdom 

Long-standing English tradition eschewed any form of competition 
among solicitors (Harris 1985). Consequently, while the English 
Law Society Council's easing of bans on solicitor advertising in 
1984 repr~ented 1 dramatic change of position, it also reflected 
a world-wade trend away from the conservative view of the 
profession, especially in Western countries. Even so, the Council's 
action. was only a. c~utious step which restricted the right to 
adveruse by sanctaonmg only press and radio advertisements 
mailings to professional coMections, and notices posted at th~ 
solicitor's ~lace of business (Harris 1985). While price advertising 
was perm1tted by the Council's action, various restrictions 
pr.eemp~vely ~ticipate and prevent dissemination of potentially 
IDlsleadmg fee mformation. 

Attorney Advertising in Ireland 

The . ~corpo.rated Law Society of Ireland maintains a very 
res~ct1ve attitude toward the advertising practices of its members, 
until recen~y .proscribing all such activity (Quinn 1991). By a 
narrow maJOnty new rules were adopted in 1988, relaxing the 
total ban on solicitor advertising, but banning "touting" as well as 
false and misleading advertising, and that which brings the 
profess~n into dis~~ute. Advertising which addresses prices and 
~ro~~1onal s~aalJZatlons was made subject to specific 
hiDltattons. Sohc1tors were permitted access to a wide range of 
advertising media. 

Attorney Advertising in New Zealand 

Prior to 198S the Code of Ethics which guided the professional 
conduct of New Zealand's lawyers prohibited touting. The New 
Z.ealand Law Society, responding to public pressure and to 
d1scourage governmental intervention, amended its Code and 
allowed an_o~ey advertising by taking "a largely regulatory rather 
than perm1sstve approach, reflecting a desire to retain a large 
measu~e of control over the content and form of advertising" 
(MaMmg 1986). However, these rules were drastically 
overhauled just nine months later, replaced by much more liberal 
ones which more closely resemble unrestricted advertising. Two 
~vents were credited for this change. First. there were rapid shifts 
m the mood of the profession outside Auckland where "full scale" 
ad~ertising was almost universally favored inidally. In tum, this 
sh1ft was related to the debate over solicitors' so-called "monopoly 
of conveyancing" in the United Kingdom. In that matter it had 
bee~ determined that abandonment of scale charges for legal 
serv1ces had not promoted competition which would reduce the 
costs ~f those services, and that legal services advertising might 
eff~1vely address the existing "monopoly situation" among U.K. 
sohc1tors. 

NOTE: Full citations of references which have been omitted due 
to space limitations are available upon request to the author. 
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A COMPARISON OF AMERICAN AND JAPANESE CONSUMER PERCEPTIONS OF SEX ROLE PORTRAYALS IN ADVERTISING 

John B. Ford, Old Dominion University 
Michael S. LaTour, Auburn University 

Earl D. Honeycutt, Jr., Old Dominion University 
Patricia K. Voli, Old Dominion University 

Mathew Joseph, University of Waikato 

Abstract 

Consumer perceptions of their sex role portray­
als in advertising have been heavily researched 
since the 1970s, but few studies have extended 
this research into cross-cultural settings. This 
study compares the perceptions of American and 
Japanese business students. The findings 
indicate that: 1) Japanese students are less 
critical than American students, 2) Japanese 
females students are less critical than American 
females, 3) Japanese male students are less 
critical than American males, 4) Japanese female 
students are more critical than Japanese males, 
and 5) American female students are more 
critical than American males regarding their 
role portrayals in advertisements. 

Introduction 

Since the 1970s, research i!l the United States 
has indicated that much of the media, including 
advertising, has promoted and reinforced 
traditional female role stereotypes. Courtney 
and Lockeretz raised the issue in 1971 when they 
reported a great disparity between men and women 
in the depiction of working roles in advertis­
ing. They also discovered a heavy use of gender 
stereotyping for women (i.e., the woman belongs 
in the home, women do not make important 
decisions, women are seen by men as "sex 
objects," and women are dependent upon men). 
Depictions such as these have led feminists in 
the United States to attack the advertising 
industry on the basis of repeatedly violating 
the dignity of women (Kilbourne 1987; Freedman 
1986) and have led to concern over the effects 
such gender stereotyping has on women and 
children. Research into this latter area has 
shown that gender - stereotyped advertising may 
have a traditionalizing effect on children, 
indicating that the values depicted in advertis­
ing may be perpetuated (Moschis and Moore 1982; 
Frueh and McGhee 1976). With respect to women, 
gender stereotyped advertisements may have 
detrimental effects on the concept females have 
of themselves, their self-image and their 
achievement aspirations (Golden 1985; Geis et 
al. 1984; Jennings-Walstedt et al. 1980. 

Given the potential seriousness of the use of 
gender stereotypes in advertising, a large 
amount of research begun in the 1970s has sought 
to discover the extent to which advertising 
portrays women in stereotypical roles. Findings 
indicate that the typical stereotypes of women 
include: being dependent on or subservient to 
men; women pictured primarily in the home or in 
domestic settings; women preoccupied with 
physical attractiveness; women as sex objects; 
women as decorations for men; and the under­
whelming use of females as voices of authority 
and credibility. These advertising represen-

tations have continued and, in some ways, 
increased from the 1970s into the 1990s (Ferguson 
et al. 1990; Lovdal 1989; Gilly 1988; Soley and 
Reid 1988; Soley and Kurzbrd 1996; Marecek et al. 
1978; Busby 1975; Courtney and Lockeretz 1971). 

Some studies have reported improvements in 
certain areas of female role portrayals, though 
generally the research recognizes that U.S. 
advertisers are still providing the public with a 
distorted view of women in society. Recent con­
tent analyses (Mays and Brady 1990; Brentl and 
Cantor 1988; Ferrante et al. 1988; Soley and 
Kurzbard 1986; Lysonski 1983; D'Amico and Hummel 
1980) indicate that female portrayals in adver­
tising tend to fill more contemporary roles, are 
more career oriented, less dominated and appear 
more frequently as central characters than they 
had previously. However improvements in the 
portrayal of women were not "across the board" 
and some positive trends may have been short­
lived. The use of stereotypical female portrayals 
(e.g., overt sex object roles, housewives, 
preoccupied with physical attract! veness, in 
domestic settings) continue and in some cases may 
have actually increased (Ferguson et al. 1990; 
Brent! and Cantor 1988; Ferrante et al. 1988; 
Soley and Kurzbard 1986; Lysonski 1983; D'Amico 
and Hummel 1980). 

As early as 1974, Ortner posited that the 
subordination of females to males is a universal 
cultural expectation. It would be reasonable to 
expect that this subordination would be seen in 
the role portrayals of women as opposed to men in 
different cultures. The extension of the 
literature into the international environment 
appears to bear this phenomenon out, even though 
the number of studies is limited (see Table 1). 

From the research to date, then, it appears that 
sex role stereotyping occurs in the advertising 
of most countries, and usually at levels that are 
perceived and criticized by the public. What is 
missing from the existing body of research, 
however, is the level of perception and reaction 
of the Japanese public to gender stereotyping. Of 
all the geographic areas reviewed above and in 
Table 1, the use of stereotypes in advertising in 
the Far East is the least researched. With the 
exception of a Philippine study, little empirical 
evidence appears to have been published. 

An early study of male and female role portrayals 
in Philippine print advertising was conducted by 
Marquez ( 1975). This content analysis concluded 
that Philippine advertisers were guilty of a 
disparity of work-related role portrayals that 
followed more of a Western model for advertising 
than a Philippine cultural model. Seventy-three 
percent of the advertisements analyzed portrayed 
maies and females in traditional roles. 
Specifically, the males roles involved leader-
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ship, manly strength, decision making, indepen­
dence and other stereotypical male attributes. 
Females. on the other hand, were portrayed 

almost invariably in traditional roles. In an 
analysis of the depicted marital relationships, 
Marquez found that the relationship commonly 
displayed was a Western one which portrayed 
husbandly superiority over the wife and wifely 
subordination to the husband. 

While the Philippine advertising appears to 
reflect traditional female stereotypes, this 
research may not be generalizable to other parts 
of Asia, or specifically, Japan. Most Japanese 
content analyses have studied Japanese adver­
tising practices with respect to their infor­
mation content, advertising appeals, values, and 
creative styles. In a comparative study of 
Japanese and American advertising appears, 
Mueller 1987) utilized content analysis to 
determine the extent to which values, norms and 
cultural characteristics are embedded in 
advertising appeals. Mueller found a shift to 
individuality and independence appeals in 
Japanese advertising to the degree that these 
appeals were more prevalent in Japanese ads than 
in American ads. Mueller also found that the 
Japanese ads utilized the soft sell (mood and 
emotional appeals) and status appeals more than 
American ads did and that both countries relied 
heavily on product merit in their advertise­
ments. 

Due to the heavy use of mood or emotional 
appeals, the question has been raised as to 
whether Japanese advertisements are informative. 
Madden et al ( 1986) found that Japanese print 
advertisements were generally more informative 
than U.S. ads and that the primary informational 
cues tended to be price, components or contents 
availability and performance. 

The findings of Mueller (1987) and Madden et al 
(1986) were corroborated by Hong et al ( 1987) 
who found that Japanese magazine ads were 
evaluated as more emotional and less comparative 
than American ads, however their information 
content was found to be significantly greater 
than U.S. ads. 

It appears that differences exist between 
Japanese and American advertising. The question 
arises as to whether the differences extend to 
female role portrayals and how these differences 
are perceived. One recent content analysis 
attempted to examine Japanese sex role por­
trayals (Gandhi and Bodkin 1992); however, this 
limited study only examined one issue of a 
general interest magazine and one issue of a 
woman's magazine and found no major role 
disparities by gender. This equality of role 
portrayal is echoed in the research done by 
Dentsu in their 1991 Marketing and Advertising 
Yearbook. One recent trend mentioned in this 
research was to use women that were more lively 
and forceful in their language and mannerisms. 
In particular, the focus was placed on 
strengthening the character of women shown in 
ads. 

It is clear that Japanese women are no longer 
content with tradi tiona! roles in society, and 

this may well carry over to their perceptions of 
their role portrayals in advertisements. There 
are 24 million women working in Japan, account­
ing for nearly 40% of the labor force. Only 25% 
of Japanese men and women say they think women 
should stay home; 59% of young women say men 
should help with the housework and 48% of men 
agree with them (Walsh 1987). Sexual harassment 
has also become an issue in Japan; the first 
lawsuit was filed in 1989 and more than 50 
women's groups and lobbying groups have taken up 
the cause. Articles about harassment have also 
begun to appear in the Japanese press almost 
daily, along with panel discussions on tele­
vision. The Tokyo subway authority has even been 
berated for allowing "sexist" advertising on 
station walls (The Economist 1989). It would 
appear to be an appropriate time to include 
Japanese respondents in a cross-cultural exami­
nation of perceptions of sex role portrayals. 

Purpose of the Study 

Because of the lack of empirical data that 
examines role portrayals across cultures, this 
comparative study was conducted. The purpose of 
this study was to compare the general percep­
tions of consumers in the U.S. and Japan 
regarding their role portrayals in advertising. 

The research questions examined were as follows: 

1) are the Japanese as critical of their role 
portrayals as Americans? 

2) are Japanese females as critical as American 
females of their role portrayals? 

3) are Japanese males as critical of their role 
portrayals as American males? 

4) are Japanese females more critical of their 
role portrayals than Japanese males? 

5) are American females more critical of their 
role portrayals than American males? 

Most American studies relating to these topics 
have fund that American females are more 
critical of their role portrayals than American 
males/ and content analyses indicate that 
advertisers have endeavored to make changes to 
alleviate this criticism. This study attempts to 
extend this research into a cross-cultural 
comparative framework to see if similar percep­
tions exist in Japan where the women's movement 
appears to be gaining in strength. 

Methodology 

The survey instrument used to collect the data 
was identical to the one used by Lundstrom and 
Sciglimpaglia in their 1977 study. The question­
naire, entitled "Advertising Opinion Survey" 
contains 17 attitudinal statements (see Exhibit 
1) previously employed to measure: perceived 
advertising role portrayals, company image of 
firms using such practices, intention to buy 
products of such firms, and selected demographic 
characteristics. These items were measured on a 
seven-point Likert-type scale with the anchors 
being !-Strongly Disagree and 7-Strongly Agree. 
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The sample respondents were business students at 
comparable Universities in major metropolitan 
areas of the Mid-Atlantic region of the United 
States and the Kitakyushu area of Japan. It was 
felt that business students were appropriate 
subjects for this pilot study since they repre­
sent both actual product consumers and future 
managers. It was also believed that business 
students were appropriate since they were being 
asked to report their general perceptions in the 
roles of observers and commentators on their 
respective cultures. Williams and Best ( 1990) 
found that university students were particularly 
appropriate for this task in that they "are 
likely to have given more attention and thought 
to the question of the different statuses and 
roles occupied by women and men and to have 
become sensitized to the psychological traits 
attributed to men and women in their respective 
cultures" (p. 53). One hundred students 
completed the survey instrument in both 
locations with 46 males and 54 females 
participating in the American sample and 50 
males and 50 females participating in the 
Japanese sample. 

Results 

The first research question addresses whether 
American consumers are more critical of their 
role portrayals in advertising than the 
Japanese. The results are provided in Exhibit 
1. T-tests were run and significant differences 
were found for eight of the seventeen items. 
Item 4 ("Ads treat women mainly as 'sex 
objects"') showed significantly more agreement 
by Americans than Japanese. The Japanese 

EXHIBIT 1 

A Comparison of the Perceptions of American and Japanese Business Students 
Toward Sex Role Portrayal. Company lma~e and Purchase Intention 

An!Tl.JOES TOWARD ROLE PORTRAYALS 

1. Ads wtuc:.., I s•• show wom.., u :hey r"Uy ... 

2. Ads suc;c;ut that..,gman ;uelundamentaUy 
dtP*nctnt on man. 

J. A<ls wiHC."l I sea shew man a.s 1hay rN.I~ are 

<I_ ~ tr.at woman mau,iy u ·ux oof'ICIJ" 

5. Ads wnldll Ma ~urataly penray woman'" 
most ol :r.aor daliy aarYttoas. 

S • .Aas ,.._gut lh.al wcman m~ omponaru d1Cts10ns 

7. Ads wnoe-1 I stl lee'.lfllltl~ ponray man'" most at 
Ulaoroany lctlvolln. 

S. Ads suc:;gest !l'lat 'NOmen don't do •moonant things 

9. Acs SOJIO\itst that o1 womarn plact '' ,., the noma. 

10. I'm mora SIIISIIIVI to tl'1a OQrtr.rya! ot woman '" 
;IQV8r'IIS·"o;l1han I I.IS8010Q8 

11. I find the oorvayal of women 10 ac:lvtlt!Sit19 to 
08 olfens1vl 

12. Overall. I bel<av• thou :he oonrayal of women •n 
adVtrtiSII'IQ 11 cnanq1ng fonha btllltl". 

EFi=O:CT ON COMPANY IMAGE 

1 J_ Comollll1ts that oortray women of!ansiv .. y 10 th11r 
aavtn111ng ara more ~aly to 01Knm1na11 a,.a~nst 
women and otl"lar ITUtiCinnn 1n J(IO promotiOn and 
advanc.ment. c:ompared Vlllth 01111r c:cmoan••s •n 
11"11 same ous1niS.11 a.- 1ndusuy. 

14. I btoieve !hat how wom•n 'r' oortraylltd 1n ads 
m•rely refl«:ts 1111 general altitude af tl"lal 
company toward wom•n·s pia~'" SOCitrf. 

EFFECT ON PURCHASE INTENTION 

15. If a new ;~roctuct is inlltlduc;ld w~h ads thatllind 
offensive. I mJQht slill buy t ~ ~ off•111 m• benefits 
whic:n I find attraarv•. 

16. II il n- ;~roduct or servia! which I use adopts an 
ad camo-.gn whoc:h I find olfensr¥1. I'll d<SCOnlu1ue 
US1t19 It 

17. Even though I may 111 an ad which 11 offer'ISIVI 
lor one product. I \lltiO\IIc! ecnunu• to purt."'-U• 
othar aroducts L"'at I hav. b11n uSJn'J from th• 
u.m•comoany. 
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respondents also indicated significantly higher 
levels of disagreement with respect to items 6 
through 11 ("Ads suggest that women make impor­
tant decisions;" "Ads which I se accurately 
portray men in most of their daily activities;" 
"Ads suggest that women don't do important 
things;" "Ads suggest that a woman's place is in 
the home;" "I'm more sensitive to th portrayal of 
women in advertising that I used to be;" and "I 
find the portrayal of women in advertising to be 
offensively). In relation to the suggestion that 
companies that portray women offensively in their 
advertising are more likely to discriminate 
against women and other minorities (item 13), the 
Japanese indicated a signifi cantly higher level 
of agreement . 

The second research question compares the 
perceptions of American and Japanese females. 
Significant differences were found for five of 
the seventeen items. Exhibit 2 shows that 
Japanese women tended to disagree more strongly 
than American women with respect to items 8 
through 11 ("Ads suggest that women don't do 
important things;" "Ads suggest that a woman's 
place is in the home;) "I'm more sensitive to the 
portrayal of women in advertising that I used to 
be:" and "I find the portrayal of women in 
advertising to be offensively). Significantly 
more agreement was found among Japanese women 
with respect to the suggestion that companies 
that portray women offensively in their adver­
tising are more likely to discriminate against 
women and other minorities (item 13). 

EXHIBIT 2 

A Comparison of the ~erceptions of Amencan and Japanese Female Business Students 
Toward Sax Role Portrayal, Comoany Image and Purchase Intention 

u.s. 
MEAN RESPONSE TO STATEMENT • ~aoanna 

ATTIT1JDE3 'rOWAFIO RCL!: PORTRAYALS 

1. Aas wh1t:1 1 ne show women as :t11y really ;ua 

2. Ads sug;nt thaa: WQm•n ar• lun~amantally 
dtp•ncant on man. 

:1. Acls wM:n I sa• show men as \lily 1ea11y are.; 

.&. Ads :re•t women ma1nly as ·se1 OOiec".s· 

S. Aas whoc."l I s.e ac;curautly oorvay WQmln on 
mostot ;l111rdaoly ac:rv~~e• 

6. A<ls su~ast thaa: WQmen mua 'mpcmiltlf d.,.c;.s.:~ns 

7. Ads wn.c;.., Ina .a:urataly portray man"' mo:lst o1 
tha11 oauy ac:tiYitlll 

8. Aes 'u~;ast trt..a woman dent eo •mconant :l",.nqs. 

9. Ads S~.~<;qast that a woman's ~1011~ is ,n Ina hom• 

I C. I'm mora sans~iv• to :he portrayal olwomtr'l '" 
advll'l;son; than I vsad to Oe. 

I t. IIi no :n. OOI'Irilyal ol wom•n 10 acv•ms.rtg :o 
~otftnSI\I8. 

12. Overall. I belitv• that the oettrayal el wom11n ir~ 

ao:IVIrtlll/\9 11 Chanqong tor th• o1nar. 

errECT ON COMPANY IMAGE 

tJ. C;)m~James tl"lat portray 11110m1n dlfl!'lslVa)V 1n tt•atr 
aoven~SJng are more liktly to Qisc;~mlllat• ac;JillnSt 
woman and other ffiiOOOIIIS 1r1 sao e~romot•on ano 
ildvitlntamlttt. compatad wrtn otnar c:cmdilr'IIIS 10 
tna sa.ma QUSIOISS orondustry 

14. I b111iav1thathow wom•n are ::ortravlltd in a(!s 
mare!}' ralltas thl 91neral attlUic!• ol :hat 
company :award ....am•n·s piace on socutty. 

EFFECT ON PURCHASE INTENTION 

15. II a naw produa is inuooucld wt~h ads that t lind 
ott•nsivl.l might slllll!uy it if~ ctfen5 m• O.r<~llh 
which I fond attrlaNil, 

HI. It • n•w ptOduc;t or~~~ wtticl\ ruse ildoOIS an 
8<l c;amp~~gn whiCh I lind offanSI\II, rll diseonunu• 
U1!0;11. 

17. Even tttougtt I may"' an ad whoc:tt is ol!enso~a 
loronttli'O<Iuct.IWOIJW:l continu•:o ;llJrcnau 
other ;H"O'Ouc:ts thllt I ttave baar~ "'''"9 trom the 
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This is consistent with the trend identified by 
The Economist ( 1989) which indicated a growing 
sentiment among women in Japan against sexual 
harassment in the work place. 

The third research question involves a comparison 
of the perceptions of American and Japanese males 
regarding gender role portrayals in advertising. 
Exhibit 3 indicates that there is a greater 
degree of criticism among American males than 
among Japanese males. U.S. males tended to 
disagree more with the suggestion that ads show 
men as they really are (item 3), and agreed more 
strongly than Japanese men that ads treat women 
mainly as "sex objects" (item 4) and that ads 
suggest that a woman's place is in the home (item 
9). With respect to item 13, however, American 
men disagreed signif !cant ly more than Japanese 
men that companies that portray women offensively 
in their advertising are more likely to discri­
minate against women and other minorities. 

EXHIBIT 3 

A Comparison of the Perceptions of American and Japanese Male Business Students 
Toward Sex Role Pcrtrayal. CJmpany Image and Purchase Intention 

ATTITUDES TCWARO ROlf ?OATRAYALS 

1. Ads whoien I Ml snow wom.., u thty rully art 

2. Ada suo;gtstt/1c women art lurodamtntaJiy 
dtpell(lel'lt~n mtn. 

J. Ads wnidl I stt show :ntn as !l'ley •eally-·art 

-1_ ~~treat wc:mtn :Tl&lnly as ·nr ~brte:s~. 
5. Ads wh•c., I stt &eetlt&ttLy ~rtray women •rt 

mostol:htll::aliyildrvn•u. 

6. Ads sug;tst :hat women makt •mPOrtafll d.c1sions. 

;', Ads wl'lich I set accurately POI'IRIY men'" mQJt ot 
tnew da.ty w.•,.,uu 

3. Ads S!Jqgtst :hat wcmtn dOtll ao omconar~t :hlnqs. 

9_ Ads sugg"t thar a ...oman·s pl#e .s '"tnt home 

10. rm mort stnUivt to ttlt portrayal ol women on 
advtn.song :nan 1 used to be 

11. I lind 11'11 pOflr•yal ol women in a:lv•llis•ng to 
O.ofl•"s""•· 

12. Ov•raJl. I tlah•v• :natth• porvayal ol wom•n >n 
aov•nis.ng .s <;na"911\9 lor tt•• ~att..-. 

:_;:;:ecT ON CCMP-'NY IMAGE 

13. Compantu thatporv-v wom•n oft.,siv•l)" 1n tll•or 
ilOY•nisn;~ ar• mor• likel'f to oiscrim~nalll against 
womltfl ano olh•r mltiOnbU tn joe promolion Uld 
MVarc:em•nt. c:oml)atll<l Willi olh•r c::ompanin <n 
th• Ym•lluSitlaM Ol"indUitry. 

14 I bri.,.• mat how wom•n ar• porvavlld '"act., 
m.,aly rellec<,. :tla g•neral ~of that 
companytowarowom•n·a place in soei.cy. 

e;:;:ecT ON PURCHASE INTENTION 

15. llan-ptOd\ldisil'l!roduclldwilhacla(hatlrlt\d 
otl•ns .... •. I m.;ht Still buy it • il oH•,., m• O.nelita 
whien I lind atuactN•. 

16. Jtan-productotAI""VICtlwhichlu .. adopt$11'1 
ad caml)l.gn wnd't I find oHa1111'1•. rn disconttn~o~• 
11Sifl91l 

17. Ev•n thougn I may SHan ad whiCh IS otl•nsiv• 
for on• procuct. I would conllllu• 10 purenan 
other produe'.s that J llav• O.•n 1.111119 lrcm th• 
uom•eompll'!y. 
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The fourth research question examines the 
differences between the perceptions of Japanese 
males and females regarding role portrayals in 
advertising. This study identified only three 
areas of significant difference between Japanese 
males and females and indicated that females were 
more critical than males. Japanese females 
disagreed more strongly than Japanese males with 
respect to the suggestion that ads show women as 
they really are (item 1), and agreed more 
strongly that companies that portray women 
offensively in their advertising are more likely 
to discriminate against women and minorities 
(item 13). With respect to purchase intentions, 
Japanese women were in less agreement than men 
with the idea of continuing to buy products 

introduced with ads that were considered offen­
sive (item 15), however neither men nor women 
indicated a strong inclination toward boycott. 

EXHIBIT 4 

A Comparison ot the Perceptions of Japanese Male and Female Business Students 
Toward Sex Role Portrayal. Company Image and P~rchase Intention 

""'' 
AiTITUCESTOWARDAOLS~RTRAYAlS ~ 

I. Acls Wllich ! sa• snow WOII'IItfl as they •NIIy ar•. 3.37 a 

2. Ads suqg•st :hat woman •• !undamentllly 
o.ap•naotnt on m•n. 3.29 

3. Aoa whicn I M• snow m•n as th•y ,.ally ar•. 3.45 

.&. Ads :rut wom•n m11111J' as "se• ::aocac:s· 3.22 

5. Adl wlltc"' I se• .ace~r<tteoy oonray 'NOmen 111 
mo" ol tn••• oa~y actvmes. 3.C4 

6. J.ds sugg•st IIIII wom•n mlk• imPOrtant O.CtSIOI"IS. 3.aJ 

7. Ads wmen ISH accurately ::aortray m•n •n most of 
!,.., Cl.lliy ilCl':l~l\lll. 3.25 

3. Aos sugg•st 11111 wom•n oonl oo •moon111t things. 2.S2 

~- )!.dt suggest lllill a woman·s ~ 11 in til• lloma. 2.31 

10. I'm mo,. s.ansotiv• to :h• ::aonrayal cl wom•n in 
adv.niSingtMinJ~s~:ot:l•. 4.18 

11. I lind ~ha ::aonr~al ol wom•" :n ~alltSil\g :o 
Q• ::CflnSN.. 2.30 

12. Ovard. I t:laiiava tt"lat :ha O)OI".rayalot women'" 
ldVattiSIII9 11 C.,<trtg•ng lor :1'1. Olltlr 

EFr:!CT ON COMPANY IMAGE 

13. Comoaruas !hat portray women olfanswely in tNur 
adven150119 .,., mora likaty :o diacntf\lt\IIIIIQIIt'lll 
women ancl 011111 rninonnu in coc on:~monon and 
ldlo'lnCillll-nt. compare<~ wllh otnar comoan- on 
tna sam• ousanau or IOIIUilf"Y. 

14. 1 be~ ..... !lilt hl)w women are oortra'f'd in Ids 
mar•IJ' rallac:s (II• gan.,at ~ll.la• of :1111 
company toward wom•n·s pliCa on SOCI•ty. 

Er:r:ECT ON PURCHASE INTENTION 

15. llan•wl:ll"odiJCI ~ inlroCuc:ed Willi ldlll'lltlfind 
oltltfliMI. I tru;nt still buy ~ ~ il otters m• oan.tits 
whienlllndltlliCiiv•. 

16. llanawiJfO(IUC!arsarvielwhiehlusaldoptsll'! 
act ca.m~n wnd't J find otlltfli-IV•. I'll diSCOntinu• 
Ullfl!l it. 

17. Even ll'lou9h I may se•anld whicn ill otf•nsN• 
lor on• ptOduet. I would eontinu• to purenue 
otll• oroouc:s mat !nave t:IHn uJ1119ltom the 
umac::olftDII1y. 
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EXHIBITS 

MEAN RESPONSE TO STATEMENT' 

A Comparison of the F'erceptions of American Male and Female Business Students 
Toward Sex Role Portrayal. Company Image and Purchase Intention 

-'TTITUOES TOWARD ROLS PORTRAYAlS 

1. Ads which l ,.. Show womM u !hey, ... ~ ara. 

2. Ads sygg•SI thll wom•n are funoam•ntally 
d•oefl(lenl ol'l m•n. 

l. Ad& whoch I $8• snow m•n as they "Illy are. 

J. Ads 11•11 wom•n m<t•ntv u ·sa~ Oo•aes·. 

5. Ads wnocn I "' lee'~rataly ;>::lrtray woman in 
most of :~e.r -=a~y ac:....lfi". 

6. Ads suggast thll woman m<lk• imponant d~IOI'II. 

7. Acs wn,c-. J se• aee:.ra111y panray men m m::as1 of 
tl'l•otd<t1iy ac-Jvnias. 

3. Aas s1.1;gnlthat wom•n aont ~o 1mOOf!V'II :1\1,.,.1 

9. J.ds s~:gq•st thai: a woman·s ~IICI 111n :1'1• homa. 

iO. l"m mo.-. sanu ... •to (he 01011ray<tl oi "NQm•n 111 
acvartiSing than I usact :o ca 

1 1. I tinct 1~1 oonra.y<~l ol wom•n '" aavarns1ng to 
0• olfenstve 

12. O~o~arad. I beri•va t/lattha portrayal oi wom•n 1n 
aGv•flllmg il C1"1'"9'"9 lor tl'le 011111". 

EFFECT ON COI.APANY IMAGE 

13. Como~nias that po"ray wom•n ollensiv•ly 1n th.,r 
~ ... ,,ISII"I9 ar• more likely 10 GISC~m.,at• 019a•ns1 
wom•n and other mmonoes in pc promotion <tncl 
<ldvanc•mant. comoaraci with omar compan1•1 11"1 
th• 1ame ous111ess or industry. 

t<:. I beiia,..thatllow women ar• ~rtrayact in acts 
maraty "fleets !II• g•n•ralaltlruaa ot thai 
company towanl wom.n·s place 1n aoc:~•ly. 

E.Fr:ECT ON PURCHASE INTENTtON 

1.5. II a n.aw onxluc:! ill introduced ~h IdS thatllind 
oH•rutl'll, I m!Qnt stil buy 11 ~ ~ cH•,., m• benalils 
whichlllndatVactive. 

16. lfan•wproduc:!Otse,.,_wn;chtuseadootsan 
<td Cltnl)lllljln which J find otfansive. Ml disc:onunu• 
I.ISI/IQ ll 

17. Even thou;h I may u• lFI act whiCh is olfanSI'II 
lor onl ptOduc::, I wou~ c:onun1.111 to p..~rc/lasa 
o1ner prooucts thlt lllav• o••n using !rom thl 
s<~me company. 
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\s illustrated in Exhibit 5, which deals with 
research question 5, this study identified 
greater differences between American make and 
female perceptions thim when comparing Japanese 
males and females. Where only three significant 
differences arose between Japanese males and 
females, there were eleven significant differ­
ences in perceptions between American males and 
females. As was the case with Japanese females, 
American females also exhibited a greater level 
of criticism than their male counterparts. 
American females were found to be significantly 
more critical of their role portrayals in 
advertising than American males This can be 
seen in the significantly higher levels of 
agreement with negative items (items 2, 8, 9, 10 
and 11) and the significantly lower levels of 
agreement on positive item 1. Similar results 
were found when assessing effect on company image 
and purchase intention with signif !cant ly more 
agreement with negative items (items 13, 14, and 
16) and significantly less agreement with 
positive items (items 15 and 17). 

Summary and Conclusions 

It would appear from these samples that Japanese 
business students, whether they be male or female 
were significantly less critical of their role 
portrayals ln advertisements than business 
students in the U.S. However, even though the 
Japanese res·pondent s tended to be less critical, 
both male and female Japanese students expressed 
more agreement than U.S. students with the 
suggestion that companies that portray women 
offensively in their advertising are more likely 
to discriminate against women and other minori­
ties in job promotion and advancement (item 13) 
and women in both countries agreed with this 
statement more than their male counterparts. 
This area represented only one of a few differ­
ences in perceptions that surfaced between female 
and male Japanese students, while quite a few 
differences surfaced between American males and 
females. It is interesting to note that no· 
significant differences were exhibited between 
American and Japanese students male or female) 
with respect to purchase intentions even though 
the American students tended to be more critical 
of their role portrayals. This is consistent with 
the findings of Lysonski and Pollay (1990) which 
indicated that even in cases of high levels of 
criticism, there tends to be a disinclination 
toward boycott activities. 

While it is difficult to generalize from these 
findings, it is nonetheless interesting to 
speculate is to what is responsible for the lack 
of criticism exhibited by the Japanese respon­
dents. Are Japanese advertisements truly less 
offensive? Do they ex hi bit fewer stereotypes? 
Or, perhaps stereotypes do exist, but they are 
not considered inappropriate or offensive by the 
Japanese. It is also possible that the Japanese 
respondents may not be as sensitive to stereo­
types as are Americans. This is suggested by 
their higher level of disagreement with the 
statement "I'm more sensitive to the portrayal of 
women in advertising than I used to be" (item 
10). Is it possible that Japanese ad depictions 
are more even-handed than ad depictions in the 
United States, just as Gilly ( 1988) found 

Australian advertisements to be less stereotyped 
than American or Mexican ads? Do Japanese women 
merely accept their role depictions more readily? 
There is considerable additional research which 
is needed in this area. 

These findings indicate that if the differences 
in perceptions between the Japanese and American 
consumers are due to differences in advertising 
style and content, then advertisers should take 
care to preserve the style and content currently 
in use in the Japanese marketplace. Through such 
cultural sensitivity, advertisers may be able to 
avoid encountering increased levels of critic ism 
like those exhibited in the U.S. If, however, the 
lower level of criticism is a result of lower 
stereotype sensitivity, then advertisers may find 
the they have more freedom in their choice of 
role portrayals. 

Limitations and Suggestions for Future Research 

Due to the nature of the sample involved, 
generalizability is limited. A random sampling of 
American and Japanese consumers from a wide range 
of demographic categories would be appropriate. 
Future research should also include more exten­
sive content analysis studies of Japanese 
advertising in order to determine the extent and 
variety of stereotypes in advertising. There may 
also be particular criticisms of specific product 
or service classes and companies; therefore, 
future research should attempt to focus on these 
variables. 

TABLE 1 
Cross Cultural Sex Role Portrayal 

Research to Date by Country 

Australia 

Edgar and McPhee ( 1974) - Found women in 
ads were depicted as objects, sex objects 
or decoration. 

Gilly (1988) - Found that women were not 
being depicted as helpless, dependent upon 
men, only in family settings, only as 
homemakers, or as only being associated 
with domestic, lowpriced products. Also 
found that women were not being used for ad 
voice overs, and they were being depicted 
too often as young. 

Canada 

Wyckham (1987) Found that women were 
depicted as sex objects, decorative 
objects, helpless, and dependent upon men. 

Denmark 

Lysonski and Pollay (1990) - Found that 
business students were very critical of the 
disparity in sex role portrayals, but were 
not motivated to actually boycott products 
using sexist advertising. 
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England 

Manstead and McCulloch (1981) - Found that 
women were depicted as helpless, dependent 
upon men, homemakers, non career oriented, 
only associated with domestic or low-priced 
products, and were usually depicted as 
silent, making no product argument. 

Lysonski (1985) - Found that women were 
depicted as sex objects decoration for men, 
homemakers, non career-oriented, and 
concerned with physical attractiveness. 
Found also that the depictions of women as 
helpless and dependent upon men were 
actually decreasing. 

Furnham and Schofield ( 1986) - Found that 
women were depicted as homemakers, non 
career-oriented, and in traditional 
settings. 

Livingston and Green 
women were depicted as 
domestic, low-priced 
usually depicted as 
product argument. 

(1986) - Found that 
associated with only 
products, and were 
silent, making no 

Michell and Taylor (1990) Found a 
decrease in the depiction of women as sex 
objects or as decoration for men; however, 
they found no decrease in the depiction of 
women as homemakers, non career-oriented, 
and in traditional settings. Greece 

Lysonski and Pollay ( 1990) - Found that 
business students were very critical of the 
disparity in sex role portrayals, but were 
not motivated to actually boycott products 
using sexist advertising. 

Furnham and Voli (1989) - Found that women 
were depicted as helpless, dependent upon 
men, unintelligent, as homemakers, non 
career-oriented, in tradi tiona! settings, 
associated with domestic, low-priced 
products only, and little used in voice 
overs. 

Santa Cruz and Erazo (1990) - Found that 
women were depicted as sex objects, 
decoration for men, as homemakers, non 
careeroriented, in traditional settings. 

Gilly ( 1988) Found that women were 
depicted as helpless, dependent upon men, 
unintelligent as homemakers, non career­
oriented, in traditional settings, with 
very few female voice overs, and only as 
young. 

New Zealand 

Ford et al (1992) - General perceptions of 
men and women were examined regarding sex 
role portrayals in advertisements. Found 
that men and women were both critical of 
role portrayals in advertisements. 

Gendall and Blakeley ( 1990) - Found that 
women were not often used as product 
presenters, and when they were, it was for 
food and personal products. They also found 
unrealistic depictions with women over­
represented in the better-paid, higher­
status careers, while under-represented in 
homemaker settings and manual workers. 

Lysonski and Pollay (1990) Fund that 
business students were very critical of the 
disparity in sex role portrayals, but were 
not motivated to actually boycott products 
using sexist advertising. 

Marquez (1975) Found that women were 
depicted as helpless, dependent upon men, 
and as unintelligent. 

Sebastian et. al. (1985)- Found that women 
were depicted as sex objects, decoration 
for men, helpless, unintelligent, dependent 
upon men, associated with only domestic, 
lowpriced products. 

References availabe upon request. 
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COLLEGE STUDENTS' PERCEPTIONS OF PERSONAL SELLING: 
AN EMPIRICAL INVESTIGATION 

Sammy G. Amin, Frostburg State University 
Abdalla F. Hayajneh, Grambling State University 

Abstract 

College students' perceptions of sales as a career is a very 
important factor to the success of sales recruiting. Many 
negative perceptions concerning sales jobs have been in 
existence for some time. While these perceptions are 
becoming more positive, it must be remembered that much 
work has to be done in order to convince college students 
that sales is a desirable and respected profession. The 
findings of this study indicated that British students do not 
seem enthusiastic about entering sales as a career. This 
somewhat negative attitude reinforces past findings which 
indicated that American students consider sales to be a low­
status job with little recognition. However, unlike previous 
studies that were done on American students, the British 
students in this study expressed more positive attitudes 
toward sales as a career. 

Introduction 

Recruiting college graduates for sales jobs has become a 
major concern for the global business world in recent 
years. This concern has become more important to U.S. 
Corporations due to the fact that perceptions of selling held 
by college students may have dramatic effects on the 
success or failure of sales recruitment programs (Dubinsky 
and O'Conner, 1983). Corporate recruiters often find it 
difficult to persuade students to interview for sales 
positions as well as accept job offers. This has resulted in 
corporations not being able to attract qualified graduates as 
they would like, and could be a contributing factor to the 
rising cost of training and retaining sales personnel (Weeks 
and Muehling, 1987). 

Recruiting young and fresh college graduates with the high 
level of education for sales jobs may provide firms with a 
sales force capable of learning quickly. This may make it 
worthwhile for the high cost of training. However, this is 
definitely not an easy task. Results of many studies 
indicated that personal selling still has negative perceptions 
among college students and is not often held in high esteem 
(Ditz 1967, Ebey 1957, Jolson 1972, Paul and Worthing 
1970, Staunton 1958, Thompson 1972). Although recently, 
the results of some studies have reported just a slight 
improvement in students' attitudes toward selling as a 
career (Bellenger et al. 1974, Dubinsky 1980, Fossum and 
Moore 1975, Lagace and Longfellow 1989). 

College students in most cases, often lack a full 
understanding of the role of selling (Bellenger et al. 1974, 
Dubinsky 1980, Paul and Worthing 1970). Further, 
Weeks and Muehling (1987) stated that in general, sales 
occupations are held in low regard by the public and 
students in particular. This extends beyond being just a 

problem for sales managers to being a problem for the 
entire business community. Unfortunately, sales 
professions still represent a major problem to the American 
society and its business community. 

Literature Review 

For many years, academic researchers have examined the 
issue of college students' perceptions of selling as a career. 
Kurtz (1972) examined student's attitudes toward sales 
recruiting practices. Further, a related purpose was to 
contrast student's opinions with those expressed by sales 
recruiters. The results reveal~ that although a majority of 
the students held generally favorable impressions of sales 
recruiters, significant _opportunities exist for making the 
sales recruiting function more effective. For example, 
30% of the students that participated in the study stated that 
they did not believe the industry was doing an effective job 
in regards to sales recruiting. More importantly 48%, 
which represent a significant plurality, did not believe that 
recruiters communicated all facts about the job to the 
respondents. Further, when students were asked to suggest 
possible improvements, ranked first was, "being more 
honest and specific with the students about the position." 
However, rank order comparisons showed that the students 
and recruiters disagreed about the criteria considered in the 
selection process and the reasons for considering a sales 
career. 

Stauton (1958) stated that relatively few college students, 
even among those preparing for sales careers, have a 
realistic understanding of the nature of the selling job. 
Rather than considering selling as a career in itself, most 
students feel it is only a means to an end. Further, he 
reported that there is a need for better communication and 
cooperation between industry and the colleges turning out 
future salespeople. 

Bellenger et al. (1974) investigated business student's 
attitudes towards selling as a career. The results of this 
study indicated that student's attitudes toward selling as a 
career were more positive than had been expected. It was 
concluded that introductory and advanced students perceive 
selling as an occupation in which is similar to computer 
system selling as opposed to appliance selling. This 
indicates that students can see beyond the stereotype of the 
traveling salesman. However, while students attitudes were 
better than expected, selling as a career is still perceived 
much lower than other professional type positions. 

Miller et al. (1976) measured the degree of associations 
between attitudes toward selling as a career and achieved 
status. They utilized a Likert attitude scale and the North­
Hatt ( National Opinion Research Center) scale of relative 
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occupational prestige in this study. A questionnaire was 
developed which included questions in regards to the ten 
factors most frequently mentioned by participants in the 
1962 Sales Manz.gement survey. These factors were: social 
purpose, prestige, recognition, security, aggressiveness, 
income stability, long-term satisfaction, morality, 
psychological maladjustment, and working conditions. The 
findings of this study revealed that status may be an 
important factor to many students who reject selling as a 

career but irrelevant to those who look upon it favorably. 
It was concluded that "perhaps an awareness of achieved 
status in not keen among college students. • However, if 
students generally value status and are aware of it, the 
implication of this study is that the salespeople stereotype 
is a fallacy. In other words, students of all social classes 
view selling with respect to someone from their own ftame 
of reference in mind, such as a friend of the family or 
someone frequently mentioned by the parents. In general, 
these studies did not relate student's perceptions of the 
sales job to their important job characteristics. However, 
Dubinsky (1980) examined student's perceptions of sales 
jobs from a new dimension. He utilized twenty four job 
characteristics to examine the differences between male and 
female student's desired job characteristics and between 
their perceptions of sales jobs. The findings of this study 
indicated that the majority of the respondents, more than 
85%, consider the opportunity for advancement and good 
remuneration to be important in their job selection. More 
than 75% of the students indicated that excellent fringe 
benefits and job security are important job characteristics. 
Interestingly, 80% of the students reported that a sales job 
is challenging, provides a feeling of accomplishment, 
provides interaction with different people, and furnishes an 
opportunity to travel and to use one's creativity. These are 
somewhat encouraging findings to sales recruiters. In 
regards to the differences between male and female 
students, the results revealed relatively few differences. 
Male students however, are slightly more favorably 
disposed towards a sales job than are female students. 

Dubinsky (1981) compared college student's perceptions of 
sales jobs with industrial salespeople. The sample 
consisted of 219 day school students enrolled in 
introductory courses at a large, public university. The 
salespeople were selected from the membership roster of a 
local chapter of the Sales and Marketing Executive Club. 
The result of this study indicated that students have 
misconceptions about sales jobs when compared with the 
industrial salespeople. Student's misconceptions were both 
favorable and unfavorable toward selling. That is, in 
relation to industrial salespeople, students believe a sales 
job is less likely to possess certain positive features. 
Students perceived to a lessor degree in comparison with 

industrial salespeople that a sales job: offers the 
opportunity to work for a company with a good reputation, 
performs a variety of tasks, makes a contribution to 
society, has professionalism, has much status, has job 
security, is complex, is non-routine in nature, and does not 
require frequent relocation. However, students believe to 
a greater degree than industrial salespeople that a sales job 
provides interaction with different people and the 
opportunity to travel. Due to these differences in 

perception between students and industrial salespeople on 

the above characteristics, students may have misconceptions 
about a sales job possessing these features. It was 
concluded that if companies hope to attract a large pool of 
college graduates to fill sales positions, they must address 
the negativism and misconceptions students have about 
sales Jobs. Dubinsky and O'Conner (1983) examined 
college student's preferences about different kinds of sales 
positions. The sample consisted of 203 students enrolled 
in introductory marketing courses at a large state university 
in a major metropolitan area. Data was collected in 

regards to seven different kinds of sales jobs including: 
route, retail, trade, missionary, sales engineer, product, 
and service selling. The McMurry (1961) sales job 
taxonomy was utilized due to its representation of a broad 
spectrum of sales jobs, duties, and responsibilities. It was 
found that introductory marketing students do not perceive 
all sales jobs as being the same. Further, the respondents 
of this study are not negatively disposed toward all sales 

positions. In regards to the seven kinds of sales jobs: 
students strongly preferred sales engineer and service jobs, 
moderately preferred missionary and product sales 
positions, and disliked retail, trade, and route sales jobs. 
Further, a substantial number of students apparently prefer 
sales positions that are rewarding and entail a soft sell 
approach. 

Weeks and Muehling (1987) investigated student's 
perceptions of personal selling by the utilization of a word 

association approach to determine the very first thoughts 
that come to mind when exposed to the words "personal 
selling•. The sample consisted of 300 students enrolled in 
introduction to marketing courses. The majority of the 
students were business majors (75%). The use of business 
and non-business majors was justified by the fact that 
corporate recruiters hire both majors and also the results of 
previous studies (Bellenger et al. 1974, and Dubinsky 
1980). The results of this study indicated that students 
first-thoughts are slightly more negative than positive in 
their perception of selling: 41% of first-thoughts were 
negative, 39% were positive, and 20% were neutral. It 
was concluded that college students of the 1980's, much 
like students of previous generations, often hold a 

stereotypical view of personal selling. In addition, 
first-thoughts (29%) associated selling in a negative fashion 
with door-to-door activities, or with less than desirable 
personal traits, such as being pushy, or out of style. 

Lagaca and Longfellow (1989) examined students attitudes 
toward sales careers. More specifically 1 they emphasized 
four issues: are students' opinions regarding sales careers 
improving? does class style make any difference? can 
class style change attitudes? and do gender differences in 

attitudes exist? The results of this study revealed that 
students' opinions of personal selling are becoming more 
positive. Of special interest to personal selling recruiters 
would be the positive opinion the students had toward the 
status and prestige of sales personnel, job security 1 and the 
preference for a sales position over a non-sales position. 
In regards to course curriculum style, it was found that the 
course curriculum does influence the students' opinions 
concerning personal selling. Further, the results indicated 
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that a participative style personal selling course is effective 
in changing students' attitudes toward sales positions (more 
change to positive attitudes). In addition, the results of this 
study indicated that gender difference in attitudes do not 
exist. It was concluded that the fmdings of this study 
should alleviate some concerns and problems of corporate 
sales recruiters due to the positive changing in the students' 
attitudes towards sales career. 

Purpose and Objectives 

The purpose of this study was to investigate British 
students' perceptions of sales jobs as a career. Further, the 
study examined how sex (male vs. female) influenced the 
students' perceptions of personal selling as a potential 
profession. A comparison of the findings of this study and 
the results of previous American Literature will be 
addressed. 

Based upon previous literature and to accomplish the 
purpose of the study, the following research objectives 
were developed: 

Objective Number One: to examine undergraduate British 
students' perceptions in regards to seeking sales jobs as a 
career. 

Objective Number Two: to determine the rank order of the 
examined selling jobs occupational values among British 
students. 

Objective Number Three: to examine the effect of the sex 
factor on the undergraduate British students' perceptions of 
sales jobs as a career. 

Research Method and Design 

A descriptive approach was utilized to conduct this survey. 
The survey instrument was developed primarily based on 
the previous work of Ondrack (1973), ~llenger et al 
(1974), and Burton (1976). The survey instrument was 
self-administered questionnaires composed of two sections. 
The first section consisted of 21 occupational value 
statements to measure the first and the second research 
objectives. A five point scale was utilized as a 
measurement tool for this section. This scale ranges from 
one (representing strongly disagree) to five (representing 
strongly agree). The second section consisted of 
demographic characteristics of the individual respondents. 

The respondents represented undergraduate students 
enrolled in senior business classes in a small to medium 
sized university, located in a rural area in Great Britain. 
Questionnaires were distributed in all senior business 
classes and students were asked to return them to a central 
location. There were 126 usable questionnaires that were 
utilized in the final analysis of this study. 

Section I: The break down of the demographic character­
istics of the sample respondents was as follows: 

a) AGE: 
112 (89%) respondents were 18-24 years of age; 
12 (9%) were 25-34 years of age; 

and (2%) were 35-44 years of age. 
b) SEX: 

55 (44%) respondents were male and 
77 (56%) were female. 

c) MARITAL STATUS: 
122 (97%) were single; 

3 ( 2%) respondents were married; and 
1 ( 1%) respondent was divorced. 

d) ANNUAL INCOME: (In English Pound) 
113 (89%) had between 0.00 and 4,999; 

9 ( 7%) had between 5,000 and 9,999; 
1 (1 %) had between 10,000 and 14,999; 
1 (1%) had between ·15,000 and 19,999; 
2 (2%) of them had between 25,000 and over. 

e) EMPLOYMENT STATUS: 
3 (2%) of the respondents worked full time, and 

123 (98%) were full time students. 

Results and Discussions 

Section ll: Descriptive analysis was utilized for this 
section. Twenty-one occupational value statements were 
utilized to measure students perceptions of sales jobs as a 
career. Table One represents the results of the first and the 
second research objectives. 

The respondents' of this study revealed some interesting 
findings in regards to college student's perceptions of sales 
jobs as a career. Perceiving this job as the one which 
attracts people who are persistent received the highest 
ranking among the respondents (ranking was determined 
according to the mean score of each statement). It is 
important to mention that the students were not told that 
their perceptions to the statements would be rated. The 
students expressed to some extent, positive attitudes toward 
the examined statement (mean = 3.88, higher mean 
represents a more positive perception). The fmdings 
indicated that 27% of the respondents strongly agreed and 
58% agreed with the statement. The respondents may have 
felt that selling jobs require a strong effort and the ability 
to handle rejections. In effect, selling jobs will defmitely 
fit individuals who are persistent. 

The students responded in a positive manner to the 
statement that sales jobs attract people who are friendly 
(mean = 3.70). The results indicated that 15% of the 
respondents strongly agreed and 52% agreed with the 
statement. This finding may be justifiable due to the notion 
that the nature of selling jobs require dealing with different 
kinds of people, and being polite to all clients. In addition, 
the respondents' reaction towards the notion that sales­
people are professional was considered positive (mean = 
3.67). The results indicated that 12% of the respondents 
strongly agreed and 57% agreed with the statement. This 
finding may be justified as respondents may have felt that 
sales jobs require individuals who possess professional 
characteristics (dress, intelligence, manners, etc ... ). 
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In regard to perceiving sales jobs as well paying jobs, the 
respondents expressed a positive reaction (mean = 3.65). 
The findings indicated that 5% of the respondents strongly 
agreed and 61% agreed with the statement. The 
respondents may have felt that selling jobs involve high 
incomes due to the rising trend of the utilization of the 
compensation plan (salaries plus bonus). Further, the 
participants' feelings, concerning the idea that salespeople 
are understandable, was moderately positively (mean = 
3.38). The findings indicated that 9% of the respondents 
strongly agreed and 39% agreed with the statement. This 
finding may be justified as the students may have felt as if 
salespeople are compassionate and flexible. The 
respondents' reaction toward the statement that sales jobs 
attract people who are exciting is slightly positive (mean = 
3.33). The findings indicated that 6% of the respondents 
strongly agreed and 42% agreed with the statement. The 
respondents may have felt that salespeople are adventurous 
individuals. Further, the statement concerning salespeople 
who are responsible is leaning toward a positive reaction 
(mean = 3.27). The findings indicate that 38% of the 
respondents strongly agreed and 32% agreed with the 
statement. The respondents may have felt that salespeople 
tend to be dependable and competent. 

Sales jobs as attracting people who are youthful was 
considered to be somewhat positive by the respondents 
(mean = 3.25). The fmdings indicate that 5% of the 
respondents strongly agreed and 40% agreed with the 
statement. This finding may be justified as the students 
believe much energy is needed in sales. In addition, the 
participants expressed that they were moderately positive 
(mean = 3.12) concerning the idea that salesmen are super 
achievers. The results indicated that 4% of the respondents 
strongly agreed and 29% agreed with the statement. This 
reaction is believed to be caused by the respondents 
feelings that salespeople are ambitious and dedicated. 

The respondents also indicated that they felt somewhat 
positive about the notion that sales jobs attract people who 
are courteous (mean = 3.10). The findings indicated that 
7% of the respondents strongly agreed and 30% agreed 
with the statement. The respondents may have felt as if 
salespeople are well mannered and polite. Further, the 
participants' feelings concerning sales jobs as attracting 
people who are secure was slightly positive (mean = 3.04). 
The findings indicated that 4% of the respondents strongly 
agreed and 33% agreed with the statement. This finding 
can be justified as the students may have felt as if 
salespeople are stable and assured. 

The participants indicated that their perceptions were 
somewhat negative on the idea that sales jobs benefitted 
society (mean = 2.89). The results indicated that 57% of 
the respondents neither agreed nor disagreed and 25% 
agreed with the statement. The student's beliefs may have 
been that salespeople are interested in profits only and not 
concerned with the well being of their community. In 
addition, sales jobs as attracting people who are masculine 
was considered to be somewhat negative by the respondents 
(mean = 2.75). The findings indicated that 38% of the 

respondents neither agreed nor disagreed and 32% 
disagreed with the statement. Sales is considered to be a 
white collar job and this perception is well known by 
society. 

Interestingly, the respondents reaction was moderately 
negative toward the notion that sales jobs attract people 
who are educated (mean = 2. 73). The results indicated 
that 39% of the respondents neither agreed nor disagreed 
and 38% agreed with the statement. This reaction is 
believed to be caused by the respondents feelings that 
salespeople come from various backgrounds with differing 
characteristics. In addition, the respondents' reaction 
toward the idea that sales jobs attract people who are "like 
me" was somewhat negative (mean = 2. 70). The findings 
indicated that 40% of the respondents neither agreed nor 
disagreed and 32% disagreed with the statement. Students 
may have indicated that they do not desire to enter sales as 
a career. This idea of sales as being undesirable has been 
with students for years. 

The participants in this study seemed to consider the notion 
of sales jobs as attracting people who are relaxed as leaning 
toward negative (mean = 2.63). The results indicated that 
25% of the respondents neither agreed nor disagreed and 
50% disagreed with the statement. This reaction is 
believed to be caused by the respondents feelings that 
salespeople are intense sellers and outgoing. In addition, 
high status was considered to be moderately negative by the 
respondents (mean = 2.50), 36% of the respondents 
neither agreed nor disagreed and 48% disagreed with the 
statement. This finding may result from the negative 
stereotype perception of this profession. 

In regards to perceiving sales jobs as not requmng 
weekend work, all the time, the respondents expressed a 
negative reaction (mean = 2.32). The findings indicated 
that 46% of the respondents disagreed and 20% strongly 
disagreed with the statement. The students felt that this 
type of job definitely will require a sufficient amount of 
weekend work. Further, sales jobs as attracting people 
who are upper class was considered to be negative by the 
participants (mean = 2.23), 55% of the respondents 
disagreed and 16% strongly disagreed with the statement. 
The respondents felt that upper class people will not seek 
sales jobs due to the negative public perception both of the 
sales profession and the limited opportunity of 
advancement. The students also rated the notion that sales 
jobs take a minimum amount of time each week as 
negative (mean = 2.03). The results indicated that 58% of 
the respondents disagreed and 23% strongly disagreed with 
the statement. Students feel that sales as a career requires 
much work. 

Finally, the students expressed that their perceptions were 
negative concerning the idea that sales jobs require little 
traveling (mean = 1.81). The findings indicate that 51% 
of the respondents disagreed and 38% strongly disagreed 
with. the statement. The students believe that sales requires 
much traveling when doing work as a salesperson. 
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In regards to the effect of the sex factor on the 
undergraduate British student's perceptions of sales jobs as 
a career, the findings of this study were surprising. In 
general, based on the mean score, the results revealed that 
in most cases, there were no major differences between 
male and female attitudes towards sales positions. 

A two-way analysis test was conducted and only two 
statements out of the 21 occupational value statements 
examined were significant. The statements on whether 
students perceived salesmen as professionals were 
significant at the (0.05) level and if sales jobs attracted 
people who are persistent was significant at the (0.10) 
level. The findings of this study conflict with the previous 
findings. Dubinsky (1980) stated that male's overall 
perceptions of sales as a career tend to be more favorable 
than females. However, the British students expressed 
almost identical perceptions of sales as a career. 

The sex factor played little to no role in the individuals' 
reaction toward sales jobs as a career. Unlike previous 
findings, in that Americans had different attitudes 
concerning sales jobs, the British had no differences. 

Overall, this study demonstrated that the British students 
reacted somewhat positive to several statements, but in 
general, still remain slightly negative towards choosing 
sales as a career. 

Recommendations For Future Research 

Improving college students' attitudes toward sales jobs is 
far from over. Future research is a must in order for sales 
recruiters and academics to alleviate the existing 
misconceptions of sales as a career and as a profession. 
One study may use a broader-based sample than was used 
in this study with the comparison between business and 
non-business majors. A comparison study between the 
perceptions of undergraduate and graduate business students 
may also be useful. Other studies should examine how 
students in more developed nations view sales jobs and 
compare the results with students in Great Britain. 
Further, research should continue exarnmmg the 
perceptions of existing salespeople and compare it with 
college students as potential sales personnel. In addition, 
student's attitudes toward different kinds of sales jobs, as 
was determined by McMurry (1961) and was examined by 
Dubinsky and O'Connor (1983), should be re-investigated 
to determine if students' attitudes toward specific sales jobs 
has been changed over time. Finally, a study of the public 
perception of sales as a profession may provide some 
direction, for both sales recruiters and academics, to 
correct some of the stereotype concepts that exist among 
the public in general in regards to salespeople and its 
profession. 

Conclusion and Discussion 

Recruiting college graduates for sales positions still 
represents a major concern for the Global business world. 
This concern has become more crucial to developed nations 
in general and to U.S. corporations in recent years. 
Specifically, U.S. corporations are concerned that 
perceptions of personal selling held by college students may 
have a dramatic effect on the success or failure of sales 
recruitment programs. Corporate recruiters often find it 
difficult to persuade college students to interview for sales 
positions as well as accept job offers. This is a result of 
students' negative perceptions towards personal selling as 
a career. 

The results of previous American literature indicated that 
college students' perceptions of personal selling were on 
the negative side. However, the findings of some recent 
studies have reported a slight improvement in student's 
attitudes towards personal selling as a career. This 
improvement is not enough to be considered as a major 
accomplishment to change students negativism toward 
accepting personal selling as a career. Efforts should be 
continued, by both academic institutions and corporations 
in order to make college students more attracted to sales 
jobs and selling as a profession more respectable and 
desirable. 

The findings of this study indicated that British students do 
not seem enthusiastic about entering sales as a career. This 
somewhat negative attitude reinforces past findings in that 
American students consider sales to be a low-status job 
with little recognition. Interestingly, the students felt 
education had very little to do with choosing sales as a 
career. Again, this reinforces previous findings. 
However, unlike previous studies that were done on 
Americans, the British students in this study expressed 
more positive attitudes concerning sales as a career. 

Salesmen as being perceived as professionals, was indicated 
by the students as being true. This statement, along with 
the belief that sales jobs pay well are two reasons why the 
perception of sales jobs are changing. This differs from 
previous studies, as the American students rated both 
statements as neutral to slightly negative (Bellenger et al 
1974). 

Tables and References available upon request. 
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AN EMPIRICAL INVESTIGATION OF ADVERTISING AGENCY - CLIENT RELATIONSHIP 
IN AN ADVANCED DEVELOPING COUNTRY 

Erdener Kaynak, Pennsylvania State University at Harrisburg 
Orsay Kucukemiroglu, Pennsylvania State University at York 

Yavuz Odabasi, Anadolu University 

Abstract 

Parallel to the rapid developments taking 
place in manufacturing sector, the advertising 
industry is also experiencing a stage of rapid 
development in most of the advanced developing 
countries, as evidenced by the increased number 
of advertising agencies and total billings. This 
paper examines present structured characteristics 
of Turkish advertising agencies and critically 
compares the role and functions of the 
advertising agency and client relationships in 
that country. 

Introduction 

During the last decade, there have been 
substantial changes and developments in the glob­
al advertising industry. A number of factors 
have contributed to this rapid change. Among 
all, increased advertising agency consolidations 
and concentration, the growth of satellite tele­
vision, increased sovereignty of global consumers 
and recent changes in Eastern Europe and former 
Soviet Union and the anticipated full unification 
of West European countries at the end of 1992 as 
well as increased impact of communication tech­
nology all had profound effects on the global 
advertising industry (Higgins and Ryans 1991). 
Indications are that these changes and transfor­
mations will continue at a faster rate in the 
1990s. 

Global advertising approach assumes that 
modern advertisements which work well in one 
area/country will work equally well in another 
area/country. However, few truly world brands 
exist, and these may not be advertised in the 
same fashion everywhere. Global advertising 
agencies often place more importance on cost-ef­
ficiency and simplicity than on local needs and 
responsiveness. Globalization can create niches 
in which more responsive, local agencies can 
work. These can create certain advantages which 
do exist for the small to medium-sized advertis­
ing agency. Globalization makes it difficult for 
advertising agencies to subscribe to the idea 
that good advertising requires a detailed under­
standing of particular market and social issues 
(Anonymous 1988). 

Parallel to these recent developments, in­
stitutions such as European satellite television 
seem to be forcing changes in the traditional 
advertising agency-client relationships (Howard 
and Ryans 1988/89). As a result of this, the 
1990's will be different in several respects. 
The Anglo-U.S. hegemony that has ruled advertis­
ing since it was invented may be seeing serious 
competition from European rivals. There is cur­
rently room for an unprecedented variety of ad­
vertising agencies - large and small, local, 

regional, and global (Caulkin 1990). For 
instance, as the number of major advertising 
agencies has been reduced through mergers and 
acquisitions, agencies are more and more finding 
themselves faced with having multiple clients in 
a given industry and having to choose among long­
held clients. In France, for instance, advertis­
ing agencies are responding to the maturing of 
their domestic markets by looking abroad for mar­
ket growth opportunities (Seaman 1991). This is 
the current state of the global advertising in­
dustry both in developed and developing countries 
of the world. 

In recent years, there has been a strong 
resistance by international advertising clients 
to the global campaign before quality or market 
effectiveness are considered. When properly un­
dertaken, the global advertising campaign 
requires a good deal of effort and creative time, 
with the costs often being much greater than the 
sum total of creating many individual market ad­
vertising campaigns. If a worldwide uniform 
brand image is important to a company, it should 
do the following: a) select one advertising 
agency worldwide with a worldwide account coordi­
nator reporting to client headquarters, b) estab­
lish multinational client-agency group planning 
meetings, c) conduct or supervise consumer 
research and advertising pretesting from brand 
headquarters, d) have a global campaign elastic 
enough to be effectively transliterated into the 
lifestyles and cultures of intended audiences 
(Peebles 1989). 

Dramatic increases in international adver­
tising spending are leading major U.S. agencies 
to re-organize in order to get better management, 
more services and better profits from their over­
seas operations. To this end, much of their at­
tention is focused on Europe, where the removal 
of panregional marketing barriers by the end of 
1992 is creating account consolidation and market 
expansion (Levin 1989). 

In recent years, in an effort to keep home 
country biases out of their advertising/promotion 
strategy and implementation decisions, many in­
ternational firms have made use of local adver­
tising agencies. These local agencies, in most 
cases. offer a wide range of marketing services 
including market research, concept testing, de­
mand forecasting, purchase of radio time and 
press space, production of artwork and neon 
signs, billboards, direct mail and personal sell­
ing (Kaynak 1989). This has also been the case 
in the U.S.A. A recent survey indicated that 
U.S. firms use a foreign advertising agency more 
than they use an American advertising agency with 
overseas branches. They are also responding to 
the maturing of their domestic markets by looking 
abroad for market growth opportunities (Seaman 
1991). 
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Many factors enter into the selection of an 
advertising agency. For instance, the advertis­
ing agency should know something about the firm's 
products and services, and how, when and where 
they are used, the industries in which they are 
used, the services required, and the budget and 
the organizational setup of the firm for market­
ing. Evaluation of the specific agency should 
revolve around the following factors: 1) its 
organization, 2) a methodology for handling cli­
ents, 3) marketing thinking within the account 
team, 4) sensitivity to cultural differences, 5) 
creative skills in marketing, and 6) adequacy of 
presentations (Roth 1978). To be able to perform 
advertising tasks properly, advertising agencies 
need to prepare plans and programs that include 
clear-cut objectives. The ability to specify 
realistic objectives for a particular advertising 
campaign requires the preparation of an overall 
advertising plan. This plan necessitates an as­
sessment of the firm's task system as well as an 
analysis of the existing marketing programs and 
procedures (Dart and Pendleton 1984, p. 40). 
Advertising agency planning procedure is shown in 
Figure 1. 

FIGURE 1 

introduction of free market economy principles. 
In 1982, total advertising expenditures was $100 
million, and this increased to $300 million in 
1990. This amount represented 0.36% of the Turk­
ish GNP in that particular year. In practice, 
total advertising expenditure as a percentage of 
GNP expresses the importance of the resources 
devoted to advertising out of the total economic 
activity of a country, rather than having any 
intrinsic meaning. 

Companies which manufacture goods for sale 
in a developing country, such as Turkey, have 
naturally made use of advertising techniques 
which have originated elsewhere. In practice, 
the techniques of advertising have been applied 
by multinational companies in environments dif­
ferent from those in which they were initially 
developed. In a developing economy, such as 
Turkey's, the consumer is likely to be more af­
fected by individual brand promotions, whether 
these are in the form of advertising, personal 
selling or point-of-purchase display, than will 
his or her counterpart in a wealthier society 
such as that of U.S. 

Advertising Agency Planning Procedure 

OBJECTIVE 
SPECIFICATION 

FOR A requires ----.1 
PARTICULAR 

CAMPAIGN 

AN OVERALL 
PROMOTIONAL 

PLAN 

A MARKETING AUDIT 
requiree--~-----~r-----~ 

TASK I FUNCTION 

Written Document Outlining 

1. Target Market 1. Company Goals 1. Situation 1. Market 

2. Creative Strategy 2. Product/Market Scope 2. Objectives 2. Competition 

3. Performance 3. Identification of 3. Strategies 3. Potential 
Criteria (quantified) Market Segments and Current 

4. Tactics Customers 
4. Measurement 4. Identification of 

Target Market Segmenta 5. Control 4. Product/ 
s. Time and Budget Service 

Constraints s. Specification of 
Proposed Marketing 5. Pricing 
Program/Target Segment 

6. Distribution 
6. Specification of Action 

Plans 7. Communication 

7. Pel:'formance Review 
Process 

Source: Jack Dart and Lome L. Pendleton, wThe Role of Advertising Agencies in 
Entrepreneurial Education," Journal of Small Business Hauasement, Vol. 22, 
No. 2, April 1984, p. 41. 

Advertising Practices In A Developing Economy 

As practiced in Turkey today, advertising 
is in a stage of rapid development, evidenced by 
the increased number of agencies and total bill­
ings during the last ten years along with the 

Study Methodology 

The purpose of this study is to investigate 
the satisfaction level of advertiser-advertising 
agency relationship in an advanced developing 
economy, Turkey. To achieve the objective of 
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this research, the complete list of advertising 
agency firms was obtained from the Bilesim Market 
Research Company's 1990 Media Expenditures 
Report. This report included the names and cumu­
lative media expenditures of the Turkish adver­
tising agency firms for 1990. The survey sample 
was made up of 194 firms which spent a minimum of 
1 billion Turkish Lira through different media in 
that year. 

Individuals who were responsible for adver­
tising activities of the firms were the data 
source for the study. The self-administered 
questionnaire was used as the instrument to col­
lect the data. The questionnaire was divided 
into three parts. In part I, managers were asked 
to rate their satisfaction level along twenty 
attributes on a scale of I ("Not Satisfactory at 
All") to 5 ("Very Satisfactory"), Respondents 
were also provided with a "No opinion" option. 
The list of attributes was culled from Verbeke's 
(1988-89) study and it was pretested to ensure 
comprehension and clarity in Turkish language and 
also in Turkish advertising environment. In ad­
dition to twenty attributes, respondents were 
asked to rate their overall satisfaction level 
with their present advertising agency. In the 
second and third part of the questionnaire, re­
spondents were asked about the name and industry 
category of the firm for which they worked, their 
demographic background, and their current posi­
tion in the company along with years of relations 
with the present advertising agency. 

To obtain a high response rate from the 
respondents, a carefully worded cover letter as­
suring confidentiality was sent with each ques­
tionnaire. It was requested that the recipient 
in the main office of the firm pass all corre­
spondence on to the manager responsible for ad­
vertising activities in case he or she was not 
the one. 

The data collection process spanned the 
Spring of 1991. From a total of 194 question­
naires mailed, after one follow-up process, 93 
usable responses were received representing a 
47.9% response rate. Two of the questionnaires 
could not be used because they were incomplete. 
Some of the sampled firms sent more than one 
questionnaire back because of their relation with 
more than one advertising agency. In these 
cases, these multiple questionnaires were 
discarded from further analysis. 

Adversiting Agency-Client Relationship In Turkey 

Generally, advertising agencies use three 
different methods of obtaining advertising jobs. 
These are: 1) the advertising agency finds the 
client; 2) the client comes to an advertising 
agency; 3) subcontracting. However, there are 
differences in the utilization and in the mix of 
these three methods in different countries, For 
instance in Turkey, advertising agencies small or 
gigantic turn over wise directly purchase the TV 
airing time they need for their operations. This 
practice is applicable to both the state owned 
TRT (Turkish Radio and Television) and private 
channels. It is a customary practice that all TV 

channels give 15% agency discounts. Advertising 
agencies are free to reflect this 15% agency dis­
count to their clients or to keep it for them­
selves. This will depend on the individual 
agreement reached between each advertising agency 
and its individual client, Therefore, it is not 
uncommon to some across different applications 
even within the same advertising agency. 

Before private TV channels started broad­
casting in Turkey, TRT's commercial belts were 
very much in demand, as TRT was the only TV medi­
um in Turkey. The demand for TV airing time ex­
ceeded the allocated time for commercial slots. 
Therefore, TRT had a draw each year before the 
Notary Public after all of the applications were 
turned in. However, TRT does not have draws any­
more, as the demand for TRT's commercial airing 
time dropped considerably over the last two years 
or so. Of course, advertising agencies perform 
other services for which they charge on a cost­
plus-fee basis (Kaynak 1989). 

It is found that the company managers in 
banking, insurance, consumer durable products, 
computers and automobiles thought more highly 
about the quality of the media planning depart­
ment of their advertising agencies than the com­
panies in health, grocery, cosmetics and petro­
chemical products. The reason for this maybe 
attributable to the fact that the former group of 
products require larger investments, they are 
high-involvement products; and consumers of these 
products experience higher level of risk in pur­
chasing them. As manufacturers of these 
products, in most cases, differentiate their 
product offerings very carefully, they need to 
plan their marketing and advertising strategies 
more highly compared to the latter group of com­
panies. This is also true about the quality of 
advertising research done by their advertising 
agencies, as they would need better data and in­
formation from the marketplace to develop more 
appropriate marketing strategies and programs. 
Companies in durable products, computers, automo­
biles and petro-chemical products are more satis­
fied about their advertising agencies than the 
companies in health, grocery, cosmetic, bank and 
insurance about "agency makes the deadline," 
"clarity of assignments," and "good personal re­
lationship with the account people." 

It is statistically significant that compa­
nies which spent $7 million or less are 
more satisfied about "the quality of public rela­
tion campaigns," and "agency has low turnover." 
On the other hand, companies which spent more 
than $7 million are more satisfied about their 
agencies with "agency makes the deadlines," "the 
quality of creative work," "easy to get in touch 
with the people of agency," "good personal rela­
tionship with the account people," and "overall 
satisfaction level." It can be concluded that 
companies spending higher amounts of money on 
advertising expect higher levels and more varied 
services from their advertising agencies than 
their counterparts who spend lesser amounts. 
There is also some indication that a relationship 
exists between amount of money spent on advertis­
ing through an advertising agency and the diver­
sity and differentiation of the promotional and 
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advertising mix expected from their advertising 
agencies. 

Companies which did business with advertis­
ing agencies six or more years evaluated their 
agencies more favorably about the following at­
tributes than the companies which had shorter 
span experience with their advertising agencies: 
"agency makes the deadlines," "agency operates 
within agreed upon strategy," "quality of 
creative work," "agency personnel is 
experienced," and "overall satisfaction level 
with the agency." Advertising agency client re­
lationships do change over time. As the two 
sides work together for a longer period, the per­
sonal relationships become very important. Hence 
those agencies who had a longer period of rela­
tionships with their clients evaluated the per­
formance of their advertising agencies in a more 
favorable manner than their counterparts who had 
a shorter period of relationships. 

It is also found that the effect of the 
position of the respondents in the company in 
their evaluation of their advertising agency. 
Sales and advertising manage"rs are more satisfied 
with "quality of public relations campaigns" than 
the president/or the vice president of the compa­
ny. On the other hand, president/or vice presi­
dent thought more highly of the advertising agen­
cy than the sales and advertisement managers 
about the following attributes: "agency meetings 
are productive and efficient," "agency shows 
strong leadership," "agency personnel 
experienced," and "good personal relationship 
with the creative people." 

People with graduate or higher education 
level attainment are more satisfied with their 
agencies than the people with lower educational 
levels about "agency operating within agreed-upon 
strategy," "easy to get in touch with the people 
of agency," and "overall satisfaction level with 
the agency." People with undergraduate universi­
ty and lesser educational levels thought more 
favorably about "quality public relation 
campaigns" and "agency shows strong leadership" 
than the people with higher educational levels. 

The set of attributes which are considered 
by company personnel were factor analyzed for the 
purpose of finding the factors defining 
companies' selection criteria of their advertis­
ing agencies. The purpose of this analysis was 
to discover how the 20 variables correlated, 
thereby determining the underlying dimensions 
affecting agency-client relationships in an ad­
vanced developing economy. Factor analysis can 
help to identify the dimensions of advertising 
agency selection criteria. The resultant Varimax 
rotation factors were evaluated. The analysis 
produced five factors which explained 73.5% of 
the total variance. Only those factors with an 
eigenvalue greater than 1.00 were retained, and 
only those variables achieving factor loadings of 
0.49 and over were used to interpret the factors. 

The first factor delineates a cluster of 
relationship among opinion about "quality of me­
dia planning (. 711) , " "agency operates within 
agreed-upon strategy (.665)," "quick reactions of 

advertising agency to changes in the environment 
(.742)," "agency provides full range of services 
(.803)," "agency meetings are productive and ef­
ficient (.545)," and "agency shows strong leader­
ship (6.79)." This factor accounts for 33.58% 
of the total variance and may be labeled as effi­
ciency and adaptation factor. 

The second factor consists of "easy to get 
in touch with the people of agency (.681)," "the 
agency charges fairly (.785)," "good personal 
relationship with account people (.623)," and 
"agency stays within the budget limitations 
(.658)" which accounts 19.11% of the total vari­
ance. This factor may be labeled as friendliness 
factor. 

The third factor delineates a cluster of 
relationship among "quality of public relation 
campaigns (. 723)," "quality of advertising 
research (.765)," and "the quality of marketing 
research (. 858)." This factor accounts for 7. 71% 
of the total variance and may be labeled as re­
search capability factor. 

The fourth factor accounts for 6.95% of the 
total variance and consists of "quality of cre­
ative work (. 658)" and "good personal relation­
ship with the creative people (.796). 11 This fac­
tor may be labeled as creativity factor. 

The fifth factor delineates a cluster rela­
tionship among "assignment of responsibilities is 
clear (.662)" and "agency has low turnover 
(.833)." This factor explains 6.06% of the total 
variance and may be identified as responsibility 
factor. 

A further analysis was conducted by using 
regression analysis. The regression line was 
fitted by the method of least squares to find the 
underlying relationship between these 5 factors 
and overall evaluation of advertising agency. 
Total variation explained by regression line in 
overall evaluation of advertising agency was R2 -

.84. The corresponding F value was 185 (signifi­
cant at p ~ .00). All factor coefficients in the 
model were also statistically significant at p ~ 
.001. The factor with the highest beta value is 
the efficiency and adaptation capability of ad­
vertising agency factor which consists of the 
following attributes: "quality of media 
planning," "agency operates within agreed upon 
strategy," "advertising agency reacts ·quickly to 
changes in the environment," "agency provides 
full range of services," "agency meetings are 
productive and efficient," and "agency shows 
strong leadership." The second most important 
factor was the friendliness factor. The research 
capability, creativity and agency responsibility 
factors were important in that order. 

Conclusions 

This empirical study indicates that certain 
identifiable factors may account for differences 
in advertising agency-client relationships in an 
advanced developing country such as Turkey. 
Study findings indicated that there were differ­
ences in terms of certain advertising functions 
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performed and the attitude of company managers in 
the four different industries studied to the 
practice of advertising. The differences may be 
accounted by the different state of industry, its 
competitive situation as well as the structural 
characteristics of the companies operating there­
in. 

It is the finding of this study that the 
personal relationship between the advertising 
agency and its client is very important in a de­
veloping economy such as Turkey's. This result 
is contrary to the findings of Verbeke {1988-89), 
in which he concluded that in the Netherlands, 
personal relationships between the two parties 
did not play a crucial role. This finding indi­
cates to us that in advertising agency-client 
relationships in a high context culture as that 
of Turkey, personal relationships are more impor­
tant compared to a low-context culture of the 
Netherlands. 

It is also discovered that at different 
levels of relationship between advertising agency 
and its client, various factors may be at play. 
Clients evaluate the performance of their adver­
tising agencies very differently depending upon 
the duration of their relationship with them as 
well as the structural characteristics of the 
companies. 

This empirical study looked at the adver­
tising agency client relationship in one country 
at one point in time. Additional studies are 
needed to analyze the relationship in more than 
one country {developed versus developing) over a 
period of time. Besides studies of private 
firms, investigations of agency selection behav­
ior of state economic enterprises and government 
departments in multiple environments may shed 
additional light onto this very important but 
neglected area of promotion. 
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ABSTRACT 

This paper examines fear appeals in Greek magazine advertisements. 
A total number of 3,262 advertlo;ements were selected from a sample 
of 14 magazines representing various genre. Advertlo;ements were 
content analyzed, on the basl• of fear appeal categories and 
consequences. The findings indicate that advertisements use the fear 
appeal in 16.46 percent of the total numbec examined. Positive fear 
appeals and social consequence theme show the highest frequency of 
appearance with 91.06 and 79.83 percent respectively. There is also 
a variance in the use oi various types of fear appeals, according to 
magazine classifications and product categories. 

INTRODUCTION 

The subject of fear appeals has been analyzed extensively over the 
past three decades In the U.S.A (LaTour and Zahra, 1989) althougl:t 
considerable time elapsed before marketing utilized the research 
findings from the behavioral studies (Janis and Feshbach 1953, 1954; 
Janis and Milholland 1954; Berkovitz and Cottingham 1960; Leventhal 
and Perloe 1962; Insko et al. 1965; Leventhal 1965, Chu, 1966; 
Higbee 1969). Ray and Wilkie, in the first paper published by a 
marketing journal In 1970, noted that over ninety studies have been 
reported In Psychological Abstracts since the research by Janis and 
Feshbach (1953) was published. 

All these studies provided perspective which helped marketers make 
advertising decisions, and at the same time offered the impetus for 
marketing scholars to undertake new directions of research related to 
the subject. One difficulty with fear appeals research is the Jack of a 
common vocabulary and conceptual structure across disciplines. An 
accurate measure of fear is rarely employed by researchers and more 
Important, there is uncertainty In many cases over whether the emo­
tion used in the studies was fear or some other anxious state 
(Hingbee 1969; Ray and Wilkie 1970; Burnett and Oliver, 1979). Ano­
ther source of difficulty is measuring the degree of fear Inc the 
message. For example In the experimental study by Janis and Fesh­
bach (1953), the strong appeal message contained 71 references to 
unfavorable conse-quences presented in a threatening personalized, 
•this-can-happen-to-you· manner, and the mild appeal message con­
tained 18 references to unfavorable consequences, presented factually 
and impersonally. 

Because of the inherent difficulties common to fear appeal research, 
any attempt to define fear appeals has received criticism for being 
vague, and having weaknesses on differe11t levels. Ghinghold (1980) 
defined fear as an a priori emothional response, to an action or sets 
of actions. Spence and Molnpour's (1972) definition on fear appeals 
suggests that: ·communications using fear appeals are designed to 
stimulate anxiety by adopting, continuing, discontinuing or avoiding a 
specified action: Latour and Zahra (1989) support, that marketers 
often rely on fear appeals to stimulate Interest in products or 
services. In its simplest form, the process consists of three steps. The 
first involves the creation of a fearful situation designed to activate 
a person's sense of risk and vulnerability. In the second phase of 
employing the fear appeal, the danger is depicted to be serious 
enough to warrant attention. In the third phase a solution is provided 
as a means of fear reduction. 

Moreover the effectiveness of fear appeals is also subject to debate. 
There has been considerable interest of fear appeals in marketing 
communications because of its presumed impact on purchase be­
havior. Stuiteville (1970) suggested that such appeals can be used 
most effectively In the following situations: 1) The feared condition is 
avoided through use of the sponsor's product, 2) There is no psycho­
logical investment in not using the product, 3) What Is feared is da­
mage to the social image of the self rather than to the physical self. 

The third situation has received less research attention, even though 
advertising which suggests a threat to one's social Image or self­
concept is more common than that which raises the possibility of 
physical harm. Ray and Wilkie (1970) and Burnett and Wilkes (1980) 
related the effectiveness of these appeals to vulnerability of different 
market segments. Kotler (1988) appears to support their contention, 
emphasizing that buyers have different tolerances for fear. An 
effective segmentation strategy is predicated on the assumption, 
however, that fear levels can be matched to specific homogeneous 
customer groups. 

The studies on fear appeals in advertising have used American 
advertisements. No study could be found which focused on ads In 
other countries. As a result, we do not know the extent to which 
such appeals are used in other countries. Greece was selected as a 
country of Investigation. 

THE GREEK SITUATION 

Advertising In Greece has become an Important vehicle to reach 
consumers economically. Advertising is one of the fastest growing 
industries. It is estimated that during the last ten years advertising 
expenditures grew at a rate of 35.3 percent annualy. In 1992 the 
total measured media expenditure reached the amount of $830 mil­
lions (1$ = 200 drs, year average value), an increase of 52.0 percent 
compared to the previous year. The figures are estimated In current 
prices. Advertising expenditures reached .79 percent of G.N.P. in 
1990 as it is compared with the .31 percent of G.N.P. in 1981 (Media 
Services, 1993). With reference to the quality of Greek advertising 
there has been a definite advancement during the recent years in 
terms of creativity, as well In terms of better production. (Theophi­
lopoulos, 1979). 

lnsplte the growing importance of advertising in Greek economy, 
there is an absence of research data on various topics which are 
related to advertising. In the Greek literature, there is a dearth litera­
ture1 on the subject of fear appeals. This study provides an empi­
rical view on fear appeal categories and consequences, and their fre­
quency of appearance according to magazine and product categories. 
The authors are aware of the difficult and complex problems which 
are associated with the subject. As is it the first exploratory attempt 
in Greece it should be considered as a research which provides basic 
data, which can be used as a background information for further 
research on the fear appeals in Greece. 

REVIEW OF LITERATURE 

The early research on fear appeals indicated that strong fear appeals 
were generally less effective than mild ones. This study reported a 
negative relationship between fear arousal and peruasion (Janis and 
Feshbach, 1953). Contrary to this finding a number of investigations 
found a positive fear-persuation relationship. The picture which 
emerged from the research in the 1960's was that neither extremely 
strong, nor very weak fear appeals are maximally effective. It seems 
that appeals at a somewhat moderate level of fear are best (Insko et 
al. 1965; McGuire 1966, Janis 1968; Higbee 1969). Ray and Wil­
kie (1970), based on research evidence of fear, show how and when 
it can be used In marketing. Different market segments, the level of 
fear, the source credibility and repetitive effects of fear are factors 
that should be considered seriously. Although the results of Wheat­
ly and Oshikawa (1970) research are not conclusive, they offer ten­
tative confirmation of the proposition that an advertiser's audience 

There is only a raw data presentation on fear appeals 
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may be motivated by. arousing emotional tension through a nega­
tive appeal to accept the course of action advocated In a message. 
Stuteville (1970) acknowledged that there was heavy and continuous 
reliance on fear appeals In the sale of personal products. Wheatly 
(1971) and Kay (1972) suggest that the effectiveness of any particular 
message Is a function of many variables. The nature and strength of 
Its appeals, the relevance of the topic and the personahty of the 
recipient, represent only a part of the picture. Spence and Molnpour 
(1972) supported that anxiety can be stimulated using Impersonal and 
mass media and behavior modification can result. Advertising which 
utilizes fear appeals can contribute to individual and hence social 
levels of anxiety. Sternthal and Craig (1974) support that Increasing 
the threat of physical consequences generafty Increases persuasion, 
but has less effect upon subsequent intentions or actions. This threat 
thus should be analyzed In terms of Immediate effect, In terms of 
delayed effect, and In terms of Information comprehension, retention 
and behavior. The threat also depends upon high source credibility. 

Elliot and Frampton (1977), Burnett and Okver (1979) and Burnett 
and Wilkes (1980) suggest segmenting markets In order to find those 
for whom high fear appeals are more effective. Those individuals 
who have high self-esteem and who assign high credibihty to the 
source of the message are more hkely to attempt to solve the prob­
lem which Is presented to them Such people are likely to be motiva­
ted by high fear appeals. According to Brooker (1981) a major re­
search question that should be addressed on persuasion Is why parti­
cular types of appeals are effective or Ineffective. Unger and Stearns 
(1983) research, which used content analysts as a metho-dological tool, 
found fear appeals In 16.6 percent of television advertisements. La­
tour and Zahra (1989) suggest when tension Is used In fear appeals, 
moderate or low levels of tension should be considered. Flndlngs 
indicate that a strong fear appeal may not be an effective market­
Ing tool. Tanner et al (1989) In their study support when a protection 
motivation theory Is combined with fear appeaL the message provides 
Information about an effective coping response and builds confidence 
In the listener's ability to Implement that coping response. Tanner's 
et al (1991) latest study, suggest that the protection motivation model 
indicates that four dimensions, should be considered In creating fear 
appeals: severity of threat, probability of occurence, coping respo­
nse efficacy and self efficacy. 

DEFINITIONS 

To operatlonalize our study of fear appeals It was necessary to 
define the dimensions of fear In fear appeals messages (Spence and 
Motnpour 1972; Ghinghold 1980; Latour and Zahra, 1989). For the 
purpose of this study, the type of fear was identified by fear appeals 
categories. The categories which are used In this study are classified 
In two levels. The first level Includes the basic distinction of positive 
and negative appeal, as It is appeared In previous research, and the 
second leveL the appeals which are dealing with the specific 
consequence component of the fear, I.e. physical, social and financial. 
The second level of categories Is treated as a subcategory of the 
positive/negative distinction. 

An advertisement was coded as a positive fear appeal If It con­
tained primarily a series of claims about the product benefits (safety, 
reliability, price etc) and the 'satisfaction' on physical or social terms 
which may the consumer experiences from using the product or ser­
vice, without attempting to stimulate anxiety over the potentially 
harmful consequences of not using the product. This approach cor­
responds to Wheatley and Oshikawa definition (1970) which define 
positive fear appeals as those that describe the useful, beneficial, or 
desirable consequences of buying or using the advertised product or 
service. An advertisement was coded as a negative fear appeal 
when it contained a deliberate attempt to stimulate anxiety over the 
potentially harmful consequences of not using the product/service, 
and the product/service Is provided as a means of fear reduction. 

Wheatley and Oshikawa (1970), defined negative appeals as those 
that warn about an annoying, repulsive, or uncomfortable situation, 
that might be experienced as a result of not buying or using, the 
advertised product. 

The content of consequence elements are described as follows: 
Physical consequence refers to: (a) potential physical benefits that 
might occur If some behavior were adopted or (b) potential physio­
logical damage that might occur (e.g. accidents, cancer), If some beha­
vior were not adopted or discontinued (Spence and Moinpour, 1972). 
Social consequence refers to social approval and disapproval and Is 
related to an individual's subsequent behavior (Sternthal and Craig, 
1974). Fishbein (1967) has advanced the notion that a person's social 
normative beliefs are assOciated with his behavior. Social normative 
beliefs refer to a person's perception of the behavior expected by a 
specific social agent such as famtly,relatives and friends (Fishbein, 
1972). According to Mitchell and Greatorex (1990), the social con­
sequence Is related to the consumer's embarrassment or loss of self­
esteem as a result of not buying or using the product I service. 
Financial consequence Is related to financial benefits or losses to 
consumer, as a result of buing or using, and of not buying, or not 
using the product/service, Jacoby and Kaplan (1972) describe the 
financial consequence as a loss of money resulting from product 
failure and/or the money required to replace the product or service. 
From the above discussion, It Is rather clear, this study Is based on 
the definitions set and proposed by previous research In U.S.A. Table 
1 presents the fear appeals categories. 

TABLE 1 
FEAR APPLEAS CATEGORIES 

First level of distinction: 
Positive Fear Appeals 
Negative Fear Appeals 

Second level of distinction: 
Positive Fear Appeals 
- Physical Consequence of Fear Appeals 
- Social Consequence of Fear Appeals 
- Financial Consequence of Fear Appeals 
Negative Fear Appeals 
- Physical Consequence of Fear Appeals 
- Social Consequence of Fear Appeals 
- Financial Consequence of Fear Appeals 

RESEARCH QUESTIONS AND HYPOTHESES 

The questions and hypotheses listed below were formed to guide our 
investigation on fear appeals In Greek magazines: 
1. To what degree do the advertisements In the Greek magazines 
employ fear appeals In their content? 
2. The positive and negative fear appeals In the advertise-ments, 
employ the consequences theme (physical, social and flnanctaQ, equally. 
3. There Is no difference, In the use of fear appeals categories 
(positive/negative) by the different magazine classifications (general 
audience, women's, men's and specific Interest audience). 
4. The different product categories show the same percentage use 
of fear appeals In their advertisements. 
5. The different product categories show the same percentage use 
of fear appeal consequences in their advertisements. 

METHODOLOGY 

A sample of 14 Greek magazines was examined for the purpose of 
the study. These magazines, were grouped into four categories (i.e. 
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general audience, women, men, and speclfk audience), according to 
their general readership. Table 2 presents these categories. These ma­
gazine categories were used as sources of the adverti-sements becau­
se, each of these publication group reaches a different population of 
readers, although it Is true that there may be some media exposure 
overlap. One issue of the magazine was chosen randomly per month, 
If the magazine was a monthly this issue was used. Advertisements 
were content analyzed for the period April 1991 to June 1991. The 
total number of content analyzed adverti-sements was 3,262. The ad­
vertisements were analyzed on the basts of fear appeals categories 
and by product and magazine categories. For an advertisement which 
may correspond to more than one cate-gory, It was recorded ac­
cordingly to the dominant category featured. Only those adverti­
sements with at least half a page In size were selected for analysis. 

Two coders were trained to content analyze the advertisements. To 
assure their reliability of the coding by the raters, they were sen­
sitized to the nature of the framework used for the fear appeal cate­
gories. The inter-rellabihty of their coding was approximately 83 per­
cent Moreover, each rater practiced content analyzing 100 adverti­
sements prior to the main study, to learn how to use the system. 
Interpretation of the data was done by using the chi-square analysis 
on the .001 level of statistical significance. 

Table 3 presents a profile of the eleven product categories rep­
resented by sample of advertisements. 

TABLE 2 
GREEK MAGAZINES EXAMINED 

Magazine type 

(1) General - Audience Magazines 
Cllk 
En a 
lkones 
Tachydromos 

(2) Women's Magazines 
Elle 
Gynalka 
Marie-Claire 

(3) Men's Magazines 
Men 
Status 

• Playboy 
( 4) Specific Audience Magazines 

Agora 
Economlcos Tachydromos 
Information 
Managers 

TABLE 3 
SUMMARY OF PRODUCT CATEGORIES 

REPRESENTED IN THE ADVERTISEMENTS '1. 

Clothes, Fashion and Fabrics 
Cosmetics and Beauty Aids 
Tobacco and Cigarette 
Food (Cereals and Beverages) 
Beauty and Slim Centers 
Home Appliances and Furnltures 
Financial Institutions (e.g. Banks, Insurance) 
Miscellaneous 
Auto and Related Products 
Newspapers Magazines 
Jewellery and Watches 

Z7.16% 
20.45% 

8.87% 
7.'~7% 

7.82% 
7.63% 
7.33% 
6.04% 
2.88% 
2.11% 
1.74'1. 

LIMITATIONS 

It must be noted that content analysis has some limitations. It may 
have low Internal validity (high variation among observations of the 
same ad.). Whipple and Courtney (1978) support that the results of 
content analysis studies were heavily dependent on coder reliability. 
Even In the case that the interrater reliability is extremely hi<Jh. 
content analysis Is designed to measure certain aspects of a given 
unit of communication. The results of that measurement wil~ however 
depend entirely on the objectives of the researcher; the way in which 
the research Is set-up and the specific questions that are asked about 
the content analysis (Janus 1977). The above mentioned problems 
constitute the Intrinsic difficulties of this research method. Content 
analysis yields a quantitative description of manifest content, studied 
as atomized and Isolated elements at a given point In time, and must 
Interpreted as such (Janus, 1977). 

Furthermore this study suffers from the same weakness by which an 
the previous studies on this subject are suffered. The problem is 
referred to the difficulty of employing an accurate measure of fear. 
In many cases there Is uncertainty whether emotions used in the 
studies was fear or some anxious state (Hingbee 1969, Ray and Wil­
kie 1970, Burnett and Oliver, 1979). 

FINDINGS 

The total number of examined advertisements was 3,262. The con­
tent analysis identified fear appeals In 16.46 percent of the advertise­
ments. Table 4, provides this total number and gives information 
about the percentage of the fear appeal appearance In the advertise­
ments content. 

TABLE 4 
TOTAL NUMBER OF EXAMINED ADVERTISEMENTS 

Advertisements which show 
Fear Appeals 

Advertisements which do 
not show Fear Appeals 

Total 
Z752 
3262 

16.46% 

83.54% 
100.00'1. 

This finding Is virtually equivalent to a similar study, which was con­
ducted In the United States and showed that 16.6 percent of the 
examined television advertisements appear to use the fear appeals 
(Unger and Stearns, 1983). 

Table 5 provides the frequency of the fear appeals categories, by 
fear consequence theme. Under conditions of a probabihty sample, 
the chance that the pattern of fear appeals categories could be ex­
plained by random error Is rather remote (a • .001). The chi-Square 
analysis, shows that the nun hypothesis (Ho): ·The positive and nega­
tive fear appeals In the advertisements, use the consequences theme 
equany•, must be rejected, and the alternative hypothesis must be 
accepted. The conclusion drawn is that the positive and negative fear 
appeals In the advertisements show different frequency In the use of 
the consequences theme. 

It seems that the overwhelming majority of the advertisements 
employs the positive fear appeal (91.06 percent) and only a 8.94 per­
cent employs the negative fear appeal Overan the social conse­
quence is by far the most popular theme (82.87 percent) as it Is com­
pared with the financial (10.80 percent) and the physical (6.33 per­
cent) themes. Within the positive fear appeal category, the social 
consequence Is the most common theme with 79.83 percent, while the 
financial and physical consequences count only for 6.89 and 4.84 
percent respectively. 
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TABLE 5 
FREQUENCY OF THE FEAR APPEAL CATEGORIES, 

B '{ FEAR CONSEQUENCE THEME 

Fear Appeal Fear Appeal CalegorEs Percent% 
Categories Physical Social Financial Total 
Positive 4.84 79.83 6.89 91.06 
Negative 1.49 3.54 3.91 8.94 

Total 6.33 82.87 10.80 100.00 

x2 = 73.79 x2.001 = 13.82 N = 537 
Degrees of freedom = 2 a = .001 X2 , X2.00J 

Within the negative fear appeal category, the financial consequences 
theme most commonly Is used with 3.91 percent frequency, while the 
social and physical consequences count for 3.54 and 1.49 percent res­
pectively. It Is interesting to note that the physical consequence It is 
the least popular theme, within this category. 

Table 6, presents the fear appeal categories by magazine classi­
fications. The chi-square analysis indicates that the null hypothesis 
(Ho): "There Is no difference, in the use of fear appeals categories 
(positive/negative) by the different magazine classifications", must be 
accepted. That means there Is no statistically significant difference 
among the magazine classifications, In terms of the frequency use, of 
the fear appeals categories. 

TABLE 6 
PERCENTAGE OF FEAR APPEAL CATEGORIES, 

BY MAGAZINE CLASSIFICATIONS 

Magazine Fear Appeal Categories Percent 'I> 
Classifications Positive Negative Total 

General Audience 18.06 2.42 20.48 
Men's 0.93 0.37 1.30 
Women's 67.60 5.40 73.00 
Specific Interest 

Audience 4.47 0.74 5.21 
Total 91.06 8.94 100.00 

x2 = 6.56 x2.001 = 16.27 N = 537 
Degrees of freedom = 3 a = .001 x2 • x2.001 

There Is a high frequency In the appearance of the positive fear ap­
peal category In all magazine classifications. Table 6 gives the Infor­
mation that a high percentage (67.60), of the positive fear appeal in 
advertisements appeared In the women's magazines, followed by the 
general-audience magaziens (18.06 percent). The specific Interest and 
the men's magazines are showed considerably less frequency - 4.4 7 
and 0.93 percent respectively In the advertisements,the use of the po­
sitive fear appeal. For the negative fear appeal category, the highest 
frequency in the advertisements is showed again In the women's and 
general audience magazines (5.40 and 2.42 percent respectively). 

Table 7, presents the fear appeal consequences, by magazine 
classifications. The chi-square analysis shows that the null hypothesis 
(Ho): - There Is no difference In the use of fear appeals consequences 
(physica~ social and flnanclaU by the different magazine classifi­
cations" must be rejected, and the alternative hypothesis must be ac­
cepted. The conclusion drawn Is that the fear appeals consequences 
(physica~ social and financial) In the advertisements show different 
frequency use by magazine classifications. The social consequence 
theme with 66.29 percent shows the highest frequency appearance In 
the women's magazines, followed by general audience magazines, with 
16.20 percent. 

TABLE 7 
PERCENTAGE OF FEAR APPEALS CONSEQUENCES 

BY MAGAZINE CLASSIFICATIONS 

Magazine Fear AooeaJ Cateoori!s Percent% 
Classifications Physical Social Financial Total 

General Audience 3.55 16.20 0.93 20.48 
Men's 0.00 0.37 0.93 1.30 
Women's 5.59 66.29 1.12 73.00 
Specific interest 

Audience 2.98 0.00 223 521 
Total 11.92 82.87 521 100.00 

x2 = 230.81 x2.001 = 22.46 N = 537 
Degrees of freedom = 6 a = .001 x2 • x2.001 

Table 8 shows the percentage of fear appeals categories by product 
categories. From the eleven product categories represented in the 
total number of advertisements examined, only seven categories 
employ the fear appeals In their advertisements. 

The chi-square analysis indicated that the null hypothesis (He~ - "The 
different product categories, show the same percentage use of fear 
appeals In their advertisements" - must be rejected and the alterna­
tive hypothesis must be accepted. 

TABLE 8: 
PERCENTAGE OF FEAR APPEALS CATEGORIES 

BY PRODUCT CATEGORIES 

Product Fear Appeal Categories Percent% 
Categories Positive Negative Total 

Cosmetics & Beauty Aid 75.42 2.98 78.40 
Beauty and Slim Center 6.70 2.05 8.75 
Financial Institutions 

(e.g. Banks,Insurance) 5.03 3.35 8.38 
Auto & Related Product 2.05 0.37 2.42 
Clothes,Fashlon, Fabrics 0.93 0.19 1.12 
Home Appliances and 

Furnitures 0.74 0.00 0.74 
Jewellery and Watches 0.19 0.00 0.19 

Total 91.06 8.94 100.00 

x2 " 80.67 x2.001 " 22.46 N " 537 
Degrees of freedom = 6 a " .001 x2 • x2.001 

It seems that the "Cosmetics and Beauty Aid" Is the product cate­
gory which employs extensively and frequently fear appeals (78.40 
percent) where the 75.42 percent used the positive fear appeal and 
2.98 percent the negative fear appeal. "Beauty and Slim Center" and 
"Financial Insitutlons" are the two product categories after "Cosmetics 
and Beauty Aid" which employ fear appeals but considerably less 
extensive and frequent, with 8.75 and 8.38 percent respectively. 

Table 9 shows the percentage of fear appeal consequences by 
product categories. The chi-square analysis Indicated that the nun 
hypothesis (Ho): - "The different product categories show the same 
percentage use of fear appeal consequences in their advertisements" 
must be rejected, and the alternative hypothesis must be accepted. 

The "Cosmetics and Beauty Aid" advertisements use the "fear ap­
peals" more frequently the social consequence, is the most common 
theme. The "Financial Institutions" product category, uses the finan­
cial consequence theme, as expected. 
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TABLE 9: 
PERCENTAGE OF FEAR APPEAL CONSEQUENCES 

BY PRODUCT CATEGORIES 

Product Fear ADoeal Categore; Percent% 
Categories Physical Social Financial Total 

Cosmetics & Beauty 
Aid 2.98 75.42 0.00 78.40 

Beauty and Slim 
1.12 6.33 1.30 8.75 Center 

Financial Institutions 
0.93 0.00 7.45 8.38 (e.g. BanksJnsurance) 

Auto & Related 
Product 

1.30 0.00 1.12 2.42 

Clothes,F ash ion and 0.00 1.12 0.00 1.12 
Fabrics 
Home Appliances 0.00 0.00 0.74 0.74 
and Furnitures 0.00 0.00 0.19 0.19 

Jewellery &Watches 
Total 6.33 82.87 10.80 100.00 

x2 = 470.87 x 2_001 = 32.91 
Degrees of freedom = 12 a = .001 

CONCLUSIONS AND IMPLICATIONS 

The findings suggest that advertisements in Greek magazines use fear 
appeals. Positive fear appeals show the highest frequency of 
appearance while the use of negative fear appeal remains low. In 
terms of the fear appeals consequences, the social theme Is the most 
popular in the advertisements, while the financial and physical themes 
are not often used. The women's magazines, in the first place and 
the general audience magazines show advertisements with positive 
fear appeals often. Moreover, the social consequence theme Is used 
most frequently In women's magazines. Men's and specific audience 
magazines rarely employ fear appeals. 

In terms of the product categories, the results suggest that there Is a 
variety In terms of frequency use of fear appeals. ·cosmetics and 
Beauty Aid• category by far employs advertisements with positive 
fear appeals (75.42 percent) and the social consequence theme (75.42 
percent). "Clothes, Fashion and Fabrics• category which represents 
the highest percentage (27.16) of the total number of the examined 
advertisements, shows a very low frequency use of fear appeals (1.12 
percent). Four product categories: "Tobacco and Cigarettes·, "Food 
(Cereals and Beverages)", "Newspapers and Magazines•, and 
"Miscellaneous•, which all together represent 25.76 percent of the 
total number of the examined advertisements do not use the fear 
appeals. The "Financial Institutions• category uses In its 
advertisements, exclusively the financial consequence theme. The dif­
ferences in the frequency use of the fear appeals consequences in the 
various magazines, may mean that consumers have different tole­
rances for fear and fear message, and therefore should be set sepa­
rately for different segments (Kotler, 1988). 

The Implications of these findings suggest that a response to fear Is 
probably specific to situation, topic, person and criterion. The use of 
segmentation strategy may be a prerequisite in the future 
Investigation in the use of fear appeals. Fear cannot be viewed as a 
universal dimension perceived identically by all people and in all 
situations (Burnett and Oliver 1979). 

From the total number of content analyzed advertisements in this 
study 16,46 percent shows fear appeals. The overwhelming majority 
of them - 91.06 percent - employs the positive approach and only 
8.94 percent employs the negative approach. It seems that marketers 
designing advertisements, aim at themes on positive energizing images 
rather than strong frightful messages that create anxiety, If not panic 

(LaTour and Zahra 1989). Fear appeals should be used only after 
careful consideration of energy-arousing messages. This suggestion Is 
justified in view of the contradictory findings of fear appeals 
effectiveness of previous research (LaTour and Zahra 1989). It should 
be mentioned, that are situations In which negative fear appeals can 
be useful to the advertiser and consumers. Advertisements alerting 
people to the potential depletion of natural resources, the danger of 
forest fires, the ramifications of driving while drunk and like, are 
examples. In these cases the public good and advertisers' self 
interests are compatible. Furthermore, these advertisements have an 
educational value which may prove useful over an extended period 
of time. It Is essential however, that marketers undertake these 
advertisements In such a way that a great deal of anxiety and 
discomfort on the part of recipients Is avoided (LaTour, Zahra 1989). 

Across the product categories there are significant differences of 
using fear appeals themes in their advertisements. The data suggest 
that fear appeals are a viable advertising strategy for certain type of 
products (e.g. "Cosmetics and Beauty Aids·). For other types of 
products (e.g., "Clothes Fashion and Fabrics"), fear appeals are not a 
popular "appeal" for an advertising strategy. It would be interesting 
to Investigate In future research why this product category which is a 
heavy advertiser does not use fear appeals, even in · its positive 
version very often. In a broader sense research needs to be 
conducted concerning the general use and the relative importance of 
fear advertising In various product categories and the effect of fear 
appeals on the perceived importance of the purchase. 
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THE CHANGING CHARACTER OF AMERICAN CIGARETTE ADVERTISING: 
CONTENT ANALYSIS FINDINGS 

Richard W. Pollay, University of British Columbia (Canada) 

Abstract 

This paper reviews all published cigarette advertising 
content analyses to identify common results. American 
cigarette advertising has become more voluminous, more 
visual rather than verbal, more inclined to show "pictures 
of health," more inclined than other products to show 
people, inclined to feature young looking models, and to 
use themes of independence and autonomy that appeal to 
the young. The likely consequence is that the audience 
experience serves to bias judgments of the young about the 
proportion of adults who smoke, about the social 
acceptance of smokers, about the healthfulness of smoking, 
and about the independence characteristic of nicotine 
addicts. 

Content Analysis of Advertising 

The purpose of this paper is to review all of the content 
analyses of American cigarette advertising to identify long 
term trends, particularly with respect to the often criticized 
problematic aspects of cigarette promotion, e.g., the 
inappropriate communication of healthfulness, or appeals 
to youth. Thus this review has a substantive focus, 
identifying how cigarette ads have been changing more 
than how content analysis methods have varied. While not 
focused primarily on methodology, methods and samples 
will be described. 

The term content analysis is used here to describe a 
relatively formal set of sampling and coding techniques 

. whose intent is to produce objective numerical data 
descriptive of a set of communications like a collection of 
ads. These systematic methods code and count both the 
manifest and latent content of ads by observing both the 
verbal and visual elements within a set of pre-ordained 
detinitions. The definitions can code for events at various 
levels of observation, from general themes to very specific 
minutiae. These definitions are employed by trained 
coders who apply them to a systematically drawn sample 
of ads. The reliability of this coding task is usually 
measured and reported and depends on the clarity of the 
wmmunications under study, the complexity of the 
detinitions of interest, the difficulty of the coding task, the · 
attentiveness of the coders, etc. The sample can be either 
cross sectional, representing many brands' advertising, 
and/or longitudinal, tracing an evolution over time. 

The simultaneous pursuit of objectivity and meaningful 
observations often involves methodological judgment tor 
various trade-offs, for it is often the more trivial aspects 
that are most easily and reliably observed. Some analysts 
(e.g., Ringold, Calfee 1989) voluntarily limit their efforts 
primarily to the verbal content of the ads, analyzing words 
in painstaking detail. The limitations of this restricted 
focus and the inferences that can be appropriately drawn 
from it have been the subject of a sustained debate (Cohen 
1989; Pollay 1989; Ringold, Calfee 1990; Cohen 1992). 

The sections that follow review the content analyses of 
cigarette ads and focus on the more fundamental results, 
general tendencies and broader conclusions. Within the 
limits of the noted sampling for each study, these are 
descriptive of the universe of cigarette advertising for 
multiple brands, or cigarette advertising in general, rather 
than for specific brands. In some studies, the content 
analysis data descriptive of cigarette advertising is related 
to other information such as product features, market 
shares, audience characteristics, or historical events. 

Becoming Voluminous, Visual and Vivid 

The first published report (Weinberger, Campbell, 
DuGrenier 1981) studied 251 cigarette ads found in the 
issues of Newsweek, Sports Illustrated and the Ladies 
Home Journal for the years 1957, 1967 and 1977. It noted 
an eight-fold increase in the volume of cigarette magazine 
ads between 1957 and 1977, as the industry left broadcast 
media. They found significant increases, as well, in the 
proportion of ads in color, at premium locations (e.g., 
covers), and with multiple pages. Health claims, explicit 
and implied, were also found to have increased 
significantly, with almost all ads for low tar products 
advertised in 1977 with "tombstone" ads, i.e. text and 
package display only. Using market data from Leading 
National Advertisers, the relative volume of advertising by 
manufacturer, also known as "share of voice," was almost 
perfectly correlated with the tirms' market shares, 
indicating that all firms were participating in this sample of 
print advertising in near exact proportionality to their size. 

Ringold (1987) reported on the verbal content of 211 
cigarette ads drawn primarily from Time magazine from 
1926-1985, partially supplementing the sample as needed 
witb ads drawn from the New Yorker, Saturday Evening 
Post and Life, in that order. Although inexplicably 
omitting any Philip Morris brands, this sample sought one 
ad each for 6 brands: Camel, Chesterfield, Kent, Lucky 
Strike, Old Gold, and Viceroy. Detailed coding was done 
on the verbal content in headlines, sub-heads and body 
copy. Despite treating all "mildness" assertions as taste 
claims only, for the period before 1954, health claims were 
the most frequently made type of claim. Health claims 
were found to be the third most frequent type of claim 
overall, representing 18.2% of all claims. This was true 
for tive out of the six brands studied, with "little to 
distinguish the various brands in terms of the health claims 
frequently used (Ringold 1987, p272)." 

Becoming Pictures of Health 

A study of the words and images of all 567 ads from 108 
issues of Life (1938-1983) and Look (1962-1971) covered 
the ads tor 57 brands, with 14 major brands representing 

· 75% of the total sample (Pollay 1991). Multiple judges 
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coded these ads for 12 major and independent thematic 
dimensions, three of which were held to communicate 
healthiness: Health/Safety - verbal claims about positive 
physical effects, medical use or endorsements, or reduced 
symptoms or risks, including filter effectiveness claims 
unless text indicated effectiveness was with respect to 
product taste; Bold/Lively Behavior - images of active, 
athletic or risk taking behavior; and Pure Scenes - images 
of pristine environments and settings normally seen as 
particularly wholesome, clean and pure, such as glaciers, 
mountain streams or new fallen snow. Other themes 
measured included Well Made (product quality), Good 
Deal (Value for Money), Enjoy (pleasure and satisfaction), 
Female, Male, Glamor/Luxury (celebrities, status, wealth), 
Relax (peace of mind), and Official (tested or endorsed by 
authorities). 

Judges agreed that one or more of the Healthiness themes 
was found in 60% of the studied ads. Images of Bold and 
Lively behavior were evident is 20% of all ads, and pure 
scenes were portrayed in 30% of all ads. Both kinds of 
images became more common after 1960. Some 
differentiation along sexual lines was evident, as ads 
featuring men were significantly more likely to employ 
images of bold and lively behavior while the ads featuring 
women were significantly more likely to use images of 
glamor and luxury. 

Warner (1985) studied 716 cigarette ads from Time for 
selected years from 1929-1984. A variety of visual, verbal 
and thematic aspects of the ads were coded; whether of not 
smoke was present, how cigarettes were held, the nature of 
models employed, the degree of prominence given to health 
aspects, and non health themes such as humor, rugged 
individualism and romance, although data was not reported 
for individualism, emancipation, or other themes of 
independence, autonomy or self-reliance. Data were 
grouped according to their proximity to periods of intense 
public consideration of the health consequences of 
smoking, e.g., the health scare of 1953-54, the first 
Surgeon General's Report of 1964, the Fairness Doctrine 
mandated broadcasting of cigarette health risk messages 
during 1967-1970, etc. Results evidence the dramatic 
growth in magazine advertising over this period with the 
average number of cigarette ads per issue rising steadily 
from less than one per issue for the 1929-1952 period to 
over eight per issue for 1974-1981. The images in these 
ads had the notable and surprising characteristic of the 
virtual disappearance of visible smoke. While visible 
smoke appeared in half of the ads before 1964, after 1964 
only tive percent of lit cigarettes appeared to emit visible 
smoke and after 1976 not a single instance of visible smoke 
was found in this sample. 

The verbal/visual balance of the ads was measured, as was 
the degree of health focus. It was found that these were 
strongly correlated as ads that rely on words rather than 
pictorial images were judged as trying to convey a health 
message. Both the health focus and the verbal/visual 
balance were found to be episodic. Ads verbally 
emphasized health themes especially during the years of 
major smoking and health events, emphasizing the 
"technological fix," such as scientifically designed filters. 
This general pattern was not evident, however, in 1964, 
the year of the first Surgeon General's Report. The 
converse of this pattern is that following smoking and 

health events, ads become more visual. "Industry 
advertising directors may have concluded that the most 
effective contemporary response to health concerns is an 
indirect one: conveying visual images of vibrant, physically 
fit, successful, sociable, and sexy people in physically 
active or glamorous settings, in other words, associating 
smoking with people who are the proverbial 'picture of 
health'(Wamer 1985, pl25)." 

Similar observations were made by Rogers and Gopal 
(1987) who studied an unspecified number of ads from 
three issues of Time and Life a year, at five year intervals 
from 1938-1986. They noted that over time positive health 
appeals were displaced by "less harmful" appeals, with 
these in tum displaced by "more and more lifestyle 
advertising ... brand imaging ... using more poster style 
layouts ... with very little body copy (p266)." 

Other researchers have noted episodic aspects to cigarette 
advertising history, but attribute the changes, not to 
industry strategy or sophistication, but to the effects of 
regulation and self-regulation. Ringold and Calfee (1989) 
report primarily on the verbal content of 568 ads drawn 
primarily from Time magazine from 1926-1986. This 
sample is both longitudinal (n=348), expanding on the 
sample of one ad per year for various brands reported 
earlier (Ringold 1987), and adding a cross sectional sample 
of 25 ads each for seven mid-decade years of 1926, 
1936, ... ,1986. The ads were coded along 27 general ad 
characteristics and 51 claim categories. The coding was 
described by the authors as conservative, treating all 
mildness claims as claims about taste/flavor and irrelevant 
to health and similarly treating all "filters best" claims as 
product quality not health claims. Nonetheless, results for 
the longitudinal sample show that 27% of all claims were 
health claims, making it the most common category, due in 
part to the mandated warnings or tar and nicotine 
disclosures. Voluntary health claims were anywhere from 
16.8% to 29.1% of total claims before 1954, but nearly 
disappeared after 1954. 

The activities depicted in the ads were leisure, competitive 
sport and/or adventurous in 42.1% of the ads. Images of 
all other activities were evident in only 16.7% of ads, 
making action oriented ads more than twice as likely as all 
other types of activity, such as working, eating, shopping, 
etc. Almost identical results were found for the cross 
sectional sample of 220 ads where 41.7% of all ads 
displayed active playing activities, while less than half that 
many, 18.2%, displayed all other activities. No data was 
reported for how the frequencies of these images of 
activities changed over time. 

Targeting Youth 

Cigarette ads in magazines that reach readers who are 
particularly young (Rolling Stone, Cycle World, 
Mademoiselle), female (Ladies Home Journal, 
Mademoiselle) or general-adult Cfime, TV Guide, Ebony, 
Popular Science) were studied by Albright, et al. (1988). 
All cigarette ads in one issue for every year 1960-1985 
were coded, yielding 778 ads for analysis. Like others, 
they found a dramatic increase in the volume of magazine 
advertising, stabilizing in their sample at six to seven ads 
per issue after 1977. Within their sample, the proportion 
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of total ads appearing in the youth magazines grew 
signiticantly over time to become 36% of the total. They 
concluded that, while this data may not fully represent the 
overall trends, nonetheless "women and adolescent 
magazine readers are exposed to a large quantity of 
cigarette ads, regardless of the advertisers' intent p232." 

Altman, et al. (1987) reported data for the same sample of 
magazines about the themes and images employed, 
focusing on the 78% of ads that showed a setting or had a 
model present. These were coded for aspects of the act of 
smoking, the presence of a low tar or nicotine theme, and 
the "vitality of smoking." The "vitality of smoking" 
concept was measured with subcategories of adventure/risk 
(e.g., rock climbing, sailer, race car driver), recreation 
(e.g., scenes of tennis, surfing), and erotic/romantic appeal 
(e.g., scantily dressed models, romantic settings). Like 
Warner (1985), they found a decline in the evidence of 
visible smoke and the act of smoking generally. 
Correlating these with the nature of the magazines' 
readership, they found that imageless ads were less likely 
to appear in youth magazines or, conversely, that youth 
magazines were more likely to feature image based ad&. 
Increasing significantly over this period in youth magazines 
were images of risk and adventure, recreation and 
erotic/romantic display. While these images of vitality 
increased generally, ads in youth magazines were 
signiticantly more likely than elsewhere to depict images of 
adventure or risk taking and recreation. 

This data base was extended by Basil et al. (1991) who 
examined differential targeting, or how cigarette 
advertising strategies varied depending on the 
characteristics of the primary readership. They added two 
magazines for the ethnic market of blacks (kt and 
Essence), and updated the sample to 1989 for an enlarged 
sample of 1171 ads. They delineated three subcategories 
of romantic/erotic themes. Their data discloses that the 
general trend noted elsewhere toward ever increasing 
volume of cigarette ads in magazines changed somewhat in 
the later 1980s. During 1984-1989, the number of ads per 
issue declined in general, men's and women's magazine, 
but was generally stable in those magazines reaching both 
black and youth audiences. The ads in men's and youth's 
magazines more frequently focused on models playing 
volleyball, skiing, and so on. Analysis of variance 
between magazine types found that incidents of horseplay 
and the use of erotic romantic contact were highest in black 
and youth-oriented publications. A separate analysis found 
that incidents of horseplay have grown significantly more 
likely over time and were significantly related to 
magazine's average age, with younger readers more likely 
to see ads featuring horseplay. "Readers with low smoking 
rates appear to be given appeals that focus on models, 
suggesting that smoking is fun, helps you make friends, 
and will make you desirable, p88." 

Partially contradicting, and partially replicating, the above 
series of related studies is the work of King et al. (1991). 
They followed a similar sampling strategy, drawing ads 
from one issue for each available year, 1954-1986, for 
each of ten magazines representing tive distinct audience 
orientations: general interest (Time), older women (Ladies 
Home Journal and Redbook), younger women (Vogue), 
older men (Popular Mechanics and Esquire) and younger 
men (Sports Illustrated and Playboy). This yielded I, I 00 

cigarette ads for analysis. Like other studies they note a 
very large increase in magazine advertising, a more than 
ten fold increase in ads per issue when comparing the 
period 1971-1983 to 1954-1970. ~ had both the 
largest number of ads per average issue (6.3) and the 
lowest median audience age. Differing from other 
findings, however, no systematic relationship between the 
median age of a magazine's audience and the average 
number of ads published was found across this set of 
magazines. 

As found in previous studies, cigarettes ads in general 
relied more and more on visual imagery and became 
increasingly larger (more multi-paged ads), more 
photographic, more colorful and more visually dominant. 
The volume of cigarette ads varied significantly over time, 
with the greatest changes evident in a decline in the 
proportional importance of general interest magazines, 
relative stability for both older and younger men's 
magazines, and growth in both older and younger women's 
magazines. 

Imaging Individualism and Independence 

The activities of the models in the I, I 00 cigarette ads from 
these ten magazines were coded by King et al. ( 1991) into 
six categories: adventure (operating a speedboat), 
recreation (playing ball), erotic (romantic with another), 
sociability (in a group situation), working (ranching), and 
individualistic/solitary (reading a book, watching a sunset). 
Defining individualism solely in terms of repose, and 
classifying of the archetypical Marlboro Man cowboy as 
"working" rather than symbolizing individualism, are both 
debatable, but the results indicate the importance of the 
independence theme nonetheless. For example, the most 
frequent activities in ads reaching younger women were 
individualism, recreation and sociability. The most 
frequent activities in ads reaching younger men were 
individualism, work, recreation, and adventure (Table 7, 
p73). "Portrayals of individualism were more likely to 
appear in cigarette ads placed in younger men's and 
younger women's magazines (p77)." Despite this and 
other noted differences between ads in various types of 
media, "this study found a striking universality of theme, 
regardless of audience orientation. Individualistic/solitary 
and recreation themes were most frequently portrayed in 
virtually all magazine types (p77)." 

Billboard ads in San Francisco were studied by Schooler 
and Basil (1989). Billboard advertising is held to be 
important because it allows narrow neighborhood targeting 
and ethnic segmentation. Like point of sale exterior store 
signage, it has a more permanent nature than magazine ads, 
allowing multiple exposures for those of all ages in the 
neighborhood on the street regularly going to work, stores 
or schools. Of the 901 billboards photographed between 
May 1985 and September 1987 in 210 commercial 
districts, tobacco ads were the most frequent (19%), 
closely followed by alcohol (17% ). Black and hispanic 
neighborhoods had significantly more tobacco and alcohol 
ads that white or Asian ones. Billboards were generally 
more common in black neighborhoods at 2.2 per I ,000 
people compared to 1.3 per I ,000 citywide, or 1. 7 times 
the citywide rate. Tobacco ads were even more likely in 
black neighborhoods, appearing at 2.4 times the citywide 
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rate. 

The content of these ads was coded for several social cues: 
sex, ethnicity, apparent social class, reward cues (romance, 
sociability, recreation, sportiness and adventure/risk), and 
attractiveness cues (individualism, fashionableness, sex 
appeal, fame/expertise and friendliness). The significant 
results indicated the importance of visual social cues to 
these products. People are more likely to be portrayed in 
cigarette and alcohol ads (59%) than in advertising · 
generally (16%), and cigarette and alcohol ads were more 
likely than others to use models that matched the ethnicity 
of the neighborhoods. The most prevalent reward cue 
images associated with smoking were sportiness and active­
lifestyles, recreation, and adventure/risk. The most 
prevalent attractiveness cue on tobacco billboards was 
rugged individualism or machismo. Comparing the 
advertising for the two products, the research concluded 
that alcohol ads use modelling cues suggesting that product 
consumption will enhance one's social life, whereas 
tobacco billboards emphasize rewards that are more single­
person oriented. "Rugged individualism was the most 
prevalent attractiveness cue on tobacco billboards. The 
epitome of these ads is the Marlboro man (piS)." These 
research results are reported in brief elsewhere (Altman, et 
al. 1991) and additional analyses on the same data base 
reach similar conclusions (Schooler, et al. 1991). 

Other related studies 

Perceptions of models ages 

The perceived age of the models employed in cigarette 
advertising images was studied by Mazis et al. (1992) for 
all cigarette ads appearing in 97 magazines in October 
1987. In the 101 issues which contained cigarette ads, 
393 cigarette ads were found, of which ll9 were unique 
and setting 22 brands. Pruning the sample to those with 
"clearly visible" faces, at least two-thirds exposure and 
close enough for age discernment, yielded 50 unique ads 
with 65 models. Two samples of 280 and 281 judges were 
recruited from a racially and economically diverse 
shopping mall, with a cross section of sex and ages 13 
years old and up. 

Perceptions of models' ages and attractiveness were 
obtained with each person evaluating a random half (25) of 
the full set of ads. This data was compared to median 
audience age data for the magazines used as sources. A 
positive and statistically significant correlation was found 
between perceived model age and median audience age, 
i.e. young models tend to appear in media read by young 
audiences. Younger viewers also displayed greater 
sensitivity than older viewers to the age of the models, 
with perceived attractiveness fatting off faster with 
advancing perceived age. 

Twenty two (22)% of the models were judged, on average, 
to be less than 25 years old, with 17% having a mean 
perceived age far enough below 25 to be statistical 
signiticant. Of these nine, were women, four of them in 
various Virginia Slims ads. Forty-nine (49)% of the 
models were judged to be younger than 25 years of age, 
and 9% were judged to be younger than 21 years of age, 
by at least one-quarter of the people judging. "Some 

cigarette ads are clearly violating the industry's voluntary 
code that requires models not to 'appear to be Jess than 
twenty-five years of age' (Mazis et al. 1992, p35)." 

Targeting women 

The history of campaigns targeting women has been 
reviewed by discussing specific campaigns and generating 
data for advertising intensities for 1971-1984 (Ernster 
1985). A tabulation of the number of ads in Better Homes 
and Gardens, Ladies Home Journal, and McCall's found 
that ad intensity grew steadily during the 1970s, peaking in 
1979, and declined thereafter. Nonetheless, in 1984 there 
were still an average of more than 10 cigarette ads per 
issue for each of these magazines and Cosmooolitan, 
Family Circle, Glamour, Harper's Bazaar, Mademoiselle, 
Redbook, Vogue, and Woman's Day. 

A history of women and cigarette advertising also includes 
graphs of the frequency of cigarette ads showing women 
smoking in Life (1936-1972) and Ebony (1945-1980). 
These peak in the mid sixties, and again in the early 1970s, 
displaying parallel paths. The then contemporary ads 
towards women were described as "showing women 
jogging, biking, backpacking and playing tennis, all the 
while smoking a cigarette, too. It would be difficult to 
argue that these positive images are not influential on 
young image-conscious teenagers (Howe 1984, p8)." 

Targeting Blacks 

The cigarette ads targeting blacks in Ebony from 1950-
1965 were studied by Pottay, Lee and Carter-Whitney 
(1991). The full census of cigarette ads from Ebony (n = 
540), when compared to ads from a matching sample of 
Life issues, disclosed that cigarette ads targeting blacks 
were significantly more likely to employ athletes and were 
two to three years tardy in offering black consumers 
filtered product innovations. Cigarette advertising intensity 
in Ebony was initially lower than in Life, but after 1960 
Ebony issues were carrying more cigarette ads. 

Conclusions 

The historical content analyses of American magazine and 
billboard advertising provide evidence that: 

A. Cigarette advertising has become substantially 
more voluminous and frequent. This seems to be 
especially the case for cigarette ads placed where they 
reach audiences of the young, women, blacks and 
hispanics. 

B. Cigarette advertising imagery has become 
increasingly more vivid, larger, more visual (less verbal) 
and more colorful. 

C. Cigarette advertising imagery is particularly 
likely, compared to other products, to use human models 
as social cues. This seems to be especially the case for 
cigarette advertisements placed where they reach young 
audiences. 

D. Many cigarette advertising images feature 
models easy for youth to identify with. A significant 
fraction of models are themselves perceived to be young. 
Cigarette advertising models are often engaged in youthful 
activities and cavorting. This seems to be especially the 
case for cigarette advertisements placed where they reach 
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young audiences. 
E. Many cigarette advertising images features 

models typically engaged in activities that depict the very 
"pictures of health:" active leisure, horseplay, adventure 
seeking, with a virtually total absence of visible smoke. 
This seems to be especially the case for cigarette 
advertisements placed where they reach young audiences. 

F. Many cigarette advertising images feature 
models displaying independence, freedom from authority, 
adventure seeking and self-reliance. This seems to be 
especially the case for cigarette advertisements placed 
where they reach young audiences. 

G. The overall pattern is indicative of a manifest 
strategic interest in the youth market, among others, 
consistent with recent evidence from corporate research, 
media and strategy documents (Pollay and Lavack 1993). 
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Abstract 

The study examines cigarette ads in the print media to find 
out i) How the cigarette advertisers communicate effectively 
under the existing regulations, ii) The emerging ethical and 
legal issues and iii) The Implication for public policy. 
Subjects were drawn from user, potential, and vulnerable 
segments. L.addering was used to explore values- con­
sumption linkage. A content analysis of ads along with 
correspondence analysis indicated the impact of the ads. 
Though social factors dominate the early stages, passive 
learning is initiated by self identity in the print medium. 
Social education through emotive or rational appeals may 
be more effective than restriction on media or smoking. 

Introduction 

Cigarette industry though a major revenue contributor to the 
government exchequer is under severe pressure from 
consumer forums as cigarette smoking is considered 
harmful to health. The government has also initiated certain 
measures, such as restriction of cigarette ads to print 
media, 1 statutory warning on cigarette packs, etc. The 
industry invests in outdoor and indirect advertising through 
sponsorships of cultural and sports events. 

Regulations governing advertising in general, fall under the 
MRTP (Monopolies and Restrictive Trade Practices) Act. 
These also cover cigarette advertisements. The major 
objectives of these regulations are to prevent advertisers 
from using unfair trade practices and ensure that the 
messages are within accepted boundaries of truth, ethics 
and good taste. Making false or deceptive representation or 
misleading statement regarding quality of service and prod­
ucts can· be considered unfair. According to the Consumer 
Protection Act, applicable to cigarette advertising, any 
advertisement which endangers the safety of children or 
creates in them an interest in unhealthy practices is unac­
ceptable. Also, any promotion encouraging addiction or 
undesirable consumption is considered unfair. A case in 
point is that of a large Indian company, which had to 
withdraw the clause relating to smoking as a condition for 
participation in a promotion scheme. 

Till now there has been only one complaint against a 
company for not showing boldly the warning and using a 
misleading copy. The complaints were upheld and the 
company complied with the requirements. (Source: Con­
sumer Education and Research Centre, Ahmedabad) 

Notwithstanding the statutory warning, cigarette production 
has grown by 9% during 1989-92, rising to 13% in 1991-92 
(CMIE, February 1991, 1992). This excludes tobacco 
consumption in other forms, namely chewing tobacco, bidis, 

These are however advertised on video, which is not 
controlled by Government. 

hookah. A vast number of men and women from lower 
income, illiterate segments in the urban and the rural areas 
consume tobacco in these traditional forms. There is no 
social sanction against smoking except for a certain ethical 
group.2 It is taken alone or with peers in formal or informal 
groups and avoided in the company of elders. 

In India, barring one or two studies examining ad content 
and choice of brands, there Is very little research address­
ing the issues mentioned above. Studies taken up by 
market research agencies for clients are kept confidential. 
A sizable literature exists in the West on various aspects of 
smokers, and implications for public policy. These have 
been cited under Findings. 

Objective 

In the given context, the study attempts to find out (i) How 
do the cigarette advertisers communicate effectively under 
the existing regulations, (ii)The emerging ethical and legal 
issues and (iii) the implication for public policy from these 
perspectives. More specifically -

(a) What aspects are highlighted in the ads which do 
not fall under the purview of regulations. In other 
words, how have advertisers capitalised on the 
various aspects of consumer behaviour to achieve 
the desired impact? Some of the important dimen­
sions examined are Influences on initiation to habitu­
ation, as well as inhibitors to smoking. 

(b) What is the impact of advertising on the potential 
and the vulnerable segment, Its role in initiation, and 
thereafter, and hence relevance for ethical and legal 
issues. 

(c) The Implications for public policy from issues high-
lighted above. 

The scope Is limited to English print media (magazines) and 
premium brands during 1991-92. The choice of brands was 
constrained as premium brands are mosUy advertised in 
English print media. The study based only on male subjects 
is exploratory and aims to raise issues and identify areas 
for further research. Segment choice is limited to well off, 
educated consumers. Hence implications drawn are not 
applicable to those smoking low priced cigarettes and other 
forms of tobacco. 

Method 

a) To explore what aspects of consumer behaviour are 
highlighted in the ads, a sample of 100 adult males, 50 
users, 50 non users, aged over 20 years was drawn from 
upper middle to upper income groups. Structured question­
naires were administered to users to examine the influences 

2 Smoking is forbidden by Sikh religion 
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and initiation processes. To identify the value consumption 
linkages, laddering (Gutman and others 1982, 1984, see 
appendix A) was used on both the users and the non users. 

To identify the elements emphasized in the ads, a content 
analysis of 24 ads representing 11 competitive brands was 
done(An ad had (2-3) versions). The ads were selected 
from three leading magazines in the English language. The 
magazines covered a wide spectrum of topics that could 
appeal to both adults and the young of the target segments. 3 

The set of categories was based on the findings of an 
earlier study (Mukhopadhyay, 1980), influences on con­
sumption . . and values indicated by the laddering 
above. These were psychosocial, functional consequences 
such as sense of achievement, relaxation etc. Product 
focused ads (taste), user oriented ads, viz, goal seeking 
(achiever) or problem solving (relaxation, facilitates accep­
tance) were included. Feelings associated with the charac­
ter (masculine, ruggedness) or the visual (romantic, good 
things of life) were also noted as categories. The brief was 
prepared accordingly along with the coding sheet. This 
examined all the elements of an ad and the overall impres­
sion. A sample of 10 judges comprising of research person­
nel, well versed in English language, coded the ads. 
Average percentage agreements between pairs of coders 
were noted (Kassarjian 1977). The inter-coder reliability 
was satisfactory at around 0.8 (Perreault and Leigh, 1989). 
Objectivity was taken care of while administering the 
questionnaires. In all 6 categories, representing 11 compet­
itive brands were used (see Appendix B). Finally, the find­
ings from laddering on attributes, consequences etc along 
with the responses of the users on initiation, usage 
behaviour etc. were compared with ad categories to under­
stand how different aspects of consumer behaviour were 
highlighted in ads to evoke the desired responses. 

b) The impact of ads was noted on the adult segment and 
the vulnerable segment. The first comprised of adult 
males, 20 smokers, and 20 non smokers drawn from the 
earlier samples. The second segment, represented by 50 
senior school boys, aged (15-17) years, was drawn from an 
English medium school catering to upper middle to upper 
income groups. 

For the first segment, responses were taken through struc­
tured questionnaires. For smokers the dimensions were 
change of brand, noticeability of ads of other brands, identi­
ty with the person in the ad, longing etc. For non-smokers 
these were identity with self, ad related responses such as 
interest, curiosity, and influences on attitude, which may 
lead to future consumption or recommendations to friends. 

The test for the school boys was carried out in a class room 
situation. Each of the boys saw 5 ads of cigarettes. A 
minimum of 20 (50x 5/11) replications were achieved on 
each ad. The responses were recorded in a structured 
questionnaire. This examined the dimensions, such as self 
identification, reference to pleasant moments, interesting, 
excitement, pleasU':), relaxation (ad related responses); and 
curiosity, recogn1tion, persuasiveness, passive learning 

3 This was also verified through the questionnaire 
administered to school boys. 

(behavioural dimensions). A content analysis of responses 
was initially carried out. A correspondence analysis was 
then used to match the category/content of an ad with 
response pattern of the student segment. In other words, 
the analysis indicated the frequency with which ads (row 
attributes) co-occurred with response (column attribute). 
This was to identify those characteristics of the ad which 
evoked certain responses having social/legal implications. 

c) Policy implications were based on the findings. Limita­
tions of strong dissuasive messages /actions were kept in 
mind.4 Responses of non users were used to draw impli­
cation for message design . Details are given under Find­
ings. 

Findings 

a) Initiation, Influences, Values and Ad categories 

A little over 50% of the smokers had their first smoke beforA 
they reached the age of 15, the most susceptible age. 

The single most important influence was 'peer group 
pressure'. This supports the findings of (Bauman, 
Newcomb, McCarthy and others 1989). Parental habits 
which were also found to have bearing on smoking habits 
were not checked directly in this study. Curiosity featured as 
the second most important influence supporting the conten­
tion of sensation seeking (Newcomb and McGhee 1991). 
The other influences were personal viz., 'feeling big' and 
'macho feeling'. According to studies (Evan et al, 1990), 
the desire to exhibit aggressiveness, toughness etc. 
encouraged smoking. AI:J was not mentioned as an influ­
ence on the initiation process in this study. 
The smokers identified themselves with social, outgoing and 
frank persons. Most of them smoked alone during depres­
sion or in a group when relaxing or cheerful. The value 
chain analysis indicated (Exhibit lA) that one of the reasons 
for smoking was for overcoming depression. The other 
functional consequences were relaxation, means to social­
ization, good for work and so on. Amongst the psychosocial 
consequences were social status, feeling equal to others, 
and sense of belonging. It was found (Burton et al, 1989) 
that smoking was resorted to when self concept and 
aspiration were adversely affected. Stimulant, an abstract 
attribute of cigarette, also featured, a 'reasoned action', 
supporting Marin et al (1990). However, such rationalisation 
is not unexpected after habituation. The responses were 
from smokers (Exhibit lA). 

The value chain analysis of non-users (Exhibit I B) indicated 
functional consequences and concrete attributes (health 
hazards) as the major deterrents to consumption. Though 
it may be difficult to assess the personalities of non users, 
the typical statements seemed to emphasize will-power, 
conformity to social norms, honesty and emotional stability. 
Attributes of self-identity were 'successful man', 'man of 

4 It was noted (Bensley & Wu, 1991) that dogmatic 
alcoholic prevention messages had counter produc­
tive effect. This is also supported by the reactance 
theory which was demonstrated(Venkatesh 1966). 
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Exhibit I 

A. Value Chain Analysis for Smokers 

Attributes Consequences Values/Goals 

Concrete Abstract Functional Psycho social 

Stimulant for work/ Helps to Rewarding experience after to achieve goals/career 
thinking concentrate hardwork aims 

relaxing 

Taste means to feeling equal to other praise, appreciation 
socialize from others. 

good for sense of belonging, sense of 
hardwork freedom 

Overcome reflects social status, sense of 
depression good feeling, satisfaction from 

success 

B. Value Chain Analysis Non-users - Cigarettes 

Harmful for -- Not essential to Unpleasant habit Feel great/unique 
health life 

No particular Non-consumption shows Aim for perfection, 
need satisfied willpower, determination honesty 
Feel sleepy Not approved by family members 

Cancer threat An achiever/ contributor 
to society. Achieve 
emotional balance 

EXHIBIT II 
CATEGORIZATION OF CIGARETTE ADS 

Category1 1 

Ads C1, C10: User dominated, focus on psychosocial 
consequences, values and goal orientation. User attribute­
a non conformist, challenger of norms, liberalised. Text and 
overall impression - Success through breaking the social 
norms. Liberated views, sense of freedom. Values empha­
sized to achieve self identity. "Charms, the spirit of free­
dom ... the way you are". 

Category 2 

Ad C2, C4: Product focused directly with indirect emphasis 
on the user through the headline. Visual, brand name, text, 
convey quality. Overall impression the right brand for 
connoisseur. Matching of product with the user characteris­
tics. Use of symbols to depict the user class. Direct mes­
sage for the product attribute. Indirect on the user (snob 
appeal). 

Category 3 

Ad C3: Product focused, emphasizing the product attribute 
to reduce dissonance. Benefits are psychosocial, that of 
resolving conflict of family affection and cigarette addiction, 
safer cigarette that can achieve both the goals. Conse­
quences as well as goal emphasized. 

Category 4 

Ad C5: Product focused 'taste' attribute emphasized, name 
of the company to convey quality. 

Category1 5 

Ad C6 and C7: User dominated, visual depicting, social 
gathering, psychosocial consequences viz.. sense of 
belonging and also happy social interaction, socialization. 
The product attribute emphasized, 'matching of filter and 
tobacco'. Visual depicting, sense harmony, belonging, 
enjoyment, psychosocial consequences. 

Category1 6 

Ad C8 and C9, C11: User focused. depicting outgoing 
adventurous characteristics, 'Live Life Kingsize'. appealing 
to certain attributes of the character, psychosocial conse­
quences or goal achievement. User as well as product 
emphasized with the product shown has stimulant (abstract 
attribute) with the visual showing the user in action - goal 
orientation, healthy atmosphere. (Social status, achiever). 
Attempt to achieve identity with character while reflecting 
benefits/goal. 

Matched Ads. 
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determination', (as noted from the questionnaire given to 
them). These are in consonance with observations (Evans 
et al, 1990), which noted that traits, namely, self confidence 
and emotional stability, differentiated non smokers from 
smokers. A recent study (Sheth et al, 1991 ), found that the 
major discriminators between smokers and non- smokers 
were emotional and conditional values. According to this 
study, smokers were goal achievers, looking for apprecia­
tion (Exhibit lA). The non-smokers on the other hand, aimed 
for perfection, valued honesty, and claimed better emotional 
balance (Exhibit IB). It may be noted that the studies relate 
to respondents past the initiation stage, where the inward 
(personal) rather than the outward oriented (social) influenc­
es dominate. These have implications for public policy in 
terms of reinforcing messages to non-users. Yet an adver­
tiser could use these to induce trial by enhancing self 
concept and aspirations (goal seeking objectives). 

Categories of cigarette ads (Exhibit II) can be broadly 
grouped as product focused, user focused and matched 
(product matched with consumer) ads. Abstract attributes 
(taste, stimulant) have been emphasized directly and 
indirectly. In most of the ads, psychosocial consequences 
have been conveyed through visual, head/copyline and text. 
These are - sense of belonging, companionship, means to 
socialize and sense of achievement, promising reward to 
user or to occasional user. The social status of the user is 
emphasized through symbolic props and depiction of profes­
sionals. Values such as independence, sense of freedom 
have been emphasized in some ads to enhance self-identity 
(Exhibit lA). A single exception is the 'low tar and nic 
content', a concrete attribute emphasizing safer cigarette. 
This an interesting example emphasizing safer cigarette and 
aiming to reduce dissonance by resolving the conflicting 
objectives of self-satisfaction and family welfare It thus 
achieves satisfaction and happiness (goal seeking and 
problem solving! helping to support a 'reasoned action' ! ). 
The visual depicts a couple with a child. The headline 
proclaims, 'Because I Care'. 

The ads for the premium brands (C2, C4, C5 in the upper 
price range) directly emphasized product attributes through 
visual and copy. Symbols along with copyline were used to 
appeal to status and ego. In the medium priced brands (C9, 
C1 0, C11) targeted at younger age groups both social 
(visual of interacting group) and personal (life style projec­
tion or visual of aspiration group to emphasize identity, self 
esteem, status) factors were highlighted. An earlier study 
(Mukhopadhyay 1980) indicated that subsequent choice of 
substitute brands were dictated by similarities in physical 
attributes of brands, including price. This would indicate 
that functional and personal factors take over at the habitua- · 
tion stage, price acting as a cue for status and quality. An 
appropriate use of these have been made in different 
categories of ads. 

b) Impact of Ads 

Users: Interestingly all responses were noted against own 
brands. Noticeability of ads was 76%. Though the respons­
es were against print ads, bias may have entered uncon­
sciously to inflate figures due to the influence of the more 
visible outdoor media. The frequently mentioned reactions 
were, self-identity, reinforcing, and assured availability. 

Only 15% of the smokers, who noticed ads of 

other brands switched. It would appear that ads have a 
major role in influencing choice of brand, whereas the social 
factors initiate product consumption. 

Adult non-users: The reactions relate to ad associated 
effects such as self identity, interesting, and amusing. None 
of the behavioural dimensions, ie, persuasion, curiosity 
(search), or passive learning, was significant (low % re­
sponse). 

Vulnerable Segment- The School Boys: (Figs t a. b. c.) As 
responses were expected to vary with ads, the correspon­
deflce analysis was carried out with selected ad categories 
and responses as below. 

Ads of C2, C4, C55 (Fig 1a, categories 2 & 4): These were 
product focused ads with indirect emphasis on the user. 
Though product dominated, the brands C4 evoked the 
response 'pleasure', and the brand C5 'self identity', and 
'passive learning'. Responses namely 'relaxation', 'pleasant 
moment and feelings' lay scattered as none of these had 
been highlighted. Familiarity with brands depressed 
'curiosity'. 

Ads C8, C9, C10, C11 5 (Fig 1b, categories 1 & 6): These 
were user focused, value and life style oriented ads. Ads of 
C10, C11 with strong value appeals evoked 'self identity' 
and 'passive learning'. C8 with assertive head line and 
depiction of adventurous characters evoked 'curiosity', 
'persuasive'. C9 projecting a professional image aroused 
'interest'. Though 'excitement' was relatively isolated, it was 
closure to C8 and C10, where C10 conveyed- challenging 
norms (breaking norms? headline: 'spirit of freedom'). Self 
identity was close to passive learning and curiosity to 
persuasion. Anomalies such as excitement not leading to 
curiosity could be explained by familiarity with the brands. 

Ads C3, C6, C7 (Fig 1c, categories 3 & 5): These were 
matched ads. C3 showing a family evoked 'homely 
atmosphere'. The claim of a safe cigarette aroused curiosi­
ty. C7 depicting a couple in harmony evoked 'pleasant 
moments'. C6 depicting social get- together and projecting 
the smoker status evoked self identity (aspiration group). 
Relaxation and passive learning collapsed into one point 
next to self identity. 

The analysis showed self-identity to correlate consistently 
with passive learning. The characters in the ads were 
identified as successful man, well-known person, sports­
man or mature young man. As many as 33% of students 
perceived the age of the model to be between (18-25) years 
and identified the character as sportsman/mountaineer, 
explorer, and man of muscle, determination. Responses 
were clearly ad specific. Identification with a professional 
person was rare. These taken with the findings of corre­
spondence analysis, bear out the observations of earlier 
studies (Burton et al, 1989). Self image and identity with the 
smoker had strong influence on intention to smoke. These 
helped to enhance self concept and achieve identity with 
the aspiration group. Yet another research found younger 
models to be more attractive to younger audience(Michael 
et al, 1992). A study on junior school boys observed that 

5 C1, a cigarette for women was left out of the analy­
sis. 
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Fig. t a: Impact of product focus~d ads on the vuln~rable seq111ents. 
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exposure to ads in magazines with high readership amongst 
school boys could be instrumental in initiating consumption 
as the students were vulnerable to ad appeals (Botvin et al, 
1991). The questionnaire given to students indicated that 
67% read India Today, one of the selected magazines. The 
readership figures were {5-6)% for the other magazines. 

It would appear that for the uninitiated, social and personal 
factors would matter. Peer group pressure, and tendency to 
conform or appease may induce consumption of cigarettes. 
The personal factors could be goal seeking (social status, 
self esteem, self concept/identity, sense of belonging) or 
problem solving (enhancing morale, overcoming depres­
sions). While initiation could be due to social factors, 
personal factors seemed to prevail with habituation. Ten­
dency to seek change, rebel or indulge in deviant behaviour 
also have been noted. In India such behaviour could be 
manifested in smoking specially amongst the youngsters. It 
would be expected that the above factors are played up 
subtly through suggestive outlays including the message to 
arouse the desired response. The content analysis of ads 
and responses toward ads bore out this contention. 

The product is very personal and satisfies basically psycho­
logical needs. As products are not essential or "healthy", 
their consumption needs to be rationalized. This has been 
done through functional and psychosocial consequences as 
well as goal achievement, more explicitly in cigarette ads. 
There are no explicit statements regarding the product 
attribute except 'low nic and tar content'. Indeed, most of 
the ads focus on abstract attributes but indirectly hint at the 
consumer through visual and symbolic props. Since no 
explicit claims are made, none of these ads perse violate 
the rules of MRTP viz. substantiation, false claim, mis-direc­
tion. 

Onset of smoking is not through ads. They merely help to 
remind, reinforce and aid recognition. Where then does the 
catch lie? Clearly in the impact on the vulnerable and the 
user segments. While the vulnerable segment is exposed to 
the product through other means, the proximity of the media 
and the appeals through messages as well as visuals lead 
to recognition, curiosity, and self-identity. These lead to 
passive learning, stimulating the initiation processes, for self 
or others. The user, on the other hand, hardly ever changes 
his brand contrary to claims made by the advertisers that an 
ad is a competitive tool to induce switch over from one 
brand to the other. 

c) What are the Implications? The statutory warning has 
not been very effective. The government has been enforcing 
ban on smoking in offices, public places, using fear appeals 
(threat from cancer) in TV to control consumption. An ad is 
not a significant influence at the initiation stage. Social 
influences and values are hard to contain or influence by 
merely media regulations. Besides, exposure to ads or 
product take place through other means (shop displays and 
sponsorships). Most of the youngsters have sports and 
games as major extra curricular activities, as verified from 
the questionnaire. What needs to be realized is that initi­
ation is through social processes. The consumer may still 
get stimulated through messages in media which may be 
providing a goal orientation or a problem solving situation or 
emphasizing other aspects. These can influence brand 
choice. The policy cannot be uniform across all segments. 
The measures could be prevention for non users and 
moderation for users. The route may be through a) social 
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education in the form of emotive/ rational messages to 
emphasize moderation rather than total control for commit­
ted smokers. It may utilize reinforcing messages to non-user 
appealing to self-ego, emphasizing will-power, mental 
stability, perfection and honesty to avoid dogmatic preven­
tive messages. b) More information on brands in terms of 
safety levels viz., tar and nic content. c) Education of the 
influencer, namely family members and friends, could also 
be encouraged. Enforcing 'No Smoking' selectively can limit 
consumption to a certain extent. 

Discussion and Conclusion 

The study was carried on a limited sample of consumers 
and products. Experimental design did not allow for 
measuring the impact of situational factors and state of 
readiness of the consumer. Familiarity with brands affected 
'curiosity' adversely, which in turn inhibited 'passive 
learning'. However, factors such as social desirability which 
could inhibit responses were taken care of. The test for the 
vulnerable segment was conducted in a relaxed atmosphere 
in absence of instructors. Since the questionnaire did not 
require any personal data except that of father's profession 
the responses were uninhibited and spontaneous. Respons­
es from adults were taken in the presence of the interviewer 
only. 

How do the cigarette manufacturers react to the current 
regulations? Th.ere are no explicit claims in violation of 
MRTP. In few cases the goal and the values of the users 
are highlighted. As these are conveyed indirectly through 
the visual, head/copyline, or text, and perceived so by the 
target audience, these do not violate the existing rules of 
substantiation, overclaim, mis-representation, etc. Nonethe­
less the ads induce passive learning amongst the vulnera­
ble segments. This could be the first step to the initiation 
process and raises an ethical issue. It may therefore be 
concluded that advertiser do succeed in effectively commu­
nicating with both the user and the vulnerable segment. T~e 
smokers find the ads reinforcing as well as congruent w1th 
self and beliefs. The vulnerable segments while engaged 
in passive learning do identify themselves with certain 
characters as revealed by correspondence analysis. 

If the aim of the government is to control consumption of 
cigarettes then message alone would not be sufficient. The 
question is much more complex involving a detailed study 
of situations to understand why some people who want to 
give up succeed and others fail. A larger study would be 
required to cover different regio~al and cultural influen~es 
and examine the above suggestions to evolve an effect1ve 
public policy guideline for specific segments. The _current 
study addresses itself to the urban educated upper 1ncome 
segments and gives leads to certain p_olicy guideline~. The 
strategy implications would not be umform across different 
segments, which need to be studied separately. 

It may be noted that cigarette industry serves a social cause 
through sponsorship of cultural and sports events. In case 
of extreme measures the industry can retaliate by withdraw­
ing such support. This poses yet another social issue. 

AppendiX- A 

What Is Ladderlng 

A means-end chain or laddering is a model that seeks to 
explain how products or services as means are linked to 
ends that a person wants to attain and which are influenced 
by his values (Gutman 1982, 1984; Gutman and Reynolds, 
1984). 

To analyse a large number of laddering responses, a 
thorough content analysis of the responses is carried out. 
Each response or thought is assigned a category code and 
expressed in a standard concept. The aggregated valued 
structure represents the consumers' knowledge structure, a 
branch of a ladder representing a perceptual point of view. 

A content analysis of the elements of the ladders was 
carried out as given in Gutman, (84) and Gutman and 
Reynolds, (88). In all, 50 ladders were obtained for each of 
the groups, one ladder per respondent. For coding, the 
responses/elements from the ladders were first separated 
into categories according to the level of abstraction as ob­
tained from the questions. The five categories chosen were 
the standard ones, namely i) attribute - concrete, ii) attribute 
- abstract, iii)consequences - functional, iv) consequences -
psychosocial, v)values and goals. These were then 
checked for reliability. Three judges coded the elements. 
An agreement to the extent of 75 to 80 per cent was 
recorded between the judges. This resulted in reliability of 
80 to 84 per cent (Perreault et al, '89). 

Each judge was asked to agree/disagree on the coded 
category. In case of disagreement he was asked to indicate 
the categories closest to the remaining four categories. The 
definition of each of the categories were based on the level 
of abstraction. 

Exhibit Ia records the responses with frequencies >15. The 
procedure followed for categorisation of responses from 
ladders was as explained in Appendix B. 

Appendix- B 

The Technique of Content Analysis 

The content analysis is basically the categorization exercise 
of the contents in an ad or communication (Berelson, 1952). 
It contains three major decisions viz., a) choice of cate­
gories, b) choice of unit of analysis, c) choice of the system 
of enumeration. All these must ensure objectivity, reproduct­
ibility etc. For the given exercises the different categories 
formed the hypothesis to be tested out in terms of the 
message content of an ad viz., the various functional 
psycho-social attributes. The unit comprised of the entire ad 
where the focus changed with the type of the hypothesis or 
categories. The system of enumeration was of dichotomy in 
nature viz., giving judgment regarding presence or absence 
of an attribute. A brief was given to a group of judges who 
then coded the content of the ad in a coding sheet provided 
by the interviewer. 
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Derivation of categories for the Present Study 

A set of six categories was used. A group of three judges, 
behavioural scientists, classified the items/contents in two 
categories in the following manner. They were briefed on 
the different categories. The items/ statements representing 
a category as developed by the researcher were given to 
the judges along with statements representing other 
categories. The judges were asked to classify the sample of 
statements either in the 'test' category or other category. 
For each pair of judges frequency of responses into similar 
category/dissimilar category were noted. 

Yule-0 was computed to judge the appropriateness of the 
categories. Items in the first quadrant were taken to repre­
sent the test category. This was attempted as test for con­
tent validity. 
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Abstract 

Despite the growing importance of marketing and 
marketing communication, there is a dearth of information 
on the state of marketing communication practices in 
India--both in the Western and Indian literature. This 
study attempts to augment and enhance our understanding 
and knowledge in this neglected area of international 
marketing. It is likely that greater insight into the 
characteristics of Indian marketing communication and 
promotional practices will enable multinational and local 
marketers to use more effective and competitive 
communication programs. 

Introduction 

In developing nations, as the economic structure gradually 
progresses from a production orientation to consumption 
orientation, the prevailing consumption-orientation society 
intensifies the importance of marketing, an eventual 
outcome of a competitive economy. The modem 
marketing concept focuses on a true customer-orientation 
backed by integrated marketing with the goal of achieving 
profit-maximization through customer-satisfaction (Kotler 
1991). An implementation of the marketing approach will 
result in uncovering customer needs and latent demands 
and converting them into an effective market. This will 
result in uncovering customer needs and latent demands 
and converting them into an effective market. Overall 
benefit will be a most efficient and effective delivery to the 
market and will allow customers to discriminate in order 
to obtain the greatest value for their limited purchasing 
power. In developing nations, this means, in effect, a two­
fold benefit: improved living by expanding the economic 
growth of the middle class, and enhancing customer 
satisfaction, both essential for the democratization of the 
social system (Kraemer 1973). Furthermore, for 
developing nations, the internationalization of business has 
meant more dependence on foreign markets and, 
therefore, an increased need to keep abreast of changes in 
world markets and to develop more effective strategic 
worldwide marketing activities. Because the cost of 
making a wrong decision can be excessive in the 
international marketing arena, several companies are 
routinely using marketing-based decision-making 
mechanisms. 

International Marketing Communications 

For a long time now, it has been well established that 
marketing communications presents one of the greatest 
operational challenges for international marketers 

(Boddewyn 1981; Colvin et al. 1980; Harris 1984). There 
is a large body of literature that supports the contention 
that most problems in international marketing 
communications or promotion arise because of significant 
cultural differences across countries (Eiinder 1965; Hall 
1960; Ricks 1983; Terpstra and David 1985). Most earlier 
research on cross-cultural communication has focused on 
interpersonal communication (see for example Graham 
1983, 1985 and Sheth 1983). More recently, a few studies 
have dealt with the issue of standardization vs. localization 
in developing advertising programs (see for example 
Kanso 1992; Hite and Fraser 1988). In order to assess the 
cultural relevance of marketing communications, 
multinational firms interested in marketing products in 
developing nations need to understand the existing 
perceptions and advertising practices of local marketers 
and marketing decision makers. A prerequisite for any 
global marketing communications program is a thorough 
understanding of what communication tools, techniques 
and methods are available in different countries. This 
information can sensitize marketers to the relative 
feasibility and effectiveness of various promotional 
programs across countries and culture. However, there is 
only a small body of literature that exists in the area of 
marketing communication that is typically focused on a 
single country (see for example Arroyo 1982; Peebles and 
Ryans 1984). Furthermore, there is virtually very little 
empirical data and research on marketing communication 
(including advertising) for developing nations (see for 
example Semenik et al. 1986). 

Marketing and Marketing Communications in India 

In many business circles in India, marketing 
communications (including advertising) is still viewed as 
something wasteful and from a governmental perspective, 
it may even be seen as incompatible with political 
objectives. Indeed in some instances, marketing 
communications can be misleading, deceptive and 
wasteful. However, there appears to be a growing 
recognition that marketing communications is general and 
advertising, in particular, serves a useful function by 
providing consumers with relevant information for 
intelligent decision making. While the U.S. style of 
advertising is not suitable for many business situations, it 
does make a significant contribution to uplifting the 
standards of living in India. It should also be noted that 
many of the marketing communications media, especially 
the electronic media (TV and Radio), are government 
operated and controlled for security reasons. Even where 
private media are available, they differ in style and 
approach to target audience. Media such as outdoor 

. cinema, and rural advertising are quite extensively used i~ 
India. Moreover, many Indian advertisers rely more on a 
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repetitive effect than on sophistication within a message. 

Direct-action marketing communications approaches may 

have to give way to an indirect-action approach, 

emphasizing the reputation and image of a company or a 

brand name even though this usually does not result in 

immediate sale of products and services. 

Despite the growing importance and popularity of 

marketing communications, there is a dearth of 

information on this subject both in the Western and Indian 

marketing literature. Any attempt to study the Indian 

Marketing Communications function is characterized by a 

lack of readily available scholarly data and the absence of 

any organized and reliable sources through which such 

data can be collected (Ayer 1987). Because of the 

variations found in marketing communications regulations, 

media availability, media approaches and practices, there is 

a great risk in employing any standardized communication 

approaches for Indian markets. In an attempt to bridge 

~his i~ormational void, the current study empirically 
mvesttgates current marketing communication practices in 

India. 

Purpose of the Study 

This research study is undertaken. to provide a state-of­

th_e-art understanding of organized marketing 

communications activities in India. It focuses on tM 

current communication practices of major business 

organizations and research/advertising agencies. Moore 

(1969) in his research proposed that "valid descriptis:m 

must precede proposed prescription if the latter is to 

provide much in the way of practical application." The 

current research seeks to provide that "valid description" 

by addressing the following two major questions: (a) 

What is the nature and scope of marketing communication 

. (types of communication studies conducted) within the 

Indian organization? and (b) How are these marketing 

communications functions organized (which unit within 

the organization is most likely to carry these functions 

out)? 

Research Methodology 

After being pretested and with subsequent revisions, a self­

administered mail questionnaire was distributed to highest 

ranking marketing officers from all major business 

organizations (1200) listed on the Bombay Stock 

Exchange. A total of one hundred and thirty three 

questionnaires was completed and returned by the allotted 

time period. This response rate of 11%, though 

considered low by Western standards, is quite reasonable 

for a country where marketing is still a very new 

phenomenon. However, the potential for strong 

nonresponse bias cannot be ruled out. The marketing 

officers were asked to provide several different types of 

information about themselves and their organizations. The 

responding firms exhibited a good cross-section of Indian 

business industry representing industrial consumer and 

servi~e categories. A major part of' survey section 

constste~ o~ questi?~s. coveri.ng the types of marketing 
commumcat10ns acttvtttes earned out by the organizations 

and how they were organized. Each of those broad 

question categories was further subdivided into specific 
types of activities. 

Results 

General Characteristics of Responding Firms 

Survey responses indicate a wide distribution of business 

categories amongst the responding firms. A large majority 

(90"/o) of these firms are from the private sector. The 

respondents filling out the questionnaire held the following 

types of general job title categories: top management 

(23%), senior management {11%), senior executives 

(36%), middle management (15%), junior executives 
(12%) and other officers (4%). 

Scope of Marketing Communication Functions 

A fre~uency distribution based on 13 1 respondents' 

evaluatiOns of the nature of marketing communications 

functions carried out by their organizations shows a wide 

sco?e of m~rketing communication functions. In general, 
Indtan busmess organizations are quite extensively 

engaged in functions related to sales, promotion and 

advertising. 

With regards to sales, promotion and market-related 

communication functions, the following activities stand 

out a~ quite prevalent (60% and above reporting): 

Estabhshment of Sales Quota (84%), Market Potential 

Measurement (72%), Determination of Market 

Characteristics (68%), Market Share Analysis (66%) and 

Sales Analysis (65%). It is not surprising to note that 

many of these activities are related to the personal selling 

part of the marketing communications function and India 

whi~e increasingly moving toward a marketing oriented 

busmess economy, still maintains a selling orientation. 

Conse~uently, the prevalence of sales and selling related 
marketmg communication functions is quite high. 

Although, some firms do conduct studies related to 

Premium, Coupons & Sampling studies, the incidence of 

such studies is not so high (under 40%). Similarly, given a 

high ~ev~l of unemployment, a very few (under 36%) 

orgamzattons carry out sales compensation studies. 

The marketing communications function specifically 

related to advertising also underscores the wide scope of 

these activities for Indian business corporations. 

However, the incidence rate of these communications 
functions is not a;; high as that related to personal selling 

functions discussed above. The following marketing 

communications functions report an incidence of 40"/o and 

higher: Advertising effectiveness (52%); Competitive 

Advertising Studies (46%), Media Research (44%), Copy. 

Research (42%) and Motivation Research (40%). Given 



320

the overall lack of sophistication in marketing 

communications and the developing character of Indian 

economy, it is not surprising to note such low incidence 

. rates for these specialized areas. However, it is quite 

surprising to note that many organizations are engaged in 

a wide variety of advertising related studies. Furthermore, 

given a fairly rigid legal and political environment for 

marketing communications in India, a very small 

percentage (under 30%) of Indian organizations are 

engaged in studies related to the legal constraints on 

advertising and promotion. 

Organization of Marketing Communication Functions 

Organizationally, a vast maJOnty of marketing 

communications studies related to sales, promotion and 

markets are carried out by the marketing department of 

the organization. These studies include: Sales Quotas and 

Territories Establishment (50%), Market Potential 

Measurement (3 7% ), Determination of Market 

Characteristics (35%), Market Share Analysis (37%), 

Sales Analysis (52%), Premiums including coupons and 

sampling (29%) and Sales Compensation (24%). Not 

surprisingly, all these studies are conducted internally by 

the marketing departments of a large number of Indian 

business organizations. However, outside firms are also 

used for conducting market potential and share analysis 

related activities. The establishment of sales quotas and 

territories is also done by another department (perhaps the 

sales department) quite frequently (50% reporting). 

The organization of marketing communication activities 

related to advertising is quite different for most Indian 

business organizations. Specialized advertising functions 

such as Assessing Advertising Effectiveness, Competitive 

Advertising Studies, Media Research, Copy Research and · 

Motivation Research are relegated to outside firms 

specializing in these functions. While the incidence rate of 

conducting studies of legal constraints on advertising and 

promotion is quite low (under 15%), it is typically carried 

out by the marketing department. Overall, it is interesting 

to note that the marketing research departments of many 

of these business organizations, with a few exceptions, do 

not appear to be extensively involved in conducting studies 

related to marketing communications. 

Conclusion 

Clearly, the findings from the study augment our 

knowledge regarding marketing communications practices 

of Indian business organizations. The following 

observations summarize the future of marketing 

communications in India, and some of the findings from 

this study lend credence to these observations: 

• As markets become more competitive, there will be a 

greater awareness and usage of marketing 

communications-based approaches in India. 

Marketing communications industry in India, though 

small currently, will be a major growth industry in near 

future (30% growth rate expected) . 

• Major improvements in marketing communications 

services and more specialization will occur as the 

industry itself becomes more competitive. Clients and 

business corporations are more likely to use specialized 

agencies for idiosyncratic specialized communication 

tasks. 

Advances in technology will enable major 

improvements in audience measurement and analysis 

procedures. 

• More government, non profit and service sectors (e.g. 

finance, banking, health care) will be involved in 

marketing communications approaches. 

• More syndicated marketing communications services 

will be available. This will also result in major 

improvements in timing, product and audience coverage 

and accuracy. Syndicated services pertaining to media 

will become more technology driven and specialized. 

• Personal selling aspects of marketing communications 

will become more sophisticated and will be done 

internally by Indian business organizations. 

While the findings from this study provide only the most 

rudimentary evidence of the future prospects for the 

growth of marketing communications in India, they 

augment the limited information base available on the 

Indian marketing communications industry. Such 

information will not only be useful for local marketers in 

India but also will help international corporations targeting 

India for future marketing programs. 
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THE MEDIUM IS NOT ALWAYS THE MESSAGE : 
THE CASE OF "TOTAL PAINT BUSES" 
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Abstract 

High media visibility and creativity do not 
always guarantee success. A new, 
unconventional concept in media, "total 
paint buses", lends support to this 
fundamental assumption. Not only does 
message effectiveness vary considerably, 
but perceptual vigilance and combined 
awareness appear to be restricted to a 
younger audience whose attitudes towards 
the new concept are more positive and 
innovation proneness is higher. 
Consequently, our results prove that the 
medium is not always the message ! 

Introduction· 

"The medium is the message". Marshall McLuhan's 
statement (1967) implies that the medium 
communicates an image which is independent of any 
messages it conveys. The role of the medium in 
communications is illustrated by the fact that the 
same advertisement will have a different 
communication effect when run in different media, 
(Aaker and Brown 1972 ; Wright 1974) or in different 
program contexts (Kennedy 1971 ; Soldow and Principe 
1981 ; Pavelchack et al. 1988). 

Practically speaking. this problem is critical for 
advertising planners, especially when they use new 
advertising mediums over more conventional ones 
(Krugman 1985). 

Although we may broadly hypothesize that there is a 
potential relationship between message and media 

' effectiveness, it is risky to make more specific and/or 
restrictive conclusions regarding such complex 
phenomena (i.e. one goes up when the other goes 
down, or the opposite). In this perspective, we can 
ask ourselves the following fundamental questions : Is 
high media visibility a guarantee of message . 
effectiveness ? Can negative attitudes held by the 
public towards the medium per se · affect this 
relationship ? How do all of these variables interact in 
a new media environment ? These key points will be 
investigated in this paper in relation to a case study of 
a specific m•w advertising medium : "total paint buses". 

Research Context 

As the name indicates, "total paint buses" are vehicles 
which are completely taken over and decorated on the 
outsid-e in the name of a specific company. 

A research study on "total paint buses" was conducted 
in Ottawa, Canada, one of the few cities in North 
America to make full use of this media approach. 
Ottawa is an excellent test market considering that 
the bus is the only mode of public transport and given 
the bilingual and cosmopolitan profile of the 
population. From the media campaign's inception 

· The research was supported in part by a TRANS-AD 
grant. 

through the period of data collection, 14 total paint 
buses were launched. Of these 14 buses, eight 
represented separate product or service commandoes 
and six were identical, having been commissioned by a 
local tourism campaign. The average on-road bus 
presence (each bus with the same message over the 
period of time) ranges from 31 to 57 weeks. 

Accordingly, our objectives were : (1) to measure the 
advertising effectiveness of these buses in terms of 
their overall and specific visibility ; (2) to assess and 
explain attitudes towards this new medium ; and (3) 
to develop an integrative evaluation of this new 
advertising medium. 

Hypotheses 

Based upon the introductory discussion, two basic 
levels of analysis were conducted, keeping in mind that 
we were measuring here only the absolute (and not the 
relative) effectiveness of this advertising medium. The 
first level relates to the functional relationship 
between the messages and their respective impact on 
the audience. The second level measures audience 
attitudes towards the new medium of "total paint 
buses". These two related analyses lead to an overall 
measure of the advertising effectiveness of the 
indissociable message-medium combination. Seven 
basic hypotheses were developed : 

H 1 : The relatively large number of "total paint buses", 
their high visibility and mobility, as weU as 
extensive on-road presence, will resuU in high 
awareness rates for both the medium and the 
messages. 

The rationale underlying this hypothesis is derived not 
only from the basics of classic conditioning as applied 
to advertising and memorization (Stuart et al. 1987), 
but also from the specific characteristics of the 
phenomena under study : these buses are very 
noticeable and cover every sector of the territory 
being studied. 

H2 : Bus USCJ9e patterns of respondents will have a 
significant impact on mess09e awareness rates. 

Even if these buses are, by definition, highly visible for 
car drivers and pedestrians, bus users are more 

, directly confronted and should demonstrate better 
awareness levels, especially for those travelling 
downtown where total paint bus density is generally 
highest. 

H3 : Previous brand knowledge wiU be positively 
related to messCl/}es awareness rates (unaided and 
aided) 

Research shows that previous knowledge of a brand 
may have a significant effect on attention and 
retention of messages regarding the brand (Spence and 
Engel 1970). 

H4 : Product or service involvement wiU relate 
positively to mess09e retention and appeal. 
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The effectiveness of an advertising message is widely 
believed to be moderated by audience involvement 
(Krugman 1965 ; Petty et a! 1983). 

H5 : Cognitive, a.ffective and conative attitu.d.inal 
reactions towards the new medium wiU be 
organized into a homogeneous response system. 

"Total painted buses", as a new medium, do not require 
a specific behavioral choice from respondents. As 
such, we expected all three attitude components to be 
consistent with one another (Rosenberg 1970 ; Sheth 
and Talarzyck 1972). 

H6 : Individual predispositions will play a significant 
roLe as moderator variabLes, i.e. conditions likely 
to produce perceptual vigilance. 

H6.1 The more positive the attitudes towards 
advertising in general, the more positive the 
attitudes towards ''total paint buses" as a 
new advertising medium. 

Expanding on the notion of "mood congruency" 
proposed by Bower (1981), positive predispositions 
towards a field of interest should result in an a priori 
interest in any innovation within that field. 

H6.2 There should be a positive attitudinal 
relationship between public transport in 
general, the specific bus company under 
study, and ''total paint buse~"· 

In a similar manner, a better congruence between the 
generic and specific images of the medium should have 
a positive influence on reactions towards the latter. 

H6.3 Finally, there should be a positive 
relationship between attitudes towards ''total 
paint buses" and the resultant advertising 
effectiveness. 

Once again referring to the notion of ''mood 
congruence", but in this case as it applies to 
assessment of advertising effectiveness, positive 
attitudes towards total paint buses should lead to 
better message awareness (Mayer 1986). 

H7 : Socio-demograpkic variabLes related to innovation 
proneness should have impact not only on the 
advertising effectiveness of the messages, but also 
on attitudes towards this new concept. 

According to previous research (Robertson 1971 ; 
Rogers 1983), both awareness of messages and 
attitudes towards "total paint buses" should improve 
with income and education and decrease with age. 

Method 

Sample 

The basic sampling unit was defined as any individual, 
aged 15 or older, resident in the region under study on 
a permanent basis for more than a month. A total of 
336 respondents were interviewed by telephone. 
Participants were randomly selected. The response 
rate among eligible respondents reached 70%. 

The study was conducted over a short period of time 
to avoid uncontrollable variations in exposure and the 

possible launch of new total paint buses. Sampling 
error was calculated to be 2.4% at the 95% confidence 
level. 

Questionnaire design 

The questionnaire was of a maximum 16 minute 
duration. After translation, terminology validity was 
controlled using the back translation procedure. Both 
language versions, English and French, were pre­
tested. 

Data structure and analysis 

With respect to the dependent variables, .we included 
both unaided and aided awareness measures. The 
attitudinal measure (on a five-point agree-disagree 
Likert scale) was comprised of 13 statements, sub­
divided into the three basic components related to 
attitudes : cognitive (6), affective (5) and conative (3). 
The statements were developed through personal 
interviews during a pre-study. Reliability of the 
attitudinal measurements was assessed using 
Cronbach's Alpha coefficient, which reached a very 
acceptable overall level of .91 for all components when 
rejecting two cognitive statements. The Alpha 
coefficients for each attitudinal component are the 
following : cognitive = .64, affective = .94, 
conative = .80. 

All other explanatory variables were measured on a 
five-point scale with a subsequent systematic 
reliability assessment. The reliability results were as 
follows : previous brand/service knowledge, 
Alpha = .64 ; product/service involvement Oimited here 
to "declared importance''), Alpha = .54 ; general 
attitudes towards advertising (misleading and 
information proneness), Alpha = .95 ; attitudes 
towards public transportation in general, Alpha = .55. 

Results 

Medium and message awareness 

Of the total sample, 93% claim to have noticed the 
''total paint buses", confirming the high visibility of this 
new medium. However, total awareness of the 
messages conveyed tends to be lower and varies 
considerably from one message to another, ranging 
from a low of 22.9% of the total sample to a high of 
79.5% (Table 1). Advertising effectiveness thus seems 
to be much more dependent on the message itself than 
on the medium. The choice of a highly visible medium 
is not a guarantee of success: hypothesis 1 is only 
partially verified. Concerning the relationship between 
total message awareness and exposure length, there is 
no discernible link. 

To clarify the analysis in a more global and integrative 
way, we proceeded to a multiple correspondence 
analysis (MCA) using simultaneously for each message 
unawareness/awareness rates and age as the active 
variables. The passive variables were frequency of bus 
usage and downtown presence. Calculations were 
based on frequencies and significance is .05. The joint 
graphical display obtained can help in detecting 
structural relationships among the variable categories 
(Hoffman and Franke 1986). On the corresponding 
map (Figure 1), the horizontal axis relates to age and 
accounts for .89 of the total variance explained. The 
vertical axis represents the awareness/unawareness 
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Table 1 
Advertising Effectiveness: 

Summary Scores by Paint Bus 

Awareness 

Brands Exposure Number Unakled Aided Total 
(weeks) 8U5H 

"Buqot• 57 22.4 31.3 53.7 

"Chez 106" 56 40.8 38.7 19.5 
(Rock Radio Station) 

~Woodfield Homes• 56 6.8 17.9 24.7 
(Builda) 

~Reoua• 52 18.5 39.3 57.7 
(Rral Estate) 

• Fri<by & Mkhelln • 50 21.7 33.3 55.1 

"Btl Air Toyota• 37 8.6 16.4 25.0 

(Garaae) 

• Pizza-Pizza· 33 19.0 37.5 56.5 

"National Gallery" 31 11.3 15.5 26.8 

{Musewu) 

"lJesllnatlon 88 • 4.8 18.2 22.9 
(Tourism) 

"Others" 6.5 
(Wrong •nswer.o) 

Decoy brand 8 3 

Awareness rates refer to the !Q!l!! sample 

** 5-point scale, where 5 means "Very imponant" 
and I means "Nor imponant at all" 

''** 5-poinl scale, where 5 means "Know very well" 
and I means "Not at all" 

Prod,fMn. Prtvlous 
lmporlallte Brand 

Koowledae 

** *** 

2.23 2.71 

2.62 2.57 

3.95 1.62 

3.95 2.56 

3.90 2.47 

3.90 2.05 

2.72 2.65 

3.46 2.68 

3.68 1.59 

rates of frequent and infrequent bus users, and 
accounts for .07 of the total variance. It is clear that 
awareness rates are positively linked with the under 
25 age group, frequent bus users and those regularly 
visiting downtown. Older people, especially those over 
45, are least likely to be reached by this 
communications approach. At this stage of the 
analysis, hypothesis 2 is confirmed and hypothesis 7 is 
partially confirmed in terms of the inverse relationship 
between age and advertising effectiveness of these 
particular messages. 

The results presented in Table 2 include a significant 
positive relationship between previous brand 
knowledge and message awareness, thereby confirming 
hypothesis 3. There is no significant relationship 
between "declared importance" of the product or 
service and message awareness, except in the case of 
the bus representing a rock radio station. Considering 
the circumstances, this finding is very meaningful: the 
rock radio station bus is painted black and the 
lettering is very difficult to read. Very probably 
younger people, who are members of the target 
market, will be more likely to try and decipher this 
unusual presentation. 

To summarize, regarding the advertising effectiveness 
of the medium-message combination, "total paint 
buses" as a medium are extremely noticeable, but they 
do not guarantee high message awareness. This holds 
true even if awareness levels increase significantly 
with bus usage and frequent downtown presence 
where density of these buses is the highest. Previous 
brand knowledge stimulates message comprehension 
and retention. 

Tahle 2 
Relationship lletween Total MessaJ.,>e Awareness 

11nd Previous llrand Knowledge 

Brands Awareness 

"Budget" 

"Chez 106" 

• WoodOfld Homes" 

"Remu• 

• Frisby & Mkhelio • 0 
I 

• Bel Air Toyota • 

• Pizza-Pizza • 

•National GaUery"' 

• Destination II • 

* 0 = No I I = Yes 

Prtvlous 
Brand 

Kno~!tda:t 

4.24 
4.55 

3.08 
4.36 

1.93 
3.02 

3.84 
4.28 

3.57 
4.17 

2.84 
3.76 

4.03 
4.47 

4.20 
4.69 

1.76 
3.43 

Eta 
Squared 

.0194 

.1151 

.1008 

.0291 

.0440 

.0657 

.0286 

.0362 

.1989 

F 

5.96 

40.06 

33.62 

9.07 

13.99 

21.11 

8.94 

11.14 

73.75 

On a 5-point scale, where 5 means "Know very well" 
and I means "Do not k110w at all" 

Attitudes towards total paint buses 

.0152 

.0000 

.0000 

.0028 

.0002 

.0000 

.0030 

.0010 

.0000 

Table 3 presents an overall view of attitudes and their 
potential sources of variance. In the cognitive 
dimension, ratings are above average, with the 
exception of perceived usefulness of this kind of 
advertising which generates divergent opinions. In the 
two other major attitudinal dimensions, ratings are 
generally positive. A cross-sectional analysis through 
a one-way analysis of variance shows very clearly that 
age ~nd, to a lesser extent education, are the major 
sources of variance among attitudes, with an inverse 
relationship: younger, less educated respondents are 
more in favour of these buses than their counterparts. 

In order to more clearly describe the variations in 
attitudes, a second multiple correspondence. analysis 
was performed. In this case, the active variables were 
the three attitude dimensions, each divided into two 
categories above and below the median, as well as age. 
The passive variables were level of education, 
categorized (positive or negative) general attitudes 
towards public transport and the bus company, as 
well as the perceived trustworthiness of advertising 
and its ability to supply useful information to 
consumers (Figure 2). The results clearly demonstrate 
that the relationship between attitudes and age is uni­
dimensional, as the axis related to age explains 98.2% 
of the total variance (Sign.<.05). People in favour of 
total paint buses are young (age 30 or younger), are 
positive towards the bus company, and are consistent 
on all three attitudinal dimensions. However, they are 
also the most critical of advertising in general 
(misleading and informative value). At the other 
extreme are the older, better educated people: they 
think that advertising provides useful information 
(probably for others?) and they are negative on all 
other dimensions. With regard to attitude structures, 
the internal consistency is strong which confirms 
hypothesis 5. Individual predispositions towards 
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Figure 1 
Multiple Correspondence Analysis: 

Message Awareness versus Age 
+ 100 

36-45 
IIUI)(;ET-YES 

MICHELIN-NO 

NATIONAL GALLERY-NO TOYOTA· YES 

PIZZA·PIZZA·NO 
DOWNTOWN-SOMETIMES 

LOW BUS USAGE I 
J-----------~~--------MEIJIUM BUS USAGE ____ .:.:.:.;,;.:.:..:.;.::.;,;.:.;,r.;,;,:.:..;, ___________ -f 

CHEZ 106-NO 

• 100 

46ANDOVER 

TOYOTA-NO 
DOWNTOWN-RARELY 

BUDGET-NO 

Varlaoce explained: X AXIS • .89 Y AXIS • .07 Sltn. • .05 
Age 

Table 3 
Attitudes Towards Total Paint Buses 

A Cross-Sectional Analysis 

PIZZA-PIZZA· YES 

HIGII BUS USAGE 

MICHELIN· YES "'.zs OR UNDER 

NATIONAL 
(;ALLERY·YES 

WOODFIELD· YES 

+ 100 

STATEMENTS OVERALL CROSS-SECTIONAL ANALYSIS 

MEAN STD/DEV GENDER MOTHER AGE LEVEL NUMBER HOUSEHOLD MARITAL . TONGUE EDUCATION CWLIJREN INCOME STATUS 

Paint advertisements Less ed. 
are very informative 3.03 1.18 NS NS NS 8.07 NS NS NS 

Paint advertisements Younger 
are very original 3.93 1.02 NS NS 2.53 (C) NS NS NS NS 

This kind of pubHclty Less ed. 
Is very useful ror you 2.53 1.16 NS NS NS 7.61 (A) NS 2.42 (D) NS 

Paint buses spoil our Male Younger 
visual environment ** 2.42 1.28 4.61 (C) NS 10.71 (A) NS NS NS NS 

The lettering on paint Younger Single 
buses is very easy to read 3.82 .95 NS NS 2.99 (C) NS NS NS 3.13 (C) 

Paint buses dangerously Male Younger 
distract drivers attention *• 2.53 1.21 3.59 (D) NS 6.16 (A) NS NS NS NS 

I really Hke the idea or Younger Less ed. Without 
paint buses 3.47 1.26 NS NS 10.28 ((A) 2.86 (C) 5.4 (C) NS NS 

I find It very pleasant Younger Less ed. Without 
to see paint buses 3.43 1.26 NS NS 8.00 (A) 3.72 (C) 3.09 (D) NS NS 

I support OC Transpo for Younger Mid./less 
such an Idea 3.55 1.24 NS NS 6.27 3.16 NS NS NS 

It doesn't bother me at Younger Single 
all to see these buses 3.74 1.08 NS NS 6.04 NS NS NS 6.8 (A) 

I encourage organizations 
to use paint buses as a Younger Single 
means or pubHclty 3.54 1.14 NS NS 7.01 (A) NS NS NS 2.76 

It's normal that private 
companies are allowed to Younger Less ed. High 
adver. using paint buses 3.58 1.08 NS NS 3.18 (C) 4.16 (B) NS 3.8 (C) NS 

It's normal that pubHc 
companies, ie. National 
Gallery, are allowed to Older Single 
adver. using paint buses 3.70 1.09 NS NS 2.61 (C) NS NS NS 3.89 (C) 

F Ratio with: (A) = p < .001 I (B) - p < .01 I (C) - p < .05 I (D) = p < . 10 
Labels refer only to respondents who tend to be more oositiv~ 
• On a 5-point scale, where 5 means "Totally agree" and 1 "Totally disagree" ** Statements treated separately 



326

Figure 2 

Multiple Correspondence Analysis: 
Attitude Components versus Age and Other Variables 

Age 

+ 100 

/ , 
/ 

AFFECTIVE • 

' 

COI'IATI\'E • 

/1 

"' 

USEFl!L ISFO'\'ES 

I '" 
BUS COMPA'\' • UNIVERSITY 

' I 
' USEHJL 

36•45, ! INFO/NEUTRAL 

46 A!'\D O\'ER COGNITIVE • 

I 
AD MISLEADISG~EUTRAL 

I 
AD MISLEADII'I:G/NO 

PLBLJC I 26-35 
TRANSPORT A TIO~ • .COLLEGE 

PUBLIC TRAl\SPORTATION + 

USEFUL ll'l:fO.':'IiO AD MISLEADING/YES 

I I 
BUS COMPAI'I:Y +I· 

BUS COMPANY + 

- 100 

COGNITIVE+ 
.-,~-AFFECTIVE+ .. •' 

CO:\ATIVE + 
PRI\IARY/SECONDARY 

25 OR UI'I:DER 

+ 100 

Variance explained X Axis= .98 Y Axis = .02 Sign. = .05 

"Other" 

advertising in general play a significant moderating 
role (H6.1). In the same perspective, individual 
predispositions towards the Ottawa bus company also 
play a significant role, which is not the case for 
individual predispositions towards public transport in 
general: hypothesis 6.2 is only confirmed for one of the 
two moderators considered here, i.e. predispositions 
towards the bus company and not towards public 
transport in general. 

Attitudes towards the medium and message awareness 

Throughout this research, we found that age and, to a 
lesser extent level of education, are significant 
explanatory variables as indicators of innovation 
proneness, supporting hypothesis 7. Since age is 
negatively related to both message awareness and 
attitudes towards the new medium, we expected a 
transversal relationship to exist between attitudes and 
awareness. 

To test this final hypothesis, we proceeded to a one­
way analysis of variance CANOVA) between the global 
attitudinal score towards total paint buses and total 
message awareness for each message. Since the 
internal consistency among attitude components was 
strong, the global attitudinal score was calculated as 
the sum of the eleven (11) statements remaining after 
the reliability analysis. The results presented in Table 
4 clearly show that attitudinal scores tend to be 
higher for those respondents who are aware of the 
messages. However, the magnitude of differences 
between the mean scores do vary from one message to 
another and are statistically significant under or equal 
to the .05 level for only five (5) of the nine (9) 
messages conveyed. Thus, hypothesis 6.3 is only 
partially confirmed. The global attitude towards total 
paint buses is positively related to message awareness 
for a majority only of messages, although we cannot 
specify any causal effect. For the remaining messages, 

this observation is only a trend in the same direction. 
Here, we may postulate an uncontrollable effect 
stemming from the layout of the messages. 

Conclusions 

Conclusions of interest to both academic and 
managerial circles can be drawn, and not only because 
of the innovative character of the conce.pt being 
studied. 

First, from an academic point of view, the research 
study clearly shows that the relationship between 
message and media effectiveness is very complex and 
must not be oversimplified. The high visibility of the 
medium does not guarantee the success of the 
message. Many variables can affect the results; in 
particular, attitudes towards a new media vehicle 
seem to be strongly affected by the innovation 
proneness of the audience and, more specifically, age 
(which seems to be the main explanatory variable). It 
is quite unusual in market research for one socio­
economic variable to account for so much explanatory 
variance. Of course, before any further generalizations 
are made, this research should be duplicated 
elsewhere and/or other new media should be similarly 
studied. Perhaps an even more sophisticated 
measurement of the relative effectiveness in 
comparison to other media should be carried out. And 
finally, the attractiveness of the message layout should 
be controlled as it acts as a moderating variable. 
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Table 4 

Relationship Between Total Message A ware ness 
and Global Attitudinal Score Towards the Medium 

Brands Awareness Total Eta F Sign. 
* Attitudi. Squared 

Score 
** 

--------------------------
"Budget" 0 37.17 .0296 8.15 .0047 

1 40.25 

"Chez 106" 0 34.78 .0439 12.26 .0005 
I 39.76 

"Woodfield Homes" 0 38.27 .0141 3.81 .0518 
I 40.63 

"Remax" 0 38.53 .0011 .28 .59 
I 39.14 

"Frisby & Michelin" 0 36.87 .0322 8.89 .0031 
I 40.16 

"Bel Air Toyota" 0 38.13 .0190 5.17 .0237 
1 40.82 

"Pizza-Pizza" 0 37.75 .0103 2.77 .0972 
1 39.61 

"National Gallery" 0 38.70 .0015 .39 .5308 
1 39.44 

"Destination 88" 0 38.88 .0000 .01 .9101 
1 39.03 

* 0 =No /1 =Yes 

** On a 5-point scale, where 5 means "Know very well" 
and 1 means "Do not know at all" 

From a managerial perspective, the overall evaluation 
is quite positive, although there are some limitations. 
First, message comprehension is irregular, which may 
indicate that the practical rule of using 'simple 
message layouts' should be even more strictly applied 
here. Second, the bus company must not 
underestimate the discontent of the older segment and 
should consider limiting these buses to a reasonable 
number. Third, and in the interest of advertisers, 
"total paint buses" are not appropriate for all types of 
messages. For example, it is not so surprising that the 
more "serious", "adult-oriented" brands register the 
worst awareness rates (National Gallery is a museum 
of fine arts, Destination 88 is a public service message 
from a government agency and Woot:ifield is a 
contractor specializing in luxurious residences. 

Consequently, segmentation must also apply to the 
media choice. The findings strongly suggest that "total 
paint buses" are much more appropriate for brands 
targeting the youth market. 
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A CRITICAL ASSESSMENT OF THE FREQUENCY QUESTION AND ITS ABILITY TO 
PROVIDE VALID MEASUREMENTS OF READERSHIP FIGURES: LESSONS FROM A 

STUDY INVOLVING A VOICE RESPONSE BASED PANEL OF RESPONDENTS 

Marcus Schmidt, Southern Denmark Business School at S¢nderborg 
Morten Jansen and S¢ren Sten Hansen, both GfK Danmark 

Abstract 

~he paper presents a new way of gather­
~ng data: A panel of respondents is 
1n~tructed to perform a daily call to a 
vo1ce response computer (VR) which has 
been .Programmed. to pose pre-recorded 
quest1ons regard1ng media contacts yes­
terday (day-after recall). Respondents 
are then providing answers using the 
buttons on their push-button phones i.e. 
they push the numbers of the titles read 
- ~h~se numbers figuring on a list con­
talnlng approx. 50 titles which has 
been mailed to the respondents. The 
paper describes how the voice response 
technology might be used for media rese­
arch purposes. The paper also discusses 
the construct validity of a frequently 
';1Sed read~rsl:liP measurement. The study 
1nvolved 1nd1cates a considerable dis­
agreement (low convergent validity) 
regarding readership reported when com­
pa~ing da~a which were gathered (1) 
us1ng cont1nuous measurement (VR-method) 
with data gathered using the so-called 
(2) frequ~ncy question (mail-interview). 
Some cruc1al questions regarding a popu­
la~ way of .meas.uring readership are 
ra1sed. Impl1cat1ons for advertising 
strategy are discussed. 

Introduction: Using Voice Response 
Technology for Data-gathering 

During recent years the Voice Response 
!VRl techn?logy has g~ined huge popular­
lty regard1ng commerc1al customer infor­
mation. Financial institutions like 
banks supply services for customers who 
phone the VR-computer. They can get 
information about their accounts actual 
exchange rates, interest on deposits 
etc. To';lrist ag~ncies and hotels supply 
VR-serv1ces wh1ch provide activities 
in~orma~i?n. Today students at many 
un1~ers1t~es can call the VR-computer at 
tl:le1r bus1ness school and get informa­
tlon about their examination marks etc. 

In most application of VR-services the 
service has been designed with the sin­
gle aim to supply information to custom­
ers. S~nce the. individ;ual who phones is 
demand1ng the 1nformat1on calls might be 
relatively expensive (1-900-numbers). 

As can be easily understood it is possi­
ble to organize the VR-approach in such 
a way that the flow of communication is 
reversed: A VR-system that is designed 
to gather or demand information from 
individuals (customers or respondents) 
who phone the VR-computer and deliver 
information to the computer. In such 
cases one might use the VR-system for 
marketing and media research. Since the 
individual is supplying the source (i.e. 
a marketer or the market research agen­
cy) all calls under this condition must 
be free (1-800). 

A few comments on how a VR Interview 
Application might work 1n a market or 
survey research context might be appro­
priate1: 

- A panel consisting of a random sample 
of ~e~pondents i~ established, using 
trad1t1onal recru1tment techniques. Of 
C?urse the ~anel has to be representa­
tlve regard1ng the recruiting criteria 
(~'Head of Household", "Voter", or the 
llke). 
- Each respondent must have easy access 
to a push-button telephone (either at 
home or at work) 2 • 

- A me~ia list is mailed to all respon­
de~ts 1n the panel. The media list con­
talns a fixed two-digit-number regarding 
each major da.ily, weekly, . and monthly. 
I. e. the d1g1t "27" m1ght indicate 
readership of D0nald Duck "yesterday". 
- The respondents are trained to phone 
an 800-n~er once a day. 
When hear1ng a pre-recorded voice saying 
"welcome" they are supposed to press 
their individual password. 
The respondent then just has to press 
the buttons according to his/her yester­
d<:tY readership. I.e. "12" (Reader's 
Dlgest), "27" (Donald Duck), and "52" 
(Jyllands Posten - National Daily) . 

-.Next, the respondent is asked a ques­
tlon by the pre-recorded voice (repeated 
for each medium read), i.e. 

Was this issue of Donald Duck the most 
recent one ? 

Press "1" for yes 
Press "2" for no, old issue 
Press "3" for don't remember etc. 

It is, of course, possible to 'go back­
wards' in the questionnaire - as long as 
the line-connec.tion exists - by using 
other buttons like the "#"- or "*"-but­
t?ns, when one wants to have the ques­
tlon repeated, correct errors etc.· Re­
sponse selection errors3 do not exist 
when using VR, because it is the respon­
dent, not the interviewer, who presses 
the buttons (of course the respondent 
himself might press the wrong buttons). 

1For a more comprehensive discussion 
of the methodological aspects involved 
see Jansen and Schmidt ( 92 - working 
paper version) . 

2According to KTAS the Public 
Copenhagen Telephone Company - 90% of 
all Danish households own at least one 
push-button telephone. Almost all offi­
ce-phones are push-button phones. 

3 Pressing the wrong within-range key 
on the computer. 
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Skip pattern errors4 are ruled out be­
cause it is the programming logic of the 
VR-computer that decides which is to 
follow next (CATI-like) . While inter­
pretation errors5 might still exist when 
using VR, their scope is different and 
their shape is reversed as compared to 
CATI-interviews: The respondent might 
misunderstand "the interviewer" (the 
pre-recorded voice) but not vice versa. 
Even if the call is disconnected during 
the interview, the data gathered so far 
will be stored, which means that each 
numeric answer (keystroke) is recorded 
separately in ASCII-character format on 
the VR-computer.file. 
Table 1 summarizes how a VR-panel ap­
proach to data gathering might be struc­
tured. 

The Pilot Study: The VR-TelePanel 

In late 1990 the management of the Dan­
ish subsidiary of the commercial market 
research agency GfK6 decided to sponsor 
a pilot project concerning the estab­
lishment of a VR-pa~el (: 'TelePanel ') , 
which had been proposed by the authors. 
The appropriate technology (a VR-comput­
er with 16 lines) was rented from KTAS7 • 

A joint task force was established con­
sisting of employees at KTAS, the agen­
cy, and a researcher at a Business 
School. Then an 800-number was estab­
lished. During the next months the task 
force developed the sufficient software 
programs. The programs had to be tai­
lored to the specific context, namely 
gathering of market research data. 
Next a panel (random sample) of approxi­
mately 500 respondents was recruited 
using face-to-face interviews. 
Each respondent in the panel agreed to 
phone the VR-computer once a day during 
the test-period: March 1st- June 30'h. 8 

Due to the use of passwords it was quite 
easy to check if a person was performing 
several phone calls on the same day or 
if he/she did not call the VR-computer 
on a given day (each respondent had 
promised to perform the call "each day" 
(!) during the period). 
Likewise, it proved easy to register a 
lot of important facts regarding every 
call: time of day, length of call in 
minutes and sec~nds, and so on. 
The authors were using modest incentives 
(value of $25 for each participant in 
the panel), which may have improved the 
frequency of calling. 

4Moving from one question or section 
to another incorrectly. 

5Incorrect selection of a response 
due to the CATI-interviewer's misunder­
standing of the respondent's verbal 
answers. 

6Headquarters in Nuremberg FRG, 2000 
employees worldwide. 

7Public Copenhagen Teleph. Company. 

8Approximately 30% of all persons 
interviewed agreed to participate in the 
panel - a percentage quite normal for 
ordinary panel-recruitment. 

'l'AB!"E 1 
II VOICE~RESPONSE~BY~PANEL APPROIICH TO 

INTERVIEWING 

R ,... Rl?~pondent, Q = Questions 

Research Design Voice Response Panel 
Where doAs 
interview take 
place? 

How is the 
interview 
initiated? 

Home of R., office, at friends, ho­
tel, phone box, car, street (portable 
phone), abroad (!) etc. 

H. i::; phoni.nq VR-complJter 

How does in- R. provides answers to Q. posed by 
terview take pre-recorded voice using the keys on 

ll--"p"-l"ac::ce:..:? ____ -J-JP"-'r'-"e~ss-but ton r~hone 

Who fills in 
questionnaire? Respondent 

Whf"'>tP. are data 
stored when thl'"' 
interview has 
been finished? 

On VR-enmplJter at Agency 

How does data 
gathering take 
place? 

{No need since data are at processing 
destinaticn) 

According to some researchers (i.e. 
Brennan, Hoek, and Astridge 1991 James 
and Bolstein 1990) incentives may' affect 
response rate and quality. The authors 
were aware of this problem (However no 
test wa.s carried out with respect to 
e~aluatln9 the effect of the incentive) 
Slnce thls was not a subject of the 
~resen~ stu9y. The length of the average 
ln~ervlew d~d no~ exceed 5 minutes. The 
dall¥ questlonnalre in the pilot-project 
conslsted of only two topics: 

1. One opinion-poll question (reported 
ln Jansen.and Schmidt 1992) 
2. Questlons concerning media habits 
(day-after-recall) 

M~asuring media habits using mail inter­
Vlews 

All respo~dents were contacted by mail 
after havlng agreed to participate in 
the test and before the continuous VR­
registration began. The mail question­
naire contained questions regarding 
geographies, socio-demographics, behavi­
o~istic;:s, and psycographics. The ques­
tlonnalre also dealt with media habits. 
For each medium involved (major dailies, 
weeklies and monthlies) the respondent 
of the panel was asked the following 
question with respect to the frequency 
of readership during the mail interview: 

"Reg. Jyllands-Posten S¢ndaf/ how many 
of the recent 6 issues did you read? 

No one at all (0 out of 6) 

1 out of 6 

2 out of 

3 out of 6 

4 out of 6 

5 out of 6 

All (6 out of 61 
lS measurement approach made it possi­

ble to estimate readership frequency 
figures regarding each medium, and the 
method is a quite often used way of 
gathering data regarding readership all 
over Scandinavia and - as far as the 
authors know - in many other countries 
in the industrialized world. 

9The most widely read Danish news­
paper appearing on Sunday 
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Voice Response measurement of media 
habits 

After the mail interview the respondents 
began performing their daily phone call 
to the VR-computer. The respondent had 
to take a look at the media list and 
then press the buttons (digits) assigned 
to the very media he or she had been 
reading "yesterday". This task was per­
formed by each respondent every day as 
long as the pilot study went on. This 
approach (VR day-after recall) made it 
possible to accumulate readership fig­
ures. 10 

Again, it was possible t.o estimate r.ead­
ership frequency regardlng each medlum. 

Convergent Validity: Frequency question 
(mail) versus day-after recall (VR) 

Prior to the study the authors suggested 
it might be an interesting task to cor­
relate readership figures which had been 
estimated using the two alternate ways 
of estimating readership.According to 
theory convergent validity indicates 
that measurement scales designed to 
measure the same construct should be 
related. 

Convergent validity is generally as­
sessed by the extend to which two (or 
more) measurement scales designed to 
measure the same construct correlate. 11 

See table 2 and table 3. Ideally all 
diagonal entries in figures should con­
tain 100%-figures, with all off-diagonal 
entries being 0% ! In such a case the 
correlation between the two measurement 
approaches would be 1,00 indicating 
perfect convergent validity between the 
day-after recall (VR) and the frequency 
question (mail). 

10At least the authors hypothesize 
that this "day after recall" approach 
provides readership figures which are 
more correct as compared to the figures 
estimated using the frequency question. 

11See Dillon, Madden, and Firtle 
(1990) p. 373. 

TABLE 2 
VALIDITY OF READERSHIP MEASUREMENTS - MAIL INTERVIEWING AND 

VOICE RESPONSE INTERVIEWING: THE DANISH WEEKLY "JYLLANDS-POSTEN 
S0NDAG" I COLUMN-% 

Day-after recall (Voice Response) 

Frequency 0 : 6 1 : 6 2 : 6 3 : 6 4 : 6 5 : 6 6 : 6 
q. (mail) 

0 : 6 75% 47% 21% 12% - - 7% 

1 : 6 8% 11% 24% - - - -

2 : 6 6% 11% 5% 19% - - -

3 : 6 4% 4% - 5% 13% - -

4 : 6 2% 6% 15% 6% 11% - 6% 

5 : 6 3% 4% 5% 7% 27% 8% 4% 

6 : 6 2% 17% 30% 51% 49% 92% 83% 

Sum 100% 100% 100% 100% 100% 100% 100% 

(n= 500) 363 63 23 15 9 12 15 

TABLE 3 
VALIDITY OF READERSHIP MEASUREMENTS - MAIL INTERVIEWING AND 

VOICE RESPONSE INTERVIEWING: THE DANISH WEEKLY "JYLLANDS-POSTEN 
S0NDAG" I ROW-% 

Day after recall (Voice Response) 

Frequency 0:6 1:6 2:6 3:6 4:6 5:6 6:6 Sum n 
q. (mail) 

0 : 6 89% 9% 2% - - - - 100% 314 

1 : 6 72% 15% 13% - - - - 100% 45 

2 : 6 67% 22% 3% 8% - - - 100% 29 

3 : 6 74% 15% - 4% 7% - - 100% 17 

4 : 6 49% 20% 19% 4% 4% - 4% 100% 20 

5 : 6 23% 23% 12% 8% 18% 10% 6% 100% 12 

6 : 6 12% 17% 12% 11% 6% 21% 21% 100% 63 
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Frequencies in the lower left part of 
tables 2 and 3 indicate an overclaim of 
readership according to the frequency 
question (mail) as compared to the day­
after recall (VR-approach) . Likewise 
figures in the upper right part of the 
tables indicate underclaim. Table 3: 89% 
of the respondents who had reported no 
readership at all (0:6) regarding "Jyl­
lands-Posten S¢ndag" in the mail inter­
view were continuously recording equiva­
lent answers during the VR-interviews: 
(1.) They denied any readership when 
providing answer to the frequency ques­
tion/mail. (2.) They never pressed the 
digits indicating readership of that 
media "yesterday" during the week (VR) . 
However, among those respondents having 
claimed no readership of Jyllands Posten 
S¢ndag in the mail interview, 11% re­
corded actual reading of the title in 
one or more of the subsequent VR-inter­
views. 

Frequencies in the lower left part of 
tables 2 and 3 indicate an overclaim of 
readership according to the frequency 
question (mail) as compared to the day­
after recall (VR-approach) . Likewise 
figures in the upper right part of the 
tables indicate underclaim. Table 3: 89% 
of the respondents who had reported no 
readership at all (0:6) regarding "Jyl­
lands-Posten S¢ndag" in the mail inter­
view were continuously recording equiva­
lent answers during the VR-interviews: 
(1.) They denied any readership when 
providing answer to the frequency ques­
tion/mail. (2.) They never pressed the 
digits indicating readership of that 
media "yesterday" during the week (VR) . 
However, among those respondents having 
claimed no readership of Jyllands Posten 
S¢ndag in the mail interview, 11% re­
corded actual reading of the title in 
one or more of the subsequent VR-inter­
views. So, these 11% p_ercent seem to 
underclaim their readership when they 
provide answers to the frequency ques­
tion.12 

Now take another look at the row per­
centages in table 3. Only one out of 
five respondents (21%) who reported 
readership of Jyllands-Posten S~n~ag 
everytime (6:6) when they were.provld~ng 
answers to the frequency questlon (mall) 
actually confirmed this claim du~ing the 
VR interviewing phase - that l.S they 
pressed the buttons indicating reader­
ship of the medium every monday (day 
after recall) . . 
The rest - approximately 80~ 1 . - prov1.ded 
incorrect answers when prov1.d1.ng answers 
during the mail interview (frequency). 
One out of ten (12%) claimed to read 
each issue - but did not verify reader­
ship of one single issue according to 
the VR-approach in that specific week! 

12Assumed that the day-after recall 
(VR) is providing readership figures 
which are more correct than those esti­
mated using the frequency-question 
(mail). 

We are well aware of the fact that our 
data base is rather weak (5:6-readership 
in the above example is equal to 12 
persons 13 ). 
However, the results we found were quite 
the same across all three month and 
across all medi.a! So, the inter-method 
reliability of the VR-approach was good. 
Our study seems to confirm the presence 
of a considerable degree of backwards 
telescoping and overreporting/under­
reporting (overclaim/underclaim) of 
readership (Sudman and Bradburn 1982 p. 
44) when using the frequency question. 
In all cases the convergent validity 
(correlation) between the two measure­

ment approaches was low. See table 4. 
The highest correlations were found 
regarding dailies (average 0.56). Howev­
er, in several cases the correlation was 
quite below 0. 5. The correlations with 
respect to newspapers (appearing on 
Sundays) and weeklies (most of them 
being ladies' magazines) were even lower 
(in two cases lower than 0.3!). 

TABLE 4 
CORRELATIONS OF READERSHIP BETWEEN FRE­

QUENCY QUESTION (MAIL) AND DAY-AFTER 
RECALL (VR) / SAME RESPONDENTS (PANEL) 

Dailies: 

Berlingske Tidende 
B.T. 
B¢rsen 
Det Fri Aktuelt 
Ekstra Bladet 
Fyens Stifstidende 
Jyllands-Posten 
Politiken 
Aalborg Stiftstidende 
Aarhus Stiftstidende 

Weeklies (Sunday): 

Berlingske S¢ndag 
B . T. samdag 
Ekstra Bladet S¢ndag 
Jyllands Posten S¢ndag 
Morgenposten 
Nordjysk S¢ndag 
Politiken S¢ndag 
Regionale S¢ndag 
Aarhus St. S¢ndag 

Weeklies (Magazines): 

Alt For Damerne 
Anders And (Donald Duck) 
Billed Bladet 
Familie Journalen 
Femina 
Hendes Verden 
Hjemmet 
Se & H¢r 
Tipsbladet 
Ugemagasinet S¢ndag 
Ugens Rapport 
Ude & Hjemme 

.66 

.38 

.43 

.60 

.46 

.74 

.48 

.54 

.61 

.70 

.56 

.57 

.41 

.47 

.46 

.65 

.36 

.61 

.26 

.43 

.43 

. 29 

. 35 

.32 

.48 

.38 

.44 

.45 

.46 

.48 

.32 

.26 

.36 

.38 

13 Since the data are weighted it is 
not possible to compare percentages in 
the table with the "n" which is also 
shown in the tables. 
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Discussion 

The purpose of this paper was to comp~re 
two measurement approaches, one of wh~ch 
was an established and frequently used 
method the "n:out of 6"-scaling tech­
nique, and a new way of. estimating re~d­
ership (panel based vo~ce response w~th 
day-after-recall}. 

As has been indicated by Jansen and 
Schmidt (92} in another technical pap~r, 
the VR-panel approach seems to prov~de 
survey data which are at least as reli­
able as established technologies like 
CATI and mail-panels. The authors even 
hypothesize that it is possibl~ ~o gath­
er data with even better val~d~ty when 
using a panel based VR-technique than by 
using other known methods! 

Based on the study the authors arg':le 
that a considerable amount of the med~a 
research which has been carried out so 
far only seems to provide information 
with limited validity. At best su~h 
information is useless while at worst ~t 
might cause severe damage regarding 
sales and profits. This is due to the 
fact that a campaign planning which.is 
based on inappropriate figures regard~ng 
media-usage of consumers might lead ~o 
an inoptimal allocation of the med~a 
mix So, marketers should be warned 
abo~t a careless use of readership fig­
ures. The marketer should always demand 
at least some 'double-checking' regard­
ing the way in which the data have been 
gathered. While this might seem somewhat 
cumbersome, time consuming, and costly, 
it might be irresponsible of the manage­
ment not to carry out such a control 
procedure. 

The study found a very low convergent 
validity between the two measurement 
approaches. Since both methods are b~sed 
on survey data they both must conta~n a 
random error component. Hovewer, the 
deviation found can definitely not be 
explained by randomness14 • Because 
"true" readership figures are unknown we 
cannot say which method is providing the 
best readership figures. Both ~ethods 
(frequency, day~after} may con~a~n sys­
tematic sources of error. Bes~des, the 
low convergent validity might be du~ to 
poor experimental design and/or f~eld 
work. The authors suggest th~t t~e fre­
quency questi?n t~nds to prov~de ~naccu­
rate readersh~p f~gures because of over­
reporting/underrepo!ting. This need not 
be correct. Theoret~cally, the.da¥-after 
recall might measure readersh~p ~n some 
erroneuos systematic way .. But th~ prob­
lem of getting erroneous ~nformat~on due 
to telescoping should be smaller when 
the interview is gathered only one day 
back in time (VR} as compared to one 
week or more (frequency question}. ~hile 
one might forget to report readersh~p.of 
a monthly 6 months ago the probab~l~~Y 
of forgetting yesterday-readersh~p 
should be much less. Another problem of 
the present study is the deviation in 
terms of data-gathering: Voice response 
versus mail. Perhaps the conv~rgent 
validity would have been better ~f ~he 
figures regarding the frequency quest~on 
had been gathered using face-to-face 
interviewing. 15 

It should be stressed that the present 
paper is a "spin off" from a more com­
~rehensive study of using VR for gather­
~ng survey data (reported elsewhere} . 
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Abstract 

Arter analyzing the in:tormation content of 4'17 ads 
aired by the two main Spanish 'lV channels we :tound 
that not all ads provided objective information, 
but that the proportion of intormative ads and the 
amount or in:tormation carried by them seems to be 
greater than in other countries of our economic 
environment. There were no significant differences 
in intormative content between the two channels, 
but there were dit:terences with regard to product 
categories advertised. J:'uture research could be 
directed towards expanding the categories tor 
intormation analysis or TV ads given their 
continued presence in the life ot the average 
consumer. 

Introduction 

In 1991, investment in media advertising in Spain 
exceeded 10,000 million dollars (annual report on 
media advertising investments published by the J. 
Walter Thomson agency), occupying the :tourth place 
in the ranking o:t media advertising investment in 
the countries or the European Economic Community, 
behind Britain, .!:'ranee and Germany, and ahead of 
countries like Italy and Holland. The investment in 
the main media (press, television, radio, cinema, 
street hoardings) tor brand name advertising was 
over 5,000 million dollars, 60% ot that figure 
corresponding to the medium of television. Within 
this average, and taking into account only those 
channels with national coverage in uncoded 
transmission, approximately 2, 438' 5 million dollars 
were invested, and a total of 212,000 ads were 
broadcast (annual report on advertising investment 
by Repress I Nielsen). 

Advertising plays an important informative role 
since it is one of the main scources of information 
for consumers regarding the characteristics, uses, 
benefits, contents, results, guarantees, prices, 
otters, availability, whereabouts, etc., of the 
supply o:t goods and services. This was expressed by 
Bucklin ( 1965) saying that advertising as a part o:t 
companies' marketing plays an important informative 
role since it is one o:t the main sources ot 
intormation tor the demand in relation to the 
supply ot goods and services and this function or 
information to the consumer is one ot the reasons, 
perhaps the main one, tor its existence in a tree 
market economy. 

According to Albion and l!'arris ( 1981) and from the 
point ot view ot economists regarding the role 
played by advertising in the economy, the latest 
school or thought considers advertising to be 
information, its ertect on the economy being to 
make demand curves more elastic and to achieve 
lower prices 

Concentrating on the advertising aired by 
television there can be no doubt that it has had 
and will have critics who consider that it is very 
orten used to create image and awareness and to 
associate the brand with certain lite styles or 
situations, its intormative role being relegated to 
secondary importance. However it is also true, as 

Dameron pointed out in 1942, that advertising is 
only one variable in the commercial function, that 
it is etten used only to create interest and to 
stimulate the desire to buy, that many advertisers 
use a combination ot media, one of them in a more 
intormati ve way than the others, and that the 
medium and type of advertising used depend mainly 
on the nature of the product, its distribution 
methods and the marketing policy followed by the 
advertiser. 

Television is the medium which by its very nature 
offers greatest creative and persuasive 
possibilities, a tact known and exploited 
constantly by advertising agencies who think that 
very creative, but perhaps not informative, ads are 
the best way of attracting the attention of the 
audience and being effective tor the advertiser. 

However, from the point of view of the consumers' 
perceptions, there seems to exist a difference 
between the advertising they receive on a daily 
basis from the agencies and what they would like or 
need to receive, as made clear in the studies by 
Bauer and Greyser (1968) or Soley and Reid (1983), 
according to which one of the reasons given by 
consumers tor valuing advertising is its 
intormative value, the television medium being less 
intormative than others such as press or radio. In 
another study carried out by Aaker and Norris 
(1982), although the percentage of ads perceived as 
intormative was not very high, they had high 
coefficients of correlation with other 
characteristics of the ad such as memory, 
conviction, effectiveness and interest, which 
indicates that the ads perceived as informative 
were at the same time the most notorious and 
persuasive. 

However, we can also find that even when the ads 
are giving relevant information to the consumers, 
they may in some cases have difficulty in 
understanding and evaluating it. On this point, a 
study by Aaker ( 1984) based on three different 
samples, one ot ads tor two types of product (cars 
and pharmaceutical products), one ot consumers and 
one of experts ( in both types of product) , found 
that tor the consumers the ads were quite a lot 
more informative than tor the experts, reaching the 
conclusion that although the consumers could be 
capable of evaluating the information content of 
ads for certain products (cars) tor other types of 
product their evaluation capacity was shown to be 
incompetent (pharmaceutical products). 

That advertising should fulfil its informative role 
is a matter of concern not only for consumers and 
the authorities, but also tor the advertisers, who 
should reconsider their creative strategies in 
order to achieve advertising which responds more 
closely to the information needs of consumers, 
especially when one takes into account the higher 
level ot education and demand of consumers with 
regard to their consumption (Resnik and Stern, 
1991). 

ln Spain, the rules currently in terce in matters 
ot advertising such as the Ley General de 
Publicidad (General Law on advertising) of 1988, 
and the rules for selt-regulation of advertising 
established privately by the advertising protession 
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constitute a legal framework to ensure that 
consumers receive legitimate, truthful, but not 
necessarily informative advertising. In this 
direction the Institute Nacional de Consumo 
(National consumer Institute) acts through the 
advertising Commission to ensure that advertising, 
without forgetting its creative and persuasive 
aspects, satisfies minimum criteria for information 
to the consumer (Campana, 1990). 

Literature Review 

The first study carried out to measure the 
advertising information content of the television 
medium, using Content Analysis, was done by Resnik 
and Stem ( 19"1'7). Although they recognise that the 
true meaning of information is in the eyes of the 
viewer and in consequence the creation of an 
infallible measuring instrument is not a realistic 
possiblity, they did manage to establish a list of 
14 information criteria which provided the consumer 
with useful information regarding the 
characteristics ot the product or brand and which 
could potentially be used to make more intelligent 
buying decisions. Nelson (1974) also expressed on 
these lines when he established four functions of 
advertising as information for the consumer, one ot 
which is to supply direct intormation regarding the 
brand in such a way that the consumer can order 
brands according to their utility and I or reduce 
the risk associated with the act of buying. 

With respect to the possible discriminating powers 
ot the intormational cues, it can be said that for 
the mathematical theory of information, the signals 
(acoustic, visual, etc) have an information content 
in virtue of their potential to perform or make 
choices. These signals operate on the altematives, 
forming the doubts of the receiver, giving the 
power to discriminate between, or choose from, 
these altematives. It should also be said that the 
information contained in the signals is always 
relative, since consumers are not in a state of 
total ignorance before receiving advertising 
messages, and depends on the difference created in 
the doubts of the receiver before and after 
receiving the signal (Cherry 1968 pp 1'10 & 182). 

According to Resnik and Stem an ad of a product, 
service or institution only needed to communicate 
one of their intormation criteria to be considered 
informative, without questioning the truthfulness 
of the information given by the spot. This system 
ot classification proposed tor the evaluation of 
the information content of advertising has been the 
most used subsequently by a number of researchers. 
A summary ot the majority ot research studies is 
shown in Table I. 

'l'he abovementioned author~, with a sample of 378 
different ads aired by the main U.S. channels 
during part ot April 1975, found that only 49. 2% of 
the ads could be considered informative, this 
percentage sinking to 16% and 1% if the ad had to 
communicate two or three information criteria 
respectively in order to be considered informative. 

Stem, Resnik and Grubb (1977), applying tests of 
statistical analysis to the same sample found: a) 
the ads broadcast in the evening (20h - 24h) were 
more informative than those aired during the 
morning (08h -12h) and afternoon (12h- 16h); b) 
the ads for certain categories of products were 
more informative; c) there were no significant 
differences as to information content between the 
channels used, and d) the ads tor products or 
brands in the introductory phase of their Hfe 
cycle tended to be more informative than the ads 
for products or brands in stages of maturity. 

TABLE I 
EMPIRICAL SUMMARY OF THE INFORMATIONAL CONTENT 

RESEARCH 

However, two studies stand out due to the changes 
introduced in the methodology used for measuring 
the information content, especially as regards the 
information criteria used. 

Pollay, Zaichowsky and Fryer (Lucki & Pollay, 1981) 
modified the methodology of Resnik and Stern ( 1977) 
by adding 5 information categories. Using two 
samples, one random one of ads aired on one U.S. 
and three Canadian channels during April 1977, and 
one historical sample of ads broadcast in Canada 
during 1971, 1972, and 1973, reached both 
longitudinal and cross-cultural conclusions. In the 
tirst, three quarters of the ads analysed posessed 
2 or less bits of information, nor did they find 
any increase in information in ads from 1970 to 
1977. In the second, they did not find any 
differences in the information content betwen the 
ads aired in Canada and the USA. 

In the European sphere, Sepstrup (1985) analysed 
the population composed of all the ads aired by Sky 
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Channe.l. during l:'ebruary, March and Apri.l. 1984, and 
the German channe.l. zm• (West German Channe.l. 2) tor 
the week 9-14 Apri.l. 1984, using 24 information 
criteria including the 14 proposed by Resnik and 
Stem in 1977. ~·ol.l.owing the same procedure as 
these authors, he found that 50% of the ads aired 
by Sky Channe.l. were informative as against 39% on 
ZDF. However, when the remaining information 
criteria were taken into account, Channel zm• 
emerged as more informative than Sky Channel. 

In general, it can be said that all the studies to 
which we have referred have used Content Analysis 
to analyse objectively, systematica.l..l.y and 
quantitative.l.y the information content of TV spots. 
Practica.l..l.y a.l..l. of them are replicas of the first 
study carried out by Resnik and Stem in 1977 and 
pursue .longitudinal or cross-cu.l.tural aims. 
Replication is one way ot constructing and 
deve.l.oping theory in the tield of marketing 
(Jacoby, 1978) 

To sum up, having reviewed the literature, two 
conc.l.usions can be extracted which wi.l.l be taken 
into account in this study: 
- •rhe proportion ot informative ads on television, 
on the basis ot studies carried out and the 
methodology used, is .l.ess in countries which are 
more developed in economic terms such as U.S.A. and 
Britain than in other .l.ess economica.l.ly developed 
countries. 
- The ditferences between countries in the 
proportion of informative ads aired on the 
television medium seems to be due to the stage in 
the life cyc.l.e ot the product or brand advertised 
(Resnik and Stem 19"17; Renforth and Raveed, 1983), 
rather than to stricter legislation or self 
regulation of advertising (Dowling, 1980; 
Weinberger and Spotts, 1989) 

Methodology 

The study carried out belongs to the group of 
replies already undertaken in other countries 
taking Content Analysis as a methodological basis 
(for a greater understanding of the subject, the 
paper by Kassarjian, 19T7, and the books by 
Krippendortf, 1980; Weber, 1985, may be consulted, 
among others). 

'twenty criteria or information dimensions which 
could be communicated by an ad , apart trom the 
discriminatory criterion informative not 
informative, were used. price - value, qua.l.ity, 
performance, components or contents, availabi.l.ity, 
otters I promotions, taste, nutrition, packaging 
and shape, guarantees, safety, independent 
research, company research, new ideas I products, 
makes it easy to obtain more information, 
intructions of use varieties ot the product, 
comparisons, name ot the tirm I author, financing. 
The first 14 were those used by Resnik and Stern in 
1977 and 1991. We added six more intormation 
criteria with the aim of covering a greater number 
of possibilities of information (equally useful to 
the consumer J which could be communicated by an ad 
and which would not have been taken into account 
with a restrictive and/or mistaken interpretation 
of the 14 original criteria. Of the six, 5 had been 
used by Sepstrup (1985) and the remaining one 
(financing) was introduced particularly tor this 
study, given the weight of the financial sector 
concerning advertising investment in the television 
medium. 

All the informational cues represent obJective 
marketing stimu.l.i with discriminatory potentia! 
regarding a set ot possible buying a.l.ternatives tor 
the consumer, even it this discriminatory potential 

depends on the consumer himself and on the factors 
influencing his behaviour. 

All the ads broadcast in the time blocks morning 
(9h-13h), afternoon (13h-17h) and evening (20h-24h) 
on the first channel of the state-owned TVE (TVE-1) 
in the week of 6th to 12th April 1992, and by the 
private channel T-5 in the week of 26th October to 
1st November 1992, were recorded on video. In the 
first week, we obtained 775 ads, 211 of which were 
different. and in the second week 1505, of which 
354 were different. The information content 
analysis was carried out only on the different 
ones. 

The channels were selected on the basis of the 
number of ads aired, the audience figures and 
whether they were state or privately controlled. 
Tele-5 is the private channel with highest audience 
figures and number of ads broadcast. The same can 
be said of the state-owned channel TVE-1. The 
choice of dates was made with regard to the 
seasonal nature of advertising investment over the 
year, and the existence of seasonal campaigns which 
might bias the results obtained. The result on 
applying both criteria of the choice of sampling 
date was the choice of the months of April and 
October - November. In both months there were fewer 
seasonal campaigns and the figures of advertising 
investment approached neither the minimum nor the 
maximum monthly investment. Also, with a separation 
ot six months we could compare both channels, since 
the airing of the same ad on both channels and in 
both months would be possibly non-existent, and in 
fact it was so. 

Anyway, we found that in the second wave ot ads, of 
the 354, 87 were for toys, while in the first out 
of 775 only one ad was tor toys. For this reason we 
decided to eliminate the ads for this product 
categorie from both samples in order to avoid 
differences between the two channels due to this 
seasonal component. (Toy ads are subject to special 
regulations regarding a certain type of information 
which they must supply). 

Also, unlike other studies, we added a further 
analytical criterion, relating to whether the main 
message was aimed at the creation of image, 
awareness or association of the brand with the 
user or certain situation of use apart from 
communicating any of the informational cues. 

The division into six product categories is a 
consequence of the need to analyse more deeply and 
detect diferencies in the advertising ot the 
different products, both in the proportion ot 
informative ads and in the amount and type of 
information supplied. 

An ad only needed to communicate one of the 
information criteria in order to be considered 
informative, without questioning the truthfulness 
of the informational cue communicated. 

ln order to enhance the reliability of the 
analysis, two independent and properly trained 
judges carried out the information content analysis 
on the same advertising material, achieving a 
degree of agreement of 94.3% in the critical 
criterion of informative not informative, 
applying the formula of Holsti (Fletcher and 
Bowers, 1986, p.183). The degree of agreement in 
the different informational cues varied between 
86.1\ and 100%. Degrees of agreement higher than 
85% established as desirable by Kassarijian ( 1977). 
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Hypotheses and Research Questions 

H,: 'rhe proportion or intormative ads and amount or 
intormation communicated by ads aired on 'fV by a 
state-owned channel and a privately-owned one will 
not necessarily be ditrerent, given the existence 
ot advertising regulations which attect al! 
channe.ls equa.l.ly, and a.lso because there is no 
c.lear segmentat1on ot audience figures by channel 
taken into account when planning media advertising 
which results in a a.lteration in the advertising 
content ot the ditterent channels. 

H,: The proportion ot informative ads and amount ot 
information communicated by ads aired on TV in 
Spain will be higher than the proportions found in 
other countries with higher economic development 
due to the tact that in these countries there are 
more products and brands at a mature stage (see 
Table I). 

Research Question 1: The proportion of 
intormati ve ads may vary according to the time 
block due to ditterences in the type ot audience. 

Research Question 2: The proportion ot 
informative ads and amount ot information 
communicated may vary according to the type ot 
product advertised due to the greater possibility 
o:t dit:terentiation on the basis ot objective 
attributes ot the product. 

Results 

H, : In relation to Hypothesis Nil 1, we tound no 
significant ditterences between the proportions ot 
informative ads aired by both channels (Z • -
1.3945; p < 0.08) Seeking to deepen the analysis, 
we applied an ANOVA to it to tind out it there were 
any ditterences in the average number o:t 
information criteria communicated for the total 
number of ads in the two samples as well as by 
product categories. But we didn't find any 
significant differences as can be seen in Table II. 

Table II 

Average Average 
number o:t number of F-
cues n•:uo cues n•267 Value 
Apri.l 1992 Oct-Nov 
'l.'V~l 1992 ·r-5 

Total Sample 1.31 1.43 0.761:! 
Food ads 0.81 1.00 1.706 

-· 
Institional ads 1.00 1.35 1. 3"/6 
Pers. Care ads 1./6 1.98 0.53'/ 
Laundry and 1.71 1. 6'/ 0.001:! 
Household ads 
1i0bb:"-and - ·- ~- 2.22 1.61 2.588 
Transp. ads 
Other ads 1.32 1.68 0.565 

lt can be noted that in both channe.ls the ads tor 
certain product categories (the last 4) supply more 
information than the average tor the samples, 
whereas the opposite is the case tor the categories 
ot Food and Institutional ads. 

H,: The results obtained (see Table III) indicate 
that 68.1% of the ads aired were informative, with 
an average ot 1. 38 intormation criteria per ad. 

However, it the criterion tor considering an 
advertisement to be informative had been its 
posession ot 2, 3, 4 or more informational cues, 
the proportion ot informative ads would have 
dropped to 42.5%, 15.7% and 4.8% respectively, as 
can be seen in Table IV. 

TABLA III 
Nil AND % OF INFORMATIVE ADS 

,---~~-- --
Hll % of %of Int ads 
ot ads Int. with main 
ads ads message 

inf. % 
Hor. 

Total SaiiiJillE! _ ·--. 477 100 --~~}_,___ 79.1 -- -- - ·- -- ---. --------
Day and time block 
Total weekdays 406 85.1 69.0 78.8 
Weekdays Horning 80 16.8 75.0 73.3 
Weekdays Afternoon 174 36.5 69.5 78.5 
Weekdays Evening 152 31.9 65.1 82.8 
Total weekend 71 14.9 63.4 79.9 
_!'#~~_kend Horning . 11 ~:]_ 54.5 66.8 
Weekden Afternoon 24 5.0 70.8 76.5 
~_ekend ~.!~in9~··· 36 -2~~ 61.1 86.4 

............. -~·~- .............. --- .. ....... ---~--

Total Horning 91 19.1 72.5 72.7 
Total Afternoon 198 41.5 69.7 78.2 
Total ~veninc:1 188 39.4 64.4 83.4 
Products Categories 
Food ads 178 37.3 57.9 67.9 
Institution. ads 53 11.1 64.2 88.2 
P._~r~oll.~ _. c:_~r.e ads 69 14.5 84.1 89.6 -· - --~ .. ___ ., ___ _______ ,. --
Laundry & House- 42 8.8 83.0 97.2 
hold ads 
Hobbies & Transp. 42 8.8 85.7 75.0 
~..15_. ____________ 

~--- ----· --- --
Other ads 93 19.5 63.4 74.6 

On the other hand not all the informative ads based 
the central theme ot the advertisement on the 
information communicated. Thus, of the 325 
informative ads, 68 did it this way, i.e. 20.9% o:t 
the informative ads, even when they fulfilled some 
intormation criteria, aimed their main message 
towards the creation of awarenes, image or some 
other type ot symbolic association. When this 
complementary element of analysis is taken into 
acount, the proportion of informative ads whose 
main message is also informative is 53.9%. 

'rhe results are clearly greater both in the 
proportion ot informative ads and in amount ot 
information than the tindings of Stern and Resnik 
( 1991) . However, the results ot both are the eftect 
ot applying to the analysis the 20 informational 
cues. If only the 14 criteria used by Sterna and 
Resnik ( 1991) are applied, the proportion of 
informative ads talls to 61.6% with an average of 
1. 04 information cues per advertisement. As regards 
the testing of Hypothesis 2, this is difficult due 
to the heterogeneous nature of results, methodology 
used and the time difference between them. The only 
study which we could use for comparison is that by 
Resnik and Stern (1991), but on the one hand we do 
not have sufficient information on it, and on the 
other our sample does not fulfil the necessary 
condition of randomness to enable the test of 
diference of means and proprtions to be applied to 
it. We can only make an approximate indication of 
signiticant differences between the two samples 
when the test of proportional ditference was 
applied (Z • -2.34; p • 0.0096). 



337

'!'ABLE I.V 
% Ot' AOS ANU Nil Ot' !NFONHATIONAL CUI!lS 

I I NY 1 l 3 4 0 Ave-

I ot cue Cues Cues more rage 
lAds cues nil 

ot 
cues 

Total Sample ot 4'11 :.!5.6 :.!6.8 10.9 4.~ 1.38 
Ads. 
Food Ads 178 30.9 21.3 4.!) 1.1 o.n 
Institutional Ads 53 26.4 28.3 '7.!) 1.~ 1.13 
Personal care Ads 6~ 18.8 36.2 20.3 8 .. , 1.88 ······-···· ---- ·--- ... 

Laundry and 4:.! 35.7 26.2 14.3 7.1 1.69 
household Ads 
Hobbies and toys 4:.! 7 47.6 23.8 7.1 2.02 
Ads ·---·- .. ------ . -------

!other Ads 
··-···· ··-·· .. - ·-- - .. --- ---· . -- ·- ... .... . ---··· . 

Research Question - 1: With respect to the time 
blocks analyzed, the proportion of informative ads 
is !ower in the evening (1. 8 1 1 ) ( nllllber ot 
informative ads 1 nllllber ot uninformative ads) than 
in the moming ( 2. 64: 1) and attemoon ( 2. 3: 1) • This 
greater proportion of informative ads in the 
moming and attemoon as opposed to the the evening 
is maintained on weekdays ( 31 1 and 2. 28: 1 as 
against 1. 86 1 1) but changes during the weekend 
when the proportion in the afternoon block is 
higher than the moming and evening blocks (2.411 
against l.:.!1l and 1,5"1:1 respectively). Ail time 
blocks considered, whether over the week as a whole 
or on weekdays or at weekends, have a proportion ot 
informative ads higher than 64\, except the 110ming 
block at the weekend (!:i4.!:i\) and the weekend 
evening block (&1.1\). See Table II!. As regards 
Research Question - 1 we applied chi-squared test 
but did not tind significant difference s between 
time blocks (X' • 2.26} p < 0.4) or between 
weekdays and weekends (I • 0.6~i p < 0.4). 

Research Question - 2: There was a clear difference 
in the proportion of informative ads between 
different product categories, those of Hobbies and 
Transportation ( 6 1 1) , Laundry and Household ( !:i. 31 1) 
and Personal Care (5.311) being especially high. 
The lowest proportion was that of the Food category 
( 1. 41 1 ) foHowed by those of Institutional and 
Others w1 th proportions of ( 1. 7: 1) and ( 1. 81 1 ) 
respectively. A I" test confirmed the significance 
ot the differences (I" • 28.48; p < 0.001). So we 
can say that there exists a strong association 
between the information !eve! and the type ot 
product advertised, except for ads in the "Others" 
category ( see table IV) • In the latter, a! though 
having a proportion of informative ads lower than 
the average for the sample, the amount ot 
information supplied per advertisement is on 
average higher than the average tor information 
criteria in the sample as a whole (see Table ll). 
This apparent anomaly is due to the existence of a 
group of products ('tv Shop) whose ads were highly 
intormative regarding the number of informational 
cues communicated per ad •• 

'!'he reason tor the !ower information content ot the 
Food ads and Lnstitutiona! ads categories lies in 
the ObJectives pursued by the campaigni usuaHy the 
creation of Image, Awareness or other types ot 
symbolic association such as the situation ot use 
or the characteristics ot the user. Also, even when 
the ads had one ot the informational cues, these 
were not used as a base tor the main message. 'this 
is especially true tor the Food ads, 32% of which, 
even when they carried some information, this was 
not used as the main message of the advertisement. 
(See '!'able LIL). 

The ads tor Personal Care and Laundry and Household 
are perhaps the most informative, not only because 
ot the proportion but also because the information 
is used asthe main message in most of the ads for 
these product categories, 89.6\ and 97\ repectively 
(see Table III). Also, the ads for these products 
gave information about attributes of the product or 
other related and differentiating marketing stiau!i 
such as Performance, Coaponents, Availability, 
Safety, Varieties of the Product, or comparaisons 
with coJDpetitors. Though not very original, they do 
convey some objective information. A su.aary of the 
information criteria used can be seen in Table v. 

TABLE V 
INFORMATION CUES USED AS HADI MESSl\GE 

lnfor- n!l t ~!! f. food lns- !Per. s...& !Hob. Oth 
~tion cues fc:ues ~ l..it. ~are Hou- & 

ADS ~ert as 
~~ld ~ran i"'ues l-in )ws ~ 

~ss. ~ 
1\ ADS 
~~r. 

TOTAL 1657 572/ 164 60 130 71 ~5 147 
~.0 

Price- ~~I 35/ ~ 5 rt 1 19 20 
,alue .0 76.0 
Quality 20/ 17/ 5 3 1 10 1 10 

13.0 ~5.0 
Perfor- 196/ 91/ 11 tl fl3 127 1 14 
~ce 1.6 94.8 
Compo- 129/ 105/ ~8 5 32 16 19 19 
nents 19.6 81.4 
Availa- ~1/ 51/ 5 15 9 ~ 2 28 
bility 19.3 ~3.6 
Offers/ 55/ ~51 22 13 2 ft ~ 6 
pi'OIIOt. ~-4 81.8 
Taste ~/.0 ~/.0 ~ 0 ~ ~ p 0 
Nutri- ~~I 18/ f26 0 0 p ~ 0 
tion .0 ~9.2 
i'acka- 13/ 11/ ~ 0 4 fl ~ 1 
~~ng and 2.0 84.6 
shape 
Guarran- 13/ 12/ ~ ~ ~ 1 ~ r 
ees ~.0 92.3 

Safety 16/ 13/ 2 10 9 ~ 2 3 
~-4 /31.2 

Indep. ~/.0- ~-:-o--- o--~r 0 p 0 p 
research 
Company ~I 2/ 0 1 1 ~ 0 p 
research .3 100. 
New ~1/ 20/ 2 1 4 ~ 1 7 
~~-- 3.2 95.2 ---- o-· 0 ---~-Hore 13/ 11/ 2 18 p 
informa- 2.0 84.6 
ion 

llltruc. 31/ 29/ 10 ~ 9 7 0 5 
of use ~.7 93.5 
Varieti. ~01 32/ 13 fl 10 1 3 9 
of the ~.1 80.0 
product 

iii/ 2ot -- 1-~- 2--coliPci.r·.-·- 2 11 ~ 
3.0 100. 

Name of 38/ 26/ ~ 10 1 ~ 27 9 tile urm 5.8 68.4 
Finane. 17/ 14/ 1 fl 0 1 2 ~ 
. - . ~- .. --·· 2.~---- ~-~~--- ---· '--·- ·--'-- --

Conclusions 

Advertising is an important tool for the pro110tion 
of the advertiser's products in the market, but 
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this market l.S made up ot consumers tor wnom 
advertising is also important tor its intormative 
value in relation to the supply of products and the 
buying decision process. 

We have analysed the information content of 4"// 
ditferent advertisements aired on the two main TV 
channels in Spain, in the light ot a list ot 
objective intormation criteria based on the 
advertiser's marketing mix, which for their value 
to both the consumer and to the advertiser himself 
could be communicated by an advertisement. 

As a result ot the analysis the following 
conclusions can be extracted: 

There is no ditference in the intormation 
value ot the advertisements aired by either 
cha,nne!. 

The level ot information given by 'l'V 
advertising in Spain seems to be higher than in 
other countries with higher economic development, 
although this conclusion requires turther checking. 

There is no significant difference in the 
information supplied by the advertisements aired at 
ditterent times ot the day, but there is such a 
difference between advertisements for ditterent 
product categories. 

Also, the analysis ot performance has enabled three 
types of advertisement to be identified in relation 
to their information content and their main 
message. Thus, we can differentiate between 
advertisements Wllich use the information as their 
main message, advertisements which communicate a 
certain amount ot intormation but do not base their 
main message on it (the least numerous) , and 
advertisements which communicate no objective 
information and whose main message aims to create 
awareness, image, or association ot the brand with 
a certain type of user or situation of use. The 
second group usually also aims its main message in 
this direction. 

We think that future research should perhaps 
contribute to a closer definition of what is to be 
understood by intormation in an advertisement, 
taking into account not only objective criteria 
but also criteria of a more subjective nature, 
which together would enable the information value 
ot an advertisement to be appreciated as a whole. 
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AN APPLICATION OF MEANS-END ANALYSIS IN A CROSS-CULTURAL CONTEXT 
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Abstract 

The role of values in creating effective mass 
communication in a cross-cultural context is briefly 
reviewed. In particular, the laddering process relating 
product attributes to ultimate life goals is examined. 
Within this framework, a means-end analysis of 
automobiles is conducted for samples of Anglos and 
Hispanics. Results show that the primary and secondary 
means-end chains are different for the two groups. The 
impact on mass communications to the two groups is 
discussed. 

Values Research 

Values can play a fundamental role in the creation of 
effective mass communication. For example, an 
application would include market segmentation based on 
values, followed by the development of values-laden 
messages targeted at specific, values-defined population 
segments. 

With the opening of a free trade environment and 
increased competition in much of the western hemi­
sphere, businesses will require information on how to 
most effectively communicate with the coming, ~eatly 
expanded marketplace. Values research promtses to 
provide such information. We focus on similarities and 
differences between English-speaking North Americans 
(An~los) and Latin Americans (Hispanics). We 
particularly focus on the way they process mass 
communications. 

Vinson, Scott, and Lamont (1977) have suggested four 
ways in which values may be useful in marketing: 
market analysis and segmentation, product planning, 
promotional strategy, and public policy. We focus on 
segmentation and promotion, specifically mass 
communication, to include advertising, publicity, and 
public relations. More specifically, we focus on the use 
of values to create abstract images which can be more 
effective in mass communications than concrete, high 
information, argument-based ads which primarily rely 
on extensive problem solving. 

Milton Rokeach has probably contributed more to the 
study of values than any other single individual. 
Rokeach (1973, p.7) defined a value as "an enduring 
belief that a specific mode of conduct or end-state of 
existence is personally or socially preferable to an 
opposite or converse mode of conduct or end-state of 
existence." 

From this definition (which has withstood the test of 
considerable time and much scrutiny) several statements 
about values are possible: 1) Values are fundamental 
beliefs about what is important in life. As elements of 
cognition, values reside deep in the human psyche 
where they can exert a profound influence on behavior. 
2) Values can be of two types, instrumental (concerning 
modes of behavior) and terminal (concerning end-states 
of existence). 3) Values are motivational. They concern 

end-states of existence, goals or objectives. They serve 
as standards, promoting and guiding action toward 
specific ends via specific means or instrumentalities. 4) 
The~ are enduring, relative!~ resistant to change. Once 
spectfic v!ilues or a value 'system" has taken shape it 
tends to drrect the entire course of an individual's future 
behavior or lifetime. Specific patterns of behavior are 
characteristic of specific value systems. 5) Common 
values held by group members (socially preferable) give 
direct~on to the future behavior of the group. By 
knowmg which specific values an individual or group 
holds dear, we may be able to predict which specific 
courses. of ~ction they are likely to choose in given, 
future sttuatwns. 

R~keach's 18 terminal values (representing end-states of 
~xtstence) are: 1) A comfortable life, 2) An exciting 
hfe, 3) A sense of accomplishment, 4) A world at 
peace, 5) A world of beauty, 6) Equality, 7) Family 
security, 8) Freedom, 9) Happiness, 10) Inner 
Harmony, 11) Mature love, 12) National security, 13) 
Pleasw:e_. 14) Salvation, .15) Self-respect, 16) Social 
recogrntwn, 17) True friendship, and 18) Wisdom. 
Rokeach'.s 18 instrumental y~ues (representing modes 
of behavwr) are: 1) Ambitious, 2) Broadminded, 3) 
Cap~bl_e, 4) Cheerful, 5) Clean, 6) Courageous, 7) 
Forgtvmg, 8) Helpful, 9) Honest, 10) Imaginative, 11) 
Independent, 12) Intellectual, 13) Logical, 14) Loving, 
15) Obedient, 16) Polite, 17) Responsible, 18) Self­
controlled. Rokeach's typologies of values are the 
standard against which all others are measured. 
Research on these values typologies has been substantial 
(e.g., Vinson, et.al. 1977, Munson and Mcintyre 1978 
Valencia 1989, Laskey, Seaton and Shepherd 1989). ' 

Hispanic Values 

Research on Hispanics, generally, has been slow to 
develop in the United States. Hispanics have frequently 
been viewed as lacking in purchasing power and 
relevant research in marketing is, therefore, particularly 
underdeveloped. What little marketing research has 
been done tends to have been done as in-house 
proprietary studies by major retailing and other firms in 
regions with large Hispanic populations. Very little 
research has been conducted in Latin America. No 
attempt has been made to integrate these proprietary 
research results into broader conceptualizations, theories 
useful to marketers (Menendez and Yow 1989). 

One exception to the general dearth of cross-cultural 
marketing research on Hispanics is Valencia (1982, 
1983, 1989). Valencia has focused on whether 
!'iispanics differ from non-Hispanics ("Anglos") in 
Important cultural values, beyond such manifestations as 
language, music, food, and folklore. He has also 
attempted to broaden cross-cultural research on U.S. 
Hispanics by investigating possible values differences 
among major Hispanic national subgroups living in the 
U.S: (New York Puerto Ricans, California Mexicans 
Texas Mexicans, Florida Cubans). ' 
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Valencia (1989) has directly applied Rokeach's values 
typologies to his study of differences between groups of 
Hispanics and Anglos. While Valencia was able to 
distinguish significant differences in Rokeach values 
between Hispanics and Anglos, he was unable to detect 
differences across these subgroups of Hispanics. 

Values in Mass Communication 

Laskey, Day and Crask (1989) have extensively studied 
American television advertising. They have developed 
an exhaustive classification scheme of the message 
strategies employed in television commercials. Their 
fundamental distinction is that messages are of two 
basic types: 1) informational, and 2) transformational. 
The terms informational and transformational were first 
proposed by Puto and Wells (1984). An informational 
ad is one which "provides consumers with factual (i.e., 
presumably verifiable), relevant ... data in a clear and 
logical manner such that they have greater confidence 
in their ability to assess the merits of buying ... after 
having seen the advertisement". A transformational ad 
is one which "associates the experience of using ... with 
a unique set of psychological characteristics which 
would not typically be associated with the ... experience 
to the same degree without exposure to the 
[advertising]". Thus, transformational message 
strategies clearly contain a dominant psychological 
element. They are often referred to as "image-type" 
ads. 

Roughly speaking, informational and transformational 
ads are matched to the two primary forms of consumer 
information processing: extensive problem solving (i.e., 
high involvement, central route, objective, rational) and 
limited problem solving (i.e., low involvement, 
peripheral route, subjective, emotional). Each is based 
on Values. However, the relationships between each 
form and values, has tended to develop separately in the 
literature. 

Howard (1977) proposed a complex relationship 
between values and conventional consumer behavior 
variables, primarily in high involvement situations. His 
theory involves a two-level model of value influence for 
extensive problem solving. Values are employed as the 
consumer needs to form choice criteria for use in 
evaluating a product class and brand and relies upon his 
values for these criteria. Values are involved in the 
processing of an informational ad as the cornerstones of 
a consumer's judgement. They are the basis of 
arguments, framing the logic from which argumentation 
develops and unfolds. All arguments can be reduced to 
a fundamental statement of values (see Ricke and Sillars 
1984). Thus, traditional forms of persuasion, based on 
argumentation, are, upon closer inspection, actually 
based on values. This perspective opens new avenues 
for the study of informational-type mass 
communications. 

In recent years, many marketing researchers (e.g. Assael 
1992), have concluded that the majority of consumer 
decision-making does not involve extensive problem 
solving. Values, nevertheless, are involved. Values are 
involved in situations where only limited effort is 
expended to process information, primarily as images. 
These consist of mental linkages across various levels 
of abstraction. The general idea in creating image­
based mass communication is to guide the audience 
through the abstraction-associations, or "ladders" 

necessary to mentally visualize the image intended. 
These abstraction associations are often referred to as 
"Means-end Chains" (Guttman and Reynolds 1984). 

In the processing of a transformational ad, values 
determine categorization schema and information 
processing heuristics. Images are probably processed 
faster than information-based advertising because of 
these heuristics or "short-cuts" in thinking. 

An advertising image can be thought of as stimuli 
related to "tri-level" cognitive structures or responses 
emanating from three levels of abstraction: functional, 
instrumental, terminal. The functional level deals with 
specific product characteristics, often described as 
product attributes, and is much more concrete than 
abstract. The terminal level is highly abstract and deals 
with the ultimate life benefits or end-states sought by 
consumers; i.e., their terminal values. The instrumental 
level is moderate in abstraction and deals with the 
consequences of use, or how the product will provide 
benefits-in-use necessary to attain the terminal level. 
Excellent examples of image-based mass 
communications developed in this fashion (laddered 
across instrumental and terminal values) can be found 
in Peter and Olson (1993). 

:'Nhlle means-end analysis has been developed primarily 
m the context of explaining and influencing individual 
behavior, we believe it is also likely to have significant 
impact at the macroeconomic level. To the extent that 
instrumental and/or terminal values, or perhaps other 
typologies of values, e.g., Hawkins, Best and Coney 
(1992), emphasize those aspects of life which engender 
economic activity, such values would be seen as 
important to national economic progress. For example, 
one would hypothesize that such values as the role of 
work and delayed gratification would be central 
requirements of the development of advanced, Western­
type economies. We hypothesize that as efforts 
progress to aid economic development in third world 
countries, these types of values will need to be fostered, 
developed and nurtured, on a large scale within these 
populations. 

Methodology 

We collected and analyzed (Attributes/ Consequences/ 
Values) data on motor vehicles from matched samples 
of Hispanics and "Anglos" living in the United States. 
Our previous research had demonstrated significant 
differences in the values structures of these two groups 
(Laskey and Seaton 1990). Thus, we hypothesized that 
different means-end chains would emerge from each 
group. 

Data Collection Method 

The research proceeded in two phases: pre-test and 
scale-up. The pre-test employed a three step data 
collection process, each of which was conducted during 
semi-structured, personal interviews. First, Kelly's 
(1955) Repertory Grid was used to stimulate thinking 
about automobiles, and identify their differentiating 
dimensions. Second, a constant sum scale was used to 
assess the relative importance of the dimensions 
specified by each respondent. Finally, the iterative 
~robing method developed by Guttman and Reynolds 
(1984), consisting of successive "why" questions, was 
used to uncover the means-end chains. This pre-test 
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involved approximately 40 undergraduate students about 
egually split in terms of Anglo/Hispanic. These 
Htspanic students, generally, were either born in the 
U.S. of immigrant parents, or migrated at an early age 
(less than 10 years of age). 

The second phase, the scale-up, replicated the results 
obtained in the pre-test. Including the pre-test, we 
obtained 281 usable sets of results from the persons 
interviewed. The Hispanic component of the scale-up 
sample represented a cross-section of the Hispanic 
community. The majority were Cuban but other 
nationalities (e.g., Nicaraguan) were also represented. 

Data Analysis 

Two trained coders independently evaluated each set of 
responses and developed means-end chains for each 
subject. The pre-test had established that there was a 
high degree of consistency between the coders. 
However, only those chains that the two coders agreed 
upon were incorporated into subsequent analysis. Our 
fmal sample consisted of 119 Anglos and 162 
Hispanics. A hierarchical value map was developed for 
each group and every node on each map was assigned 
an identification code, in a manner following Valette­
Aorence and Rapacchi (1991). Their computer program 
was then used to determine the dominant means-end 
chains that characterized each group (Hispanics and 
"Anglos") in an aggregate sense. Essentially, the 
algorithm performs a counting function which tracks the 
number of occurrences of each segment of a chain. 

Results 

Each hierarchical value map, one for "Anglos" and one 
for "Hispanics", is presented in Figures 1 and 2. The 
two groups differ in both primary and secondary chains. 
For Anglos, the primary chain terminates with "inner 
harmony." For Hispanics, it terminates with 
"happiness". The secondary chain for Anglos terminates 
with "a sense of accomplishment," for Hispanics it 
terminates with "a comfortable life." The tertiary chains 
for Anglos culminate in family security, national 
security and social recognition. For Hispanics, the 
tertiary chains end in family security and inner 
harmony. 

Discussion 

The means-end analysis indicates that Anglos and 
Hispanics differ in terms of what they see as important 
in the ultimate appeal of automobiles. Furthermore, 
there seem to be at least two distinct market segments 
among Anglos and also two distinct market segments 
among Hispanics. Because our sample was limited to 
Anglos and Hispanics living in the South Florida area 
at the time ofthts study (Spring and Summer 1991), we 
should be cautious about drawing general conclusions. 

Despite this caveat, however, these results appear to be 
particularly significant because of the large array of 
common stimuli present to both groups in the South 
Florida region. Despite these commonalities, there are 
distinctively different media targeted at the two groups, 

FIGURE 1 
HIERARCHICAL VALUE MAP OF AUTOMOBILES- ANGLOS 
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FIGURE 2 
HIERARCHICAL VALUE MAP OF AUTOMOBILES - HISPANICS 
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with Spanish television stations, radio statio~s, 
newspapers and magazines. Thus, there az:e commercial 
mechanisms in place for preservmg c~l_tural 
distinctiveness in addition to the more trad1t10nal 
preservation modes of church and family. M_arketers of 
automobiles would appear to be well advtsed to be 
cognizant of these differences in end-states . '!fid. 
particularly when using image-based advert1smg, 
proceed differently with each group. 

Future Research 

The next step in this research is to create alternative 
image-based advertisements for each of the four 
segments, based on the means-end chains identified. 
Following the results of the present study, we hypoth­
esize that the ads will vary in impact across the two 
groups, with terminal apiJ7,alS to "inner ~armo_ny" and "a 
sense of accomplishment more effective w1th Anglos 
and appeals to "happiness" and "a comfortable life" 
more effective with Hispanics. 

Another development in this research stream would be 
the use of alternative methodologies. The advantages of 
hierarchical mapping are typical of those ass~iated with 
quantitative research methods, namely_ nchness of 
insi~ht, lack of responde~t. pre-co!lception~, and the 
ability to uncover unanticipated ~nf~~atlon. T~e 
offsetting disadvantages include subJ~C~vtty of ~alys1s 
and inability to employ standard statistical techniques. 
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EFFECT OF COLOUR IN ADVERTISING: A COMPARATIVE STUDY OF BRITISH AND 
FRENCH ADVERTISING CREATIVE EXECUTIVES 

George G. Panigyrakis, Athens University of Economics and Business 

Abstract 

This paper offers a conceptual framework which integ-ates 
all those Viliables that historically have been considered 
independently in the use of col01.r in advertising literatt.re, 
with data pertaining to the importance attached by aeative 
executives. The study examines this question in relation to 
pricular proc:i.tct categories and aaoss culttres (Britain 
and France). Cluster analyses are performed on the data to 
develop a taxonomy of col01.r effects objectives in 
advertising. The findings suggest that British and French 
advertising aeative executives attach similar importance to 
different effects of col01.r use in print advertising per proc:i.tct 
category, apart from the case of specialty goods. 

Baclcg-ound literatt.re and review 

The field was first explored about 70 years ago: (Luclciesh 
1923). (Warden & Flynn 1926). (Biren 1930). (Oswald 
1931), (Poffenberger 1932), (Barkley 1932), (Burtt 1938), 
(Biren 1945), (Rudolph 1947), (Evans 1948), (Chesk.in 
1951, 1954, 1957), (Biren 1956, 1958), (Starch 1956, 1959, 
1966, 1968), (Hall 1960), (Luscher 1960), (ltten 1961), 
(Dichter 1962, 1968), (Greenberg & Garfinkle 1963), (Binder 
1963), (Biggs 1965), (Guest 1966), (Sclaclcman 1968), 
(Danger 1968, 1969), (Rowan 1969). In most of these early 
studies, col01.r in advertising and its effective use is viewed 
as function of one or several independent variables 
considered separately. Apart of the wort of these early 
theorists, there have been few studies of the overall 
effectiveness of col01.r in press advertising and little is 
known about the determinants of col01.r performance. Most 
recent research has been concerned with individual 
components of col01.r cues, for instance, attention value, 
col01.r preferences. memory value or aoss-cultural colour 
comparisons: (Sharpe 1974), (Gatto 1974), (Evans 1974), 
(Adams 1979), (Colleman 1980), (Hornik 1980), (Austin 
1960), (Varley 1980), (Chevreul 1980), (Panigyrakis 1981), 
(Feucht 1987), (Gail et al. 1987), (Costigan 1988), (lee & 
Barnes 1990), (Jacobs et al. 1991). However, the literature 
lacks evidence concerning the way in which advertising 
creative executives use colour in their aeativity work 
according to the product advertised and the effect they wish 
to aeate. 

Creativity objectives in using colour in print advertisements. 

For the purpose of this study a list of ten (HO) possible 
colour contributions was developed for aeative executives 
engaged in print advertising in different product categories. 
1. Colour is used for its attention related effects. Research on 
the attention value of colour in advertising represent a 

search for facts of practical value. The general lesson to be 
learned from the above studies is that the mous factors 
affecting attention value scores can't safely be considered 
alone. For an ideal check on attention appeal an 
examination should be made of field readership figures 
which relate to advertisements, identical in layout, size, 
position and type of publication. 
2. Colour is used to aeate genuine affective responses. 
These are meanings derived from effects that are inherent 
in the co!Olr. Such research is difficult for the reason that 
human emotions and feelings are unstable and the psychic 
make-up of individuals varies from person to person. These 
findings are treated with a certain skepticism that can be 
at1ributed mainly to the analysis followed in which col01.r 
stimuli themselves and not thei" roles as elements of 
complex stimulus patterns are studied. The advertiser must 
be particularly careful when considering results of tests 
conducted in this area. Not even the most rigidly 
standardized experimental situation appears to have been 
conducive to stable results. 
3. Colour is used for its symbolic value. A symbolism for 
colour has been build upon many centuries of history, 
religion, 1radition and superstition. Col01.r associations may 
be nationalistic, political, religious or racial in origin and 
widespread in thei" effect, or they may be completely 
individual. The fact that many symbolic systems have been 
suggested aeates great difficulty in fashioning any orderly 
interpretation because the different systems often posse 
mutually contradictory explanations. 
4. Colour is used for its suggestion of prestige value. Col01.r 
can also be used in an advertisement in such a way as to 
imply prestige. On the basis of advertising research and 
experience the use of colour alone leads to more highly 
regarded advertisements and gives an element of additional 
importance to the company sponsoring the advertisement. 
However, more research is needed in this area, particularly 
research that would use multiple aiterion measures and 
would control carefully the nature of the appeal and the 
deg-ee to which surrounding advertisements were also in 
colour. 
5. Colour is used to aeate emotional analogies with 
physical feelings. Man finds, in the hues of a spectrum, 
emotional analogies with physical feelings of warmth and 
cold, size. weight, form and shape, appetite, sound, space, 
and smell. It could be suggested that every category of 
proc:i.tcts has its own colour according to its ability to aeate 
emotional analogies with physical feelings. 
6. Col01.r is used to meet consumers preferences. Some of 
the early writers on colour have stated that there exist 
universal col01.r preferences which are almost identical for 
all races and sexes. The importance of the general order of 
preference is rather limited. For, col01.r preferences depend 
on the situation and colour is hardly ever isolated from 
imagery or patterns. Evidence todate suggests that 
individual preferences are closely related to environmental 
factors: climate and geography, social-cultural factors such 
as level of economic development and social concept of 
beauty and individual factors: age, sex. race. personality 
characteristics, education and income. Relying on relevant 
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studies we can argue that the advertisers taslc of discovering 
coiOll" preference is still complicated by the fact that colour 
preference is based not only on instinctive motivationand on 
the fact that colour preferences may be individual and 
universal at the same time. 
7. CoiOll" is used for its memory value. Surveys of 
advertising auciences based upon recognition value give 
incirect evidence of colour memory. Direct meaSll"ement of 
the influence of coiOll" memory of advertisements has relied 
almost entirely upon test concitions which were unnatural. 
have all found significant advantages for coiOll" in recall as 
measll"ed by the naming of advertising products. The 
memory impact of coiOll" is pricularly hig, compared with 
blaclc and white treatments. There is no conclusive 
evidence, however, that the increase in retention is greater 
than the increase in cost. Other functions must account for 
the difference, but the monetary value of pleasing 
atmosphere. psychological effect, aesthetics and other 
intangibles cannot be appraised. Another interesting 
research finding about coiOll" retention is that it does not 
necessarily coincide with coiOll" preferences, (Crossley and 
Twymen 1969). 
8. CoiOll" is used for its realistic value. It has been found that 
one of the primary values of coiOll" in an advertisement, 
althoug, its monetary value is unlcnown, is to to aid in a 
more effective interpretation or translation of the 
desi"eslwant-satisfying qualities of a product. Realism is of 
impa1ance. pricularly, where emphasis is placed on the 
utilitarians qualities of the product itself. 
9. CoiOll" is used to satisfy fashion trends. There is no easy 
answer to the problem of trends. Research has not yet 
provided any decisive information about the nature of the 
movement within the coiOll" fashion cycle. More pricularly. 
whether a coiOll" fashion cycle flows vertically, thoug, 
several socioeconomic strata or moves horizontally and 
simultaneously within several strata. 
10. CoiOll" is used for its aesthetic qualities. Aesthetics refer 
to aesthetically pleasing coiOll" arrangements and 
interactions within an individual and between visual 
responses to patterns of stimuli. Different studies underline 
the following facts : 
- aesthetic qualities attract attention and the material is 
remembered longer. 
- the communicated message is more easily comprehended. 
- insensitivity to aesthetic values regarding coiOll"s leads not 
only to ineffective advertising. but may also create a 
negative impression. 
These research findings indicate to the creative executive to 
borrow from rists their principles of proportion and 
harmony that are universally recognized as the basic 
essentials of beauty. 

Hypotheses analysed 

The comparisons-hypotheses analysed in this study were: 
1. To question whether French and British advertising 
creative executives differ in the way they ranlc the 
impa1ance of the different colour effects in their creativity 
worlc relying on a list which includes all the ten possible 
coiOII' effects presented earlier. Thus: 

H1 : There is no difference between French and 
British creative executives in the ranlc order of the 

importance they attach to the coiOll" effects in press 
advertising. 

2. The hypothesis tested here is that pricular coiOll" effects 
will be pricularly emphasized according to whether the 
product advertised is a convenience. shopping or specialty 
goods. Thus: 

H2: There is no difference between French and 
British advertising executives opinions in using coiOll" 
effects per product category. 

Methodology: research setting, sample and instruments 
used 

This study was conducted over a period of eig,teen months 
(December 1~July 1992). in France(Paris) and Great 
Britain(Stirling). The author conducted a mail SilVey 
designed fa- distribution to a wide range of French and 
British members of the International Advertising Association 
(600 advertising creative executives). Prior to the collection 
of numerical meaues and administration of the 
questionnai'e. interviews were perfa-med with advertising 
executives in Paris, StrasbOll"g. Lyon. Badeaux, Marseille. 
Edinbll"g,, Glasgow. Bi'ming,am. Manchester and London. 
The questionnaire was JJ'etested with 35 graduates of the 
Ecole Supkiel.l'e des Sciences Economiques et 
Commerciales (ESSEC-Paris) and 22 students of the M.B.A. 
JJ'ogramme of the University of Stirling-Scotland and 12 
advertising executives.Respondents were aSSll'ed of 
complete anonymity in the cover letter. Two months after the 
first mailing. a second and a third mailing. 
The responses were received from 245 executives, after the 
first mailing, 49 executives after the second. and 15 after the 
third, that is a total of 309 completed questionnaires (or 51.5 
% response rate).169 from Britain and 140 from France. A 
total of 178 (two subsamples: 89 from France and 89 from 
Britain) form the data base of this study. The two response 
groups have been formed by following the technique of 
matching in order to control independent variables which 
mig,t affect the results. Chi-square analysis indicated that 
there were negli~ble differences in the size of their agency 
(p> .19), education level (p> .68), experience (p>. 71 ). age 
(p>.12). income (p>.07) and gender (p>.22). The same 
statistical test JJ'OVed no significant difference between the 
two response groups in regard to advertising media 
employed (P> .18). Print media were rated as first. television 
second and other media come third as indicated by their 
total media budgets. Cronbach's Alpha reliabilities were 
calculated for each scale. In addition. both Likert-lilce and 
open ended questions were also used for the questionnaire. 
The ranlc of importance of the ten coiOll" values in question 
consisted two 89 by 1 0 matrices. Each cell in matrix 
contented a pricipant's ranlcing of the importance of a 
pa'ticul• coiOll" value (scale 1-5). 
It is widely accepted that advertising creative executives' 
decision malcing can vary widely between JJ'oducts To 
account for such situation and to JJ'Ovide a conceptual 
fraR)eworlc to ~ide advertising planning, for the pll"pose of 
this analysis, consumer goods were viewed in term's of the 
Copenland's (1954) long-used classification into 
convenience, shopping and specialty goods. 
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Results 

H1. Rank importance of colour effects. 

Cluster analyses were perfa-med on the collected data to 
develop a taxonomy of colour effects objectives. Several 
cifferent duster analyses were perfa-med, all generating a 
hig, level of consistency aaoss the cifferent clustering 
results, suggesting quite solid findings. This study reports in 
detail only the analysis where aH ranks were reca-ded in a 
bin..-y fa-m (1-an effect was ranked among the top five most 
important by a respondent , O=otherwise). Rankings aaoss 
cultures (Britain & France) were considered simultaneously 
in developing the taxonomy of objectives. The clustering 
alga'ithm used was CONCOR althoug, other algaithms 
generated quite simila- results. These ranking data a-e 
p-esented in Table 1. 
The application of va-ious statistical tests suggested that 
three clusters adequately grouped the data in the p-esent 
analysis. To examine how the importance of these three 
dfferent clusters of objectives varied aaoss cultures, the 
cluster solution was applied to each of the data matrices fa­
British and French advertising executives. This was done by 
rearanging the rows of each of these data matrices to match 
the p«tition of objectives obtained in the cluster analysis. 
The average ranking of all pa"ticipants in each clusta- fa' 
each nationality shows the percentage of respondents who 
thoug,t that the goals in a given cluster of objectives wa-e 
among the five most important. The objectives grouped 
together in clusta- One (table 1) suggest that colour is used 
as a mechanism fa- aeative executives to obtain a hig,a­
degree of attention fa- thei" advertisements. 

TABLE 1 
CLUSTERING RESULTS. ALGORITHM WAS CONCOR. 

ALFA CUTOFF WAS 0.95. DATA WAS BINARY. RANKING 
ACROSS CULTURES (BRITAIN & FRANCE) WERE 

CONSIDERED SIMULTANEOUSLY IN DEVELOPING THE 
TAXONOMY OF OBJECTIVES 

Cluster number Objective Desraiption of 
numbers* objectives 

One I 1 Colour is used fa-
its attention value 

Two II 2,5, 7,8 Colour is used fa-
its inherent 
meanings 

Three Ill 3, 4,6, 9,10 Colour is used to 
deliver meanings 
that are 
associated with it 
throug, the 
learning 17ocess 

• The list Includes all ten (1-10) poSSible colour effects 
p-oposed in this study. 

The objectives grouped in cluster Two suggest that colour is 
used fa- its inherent meanings to the individuals: genuine 
effective responses, emotional analogies, mema-y value 
and realism. 
The objectives in cluster Three suggest that colour is used to 
deliver meanings that are associated with it through the 
learning p-ocess. Thafs. fa- its external to the individual 

colour effects: symbolic value, p-estige suggestion, 
p-eferences, fashion and aesthetic qualities. 
The resuhing averages a-e presented in table 2. The 
findings of this table were also used in a-der to rank the 
pattern of advertising objectives by using the Spea-man's 
r(s) meaue of rank Ca"relation. 

TABLE2. 
PERCENTAGE OF TIMES OBJECTIVES OF SPECIFIC 

CLUSTERS ARE COTED AS IMPORTANT AMONG BRITISH 
AND FRENCH ADVERTISING CREATIVE EXECUTIVES 

1 Cluster One(l) Two(ll) Three( II I) 
number/Nationality 

--
British aeative executives 0.290 0.729 0.715 

"M" "H" "L" 
Frenchaeative executives 0.087 0.712 0.778 

"L" "H" "H" 

The relative importance of each objective cluster fa- the two 
different nationalities is shown in table 2. The overall 
average of the importance of objectives fa- the two cifferent 
types of nationals was 0.39 with a standa'd deviation of 
0.31. A desig-~ation of "H" (fa- hig,) was given to any cell 
average that is one standa'd deviation a- greater above the 
overall mean. A desig-~ation of "L" (fa- low) was given to any 
cell average one standa'd deviation a- ma-e below the 
overall mean. Averages with one standa'd deviation below 
a- above the mean was desig-~ated by an "M" (fa- medium). 
Fa- both British and French advertisers cluster two and three 
emerge as dominant. Fa- British advertisers cluster One 
emerge as moderate when fa- French advertisers is 
considered of less importance. In studying the aggregate 
responses of British and French advertisers, a carelation 
coefficient of r=0.141 was found. A chi-squa-e test x2•3.602 
was calculated and was p-oven insig-~ificant at p=0.01. 
When the rows where examined only one of the three 
contrasts was sig-~ificant at the traditional acceptable levels 
(t-value), cluster One. The Spearman's r(s) measure of rank 
carelation was computed. A value r(s)..0.905 was 
calculated, indicating a hig, degree of simila-ity between the 
two dfferent nationalities indicating a monotonic decreasing 
relationship between British and French advertisers in the 
rank a-der of the importance they attach to the colour effects 
in advertising. 

H2 : Relative importance of colour effects per p-oduct 
categay. 

Table 3 refers to the reported degree of relative impa-tance 
of colour effects fa- the two surveyed goups and is 
concerned with the reported level of importance of ten 
dfferent colour effects fa- the French and British advertisers 
per product categay Analysing table 3 the compa-ison of 
the French and British aeative executives' mean sca-e fa­
the use of colour effects was found to be statistically similar 
aaoss convenience and shopping goods. All the twenty 
contrasts were not significant at a traditional acceptable 
level. They were also found to have the same rank a-dering 
to the importance of colour effects with a Spearman rank 
coefficient r(s)=0.932 fa- the convenience goods and 
r(s)=0.854 fa- the shopping goods. A multiva-iabte analysis 
of variance (MANOVA) showed an insignificant main effect 
of the scuce (product catega-y/nationality) of rating. F=3.02. 
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p<.001 with a multivariable test Willes: F=3.n. A two sample 
t-test JJ'ocilced t=-0.23 (P-().82) tor the convenience goods 
and t=-0.20 (P-=0.85) confirming the findings. Therefore. the 
data JJ'Ovided support for the hypothesis H2(a) and H2(b) of 
no cifferences between French an British advertising 
executives about the creativity use of colour in convenience 
and shopping goods advertisements. In the case of the 
shopping goods nine of the ten contrasts of means were 
significant. Thei' opinion was found to vtJIY across the 
specialty goods with r(s).0.006 and a two sample t-test t-
2.30 (p=0.85), indicating statistically important differences 
between these two groups when they advertise specialty 
JJ"odJcts rejecting the hypothesis H2(c). A MANOVA showed 
a significant main effect of source of rating (F=15.61, 
p<.001). In a future study stepwise discriminant analysis 
would be useful to be chosen for further analysis of the 
colour effects variables. 

TABLE 3 
RELATIVE IMPORTANCE OF COLOUR EFFECTS PER 

PRODUCT CATEGORY, RESULTS OF MANOVA 

Attention effects 

- Intunt.l colau 

effects 

Emotions & 

feelings 
Physic:t.l niFflOnsB 
Memoryftlue 

Rllt.1ism 

- Extemt.l co1au 

e&cts 

Colou symbolism 

Pl'estige SllfPltion 

Coloupn!umc:u 

Colautru.ds 

Colout.uth«ics 

P!Odud category (Mten, t-valu., F·YIU) 

Co!Wtnlenc. ·~ Specially goocll 
1-Yiklt F·vaiUt t ·¥1111t F·¥1111t t·valut F-vaiUI 

-0.84 0.84 0.28 o.os -8.78 18.84° 

0.17 om 0.81 1.10 0.91 1.88 

-1.22 2.14 -0.72 1.68 !5.49 24.22" 

-0.98 1.87 -0.70 1.81 -!5.89 2!5.18 

0.91 1.88 0.!50 1.88 1.98 1!5.!5!5 

-0.76 0.82 -1.1'1' 1.89 8.80 17.87 

0.88 1.84 1.48 2.24 -8.8'7 19.98" 

1.1'1' 1.8'1 -0.24 o.oe 1.4'1' 4.'1'1 

-1.20 2JI:1 -0.98 2.24 !5.20 28.18" 

-1.18 1.91 0.82 1.87 8.67 17.o&" 

Multivariate test-Willcs: F-value 4.88, d.f. 876, sig.OOO, p<.01. 

Discussion of findngs -implications per JJ"oduct category. 

1. Convenience goods. According to the JJ'esent study, the 
only JJ'ocilct category where the attention getting attributes 
of colour effects .-e used more, is that of convenience 
goods. For, the consumer of such goods has well defined 
habits and the advertiser has to face advertising situations 
which call tor a good deal of continued attention and a high 
degree of interest in order to convey the message. 

The necessity for a realistic JJ'esentation in the advertising of 
these goods is another factor. Realism is important because 
convenience goods usually have to be described physically 
in terms of thei' functional, sensory or physiological 
ch.-acteristics. Colour is an important element in this 
description. 
2. Shopping goods. Psychological colour values were used 
to a much higher extent than attention getting value in the 
advertising of shopping goods. Within the group of 
psychological colour effects, the external/socially induced 
ones .-e used slightly more than the internal/personal 
effects. This can be explained by the fact that in the case of 
shopping goods, the advertiser is not confronted by an 
advertising situation which calls for a good deal of continued 
attention and a high degree of interest in order to convey the 
message or motivate purchases. 
When psychological colour values •e used in shopping 
goods advertisements it can be seen that advertisers on the 
whole .-e very ca-etul to use the colours people want. This 
is pricula1y the case of durable goods and furniture. 
Trends in interia" deca"ation •e also ca-etully considered. 
Emphasis is usually placed on those comp.-atively few 
shades which .-e tilcely to be best sellers. MCI'eover, colour 
increases the consumers' awareness of what is going on 
and what other people .-e doing and thus helps to create 
desire. As a result, the advertiser must give pricular 
emphasis to the concept of colour JJ'eferences and fashion. 
3. Specialty goods. Colour effects in the case of specialty 
goods .-e used in almost the same way as with shopping 
goods. The only cifference lies in the theme requirements 
that colour is called to play in shopping goods 
advertisements. However. French and British advertisers 
don't seem to agree in the Cl'der of thei' JJ'eference 
reg.-ding the use of colour effects. In JJ'actice, all colour 
effects .-e used in combination with the other elements of 
the advertisement to imJJ'OVe, a' maintain, the brand image. 
Colour is used in such a way as to increase the meanings 
already inherent in the brand. This can be more effectively 
achieved if external colour effects •e used to evoke feelings 
which .-e fam~i• to 1.-ge segments of a society and .-e 
associated .-bi1rarily with a JJ"ocilct a' brand. In contrast, 
internal colour effects .-e used in a way which evokes 
feelings personal to the individual and his ego involvement. 
Both internal and external colour effects are used in order to 
hightight the physical attributes of the JJ"oduct which affect 
images of a psychic kind as well as those relevant to 
sensory and perfa"mance satisfaction. The use of colour in 
that case is very closely linked with the overall brand image. 

Conclusions - directions fa' future rese.-ch 

The findings suggest that colour's aeativity role is a function 
of the detivery of two maja" catega"ies of effects (JJ"edicta" 
variables) to JJ'Ospects: (1) attention getting and (2) 
psychological effects. The relationships among these two 
facta's .-e lilcefy to be multiplicative. If a colour 
advertisement is deficient in any one facta', effectiveness is 
likely to be low. Each of the two determinants of colour 
perfa"mance is influenced by a variety of antecedent 
variables. These variables include among others personal 
ch.-acteristics of the aeative man, ch.-acteristics of the 
agency, media used, the company, type of JJ"ocilct, 
CCI'pa"ate culture, the marlceting support and factors in the 



348

broader economic environment. This study concentrates 
primarily on suggesting the effects of the controllable 
variables on coiOll' creativity effectiveness in print 
advertising, by isolating colour from the other elements of 
the creativity mix. The proposals supported by the present 
study, it is hoped that provide a conceptual framework which 
integates many variables that historically have been 
considered independently in the use of coiCXI' in advertising 
literatll'e. 
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RELATIVE POSITIONING OF SELF IMAGE PROJECTIVE PRODUCTS ACROSS 
EUROPE: A CONTENT ANALYSIS OF PRINT ADVERTISJNG 

Victoria A. Seitz, PhD. 
J. S. (Vic) Jobar, PhD. 

ABSTRACT 

A relative positioning schema was developed for self image projective 
products within the context of advertising standardization and 
localization. Advertising for three self image projective products 
(perfume, cosmetics and women's apparel) were content analyzed in the 
YQ.gys; editions of U.K., Germany, France, Spain and Italy. The 
research objective was to analyze advertisements according to the 
relative positioning schema proposed for these products over a four 
month period. Managerial implications and recommendations for Euro­
marketersladvertisers of these products suggest that perfume ads are 
positioned with an emphasis on image and universal themes that lend 
themselves to a standardized approach. Apparel advertisements satisfy 
experiential needs through an outward demonstration of the product and 
a stylized, culture specific approach. Cosmetic advertisements are 
positioned to satisfy functional needs through greater use of information 
based advertising. 

JNTRODUCTION 

The global or standardized advertising theory is based on the 
assumption that "people all over the world have the same tastes and 
desires, and they are remarkably alike regarding, for example, love, 
beauty, fear, etc. (Lynch, 1984). 

Advertising theorists supporting the localized messages suggest that 
advertising is one of the most difficult marketing elements to 
standardize especially as culture is viewed as all pervasive (Mueller, 
1987). In fact, Douglas and Dubois (1977) maintain that cultural factors 
affect advertising in four ways: 1) the choice of advertising theme, 2) 
the connotation of words and symbols, 3) the way pictorial conventions 
are interpreted, and 4) media selection. 

Within advertising, the issue of product positioning becomes ever more 
critical due to the emergence of the single European community by the 
end of 1992 - a market of 340 million consumers in the 12 nations of 
Europe. As a result, many companies are creating "Eurobrands" giving 
products a single brand image throughout most of Europe. Eurobrands, 
thus would need to be supported by "Euro-ads" -advertisements that 
except for the language are similar in message and often identical or 
nearly identical in execution. 

Yet other advertisers are positioning their products differently across 
Europe based on the premise that even though the market will be more 
accessible, "cultural, historical, institutioaal, physical, and economic 
differences among the EC countries will survive the 1992 process 
(Quelch, Buzzell and Salama 1990, p. 62). • 

The two most common positioning approaches used by advertisers to 
influence consumer choice may be categorized as Ogilvy's (1963) 
Image Strategy and Unique Selling Proposition (USP) strategy 
suggested by Reeves (1961). Johar and Sirgy (1991) have related these 
two approaches to value-expressive or utilitarian. They have argued 
that when the advertiser wants to build a "personality" for the product 
or to create an image of the product user an image strategy using value 
expressive advertising is appropriate. On the other hand, in order to 
highlight a brand benefit the advertiser must also highlight a USP 
(Unique Selling Proposition) of the brand. This advertising strategy has 

been termed utilitarian or informational. Furthermore, Mueller (1991) 
showed that highly standardized messages contained fewer information 
cues than messages defined as highly specialized. Hence, the purpose 
of this paper is to explore positioning approaches that are practiced in 
print advertisements in Europe for self image projective products. 

Our position is that advertisers tend to use image strategies for 
perfumes and a combination of image and utilitarian strategies for 
cosmetics. Whereas, the image component is standardized cross 
nationally, the utilitarian component is more localized by country. 
Furthermore, it is argued that the country in which the cosmetic 
advertisement is placed would influence the extent of information 
provided in the cosmetic advertisements. For example, for a German 
or Spanish audience more information would be presented than for 
French or Italian audiences (New York Times, Thursday May 31, 
1990, p: Dl, D2: "Selling in Europe: Borders Fade"). 

In brand selection consumers base their decisions on various needs. 
Park, Jaworski, and Macinnis (1986) categorized these needs as 
Functional, Symbolic, and Experiential. Functional needs are those that 
drive consumers to search for products that solve consumption - related 
desires. Such desires may revolve around searching for products that 
solve a current problem, prevent a potential problem, or resolve 
conflict (Fennell, 1978). For example, a wontan may have problems 
with wrinkles and solves this problem by purchasing a brand of 
cosmetic cream that serves this function of eliminating them. In 
anocher case, a wontan may use cosmetics to enhance one's selfimase 
whereas lllOther would use them to hide facial problems. 

Symbolic needs are those that result in desires for products that satisfy 
iuternal needs that include self-enhancement, group membership, role 
definition, and/or ego-identification. Essentially, such a brand that 
fulfills this type of need often embraces the individual's desired group, 
role or self image (Levy 1959; Martineau 1958; Sirgy 1982; Solomon 
1983; Nicosia and Mayer 1976; Wallendorf and Reilly 1983). 

Finally. experiential needs are those desires for products that enhance 
an individual's sensory pleasure, variety and/or provides cognitive 
stimulation as well (McAlister 1979, 1982; McAlister and Pessemier 
1982; Hirschman and Holbrook 1982; Holbrook and Hirschman 1984; 
Holbrook et. al. 1984). More specifically, a brand that fulfills 
experiential needs satisfies needs for stimulation and/or variety that may 
be projected in an externally demonstratable manner. 

Many products offer a mixture of symbolic, functional, and experiential 
benefits. It therefore may be possible to develop a product position that 
fulfills two or more needs. However, managing this strategy could be 
difficult and confusing to the consumer. 

This study examined advertisements of a specific group of products -
considered 'self projective products': perfumes, cosmetics and 
women's apparel. These products were chosen since advertising costs 
are a very high component of the total marketing costs of these 
products. Moreover, Sonnners and Kernan (1967) recognize that 
standardization of advertising is possible when the product serves the 
same needs across cultures such as beauty, love and fear; hence, a 
likely approach by multinational companies with such products. Based 
on the above discussion a relative positioning schema is proposed below 
for self image projective products. 
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Relative PositioniiiJ Schema For Self 
Image Projective Products 

Experiential Functional Symbolic: 
~ Needs Needs 

Demonstrable Products Which Solve Universal 
Products a Common Problem Products 
(Culture Specific) 

Women's Apparel Cosmetics Perfumr 

Stylized Informative Image 
Positioning Advertising Positioning 

Localized----------------------Global 
Advertising Advertising 

As mellliooed previously, the prime objective of this research study was 

to investigate whether print advenisements in Europe are positioned 
cross-culturally, in practice within the context of the proposed relative 
positioning schema. This study attempted a comparison of 
advenisements as they appeared in a selected publication using the 
content analysis methodology. As a research tool, content analysis 
provides the opportunity to examine the feelings, beliefs and attitudes 
of a culture in their environment (Rice and Lu, 1988). 

Based on the above discussion the following hypotheses were tested: 
1. Advertisements of perfumes will explore symbolic needs through 
image positioning to a greater extent than cosmetics or apparel. 
2. Cosmetics ads will visualize functional needs through informative 
based positioninl to a greater exteut than apparel or perfumes. 
3. Advertisements of apparel will dc:moDstrate experiential needs 
through stylized positiOIIiiiJ to a greater extent than cosmetics or 
perfumes. 

METHOD 

Population and Sample 

The researchers conducted a content analysis of print advenisements or 
women's apparel, cosmetics and perfumes across different European 
countries. Five of the largest countries in the European Community 
were selected (France Pop. S6M., Germany Pop. 79.SM., Italy SSM., 
Spain 40M., and U.K. Pop. S7M.) as they are widely differeut 
culturally. Together, they account for 83 percent of the E.C.'s 
population. 

Media Vehicle 

The content analysis of print advenisements was conducted usioa 
~ magazine editions of the countries selected. ~ is 
considered the most appropriate print magazine as women's apparel, 
perfumes and cosmetics are the most advenised products. 

Results and Discussion 

An appropriately modified Model for Testing Advenising 
Standardization developed by Whitelock and Chung (1989) was used for 
this study. Furthermore, the reported findings covered a four month 
period between November 1991 through February 1992; however, this 
study was part of an on-going project. 

Seventy two ads were examined. Those brand advenisements chosen 
for inclusion for further analysis were based on the number of months 
and country editions that the ads appeared. As a result three brands 
each of perfumes, apparel and cosmetics were chosen for further 

analysis. For perfumes - YSL •y•, Paloma Picasso, and Lancome 
Tresor. For apparel- Guess, Chane!, and Georgio Armani. And for 
cosmetics, the three brands were Helena Rubinstein, Guerlain, and 

Lancome Definicils. 

Perfume. YSL •y• appeared in the German, U.K., and Spanish 
editions of Vogue (Figure 1). Advenisements for Paloma Picasso 
perfume were included in the U.K., French, Spanish and German 
editions (Figure 2). Advenisements for Lancome's Tresor were 
featured in the U.K., French, Spanish and German editions (Figure 3) 

of Vogue. 

It was quite apparent from the advenisements of the perfume brands 
(YSL •y ," Tresor, and Paloma Picasso) that advertising positioning 
across the European countries were standardized using a global 
approach. This testified to the appropriateness of the universal theme 
approach with an image emphasis to satisfy the target consumers' 
symbolie needs. 

w-·• Apparel. Advertiselneuls for Chanel (Figures 4a, 4b) were 
featured in the German, Italian, U.K. and French editions of YQg. 
Advertisements for Guess apparel were featured in the Spanish, French, 
and Italian editions (Figures Sa, Sb). Advertisements for both brands 
were highly localized. Advertisements for Georgio Armani apparel 
were featured in the German, Spanish, U.K., French and Italian 
editions of~ (Figures 6a, 6b). The ads for Italian, French aDd 
Spanish editions were standardized; however, the ads for U.K. aDd 
Germany were localized. 

The localized approach used by women's apparel advertisers -
supponive of the positioning strategy that would project the country's 

unique culture based identity. Hence, women's apparel may be 

classified as a demonstratable product through which the target 
CODSUIIIer satisfies experiential needs. In this case, evidence showed a 
COOlbined use of localized as well as global positioning strategies with 
a stylized approach utilized in advenisements for Guess and Channel 
aDd an image emphasis approach apparent in advenisements for 

Georgio Armani. 

With Guess and Channel, using a localized position was justified based 
on their strategy of marketing "Street Fashions. • Overall, their target 

market is directed to youth oriented women in their twenties and early 
thirties in the middle to upper socioeconomic levels. More specifically, 
Guess is directed to the younger woman from the middle socioeconomic 
level, whereas Chane! appears to be aimed at the older woman from the 
upper socioeconomic class. 

Georgio Armani appears to be using image positioning strategies 
directed to the sophisticated, high style, classic, middle thinies 
upwardly mobile global segment. According to Ohmae (1989), fashion 
oriented premium priced global products, such as Gucci and Louis 
Vitton, are often marketed the same worldwide to the upper income 
bracket of the market. Ohmae (1989) purported that this market shared 
similar tastes and preferences which permitted a globalized approach. 
Like Gucci, a universal/global target market existed that Georgio 
Armani directed its advertising efforts to as well. Their ads for the 

Italian, French and Spanish markets were identical, and although 
different ads were used for the U.K. and German markets the 
positioning across all five countries was the same. 

Tansey, Hyman and Zinkham (1990) supported the assumption that 
print ads reflect the targeted (sub) culture. They referred to consumer 
behavior literature (e.g. Belk and Pollay, 198S) to suppon this position 
and advocated that advertising mirrored and reinforced the values of its 
target audience. Holbrook (1987, p. 1 00) also concurred and noted that 
"most advenising appears to mirror or reflect the values of its target 
audience and that many scholars have regarded the content analysis of 
advertising as a useful index of social norms. • Hence, advertisements 
of women's apparel are, generally, designed by marketers to reflect 
local tastes and preferences in appearance. 

Finally, Tansey et. al. (1990) concluded that advenisers recognizing the 

uoderlying values and lifestyles of their target audience, develop ad 
themes to reflect such similarities and differences cross culturally. This 
was evident in the advenisements of Guess and Chane! which used a 
localized approach. However, the use of global positioning for Georgio 
Armani sought the universality of a sophisticated image. 
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C05llletlcs. The ads for Helena Rubinstein (Figures 7a., 7b) appeared 
in U.K., Spanish. French aod German editions. All the advenisements 
were similar with the exception of France where the focus of the ad 
shlfted from the m.xlel to the product. Ads for Guerlain cosmetics 
were highly standardized (Figure 8) aod were featured in the German, 
U.K., Spanish aod French editions of~· Advertisements for 
I..ancome Definicils were moderately standardized (Figure 9) aod were 
featured in the German. Spanish, Italian aod the U.K. editions. 

Advertisements for the CQSIIletic brands also appeared to use dual 
positioning strategies: Informative (Helena Rubinstein and I..ancome 
Definicils) and Image (Guerlain). Guer!ain ads were standardized 
actOSS the five European countries examined testifying to a global 
position. Funhermore, the effon was seemingly to create a universal 
theme with the emphasis on a sophisticated looking model (Oiunae, 
1989) rather than infonnative copy. 

Initial findings suppon the proposed hypotheses. Perfume 
advenisements were positioned with an image emphasis to a greater 
extent than cosmetics or apparel ads. Sueh ads were positioned overall 
to satisfy symbolic needs more so than experiential or functional net<ls. 
Funhermore, perfume ads were more highly standardized through the 
presentation of universal themes. 

Cosmetic advenisements generally incorporated more information based 
positioning strategies than perfumes or apparel. Such ads satisfied 
coliSUlllers' functional needs by solving a cunent or potential problem 
(e.g. wrinkles or sbon eye lashes) and/or self enhancement. Finally, 
apparel advenisemeots overall, appeared to satisfy coosumers' 
experiential needs through an outward demonstration of the product. 
Most advenisements were localized and were stylized to be cuiiUie 
specific to a greater extent than perfumes or cosmetics. 

Managerial JmpUcations 

The implications of the study's findings are several. First, as the 
European community merges into a single market in the next few years, 
marlceters and, particularly advertisers, must concern themselves with 
presenting an unified brand image. Presenting such an image has 
advantages, specifically, by providing economies of scale in ad 
expenditures. Managers, however, must be sensitive when creating 
advenisemeots for perfumes, cosmetics and apparel, that even though 
they represent women's desires for love and beauty, their interpretation 
is DOt the same worldwide. For example, adveniser's would best 
create and maintain a unified image with perfume products through 
standardized advenisemeDtS. A Pan-European approach would take 
advantage of the ecooomies of scale possible with SWidardiz.e 
advertisements as well present a unified image for the brand. 

Marketers should also recognize that wileD advenising products cross 
nationally that identical positioning Strategies for different product 
categories may DOt be an effective approach even though similarities 
exist. For example, in advenisements for Lancome perfwnes and 
cosmetics different positioning strategies were employed. In the case 
of perfumes, symbolic needs we.re satisfied through image based 
approach while an infonnation based strategy was employed in 
advenisernents of their Definicils cosmetic product. Alth.ougb both 
products are image enhancing they satisfy different consumer needs. 

Furthennore, given such company goals as image building in a global 
market, marketers have different strategies available to them. For 
example. in the advenisements for Georgio Annani. an image based 
strategy, satisfying cooswners' symbolic needs with universal themes, 
was employed. These ads were directed to what Otunae (1989) 
referred to as the "upper bracket market• of sophisticated cooswners. 
Whereas, Guess and Chane! employed a stylized approach satisfying 
experiential needs of its target market. Mark.eters must be sensitive to 
the needs of their target market when choosing positioning strategies for 
self image projective products in today's global market or risk failure. 
To summarize, a global market does not equate with global or universal 
consumer needs. 

CONCLUSION 

This study examined positioning strategies employed by marketers of 
self image projective products in print advenisements across Europe. 
Initial findings suppon the proposed hypotheses and suggest that 
although marketers are pursuing a global market in their advertising 
practices, product positioning strategies varied for the three product 
categories examined. 

Perfwne advertisement were positioned with an image emphasis to a 
greater extent than cosmetic or apparel ads. Such ads were positioned 
overall to satisfy symbolic needs m.ore so than experiential or functional 
needs. Furthermore, perfume ads were more highly standardized 
through the presentation of universal them.es. Cosmetic advenisemcnts 
generally incorporated more infonnation based advertising strategies 
than perfumes aod apparel. Such ads satisfied consumers' functional 
needs by solving a current or potential problem andlor self 
enhancement. And apparel advertisements overall, appeared to satisfy 
consumers' experiential needs through an outward demonstration of the 
product. Most advertisements were localized and were stylized -
culture specific to a greater exteot than perfumes and cosmetics. 

As the European coiDIDunity merges into a single market in the next 
few years, marketers aod, particularly advenisers, must concern 
themselves with presenting an unified brand image. Presenting such an 
image bas advanf28CS, specifically, by providing economies of scale in 
ad expenditures. Managers must be sensitive when creating 
advenisements for perfumes, cosmetics and apparel that even though 

they represent women's universal desire for love and beauty, product 
influences may lend themselves to globalized advertising strategies 
(perfumesfcosmctics) while Others do not {apparel). 
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A CROSS CULTURAL COMPARISON 
OF SELECTED EFFECTS OF LANGUAGE ON 

CONSUMERS' ATTITUDES AND INTENTIONS 

John H. Holmes, Skidmore College 
Dale N. Shook, Skidmore College 

Abstract 

This paper illustrates and compares the 
differential responses of Puerto Rican and 
non-Hispanic United States consumers to 
English language and Spanish language print 
advertisements. Respondents from the two 
populations respectively evaluated one of 
two versions of messages [English-Spanish] 
for four hypothetical consumer products. The 
analysis examines subjects attitudes toward 
the test message, the brand, and their 
intention to respond to the advertisement. 
The findings from this cross-cultural 
comparison indicate that both domestic and 
international marketers need to be more 
aware of consumers' foreign language 
proficiency. 

Global marketing activity continues to grow 
at an accelerated pace. Today multinational 
corporations, whether headquartered in the 
United States or abroad, must continuously 
address whether the same strategies which 
have produced success in domestic markets 
can be transferred into foreign markets 
(Kotler, 1986; Onkvisit and Shaw, 1987; 
Link, 1988; Greco, 1989). Simon-Miller 
(1986) asserted that firms should think 
global and act local. Ryans and Ratz (1987) 
contend that promotional strategy can often 
be uniform, but the tactics should conform 
to the cultural norms of individual markets. 
Holmes (1990) suggested that both the level 
of product need satisfaction as well as 
cultural commonalities should be considered 
in determining whether programs should be 
standardized or customized. To be sure, as 
Ricks, Arpan and Fu (1974) argued, many 
factors must be carefully considered before 
making such decisions. 

One major consideration in developing 
international advertising messages is 
language. Should the message be written in 
the language of the marketer and/or the 
native language of the prospective consumer? 
Undeniably, language when properly used 
facilitates effective communication; 
conversely improper use of language not only 
impedes understanding but also can generate 
ill will between the receiver and the 
sender. Language is an integral part of 
one's cultural heritage and the society in 
which the individual resides; moreover, 
language proficiency frequently serves as an 
measure of one's position within the social 
structure (Czinkota, Rivoli, and Ronkainen, 
1992). Language is symbolic communication. 
Beyond the spoken or written word, 
international marketers must be familiar 
with the "silent language" which either 

bonds or separates prospective buyers and 
sellers (Hall, 1959). More specifically, 
message language serves as an external cue 
which likely will affect the attitude of 
prospective buyers towards both the message 
and the product being advertised 
(Dommermuth, 1989). Foster, Sullivan, and 
Perea (1989) found that the use of foreign 
language in advertising creates attention, 
and for selected items it contributes to 
brand "mystique"; whereas the use of 
prospects' native language produces a more 
literal acceptance of the advertiser's 
claim. 

Both behavioral theory (Petty, Cacioppo, and 
Schuman, 1983) and empirical evidence 
suggest that the choice of language [native 
or foreign] would can either favorably or 
unfavorably upon one's attitude toward the 
message (Ajzen and Fishbein, 1980); attitude 
toward the sponsor's brand (Shimp, 1981); 
and intention to respond (Holmes, 1989). 
Petty and Cacioppo (1981) described two 
differing routes for processing information. 
The first depicts a central route whereby a 
reader would directly absorb information 
from a message's headline and/or body copy, 
the second depicts a peripheral route where 
a reader unable to fully comprehend message 
language would likely rely on the 
illustration as the principal cue in 
processing the content. Consequently, it is 
probable that foreign language messages will 
be processed differently than those printed 
in one's native language. 

Despite the apparent importance of the role 
of language in cross-cultural communication, 
surprisingly few studies directly compare 
the relative effectiveness of using native 
language vis-a-vis foreign language in 
product promotions (Gaillard, 1982). This 
situation likely will change as domestic 
marketers within the United States come to 
appreciate the growing significance of the 
Hispanic market (Meyer, 1991). In this 
setting, Faber and O'Guinn (1991) compared 
and contrasted responses to English language 
commercials to Spanish language commercials 
among 205 Hispanic Chicago residents. 
Sixty-eight percent found the Spanish 
version easier to understand, whereas 22% 
believed it was more informative. Further, 
respondents did not perceive the Spanish 
commercials as more believable, persuasive, 
or honest than the English language 
messages. Subjects' responses to specific 
messages for soft drinks, laundry detergent, 
a~d a fast food restaurant generated similar 
findings, but the Spanish version was judged 
as more likely to produce action. 
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Two other empirical studies have directly 
considered the relative effectiveness of 
English language versus Spanish language 
print advertisements. The first, Holmes and 
Carrero (1991), investigated Puerto Ricans' 
responses to both Spanish and English 
versions of print advertisements for both 
durable and non-durable products. Three 
hundred and eighty-one students enrolled in 
Puerto Rican universities participated in a 
between-subjects experiment in which they 
responded to Spanish language or English 
language test messages for fictitious brands 
of 35mm cameras, "walkmen", shampoo, and 
light bulbs. Each version was evaluated on 
the basis of expressed attitudes toward the 
ad, the brand advertised, and their 
intention to respond. The second study 
(Holmes, Shook, and Carrero, 1992) was 
nearly identical to the first, but with two 
major exceptions. First, the Spanish 
language and English language messages 
incorporated in the Puerto Rican study were 
presented to 197 students at a small liberal 
arts college in the northeastern United 
States. The questionnaire used in the latter 
study additionally asked respondents to 
indicate their level of Spanish language 
proficiency. Illustrations of the eight test 
messages are shown in Figure 1. Each product 
was promoted with the same brand name, 
ULTRA, which has the same connotative 
meaning in both Spanish and English. The use 
of this hypothetical brand precluded 
possible bias resulting from prior 
familiarity with existing brands or any 
advertising for those brands/products. 

FIGURE! 
Test Advertisements 

DliHAIIIJ: l'IWDUCTS NON- THJI<A!II.E PRODUCTS 
SPANISH ENGLISH SPANISH ENGLISH 

Cross-cultural Comparison 

This paper (1) presents a side by side 
comparison of the results obtained from the 
two investigations and (2) provides possible 
explanations for both the similarities and 
differences which occurred between them. 
Prior to making comparisons, certain 
contextual differences between the two 
studies should be noted. Among Puerto 
Ricans, Spanish is the native language; yet 
almost all university students are bilingual 
and can both read and speak English. 

Secondly, Puerto Ricans are more accustomed 
to purchasing imported products; especially 
items produced in the United States. The 
majority of advertisements shown in Puerto 
Rico are written in Spanish; however, an 
English language message would not be viewed 
as unique or unusual. Conversely, 
non-Hispanic Americans generally have 
fluency only in English and with very few 
exceptions, ie. Volkswagen's "Fahrvergnugen" 
campaign or when travelling overseas have 
not been exposed to foreign language 
advertising. Further, all four of the test 
products included in the two studies are 
frequently purchased by Puerto Rican 
students as well as by students from the 
continental United States. The products' 
country of origin was not mentioned; 
nevertheless, all of the items considered 
could have been made either in the United 
States, Puerto Rico or some other foreign 
country. 

The questionnaires used in the two studies 
were identical except for the language in 
which they were written. Questions 
pertaining to attitude toward the message 
were measured by responses to nine seven 
point scaled attributes (Holmes and Crocker, 
1987). Attitude toward the brand was 
measured by responses to one question with 
seven response categories ranging from 
extremely positive to extremely negative 
(Holmes and Urban, 1990). Intention to 
respond was measured by two questions: (1) 
the likelihood of calling a listed toll-free 
number, and (2) the likelihood of completing 
the coupon included in the message. The 
seven item response categories for each 
ranged from extremely likely to extremely 
unlikely (Holmes and Kilbane, 1992). 

Within Sample and Between Sample Comparisons 

Table 1 presents the arithmetic differences 
in mean scores for the two durable products, 
viz., a 35 mm camera and a "walkman". More 
specifically, it illustrates differences 
between the mean responses obtained from (1) 
the Spanish language version of the message 
vis-a-vis the English version among Puerto 
Rican subjects and (2) the English language 
version vis-a-vis the Spanish version among 
the non-Hispanic American subjects. 

TABLE 1 

Durable Products: 
Meau Differences between English and Spanish Language Messages 

Within and Across Sample Group! 
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The + signs indicate the preference of the 
Puerto Rican respondents for the Spanish 
language message and the non-Hispanics' 
preferences for the English version; whereas, 
- signs designate the preference of the 
Puerto Rican respondents for the English 
language message and the non-Hispanics' 
preferences for the Spanish version. The two 
"Difference" columns respectively depict the 
algebraic differences between the two sample 
groups. (The magnitude of the differences was 
obtained by adding numbers with the same 
sign, or by subtracting numbers of the 
opposite sign.) 

As expected, Puerto Rican subjects 
consistently ranked the Spanish version of 
the 35mm camera message more favorably than 
the English version. None of the differences 
within the sample means were statistically 
significant beyond the .05 level. Similarly, 
non-Hispanics responded more affirmatively to 
the English language camera message than the 
Spanish version. The only statistically 
significant difference occurred in response 
to message clarity. Moreover, the 1.12 
difference between the two sample means is 
statistically significant. In evaluating 
messages for the "walkman", the American 
subjects consistently ranked the English 
language message more favorably, especially 
in terms of message clarity and as the more 
informative. Puerto Ricans for the most part 
preferred the Spanish version but rated the 
English version as more convincing and 
equally realistic. Statistically significant 
differences between the samples were obtained 
for message clarity and informativeness. 

As expected among Puerto Ricans, the Spanish 
version of the advertisements for both the 
camera and the "walkman" produced more 
positive evaluations of the brand than did 
the English language message. Surprisingly, 
among non-Hispanics the Spanish versions 
again produced more favorable attitudes 
toward the products. These results are 
further supported by a pooled variances T­
test of the mean value attitudes toward the 
message. The hypothesis that each group 
formed more positive attitudes towards the 
message when the ad was in the foreign 
language produced observed significance 
levels (2-tail probabilities) of .0443 and 
<.001 for the camera and walkman ads, 
respectively. 

Unanticipated findings also were uncovered in 
terms of the respondent's intentions to 
respond either by completing the coupon or 
callinq the toll-free number. 

Table 2 presents the mean response 
differences for the two non-durable products: 
viz., shampoo and light bulbs. For the 
former, both Puerto Ricans and non-Hispanics 
seemed ambivalent concerning the presentation 
of the message in English or Spanish. 

TABLE 2 

Non-Durable Prodlldl: 
Meu Diffcruc:es betweea Eaclisb and Spanish Laaguage Messages 

Withio. and Across S:t111ple Groups --= ,_ ·- ---· -·- --··..,...;-
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None of the differences within the samples 
or between the samples were statistically 
significant. Both sample groups expressed 
preferences for the English language light 
bulb message. In addition, for each 
non-durable product both groups gave 
slightly higher product evaluations when the 
message was presented in the foreign 
language. The Puerto Ricans were also 
slightly more prone to respond when the 
message was presented in English. 

The relationships across the three dependent 
variables were assessed in each of the two 
studies. The comparative correlation 
coefficients are presented in Table 3. As 
illustrated, all r values were statistically 
significant beyond zero, with the strongest 
associations occurring between attitude 
toward message and attitude toward brand. 

Tablel 

A Comparative Correlation A.Dalysi• f1f lbe Relationship 
Ac:rou Depcadent Variabla 

_ _,_ ----.-_ _, _ ____ _,_ 

Discussion 

The cause and effect possibilities 
illustrated by the data shown in Tables 1 
and 2 both confirm and refute much of the 
conventional wisdom concerning the use of 
foreign language advertisements. As would 
be expected, Puerto Ricans formed slightly 
more positive attitudes toward the Spanish 
language camera advertisement than to the 
English language version, while the the 
non-Hispanics ranked the English language 
version better. The significant difference 
which occurred between the two groups on 
the "clarity" attribute is not surprising 
for two reasons. First, the majority of 
Puerto Ricans have a familiarity with 
English language ads. Second, nearly all 
those included in the Puerto Rican sample 
had reading knowledge of English, while 
only a limited number of the non-Hispanics 
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had reading knowledge of English, while 
only a limited number of the non-Hispanics 
had Spanish language proficiency. The 
Holmes, Shook, and Carrero study (1992) 
assessed subjects' language proficiency; a 
positive linear relationship was found 
between one's proficiency and attitude 
towards messages whereas negative 
relationships occurred for attitudes 
towards brands and intention to respond. 

Responses to the the "walkman" message 
with two exceptions, closely paralleled the 
respondents' attitudes toward the camera 
message. Interestingly, the Puerto Ricans 
found the English version to be as 
realistic and more convincing than the 
Spanish ad. One possible reason for these 
unanticipated responses is that Puerto 
Ricans had not previously seen a Spanish 
language ad for this type of product and, 
therefore, concluded that the message 
reflected reality and that the copy could 
be relied upon. The significant differences 
between the samples on the informative and 
clarity dimensions is not surprising and is 
likely based on the same reasons as those 
stated in the preceding paragraph. 

As expected, Puerto Ricans formed more 
positive attitudes toward both the camera 
and the "walkman" when the message was 
presented in their native Spanish. 
Surprisingly, the non-Hispanics formed more 
positive attitudes towards the brands when 
the message was presented in the foreign 
language. These unexpected results may have 
occurred because of the familiarity 
non-Hispanics have with the generic 
product. Both 35 mm cameras and walkmans 
have been on the market for several years 
and respondents are familiar with existing 
brands. The Spanish message is out of the 
ordinary, and perhaps creates a "mystique" 
which surrounds the two new ULTRA brands. 

Comparisons on intention to respond are 
noted, but explanations are extremely 
tentative given that the subjects could 
respond either by calling the toll-free 
number or completing the coupon. Hence, an 
affirmative response to one type of action 
simultaneously could lessen the likelihood 
of an affirmative response to the other 
action/discussion. In both the Holmes and 
Carrero (1991) investigation of Puerto 
Rican subjects and the Holmes, Shook, and 
Carrero (1992) study of non-Hispanics, 
there were linkages between intention to 
respond by either completing the coupon or 
calling the number. Based upon respondents' 
preferred method of obtaining additional 
information, no significant differences for 
language were found for either product 
category within each of the two sample 
groups. 

As shown in Table 2, the data concerning 
subjects' attitudes towards messages for 
the non-durables are not nearly as 

consistent as are the data for the 
durables. Puerto Ricans rated the English 
language ad as being more appealing, more 
believable, more convlnclng, more 
realistic, and more impressive than the 
Spanish version. Conversely, the 
non-Hispanics showed slightly more 
affirmative responses on the attractive, 
impressive, and appropriate dimensions. 
Puerto Ricans' feelings toward the English 
light bulb message were even more 
pronounced. The Spanish message was 
preferred only in terms of clarity. As 
expected, Non-Hispanics ranked the English 
language version higher on each of the nine 
dimensions. A pooled variances T-test of 
the mean value attitudes toward the non­
durable product messages, showed more mixed 
results than occurred with the durable 
product messages. The observed 
significance levels of .3565 for the 
shampoo and .0144 for the light bulb again 
indicates that use of the foreign language 
may create a more positive attitude toward 
the message. 

Possible reasons for the differences 
between the results from Table 1 and Table 
2 stem from the fact that both shampoo and 
light bulbs are comparatively less 
expensive and are purchased more frequently 
than the durables. As a result, there would 
be less perceived risk and correspondingly 
less need to absorb detailed information. 
Quite possibly, subjects would respond more 
to other message cues such as the 
illustration. The illustration for the 
shampoo, which is an expressive product, 
could in and of itself convey the requisite 
information. Light bulbs, on the other 
hand, are perceived as being more 
technological and thus there is an assumed 
association between this perception and the 
language used in conveying such product 
related information. 

For both non-durables, non-Hispanics rated 
the brands higher when the ad was presented 
in Spanish, while Puerto Ricans evaluated 
the brands higher when the ads were 
presented in English. This finding among 
Puerto Ricans is not surprising in view of 
their responses to the two versions of the 
advertisements. The corresponding result 
for shampoo among the non-Hispanics, 
therefore, is not surprising. 
Non-Hispanics' attitudes toward the ULTRA 
light bulbs is, however, more difficult to 
account for. One plausible explanation is 
the "mystique" of the unknown, especially 
when the perceived risk would be extremely 
low. Another possible explanation might be 
a perception that the bulb presented in a 
foreign language is an imported item and 
therefore more hiqhly evaluated. 

Given the results, it seems probable that 
subjects from both studies may have used 
two distinct routes in processing message 
information. According to Petty and 
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Caccioppo's (1981) theories, Spanish 
speaking consumers might have used a 
central route in processing Spanish 
language messages and a peripheral route 
using external cues, i.e., message 
illustration, in processing English 
language messages. Conversely, English 
speaking consumers might have followed a 
central route in processing English 
language messages and a peripheral route 
for the Spanish language layouts. Since 
subjects were not debriefed, evidence 
supporting this theoretic position is not 
available. 

The differences noted in comparing the 
results from these two studies suggest many 
different courses of action for 
advertisers. Before tendering possible 
alternatives, the limitations inherent in 
each should be carefully noted. First, the 
respondents used in both investigations 
were college students. Had other subjects 
from the two countries been used dissimilar 
findings may have occurred. Second, the 
studies were limited to four products. Had 
other test items been used, the results may 
have been different. Third, both 
investigations were conducted in an 
experimental situation. The subjects were 
exposed to layouts placed inside a 
questionnaire as opposed to seeing actual 
advertisements in a magazine or newspaper. 
The responses were based upon a single 
exposure to the respective messages and 
thus such initial impressions may not hold 
up under repeated exposures. 

Given these limitations, considerable 
caution is urged in drawing conclusions. 
Notwithstanding, these comparative results 
suggest that the selective use of foreign 
language in advertising can be beneficial. 
More specifically, among non-Hispanic 
Americans, foreign language advertisements 
produced somewhat more favorable attitudes 
towards new brands than did identical 
English language advertisements. This 
result occurred despite the preference of 
non-Hispanics for the English language 
message. Here, it would seem that prospects 
are reacting either to the "novelty" of the 
message, the introduction of the new brand, 
or the impression that a connotative 
"foreign" association enhances either the 
product or the prospect. Such knowledge may 
benefit foreign manufacturers desiring to 
introduce new brands into mature U.S. 
markets. The information may also suggest 
how domestic producers may be able to 
launch new brands into such markets, as 
well as develop creative approaches for 
expanding into markets where English is 
understood but infrequently read or spoken. 

In conclusion, the authors recommend 
additional research which addresses other 
product-market situations. Particular 
attention should be directed to country of 
origin and its possible interaction with 

the use of foreign language. Research 
should also investigate the extent to which 
peripheral cues such as product 
illustrations and/or models mediate the 
effects of foreiqn language on consumer 
response. 
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Abstract 

The stud¥'s primary objective was to obtain 
informat~on about Japanese consumer's 
attitudes towards various promotion 
programs. This information will enable 
promotion planners to make more objective 
decisions regarding the allocation of 
promotion dollars. 

The study was designed to determine: 
Japanese peoples' attitudes towards various 
consumer promotion programs, to ascertain 
which programs they prefer most/least, 
which they ~articipate in the most/least 
and to pred~ct which promotion program(s) 
will be the most/least important in the 
21st Century. 

A major conclusion is that Marketers must 
differentiate between "private" and 
"public" promotion J?rograms. Private 
programs are those ~n which others are 
unaware that a person is participating in. 
Examples are: stamps, sweepstakes, 
novelties (distributed at home), and direct 
mail. Public programs are those in which 
others may be aware that a person is 
participating in. Examples are: in store 
promotions, novelties (distributed in 
public places), rebates (in store), and 
coupons. 

Promotion programs deemed to be very 
important durin~ the 21 st Century are: 
Novelties (Spec~alty Advertising), Stamps, 
Events and Rebates. Promotions of moderate 
importance are: Direct Mail, Sweepstakes, 
Cause Related, Premiums, Coupons and 
Contests. Promotions of lesser importance 
are: In Store, On Pack, Novelties and 
Coupons. 

overview 

A medium's ability to efficiently and 
effective!¥ deliver a message to targeted 
audiences ~s of utmost concern to those 
spending "mega" dollars on advertising and 
promotion. The annual increase in total 
advertising and promotion expenditures is 
well documented. From 1987 to 1990 Japanese 
advertising promotion expenditures 
increased 49 percent. During this period 
advertisin~ expenditures increased 30 
~ercent wh~le promotion expenditures 
~ncreased 59 percent. 

During the past five ¥ears marketers have 
placed greater emphas~s on promotion in 
their advertising-~romotion mix. Increased 
emphasis on promot~on can be attributed to 
the short term impact promotion programs 
have on sales and the perceived benefits of 
promotion methods over advertising. 

Promotion programs offer greater intimacy 
and interaction of the media with target 
audiences than advertisin~. For example, 
were a firm to use novelt~es to create 
product awareness the novelty items would 
be distributed to members of the firm's 
target audience. Recipients of novelty 
items, receiving a tangible item, have 
greater involvement and intimacy with the 
advertiser than would be obtained from 
equivalent monies spent on broadcast or 
print media. 

Knowledge of customer preferences for 
various promotion methods is essential to 
select which promotion method(s) to use. 
Selection of the "optimal" promotion 
method(s) provides ~reater assurance that 
customer participat~on and response rates 
to the promotion offer would be greater 
than from promotion programs utilizing 
promotion methods less preferred by the 
program's target audience. 

Study Objectives 

The study's primary objective was to 
obtain information about Japanese 
consumer's attitudes towards various 
promotion pro~rams. This information will 
enable promot~on planners to make more 
objective decisions regarding the 
allocation of promotion dollars. 

More specifically, the study was designed 
to determine: Japanese peoples' attitudes 
towards various consumer J?romotion 
programs, to ascertain wh~ch programs they 
~refer most/least, which they participate 
~n the most/least and to predict which 
~remotion J?rogram(s) will be the most/least 
~mportant ~n the 21st Century. 

Methodology 

A personal survey of 630 ~eople (consumers) 
was.conducted to collect ~nformation on 
the~r ~references and attitudes toward 
promot~on programs. Data was collected from 
October to December 1991. The study's 
population consisted of people aged 18 and 
over. Sample members resided in the 
greater Tokyo metropolitan area. 
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Random selection was used to obtain 
respondents. A conscious effort was made to 
include peo~le representative of all age 
groups. Est~mated sampling error for a 
sample of 630 people having a 95 percent 
level of confidence is +/- 4 percent. 
Accordingly, sample estimates obtained from 
this study should differ by no more than 
+/- 4 percent from those obtained were a 
census of all Japanese residents taken. 

Limitations 

Prior to acting upon results of this 
survey, readers should be aware of the 
following potential limitations: 

1) Sam~ling was limited to people 
res~ding in 9reater Tokyo. 
Information ~s not available on how 
people in other prefectures feel 
towards promotion programs. 

2) The sample was younger, better 
educated, more affluent, and 
consisted of more females than the 
country's total po~ulation. For 
marketers informat~on from a sample 
of younger, more affluent, better 
educated, and a greater proportion 
of females could be more desirable 
than information from a sample 
exactly matching the countries 
demographic ~rofile. Because 
people com~r~sing this sample have 
the financ~al resources to respond 
to promotion programs, are better 
educated and younger they may be 
more likely to participate in 
promotion programs. 

3) In the Japanese language, the word 
Yes (Hai) can have any of 4 
inte~retations. These are: 
Defin~tely yes, does not matter, no 
reason to say no, or I don't care, 

however, I do not'want to cause you 
problems by saying no. 
Accordingly, yes res~onses to 
9Uestions should be JUdiciously 
~nterpreted. 

4) The study is deemed exploratorr. 
Ideally, additional research w~ll 
be conducted to replicate and 
substantiate findings and 
conclusions. This study can be used 
as a benchmark to measure changes 
in attitudes towards promotion 
programs over time. 

Findings 

When asked what comes to mind when you 
hear the term promotion, 27 percent 
indicated they did not know what it meant 
and 20 percent of the respondents confused 
promotions with advertising. A third of the 
respondents (35 percent) named a s~ecific 
promotion method in response to th~s 
question. Direct Mail, flyers and in store 
sampling were the most frequently mentioned 
promotion tyPes coming to mind when the 
term promot~on is heard. 

To ensure all respondents had a common 
understanding of what promotions were and 
that they were familiar with various forms 
of promotion programs, survey enumerators 
were instructed to provide respondents with 
examples and definitions of various 
promotion programs. Programs mentioned 
were: In store samples, POP, events, 
sweepstakes, contests, stamps, novelties 
(Advertising Specialties), rebates, 
premiums, cause related, direct mail, 
coupons, and on-pack. 

After reviewing the various types of 
~remotion programs, respondents were asked 
~f they had recently seen any of these 
programs. Eighty one percent indicated they 
had seen one or more promotions. When asked 
how they felt about promotions three 
quarters (78 percent) of the respondents 
expressed favorable attitudes. Twelve 
percent thought they were a waste of money, 
did not like them, or created too much 
pressure to buy products. 

Most frequently mentioned as their 
"favorite" promotion program(s) were: in 
store samples, events, sweepstakes, stamps 
and novelties. Least mentioned were: direct 
mail, coupons and on pack promotions 
(Table 1). 

TABLE 1 
FAVORITE PROMOTION PROGRAMS 

All Respondents 

Times 

Mentioned 

In Store 
Events 
Sweepstakes 
stamps 
Novelties 
Rebates 
cause Related 
Premiums 
Direct Mail 
coupons 
On Pack 

Totals 

164 
164 
161 
124 
111 
116 
102 

96 
73 
57 
37 

12os 

Percent 

14 
14 
13 
10 

9 
9 
8 
8 
6 
5 
4 

1oo 

Three quarters of the study's respondents 
believed stores should offer more 
promotions. When asked, would you purchase 
a product for which a coupon or rebate was 
offered, 60 percent of the respondents said 
yes. 

The propensity to purchase items featured 
in a promotion ~rogram varied by a person's 
age, household ~ncome, education and sex. 
Females, the college educated, younger 
consumers and people having annual 
household incomes of 2 to 4 million yen 
were most likely to respond to promotion 
programs. 

While the Japanese ~eople ar~ a fairly 
homogeneous pop~lat~on, sh~r~ng a c9mmon 
value system, d~fferences ~n promot~on 
program preferences were found to exist 
based on one's age, household income, 
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education and gender. Younger consumers 
preferred events, sweepstakes, in store, 
rebates, cause related and stamp promotion 
programs. Their least preferred promotions 
were contests and on pack promotions. 
Consumers aged 30 to 70 expressed similar 
preferences for in store, sweepstakes, 
novelties, premiums and stamps. 

Promotion ~references varied directly with 
household ~ncome. Generally, families 
having higher incomes (over 8 million yen) 
expressed preferences for a greater variety 
of programs than lower income families. 
Preference for coupon programs, however, 
was greatest in lower income households. 
This could reflect their desire to save 
money. Also, preference for direct mail 
programs was highest among people having 
household incomes greater than 4 million 
yen. 

Promotion preference varied according to 
one's level of education. Direct mail was 
most preferred by people whose last year of 
education was junior high school. 
Sweepstakes and novelties were preferred by 
people of all education levels. In store 
promotions and premiums were more preferred 

by people with graduate level educations. 

With the exception of novelties, which were 
most preferred b¥ males, preferences for 
the other promot~on programs were similar 
for both males and females. 

Direct mail was overwhelmin91y mentioned 
as the most recalled promot~on program. 
The high preference for direct mail may 
be attributed to the peoples' strong desire 
for information. Direct mail is used 
to provide information about product 
comparisons, to ~rovide product quality 
assurance and to ~nform buyers of services 
available after the product purchase. 
Direct mail is also considered by many 
as a invasion of privacy. Least mentioned 
promotions were rebates, sweepstakes and 
on pack programs. 

Nearly two thirds of the people had 
recently participated in a promotion 
program. Reasons given for not 
participating in a promotion pro9ram were: 
not interested in the program, d~d not have 
a chance to participate, the program was 
not easy to participate in and not having 
enough time (Table 2). Four ~ercent of the 
respondents indicated they d~d not 
participate because of the personal 
embarrassment of doing so. This response 
warrants further investigation and may be a 
major reason why promotions as coupons are 
not currently popular with consumers. 

TABLE 2 
REASONS FOR NOT PARTICIPATING 

IN PROMOTION PROGRAMS 

Not interested 
Not have chance 
Not easy 
No time 
Embarrassing 

Totals 

Times 
Mentioned 

32 
22 
17 
14 

4 
-89-

Percent 

36 
25 
19 
16 

4 
100-

Most frequently mentioned as promotion 
programs they had participated in were: 
direct mail, events, stamps, novelties and 
in store promotions 'Table 3). Few people 
mentioned participat~on in premium 
programs. 

TABLE 3 
PROMOTION PARTICIPATION 

Direct Mail 
Events 
stamps 
Novelties 
In Store 
Cause Related 
sweepstakes 
Rebates 
Premiums 

Totals 

T~mes 
Mentioned 

105 
96 
74 
59 
55 
42 
34 
29 
10 

504 -

Percent 

20 
19 
15 
11 
11 

9 
7 
6 
3 

100-

-------------------------------------------
Conclusions 

Responses to the surve¥ on attitudes and 
preferences for promot~on programs indicate 
that consumers have favorable attitudes 
toward them and are favorably inclined to 
participate in promotion programs offering 
the potential of savin9 money. For 
marketers three essent~al questions 
requiring answers are: 1) which promotion 
programs are most/least preferred, 2) which 
are most likely to have the 9reatest 
participation and 3) which w~ll be popular 
in the 21st Century. 

Marketers must differentiate between 
"private" and "public" promotion programs. 
Private programs are those in which others 
are unaware that a person is participating 
in. Examples are: stamps, sweepstakes, 
novelties (distributed at home), contests, 
stamps, gifts and direct mail. Public 
programs are those in which others ma¥ be 
aware that a person is participating ~n. 
Examples are: in store promotions, 
novelties (distributed in public places), 
rebates (in store), and coupons. 

Differentiation by program participants 
between public and private promotion 
programs may account for low preference and 
partici~ation rates for coupon promotions. 
The des~re to save money is universal. In 
Japan, however, a desire for "others" not 
to know you are saving money (preservation 
of privacy) outweighs the desire to save 
money. For public promotion pro9rams to be 
successful they must be made pr~vate. For 
coupons, this can be accomplished by 
changing distribution and redemption 
methods. Coupons sent to the house and 
redeemed by mail (similar to rebates) 
preserves privacy and is likely to achieve 
rates of program participation comparable 
to other promotion programs. 

Table 4 categorizes promotion programs of 
the 21st Century into three groups; those 
considered to be very important, of 
moderate importance and of lesser 
importance. The procedure used to 
6ategorize ~remotions was based on 
responses g~ven to the survey questions. 
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ART SPONSORSHIP AND PROMOTION STRATEGY: 
AN INVESTIGATION OF FIRM CHARACTERISTICS THAT RELATE TO THE CHOICE OF 

SPRONSORSHIP AS A TOOL IN THE PROMOTION MIX 

Sema Sakarya Tapan 

Abstract 

This country specific study investigates 
a set of firm characteristics 
as discriminating variables that 
influence the choice of art sponsorship 
as a tool in the promotion mix. Data 
were gathered from 110 sponsoring and 
nonsponsoring companies in Turkiye.The 
results indicate that company size, 
tangibility of product, market type, 
capital structure and the decision 
maker's position in the company 
are variables that have considerable 
discriminating power between the two 
groups of companies. 

An Overview 

Marketers are enhancing nonadvertising 
expenditures by creating and or expanding 
nontraditional marketing functions like 
direct marketing and sponsorhips. 
Corporate sponsorships can be an 
important element in the communication 
mixes. Companies of all sizes are using 
them as positive addition to advertising, 
personal sales, sales promotion and 
public relations. The popularity of 
corporate sponsorship in promotional 
strategies has been increasing. Total 
sponsorship expenditures of companies 
in the United States of America increased 
from USD 400 million in 1981 
( Trachtenberg 1984) to USD 2.5 billion 
in 1990 ( Hume and Magiera 1991). 
A similar trend is observed in the 
United Kingdom where the sum for arts 
sponsorship increased from L 600.000 in 
1976 to around L 30 million in 1988 
{Gwyther 1988). Corporate involvement in 
fine and performing arts programs that 
tour several markets is expected to 
increase and sattelite television will 
provide more opportunities for selective 
targeting of audiences. 

Corporate sponsorship provides financial 
or material support for events 
and activities that are not directly a 
part of normal business but from which 
commercial benefits are derived by 
association (Witcher, Craigen, Culligan 
and Harvey 1991) . Sponsorship is a 
commercial and not a philantrophic 
activity in which a firm underwrites 
a special event to achieve certain 
objectives. Related concepts and terms 
used in literature include marketing 
public relations (Harris 1991),incentive 

marketing Euchner 1991 ), events 
targeting system (Penzer 1990), cause 
related marketing (Varadarajan and Menon 
1988), megamarketing (Kotler 1988) and 
fundraising (Kotler and Andreasen , 
1987). Sponsorship is a way to focus 
the attention of a specific audience 
which can later be the target of the 
companies communications (Gross, Taylor 
and Shuman 1987). Benefits of 
sponsorship can be the association 
of company with the sponsored event, 
avoiding competition in conventional 
media advertising, reaching specific 
target markets and achieving promotional 
synergies. Sports and popular and fine 
arts are possibilities for sponsorship. 
Corporate sponsorship's basic benefit to 
the company is improved corporate image 
via enhanced publicity. Through 
sponsorship the company may pursue the 
objectives of creating, maintaining or 
developing corporate image, generating 
sales revenue or providing community 
support (Gross, Taylor, Shuman 1987), 
as well as higher company morale and 
dedicated employees (Garrison ,1990). 

Sponsorship is seen as an element 
of overall marketing strategy. As a 
modern marketing technique sponsorship 
is being used by different types of 
companies. Sponsorship attempts to 
influence the target markets attitude 
and behavior and is related to marketing 
strategy for a particular product. 
Sponsorship enables a company to target 
demographic groups and communicate with 
them on common ground - participation 
in the event ( Ukman 1984), thus 
creating shared experiences for 
effective communication. The variety of 
events and activities availiable for 
sponsorships offer companies the 
flexibility to reach divergent target 
markets . Theoretical base underlying 
sponsorship is promotion and 
communication. Sponsorship however is not 
specified among the historically 
recognized elements of the promotion 
mix and companies tend to classify it 
into various elements of the mix. 

Most of the literature about corporate 
sponsorship has been of a descriptive 
nature The links between the 
objectives and categories of sponsored 
activity and organizational function 
(Witcher , craige, Culligan and Harvey 
1991) , football sponsorship and target 
markets (Wright 1988), and sponsorship 
Lrom the perspectives of all 
participants (corporations - channel 
members- the public and sponsored 
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organization) (Gardner and Shuman 1987) 
are examples of previously conducted 
empirical studies. 

Theoretical and empirical investigation 
of sponsorship in the marketing 
literature is needed. Analytical and 
empirical research will help to 
identify and define the strategies and 
operational implications of corporate 
sponsorship. The research reported below 
investigates a set of subjectively 
selected firm characteristics as 
discriminating variables that might 
influence the choice of art 
sponsorship as a tool in the promotion 
mix. The opinions of a convenience 
sample of executives contributed to 
the selection of firm characteristics 
as existing literature doesn't suggest 
any variables that relate to the 
choice of sponsorship. 

The Research 

Sponsorship research was conducted to 
determine corporate characteristics that 
contribute most to differentiating 
sponsoring and nonsponsoring companies. 
Due to the exploratory nature of the 
study, the population frame was limited 
to the companies that were approached 
for the sponsorship of arts and cultural 
events organized by the International 
Istanbul Festival (IIF). 110 firms from 
the " potential sponsors list " of 
the IIF organization were chosen as the 
sample. IIF is an organization of the 
Istanbul Foundation of Culture and Arts 
and is a member of European Festivals 
Association.The accredited international 
festival has been regularly 
organized in the last 20 years and is 
an important institution in the 
initiation of art sponsorship practice 
in Turkiye. 110 sponsoring and 
nonsponsoring firms in the sample made 
up to % 65 of the total number of 
companies in the IIF organization's list 
of potential sponsors. 

Data were collected on firm 
characteristics as independent variables 
(Table 1 ) that might have the potential 
of differentiating between the firms 
that include sponsorship in their 
promotion strategies and firms that 
do not. Sponsorship practice was chosen 
as the criterion variable and the two 
groups of firms were analyzed using 
firm characteristics as predictor 
variables. SPSS/PC + was used for 
discriminant analysis. Sponsorship 
research cited earlier were limited to 
sponsoring firms only and were of 
descriptive nature . The present study 
adds a new dimension to the previous 
empirical findings by including both 
sponsoring and nonsponsoring firms and 

by determining variables that relate 
to the choice of sponsorship as 
a tool in the promotion strategy . 

TABLE 1 
SPONSORSHIP DISCRIMINANT ANALYSIS 

LIST OF VARIABLES 

Variable Explanation 
Criterion Choice of sponsorship in the promotion mix 

G.1= sponsoring firms (SPF) 
G2= nonsponsoring firms (NSPF) 

Predictor Xt = company si.ze 
X2 = capital structure 
X3 = age of the company 
X4 = degree of institutionalization 
xs = geographic scope 
X6 = product type 1 (consumer product) 
X7 = product type 2 (industrial product) 
XB =tangibility of product 
X9 = decision maker status 1 (top management) 
X10= decision maker status 2 (public relations) 
X11= market type 
X12= intensity of promotion 

Data were collected by a 
questionnaire developed for this 
purpose. The questionnaires were 
personally delivered to and collected 
from the general or marketing managers 
of the firms in the sample. 98 usable 
questionnaires ( % 89 response rate ) 
were included in the final analysis. 
Inclusion of sponsorship in the 
promotion mix was chosen as the 
criterion variable. The firms specified 
on a two point scale whether or nor they 
had allocated budget for arts and sports 
sponsorship. The sample was 
divided into two groups of 
companies as sponsoring and 
nonsponsoring firms. The group of 
sponsoring firms (55.1 % of the sample) 
included those firms that 
allocated some part of their 
promotion budget to sponsorships. 
Nonsponsoring firms (44.9 % of the 
sample ) were those firms that didn't 
allocate any budget to any type of 
sponsorship (arts or sports). The average 
lenght of the practice of sponsorship in 
the first group was 8.94 years and % 30 
of the sponsoring firms have been using 
sponsorship as a promotion tool for more 
than 10 years. 

The set of firm characteristics (Table 
2) · used as predictor variables for 
sponsorship practice were intervally 
mea~ured. Company size was taken as 
the total yearly sales turnover in 
Turkish Liras ( both national & 
international). Capital structure was 
specified as % 100 local cap~tal,local & 
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foreign capital, and % 100 foreign 
capital. Around % 66 of the firms 
in the sample were operating with local 
capital and % 11 were founded by 
% 100 foreign capital. The age of 
the company was measured in years 
on five categories.The average age 
of the sample was determined as 30 
years. Degree of Institutionalization 
expressed the extent of dom~nance of 
professional and for owner manager in 
decision making.Respondants specified 
whether owner manager , owner & 
proffesional manager equally , or 
proffesional manager was/ were dominant 
in decison making. Frequency 
distribution of the above alternatives 
were around % 17, % 45 and % 36 
respectively. Geographic Scoee of 
the company can be reg~onal , 
national , international , and global. 
Around % 48 of firms stated their 
scope of operation as international, 
and % 20 as global. Product ~! 
measures whether the company bas~cly 
produces consumer products , and 
product type-2 measures whether 
the company produces industrial 
products .Tangibility of product 
measures whether or not the company is 
basicly a service producer. Decision 
maker status for sponsorship was 
measured at two levels. Decision maker 
status -1 measures whether the 
ult~mate- decision for sponsorship is 
made at the top level management 
and decision maker status-2 measures 
whether the decision is made at the 
public relations department level. 
Decision maker's status variables were 
reported by checking one of the 
alternatives of always , sometimes , and 
never.The respondants clarified whether 
or not a declining market would 
represent their market ~ on a scale 
that ranged from represents well to 
doesn't represent. Intensity of 
promotion in the indusrty was measured 
on a scale that ranged from very intense 
to not intense at all. Around % 50 of 
the firms were operating in industries 
with very intense and intense 
promotional efforts. 

Responding companies were also asked 
about their agreement on the 
appropriatenes of several promotional 
objectives · to sponsorship. 
Appropriateness of sponsorship to 
promotional objectives were indicated 
on a five point scale ranging from 
completely appropriate , to not 
at all appropriate . Sponsorship was 
considered appropriate for generating 
awareness among potential customers 
for the company (4.02), enhacing company 
image (4.47)', and for stressing the 
social responsibility of the firm (4.22). 

Sponsorship and Company 
Characteristics 

Discriminant analysis was performed to 
determine the explanatory power of 
company characteristics as predictor 
variables (Table 1 ) on a firms 
choice of sponsorship as a tool 
in the promotion strategy • The 
resulting canonical discriminant function 
coefficients are given in Table 2 . 

TABLE 2 
SPONSORSHIP DISCRIMINANT ANALYSIS 

UNSTANDARDIZED CANONICAL DISCRIMINANT 
FUNCTION COEFFICIENTS 

Predictor Explanation 
Variable 

Coefficient 

X1 company size 
X2 capital structure 
X3 age of the company 
X4 degree of institutionalization 

.22 

.63 
-.01 
.15 

-.06 
.75 
.25 

1.42 

X5 geographic scope 
X6 product type 1 
X7 product type 2 
X8 tangibility of product 
X9 decision maker status 1 

X1 0 decision maker status 2 
X11 market type 
X12 intensity of promotion 

Constant 

-.13 
.60 

1.11 
.30 

-8.03 

Chi square - 38.945 OF - 12 P= .0001 
Canonical correlation - .7036 
Wilks' Lambda - .5050 
Group means G1 - 1.0528 

G2 - -.9024 
( G1 - sponsoring firms, G2 - nonsponsoring firms) 

Data from 65 firms were used in the 
analysis and 33 firms were ignored 
because in their responses there were 
missing values for one or more of 
the predictor variables. The canonical 
discriminant function was significant 
( p=.0001, chi square = 38.945, OF 12 ) 
and the group centroids (G1=1.0528, 
G2=-.9024) differed significantly . 
Canonical correlation was found to be 

.7036, the square of which (.495) 
can be interpreted as the proportion of 
variance in the function explained by 
the groups (Klecka, 1975 ). The 
probability of the two groups having 
similar means within the function is 
low. 

Correlations 
variables 
discriminant 
Table 3 • 

between 
and 

functions 

discriminating 
the canonical 

are given in 
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TABLE 3 
SPONSORSHIP DISCRIMINANT ANALYSIS 

CORRELATIONS BETWEEN DISCRIMINATING 
VARIABLES AND CANONICAL DISCRIMINANT 

FUNCTIONS 
( Variables ordered by size of 
correlation within function) 

Variable Explanation Correlation 

X1 company size .4125 
X10 decision maker status 2 .3887 
X8 tangibility of product .3506 
X11 market type .3480 
X2 capital structure .3154 
X4 degree of institutionalization .2745 
X12 intensity of promotion .2546 
X9 decision maker status 1 .2396 
X7 product type 2 .1908 
X5 geographic scope .0946 
X3 age of company .0641 
X6 product type 1 .0341 

The function can be used for 
interpretation. The contribution of 
predictor variables ( firm 
characteristics) in differentiating 
between the two groups of firms 
(sponsoring and nonsponsoring ) can be 
assessed by using the structure matrix 
(Hair 1979) . The variables in table 
3 are ordered by size of correlation 
within the function. For sample 
sizes of + 100, variables with 
correlations .30 or above can be 
considered significant (Hair 1979). 

TABLE 4 
SPONSORSHIP DISCRIMINANT ANALYSIS 
UNIVARIATE ANALYSIS OF PREDICTOR 

VARIABLES 

Predictor Group Means Wilk's F Significance 
Variable SPF NSPF Lambda 

X1 4.53 3.45 .86 10.51 .002 
X2 1.63 11.23 .91 6.14 .015 
X3 2.43 2.31 .99 0.25 .616 
X4 2.40 2.03 .93 4.65 .034 
X5 2.90 2.74 .99 .55 .459 
X6 1.43 1.40 .99 .70 .789 
X7 1.37 1.20 .96 2.25 .138 
X8 1.70 1.37 .89 7.59 .007 
X9 1.73 2.14 .95 3.54 .064 
X10 1.50 1.06 .87 9.33 .003 
X11 1.43 1.06 .89 7.48 .008 
X12 2.70 2.23 .94 4.00 .049 

( SPF - sponsoring firm, NSPF - nonsponsoring firm ) 

Company size {X1) , decision maker 

status -2 {X10) ,tangibility of product 
{X8) , market type (X11) and capital 
structure (X2) were found to be the 
predictor variables with correlations .30 
or above within the function {Table 3 ). 
univariate analysis of predictor 
variables are given in Table 4 . Group 
means of predictor variables for 
G1 (sponsoring firms) are higher 
relative to group means for G2 
(nonsponsoring firms) . 

The results indicate that there is a 
positive relationship between using 
sponsorship as a tool in the promotion 
mix and being a large company, being 
a service producer, being a company 
with joint capital structure (local 
and foreign) , having public relations 
manager as the decision maker for 
sponsorship and competing in 
declining markets . In order to test 
its discriminating ability, the 
canonical discriminant function was 
used to classify the sample firms 
into two groups as sponsoring (G1) and 
nonsponsoring (G2) firms {Table 5 ). 
The function correctly classified % 80 
of group one {sponsoring) companies and 
% 91.4 of group two (nonsponsoring). 
companies. 

TABLE 5 
CLASSIFICATION RESULTS FOR 

SPONSORSHIP DISCRIMINANT ANALYSIS 

Actual Number of Cases Predicted Group Membership 
Group (n) G1 (SPF) G2 (NSPF) 

n % n % 
G1 (SPF) 30 24 80.0 6 20.0 
G2 (NSPF) 35 3 8.6 32 91.4 
Percent of grouped cases classified correctly - 86.15 
( G1 -group 1, G2 -group 2) 
( SPF -sponsoring firm, NSPF - nonsponsoring firm ) 

Total percent of grouped cases classifed 
correctly was 86.15. When compared 
with proportional chance criteria 
(.503) the percentage of cases that 
would be classified correctly due to 
chance(.503) was found to be 
significantly different than the 
classification accuracy of the 
function, %.86.25 ( Z= 5.79, higher 
than Z= 3.60 p= .0002) (Lehman 
1990) • The comparison leading to the 
conclusion that the classification 
power of the function is high. 

summary and Conclusion 

Sponsorship discriminant analysis 
yielded a significant function that has 
considerable discriminating power 
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between sponsoring and nonsponsoring 
firms.Company size, decision maker's 
status within the company, tangibility 
of product, market type and capital 
structure were identified as variables 
which contribute most to the difference 
among the two groups of companies. 
Sponsorship objectives (Witcher 1991; 
Gardner & Shuman 1987),measurement of 
sponsorship results, type of sponsored 
activity (Gardner & Shuman 1987) and 
recall of sponsoring company name 
(Wright 1985) were previously researched 
topics related to sponsorship. Present 
findings contribute to the body of 
knowledge in this field by adding a new 
dimension to the investigation of 
sponsorship in marketing literature.The 
country specific nature of the study 
brings in an opportunity to test the 
relevance of findings cross culturally. 
The results summarized above are 
tentative and provide partial answers to 
the relationship between firm 
characteristics and choice of 
promotion mix. The findings are limited 
to a defined population frame and a 
single type of sponsorship activity 
art sponsorhip. Theoretical interest in 
this widely used promotion tool 
has been negligible. Further empirical 
research is needed for determining 
strategy implications and theoretical 
standing • of sponsorship practice in 
promotional strategy and marketing 
theory. 
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ABSTRACT 

Several industries will be greatly affected by the 
changes in Europe especially the financial 
services. These new changes have made smaller 
financial institutions reconsider their options of 
globalizing their services while larger 
corporations are concerned about their 
marketing strategy in order to maintain a 
competitive advantage in Europe. These 
forthcoming changes and their implications are 
of great concern to U.S. banks which have 
invested or plan to invest in Europe. This 
paper attempts to explore these changes and 
their implications for U.S. banks and also 
suggests strategies for the global marketers. 

INTRODUCTION 

Having a single, unified European market in 1992 
has been a goal set by the European 
Community's (EC) founders since 1957. 
However this unification has brought both 
concern and unanswered questions to many 
individuals and corporations. The EC's plan to 
design a common market for goods, services, 
capital and labor can either bring opportunities 
or threats . to many European and foreign 
businesses. 

The opportunities for many industries to go 
overseas and compete for shares in the global 
market are endless. The new Europe, so-called 
"United States of Europe," will provide 
international companies with the ability to do 
business throughout the community in a more 
efficient and productive manner. With the right 
product or service, sufficient funding, good 
management and proper marketing strategies 
any industry would have a fair chance to 
compete in the European market. But what 
would an industry do if they were put at a 
competitive disadvantage even before they were 
able to enter the market? This is the general 
scenario for the United States banking industry 
abroad. The U.S. government has basically laid 
down banking regulations that have left U.S. 
banks with no .choice but to back out of a 
potentially growing market? This paper 
therefore attempts to explore changes and 
marketing strategies that U.S. banks need to 
overcome. The balance of the paper is 
organized into four sections. Section two 
examines perspectives of European and American 
banks. Section three explores regulatory forces 
affecting U.S. banks. Section four discusses 
strategies for U.S. banks. Concluding remarks 
are summarized in section five. 

PERSPECTIVES OF EUROPEAN AND 
AMERICAN BANKS 

Financial market integration is a major building 
block in the planned single market program. The 
financial sector forms an important part of the 
infrastructure. and is really the heart of the 
market economy. The elimination of economic 
barriers across Europe should increase business 
activity and therefore create a greater demand 
for financing. Europe's industries should also 
see a greater need for restructuring and in turn 
will require additional funds for mergers, 
acquisitions, recapitalizations, etc. Competition 
will become greater probably causing financial 
services to become more efficient and resulting in 
lower prices. This in turn will create an even 
greater demand for financial services across 
Europe and eventually will produce economic 
growth. Competition is assumed to drive down 
prices from 7%-8%, putting the annual benefit to 
consumers at $26 billion (22 ecu) (Letovsky and 
Murphy 1991). 

European banks have already begun to take 
advantage of some of the opportunities set by the 
single market program. They have started 
expanding their operations through acquisitions 
of other banks, through mergers with each other 
to create larger institutions spanning intra-EC 
borders, and through cooperative agreements 
between various EC-based banks to provide 
reciprocal services for each other's customers. 
Capital should be free to flow wherever customers 
and suppliers need it most. The EC banks are all 
eager to have a good position in the huge 
financial market. 

To expand their services, European banks are 
offering their customers new products, such as 
insurance, by forming links with insurance 
companies. This should result in stronger 
customer relations within their own countries. 
They will also be able to provide services ranging 
from lending and leasing to security trading and 
underwriting. The playing field for financial 
services will eventually be leveled by a common 
legal structure, harmonization of monetary and 
tax regimens, and common regulations for 
competition and mergers {Orr 1989). 

American Bauka 

Presently U.S. banks have approximately a 
$240, 000 billion stake in the EC, representing 
about 5% of banking assets. There are 33 U.S. 
banks that are operating about 149 branches in 
the EC and 17 banks own subsidiaries. In the 
past, the presence of U.S. banks has been 
relatively well established {McNees 1991). They 
have operated branches in the EC because the 
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branches have been less costly than 
subsidiaries. But with EC 92 on its way, many 
of the benefits U.S. banks have been able to 
enjoy may just be a thing of the past. Today, 
we are seeing a general withdrawal of U.S. 
banks in non-domestic markets, causing their 
competitiveness to shrink. Many U.S. banks 
have withdrawn from European product markets, 
such as gilts, Eurobonds and Eurocommercial 
paper. Banks such as Manufacturers Hanover 
and Chemical have entirely sold their European 
branch networks. Other banks, such as Chase, 
have just limited their international presence. 
Why are U.S. banks bailing out at a point in time 
when we are seeing a growing number of global 
companies doing substantial business abroad? 
Before we can try to answer this question we 
have to look at some of the banking regulations 
that will affect the U.S. operations in the EC-
1992 market. 

REGULATORY FORCES AFFECTING U.S. 
BANKS IN THE EUROPEAN COMIIIJNITY 

Problems of International Bank Expamdo:n 

Whenever a business enterprise decides to do 
business in a nation other than its own, it must 
learn how to cope successfully with the legal 
environment of the new host nation. In many 
industries, this task does not involve merely the 
shedding of the home nation's legal requirements 
and replacing them with the host nation's laws 
and regulations. The banking industry often 
requires a bank which expands internationally to 
add the regulatory requirements of the host 
nation to those of its home nation, and then to 
comply with a third regulatory network which is 
formed by the merger of the regulations of the 
home nation and the host nation. 

More than one hundred U.S. banks have 
accepted this challenge and have expanded 
internationally through hundreds of branch 
locations. A large number of these branch 
locations have been established in the twelve 
European Community nations by satisfying each 
nation's regulations. After1992, however, U.S. 
banks operating within the Community will face 
the additional obstacle of a cohesive set of 
banking regulations issued by the European 
Community. These regulations are designed to. 
create one banking market in the Community, 
but they will allow each Community nation to 
continue to regulate certain aspects of banking 
within that nation. This additional layer of 
regulation creates some opportunities and some 
obstacles for U.S. banks who want to do 
business in the Community. Success will depend 
on whether a U.S. bank learns how to minimize 
the obstacles while seizing the opportunities. 

The Basle Efforts to Improve International 
Banking 

The leading banking nations which formed the 
Basle Concordats already have removed some of 
the obstacles which existed for banks expanding 
to the European Community. These nations 
include the United States and many European 
Community nations and others who have 

intensified their supervision of the soundness of 
banks registered in their nations. They placed 
a degree of responsibility with each nation for the 
acts and financial soundness of its banks. They 
took their most significant step towards fostering 
international banking competition in December 
1987 when they agreed to establish uniform 
capital requirements of banks operating 
internationally. They subsequently agreed that 
by December 31, 1992, an international bank 
doing business in any of the twelve participating 
nations must have capital which is equivalent to 
no less than 8% of its assets weighted by risk 
(Letovsky and Murphy 1991). This allows much 
greater equality in the treatment of banks than 
that which existed before. 

The agreements of this so-called "Group of 
Twelve" are useful. They provide the 
groundwork for an international system of bank 
regulation that might exist in the future. 
However, they are very limited in the scope of 
what they cover. Also, the protection they 
provide is far from perfect, as demonstrated by 
the losses incurred by investors when the Bank 
of Commerce and Credit International recently 
failed. 

The supreme law of the European Community is 
the Treaty of Law, which was adopted in 1957. 
The Treaty of Rome gives to each business within 
the Community the right to sell services to 
persons throughout all Community nations. 
Usually there is no requirement that a provider of 
services must be established in the Community 
nation in which the services are provided, as 
long as the business is established or authorized 
to do business in one Community nation. 

Community banking institutions have long 
enjoyed the right to sell banking services 
throughout the Community without the need to 
create a subsidiary in the Community nation in 
which the services are sold. Beginning in 1993, 
Community banks will have even greater access to 
Community customers, who will be able to 
maintain bank accounts in various Community 
currencies. 

Under Council Directive 89/646, the "Second 
Banking Directive," a bank which obtains a 
license to do business in any Community nation 
normally will have the right to conduct banking in 
every Community nation without obtaining an 
additional license. In essence, the Community 
has become the equivalent of one nation for the 
purposes of bank licensing. Branches of 
Community banks also will enjoy liberalized 
reporting requirements and tax benefits under 
the Eleventh Company Law. 

Community banks still will face certain 
limitations. For example, banks will be required 
to maintain minimum capital levels, to meet 
solvency ratios, to disclose major shareholders, 
to limit their participation in non-financial 
entities and activities, and to adhere to sound 
accounting practices (Letovsky and Murphy 
1991). Community Banks also will be subject to 
some regulations imposed by Community nations. 
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A Community nation will still have the right to 
pass regulations determining the qualifications 
of bank management and major shareholders of 
banks licensed by it, while host nations may 
pass liquidity requirements and other risk­
protection requirements. The primary 
requirement for such national regulations is that 
they apply equally to domestic and non-domestic 
banks. Large bank mergers, takeovers and 
joint ventures will be regulated both by the 
Community and Community nations. Community 
nations will regulate small bank mergers and 
takeovers. 

Community banks also will enjoy wide latitude of 
their permissible activities. Community banks 
may deal in securities, participate in financial 
leases and conduct other investment services, 
regardless of whether they form a separate 
subsidiary for such activities. A Community 
nation which licenses a bank may not restrict 
these activities in other Community nations, 
although it can prohibit such activity in its own 
nation to protect the public welfare. 

U.S. banks doing business in the European 
Community will desire the same benefits and 
opportunities enjoyed by Community banks. 
However, the Community requires that U.S. 
laws provide ""effective" access to the U.S. 
banking market before U.S. banks will share the 
privileges of Community banks. Since U.S. 
banking laws are quite restrictive, this 
requirement poses a significant problem to U.S. 
banks. Current operations may be grand­
fathered, but those banks seeking new access or 
expansion in the Community may be hampered. 

The vast majority of U.S. banking locations in 
the Community are in the form of branches 
( i. e. , unincorporated extensions of U. S. 
banking corporations) . A U.S. bank that 
desires full and equal participation in Community 
privileges should create a Community subsidiary 
if U.S. banking law continues to restrict 
banking access. Apparently, such a subsidiary 
would be a "Community bank" and enjoy the 
same privileges enjoyed by other Community 
banks. Of course, further regulations, laws or 
European court decisions can change this 
situation. 

United States Regulationa 

United States banking regulations have 
developed in an odd fashion which generally 
allowed each state to determine under the 
McFadden Act how U.S. banks could expand 
within the state. Some states allowed banks to 
have only one branch; others limited bank 
branches to a county; and others allowed 
expansion throughout the state. Until 1975, 
U.S. banks generally could not open branches in 
other states due partially to the Douglas 
amendment. Since then, branching and bank 
services have begun to expand interstate, but 
usually on a reciprocal or regional basis, or to 
save a failing institution. The current 
environment rewards banks who monitor 
developments in other states and remain ready to 
pounce on opportunities to expand through 
these loopholes. Oddly enough, it will be more 

difficult for a U.S. bank to expand throughout 
the United States than to expand throughout the 
European Community. 

The Glass-Steagall Act of 1933 prohibited U.S. 
banks from underwriting, selling or distributing 
securities in the U.S. Although significant 
inroads have been made upon the Glass-Steagall 
prohibitions, it remains a formidable limitation on 
U.S. banks. Commercial banks also cannot have 
officers, directors or employees in common with 
securities firms, and deposit-taking banks cannot 
act as investment houses (Litovsky and Murphy 
1991). 

U.S. banks doing business in the European 
Community face far less restrictions. Branching 
limits depend on the law of the "host" country, 
and Community law has been much more liberal 
than U.S. state limits. The Glass-Steagall limits 
upon securities transactions and many other 
limitations on U.S. banks do not apply outside 
the U.S. This allows U.S. banks operating in 
the Community to underwrite, sell and distribute 
securities, to manage mutual funds, and to 
conduct more insurance and other activities 
there. U.S. bank holding companies are allowed 
to invest directly in Community companies, 
although some U.S. restrictions exist. The U.S. 
allows a U.S. bank to establish branches in the 
Community (and elsewhere) if it commits 
$1, 000, 000 of capital and surplus to do so. 
Permission to form subsidiaries of U.S. banks 
may be similarly obtained. 

Since "effective" access to the U.S. market will 
be required by the European Community before 
branches of U.S. banks enjoy Community 
privileges, the regulatory restrictions placed on 
Community banks in the U.S. are very important. 
Community banks are allowed to open branches 
and subsidiaries in the U.S. , and even to acquire 
U.S. banks. Unti11978, all foreign banks could 
open branches without the limits placed on U.S. 
banks, but the International Banking Act applied 
these limits to foreign banks. U.S. branches of 
Community banks are subject to many of the same 
regulatory requirements as U.S. banks (reserve 
requirements, limits on non-banking activities, 
etc.). 

It is difficult to determine whether the Community 
would view the application of limits on U.S. banks 
to Community banks as denying Community banks 
effective access to the U.S. market. Such a view 
would, of course, support the conclusion that 
U.S. banks also do not have effective access to 
the U.S. market (and some U.S. banks might 
agree with this)! However, it is also possible 
that U.S. government approval of Community 
banks' requests for interstate expansion, where 
legally allowed, has been denied or limited to the 
extent that effective access can be viewed as not 
available in the U.S. 

STRATEGIES FOR U.S. BANKS 

The evolution of the new European market will 
dramatically affect operations of U.S. financial 
service suppliers. Financial institutions that 
understand both the changes and their 



374

ramifications will be able to move ahead of their 
competitors. Suggested strategies for the U.S. 
financial marketers and policy makers are: 

. [ 1] Researeh and study the marketing 
enVll'ODIIIeDt: In order for banks to successfully 
compete in Europe they would have to research 
and study the changes in commercial, financial, 
legal and tax issues. Banks would have to 
carefully consider all the implications and 
consequences of these issues in order to analyze 
their own strengths and weaknesses and to 
examine their opportunities and risks from this 
new market in 1992. In addition, they should 
consider all strategic options available to them 
for marketing their services. In spite of all the 
changes in legislation concerning financial 
services, banks seem very eager to participate 
in the European Market. Banks have 
reorganized their management and marketing 
strategies to meet their new competition. 
Furthermore, they have organized and 
participated in several bank organizations set up 
by the Economic Community such as EBIC, 
ABECOR and Europartners providing 
information regarding available options for 
competing in the new EC market. However 
banks will have to initiate their entering the 
European Market now in order to gain a 
competitive advantage. For the most part banks 
will have to think "national" in regards to 
governmental regulation but would have to think 
"local" in regards to consumer tastes. 

[ 2] Satiafy local needs: It can be 
expected that non-EC banks will try to establish 
more intensive customer relations on a regional 
basis. For example, American Express is facing 
many challenges in trying to implement a pan­
European strategy. Each market has a different 
set of problems and local managers have to 
address them differently. For instance in order 
for American Express to market their credit 
cards in Germany they weN forced to cut their 
annual fee by 28% because bank cards were 
perceived to be less expensive but equally 
useful (Levin 1992). In the U.K. Amex 
successfully targeted the most frequent card 
users by advertising free restaurant meals or 
discounts as rewards for repeat use of their 
cards. Yet they were not successful in France 
due to a big difference in commission rates with 
other charge cards such as Visa charging 0.8% 
and Amex charging 3%-4%. American Express 
like many other financial institutions is faced 
with the dilemma of standardizing or customizing 
their services. It is clear that by forming a 
unified European Market the laws will not 
eliminate cultural differences that are found in 
Europe. Banks will have to diversify their 
services to meet all types of consumers needs. 

[3] Consider investing in and expmding 
R l Din order to focus on markets in Burupe: 
Banks should research the cultural differences 
of the different target markets and their impact 
on the services they want to market. American 
Express has followed a "build rather than buy 
strategy." For instance, they planned to target 
close to five million households in the United 
Kingdom with annual incomes of over 20,000 
pounds (about $35,000) through their new fmancial 

planning unit, ACUMA, based in London. Amex 
has already set up five companies southeast of 
England where there is a fairly large percentage 
of people who earn more than 20,000 pounds per 
year. ACUMA's main focus is to train UK citizens 
to sell UK products. It has taken Amex two years 
to get ACUMA ready and working. With the 
purchase of Devonshire Life, a small British life 
insurance company, in 1989, they were able to set 
up an operation for selling insurance and pension 
products to the British under UK law. They 
designed their computer system IDS, which 
maintains their financial activities in the UK to 
interface with ACUMA. With this they were able 
to determine how much British save for their 
future. They evaluated that the British have 
more money than they think and have relatively 
no plan of saving for their future. Many British 
subjects die without wills and a good percentage 
of them have a considerable change in lifestyle 
when they retire. Another difference is that 
Bri?sh v?ves ~ve ve~ little knowledge of their 
family fmancial affairs. By evaluating the 
differences in British financial plans Amex has a 
better understanding of how to market their 
services. Amex is planning to implement ACUMA 
into the re~t of Europe but on a country by 
country basis due to the cultural difference they 
will encounter. This offers an advantage to 
American Express in that if this plan fails in one 
country it will not necessarily fail in others. 
American Express has the option of enhancing 
their services in order to meet the necessary 
requirements for improving their image. 
However this could offer drawbacks to firms in 
that it's time consuming and very expensive to 
maintain. 

[ 4] Differentiate U.S. financial seniceB. 
It is imperative that banks learn to distinguish 
between American and foreign financial services. 
For instance, in Europe a lot of financial 
activities do not take place in the stock markets 
but between private companies. For this reason 
EC banks offer better services to businesses than 
branch networks. Although branches are facing 
stipulations of being limited in their services they 
are still relatively low in cost and can provide 
banks ~th specific information about impending 
transactions. U.S. banks could consider 
reorganizing their European branches into 
subsidiaries, thereby allowing them to take 
advantage of a single license for their financial 
services. 

[5] Increase pene1:l'ation af RC mariurt: 
American banks can also consider increasing 
their activities in Europe by buying into the EC 
before possible protectionist barriers are 
implemented in 1993. However U.S. banks better 
act now because according to a survey performed 
by KPMG Peat Marwick, Germany increased their 
acquisitions by 400% and Swedish companies were 
not far behind with a 12 fold increase. As the 
European banks continue to grow so will their 
knowledge and experience thereby decreasing the 
U.S. competitive advantage. At this time 
Regulation K still limits American banks in their 
activities overseas. 
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. (6] Apply niche marketing to COIIIIUJII8r 

markets: U. S. banks may want to focus on 
certain retail banking services thereby 
providing for them a niche. American banks 
could center their services to residential 
mortgages, credit cards, and private banking 
(customized services for wealthy individuals). 
Morgan Bank is utilizing such a strategy in their 
European Plan for 1992. In essence they want to 
strengthen their reputation as a client based 
international bank. J.P. Morgan & Company has 
a long history in Europe starting with their 
parent institution Peabody and Company in 
London. They trail other institutions in Paris, 
Frankfurt and Brussels. Although Morgan has 
a reputation for conservative management, it has 
innovated a new mode of risk management 
including currency and interest rate swaps. In 
1988 the bank structured the Mexican debt-for­
equity swaps in an attempt to alleviate the LDC 
debt problem. Morgan Bank is one of the many 
U.S. banks which offer their skills in the areas 
mentioned. Their services are expected to grow 
in demand. Banks considering this strategy 
could evaluate private banking as an 
opportunity. Credit cards can be serviced 
through the mails and mortgage lending can be 
handled through a distribution network of U.S. 
banks allied with EC institutions. American 
banks should try to segment themselves to areas 
where it would prove costly for EC banks to 
enter. This strategy does offer some 
drawbacks. By focusing on specific segments of 
the financial market you lose focus of commercial 
and corporate markets available in the EC. 
European banks should also join in providing 
services to specialized segments and thereby 
have a local advantage. -

The best way to meet the new challenges of the 
EC is to push for the elimination of barriers that 
have prevented U.S. banks from expanding 
geographically. The U.S. financial framework 
must be modernized to allow banks the flexibility 
they need to serve their customers in both 
domestic and global markets. Banks planning to 
reduce their spending in Europe should consider 
the concept and consequences that a single 
European Market can bring. If the European 
Community unites this alone will increase 
consumer and government spending thereby 
increasing capital flow. Financial services will 
be greatly needed in order to help facilitate 
business activities. Banks should consider that 
it is not wise to cut back services at a time when 
an economy is growing such as this one. Banks 
may want to use the time to introduce new and 
improved services to attract new and larger 
investments. On the other hand banks would 
want to act cautiously due to the heavy 
investments that they have made in other 
international areas, such as Latin American and 
developing countries. These investments have 
seriously affected many large banks in such that 
they cannot invest as much as they would like 
to. 

Overall banks would have to improve and 
organize their strategic approach for Europe 
1992. It is clear that this new market presents 
a vast number of opportunities for both small 
and large financial institutions. Smaller banks 

can now consider going global due to the increase 
in freedom for financial suppliers. However this 
new market can also bring threats from new 
competitors, especially European banks. These 
banks possess an advantage because they are 
local and understand their local needs. As well 
as they have more protection and authorization 
than foreign banks. Nonetheless, the EC is 
providing both European and foreign banks equal 
access to the new market. However foreign 
banks, especially the U.S. banks will have to 
increase their market capabilities in order to 
attract and maintain customers. 

['l] Lobby 8lld modify regulatimulllawa: 
In order for U.S. banks to compete against the 
European banks American banks would have to 
petition for modification of U.S. laws to Congress 
regarding changes to the Glasa-Stegall Act and 
the Regulation K. For instance, U.S. banks may 
consider lobbying to Congress about reducing 
their restrictions on overseas financial 
securities. In September 1990 the Federal 
Reserve Board granted Morgan Guaranty the 
right to engage in security underwriting in the 
United States, subject to certain restrictions. 
For the most part American banks should not 
count on any quick legislative fix to boost their 
competitive position in the EC due to Congress's 
traumatic experience with the S&L disaster. 
Congress is at the moment approaching changes 
in the financial industry with extreme caution. 

[8] Waigh cmmmudty n:pemdon apiDat 
other oppartmdtfaa: The relaxation of bank 
expansion limits in the U.S. has created lucrative 
opportunities for U . S. banks to eXlJBlld to other 
parts of the United States. Expansion 
opportunities also exist in other promising areas, 
such as the Pacific Rim nations. U.S. banks 
should not become overly preoccupied with EC 
issues to the extent that they overlook other good 
expansion opportunities. It would be wise to 
make reasonable efforts to seize community 
opportunities as long as these do not interfere 
with other more secure expansion possibilities. 

CONCLUDING BBIIARKS 

For American banks, the biggest cbaJlenge comes 
from within. Government banking regulations 
has left the U.S. at a competitive disadvantage. 
Many American bankers view the declining 
competitiveness of U.S. banks as a golden 
opportunity to lobby Washington for permission 
to sell insurance and securities at home as well as 
abroad. Overall, the American economy will be 
the biggest losers as banks pull out of foreign 
markets. They will generate fewer jobs and 
profits and their expertise in some areas of 
international lending will decline. 

The fact that the EC is providing more leadway 
for financial suppliers is without a doubt going to 
improve the European economy. Simply by 
having a less restricted cash flow in the economy 
businesses will benefit in the sense that they will 
have less transactions to deal with in order to 
run their business. For instance, business will 
find it easier to invest and monitor their 
finances. In return banks will have more capital 
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to lend out to other businesses. This in essence 
produces a cycle of cash flow for Europe. Since 
the EC has made it easier for both European and 
foreign banks to compete this should not only 
increase the cash flow of the European market 
but of other international markets. The United 
States by all means can not be a part of this 
since they are heavily invested in Europe. U.S. 
banks will not want to lose control of this 
gigantic financial market which could prove 
disastrous to the U.S. economy. If the 
European banks enter the U.S. with a 
competitive advantage over U.S. banks, the 
U . S. will not only lose control of the financial 
industry in Europe but in the U.S. as well. 

Somehow during September and October, 1992 
there appeared deep economic divisions hurting 
the European Community. The European 
monetary system fractured during the 
September 1992 crisis. Both England and Italy 
pulled out of the EC monetary system. 
According to Prime Minister John Major the 
European exchange rate mecbanism is flawed and 
must be reformed before Britain could consider 
rejoining. 

In order for both the U.S. and European banks 
to compete equally in this new market banks 
might want to consider forming joint ventures. 
In many cases the U.S. banks have an 
advantage in that they are more skillful and 
have better knowledge in the financial industry 
than their European counterparts. However the 
European banks have an advantage in that they 
are local and understand local needs. As well 
European banks do not possess limitations and 
restrictions as foreign banks do. American 
banks considering the European market for the 
first time should study the market very 
carefully. U.S. banks may concentrate on 
looking for other banks they can merge with in 
order to compete in Europe. Large American 
banks that have already advertised in Europe 
and are well known there may want to compete 
through their subsidiaries, since they will be 
entitled to a European banking license. In many 
cases American banks already operate through 
subsidiaries or branches therefore this would 
not present a major change or an increase in 
funding. For the most part there will probably 
be an increase in all of these activities and 
others as well in the years to come. Nonetheless 
U.S. banks will see an increase in their 
international operations because of this new 
market. Other new regions will provide markets 
in the near future, thereby increasing free 
trade in the financial world. Hopefully banks 
and other businesses will benefit and learn to 
extend their services globally. 
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Abstract 

Since United Europe is a very large market, it 
provides new challenges as well as opportunities 
to American firms. It is necessary to predict 
certain behaviors after 1992 and evaluate the 
opportunities they may create. Based on market 
conditions, a series of four key strategies are 
discussed which are likely to help American firms 
succeed in Europe now as well as in the future. 

Introduction 

As European markets attempt to unite in 1992 and 
beyond there will be spectacular opportunities as 
well as significant threats for American 
multinational firms. In order to penetrate the 
fortress Europe as well as to take advantage of 
the newly forming markets, American firms must 
understand some of the expected key changes, must 
assess the opportunities associated with these 
changes and must develop marketing strategies 
accordingly. Based on these ideas, this paper 
has three key objectives: (1) Examine the 
expected changes in Europe, (2) Assess market 
opportunities to emerge in Europe by 1992 and 
beyond, and (3) Identify some key strategic 
options which would enable American firms to be 
successful in the forthcoming European markets. 

Europe in 1992 

Although the planned economic unity recently has 
been put on hold, it is quite reasonable to 
assume that in the near future a United Europe 
will still emerge. With the extended economic 
and political unity there will be at least six 
key developments (Higgins and Santalainen 1989): 

(1) Elimination of customs barriers and 
immigration restrictions at the twelve 
national borders within the EC. 

(2) Reduction of fiscal frontiers in terms of 
standardizing tax rates or creating a 
European Currency. 

(3) Harmonization of product and service 
standards among the member countries. 

(4) Shifting power from individual countries to 
the center, i.e., Brussels. 

(5) Growth in markets and in some major European 
companies. 

(6) Increased "war like" competition among 
Europe, Japan and the U.S. 

These developments and the formation of a single 
market are likely to trigger certain behaviors on 
the part of European companies. Many European 
industries such as steel, pharmaceuticals, 
transportation and banks are marked by excessive 
overcapacity and high fixed costs. Two types of 
behaviors may ensue. First, with the emergence 
of United Europe, many companies that have excess 

capacity, may produce numerous cheaper and more 
economical products that would appeal to the 
marginal and submarginal European markets. 
Second, some firms will develop more focus to 
cope with overcapacity. Electrolux is an 
example. The company has closed or focused every 
factory it has acquired over the past ten years. 
It manufactures all front loading machines in 
Pordenone, Italy, all top loaders in Revin, 
France and all microwaves in Luton, England 
(Friberg 1989). 

European managers, because of the emergence of a 
United Europe, will attempt to develop more scale 
economies. Currently such economies are not 
widespread in Europe. Eleven companies now 
compete for the $8 billion European market for 
central telephone exchanges while in the U.S. 
there are only four. European companies are 
beginning to form strategic alliances such as 
joint ventures. Such strategic alliances will be 
encouraged with the emerging United Europe and 
inclination to develop economies of scale. AT&T 
and the Italian telecommunication giant, Italtel, 
recently formed a joint venture. Unilever • 
Lufthansa and Electrolux are taking the necessary 
steps to achieve scales. Deutsche Bank has a 
one-stop strategy for financial services that 
will allow them to compete on a level with 
Citicorp and Japan's Sanwa Bank. Deutsche Bank 
is also growing beyond its home market. It has 
recently acquired Bank of America's branch 
banking net~ork in Italy (Friberg 1989). 

European companies are likely to acknowledge 
their international competitors if they plan on 
competing effectively. They are likely to expand 
their each by strategic alliances, acquisitions, 
equity participation, licensing as well as 
partnership. In the airline industry, SAS has 
obtained substantial equity participation in both 
Texas Air and in British Midland Airways. 
Companies in Europe also have the option of 
recognizing their rivals by preempting them 
through penetrating the desired markets first. 
The increased competitiveness of many industries 
should stimulate new product development. 
Increased innovation is likely to become on of 
the European key goals of European companies. In 
the financial service industry, for instance, 
Compagnie Bancaire is imitating America's Merrill 
Lynch in developing Cash Management Accounts 
(Friberg 1989). In the process Compagnie 
Bancaire is attempting to preclude all potential 
competitors in the financial service industry 
(Friberg 1989). 

It is also expected that European companies will 
re~ognize their market opportunities much faster 
than they have in the past. As a result, 
European firms will enter the market much quicker 
in attempts to gain a larger market share. As 
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the product life cycle becomes shorter, it will 
be imperative for each firm to do their homework 
carefully before entering a market. By 
recognizing market opportunities faster, a 
greater emphasis will be placed on product 
development. Firms that want to succeed will 
need high levels of innovation and quality to 
differentiate their products. 

Finally it is expected that European companies 
will have long term goals. European firms are 
likely to realize that they have to make major 
and long lasting commitments in terms of money, 
time, service and product development for greater 
future profits. 

Opportunities for American Firms 

Expected European behaviors discussed in the 
previous section are likely to create significant 
opportunities for the U.S. firms that are already 
situated in Europe or those who would like to do 
business with Europe in the near future. There 
will also be more intensified competition for 
American firms. Awareness of such competition 
will be beneficial for American firms who would 
like to improve their competitive edge in world 
markets. 

Reduced overcapacity may create a void in some 
markets. This may mean for American firms using 
their excess capacities to enter some marginal 
and submarginal European markets. Entering these 
markets is likely to call for more extensive 
product development for these markets. These 
firms will have to assess their production 
capabilities along with the dictates of the 
specific target markets. In order for a firm to 
enter unique marketing opportunity areas that 
require unique products, the firm must have the 
technological capabilities or must obtain the 
necessary technology to generate the necessary 
products (Nelson 1989). 

Achieving scales on the part of Europeans will 
have the opposite effect on American businesses 
because of the aforementioned capacity reduction. 
As European companies strive to achieve economies 
scales in certain markets, American firms will be 
forced to become more competitive in those 
markets. They will have to enter these target 
markets more effectively and will have to adjust 
their products and their marketing mixes 
carefully. They will be forced to realistically 
assess and sharpen their competitive edge. 

In recognizing competition, European firms may 
develop better marketing strategies and try to 
preempt competition. This will force American 
firms to raise their competitive skills one notch 
above. There will have to be more commitment to 
competition and to doing well in European markets 
in the long-run. These American firms are likely 
to become more innovative in planning their 
marketing strategies and they will also develop 
more joint ventures to even out European 
competition. 

Faster 
again, 
While 

recognition of market opportunities, 
will force competition to get keener. 

Europeans may try to exercise 

protectionism, Americans will have to meet 
European standards, and learn to enter and 
penetrate European markets quickly. Thus, they 
will be forced to enhance their versatility which 
invariably improve their overall performance 
quality. 

Finally both Europeans and Americans will 
maintain long term goals. In this context 
Americans will have to learn to sacrifice short­
run bottom-line for long term entry and success 
in European markets. This will be a major 
adjustment for American firms since in recent 
years they have become too short-run and bottom 
line oriented (Onkvisit and Shaw 1991). 

Strategic Implications 

Although American firms are going to face 
increased competition, there will be significant 
new opportunities which need to be emphasized. 
Some markets are likely to expand faster and 
display great potentials. However, it is quite 
likely that Europe is not going to become one big 
homogeneous culture. Europe is composed of many 
cultures which influence people to behave and 
consume different ways. These significant 
variations in values, communications, purchase 
and consumption (Quelch, Buzzell and Salama 1991) 
are likely to remain intact for a long time yet 
to come. Cultures change very slowly, if ever. 
Cultural variations will force American 
businesses to consider specific cultural target 
markets more specifically so that they could 
cater to these special needs effectively. Thus 
in assessing market opportunities in United 
Europe, American firms will have to evaluate, 
primarily, two key variables: market potential 
and cultural variations. These two varia~es are 
used to construct a 2 x 2 matrix. Exhibit 1 
illustrates this matrix. It must be emphasized 
that these four cells are for illustrative 
purposes. In reality the two dimensions of this 
matrix indicate two separate spectra which would 
mean many deviations from the 2 x 2 matrix. The 
four cells are described in the Exhibit. 
Naturally, high potential markets are 
particularly attractive. However, cell four can 
still be considered as a secondary opportunity 
choice. Since cultural variables are low, even 
though it may not have high potential this market 
can be attractive. If a firm has excess capacity 
and if its products are suitable, it can 
penetrate this market without much difficulty. 
This entry can be quite profitable for the firm. 

High 
Potential 

EXHIBIT 1 
ASSESSING MARKET OPPORTUNITIES 

Cultural Variations 

I II 
High Risk High Lower Risk High 
Profit Market Profit Market 
(most attrac- (2nd most 
tive) attractive) 

III IV 
High Risk Low Low Risk Low 
Profit Market Profit Market 
(stay out) (secondary 

Low market choice) 

Low 
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The most attractive proposition, which is also 
the most challenging, is the upper left quadrant. 
Here American firms will have to detect cultural 
variations and therefore specific demands of the 
market (Nelson 1989). Upon this assessment the 
firm will have to move fast to develop the unique 
products and to enter the market effectively by 
using unique marketing strategies. Not having 
cultural differences implies that not 
specifically designed products needed and perhaps 
alreadY existing products are adequate. In such 
cases using unique marketing for the existing 
products may be most appropriate. The unique 
market plan here may provide the needed 
competitive edge. This situation is depicted in 
the upper right quadrant of Exhibit 1. Both 
existing products and marketing plans may be 
adapted slightly for additional local touch which 
is likely to provide additional competitive edge. 

The lower left quadrant in Exhibit 1 calls for 
new products and localized marketing practices 
for a market which does not have substantial 
market potential. Thus, it is likely to be 
ignored. The cost of developing unique products 
and unique marketing mixes would not be justified 
by the limited revenues of a limited market. 

Strategic Options for American Firms 

Exhibit 1 indicated that there may be at least 
four key strategies. These all revolve around 
developing or adjusting products and the 
remainder of the marketing mixes (Wills et al. 
1991). For instance, while the product may be 
adjusted to local needs, the marketing practices 
may remain the same. Similarly, the products may 
remain the same and the marketing practices may 
be more localized, etc. Exhibit 2 illustrates 
the four key strategic options. The Roman 
numerals on the left hand side are associated 
with the same numbers in Exhibit 1. 

EXHIBIT 2 
KEY STRATEGIC OPTIONS FOR AMERICAN FIRMS* 

I Unique Products ------> Unique Marketing 

II Standard Products ------> Unique Marketing 

III Unique Products ------> Standard Marketing 

IV Standard Products ------>Standard Marketing 

1. Unique Products and Unique Marketing: When 
the cultural differences are distinctly critical 
and the markets are very promising in terms of 
size and growth, this strategic approach is 
likely to enhance the firm's chances of 
successfully entering European markets and 
developing a preemptive competitive edge. 

2. Standard Products and Unique Marketing: When 
cultural differences do not necessitate 
development of unique products, the firm can make 
a significant impact on the market by adapting 
its marketing plans to the prevailing market 
conditions. Here the ability to adapt products 
(optional) and marketing plans (somewhat 
necessary) will provide the competitive edge for 
American firms. The sensitivity of American 

firms to local 
decisiveness, is 
success. 

markets along with rapid 
particularly critical for 

3. Unique Products and Standard Marketing: If 
the cultural variations in the market are acute 
but the market is· not very promising, this 
strategy is logical. However, as stated earlier 
because of deficiency in cost-benefit 
relationships it is likely to be ignored. 

4. Standard Products and Standard Marketing: 
When cultural variations are negligible and 
market potentials are low, this strategy is 
appropriate. As was discussed earlier, this is a 
secondary opportunity choice. Since there are no 
unique product or marketing plan requirements the 
cost benefit conditions may justify this approach 
despite smallness of the markets. 

An example of cell I in Exhibit 1 is Canada Dry. 
It significantly revised its product by adding 
different flavors such as pineapple and bitter 
orange to suit the tastes of the U.K. market 
(Dudley 1990). 

In Exhibit 1, in time companies may move from 
cell I to cell II as the European cultural 
variations may slowly disappear due to mass media 
and the existing conditions of United Europe. 
Although originally McDonald's had to alter the 
contents of its red meat to suit different 
European tastes, during the past ten years its 
European red meat has become quite similar to its 
American counterpart (Kotabe 1988). 

It must be emphasized that American firms that 
are expecting successful entry into the United 
European markets will have to put special 
emphasis on feedback. Because of the rapid and 
significant changes in these markets, American 
firms must develop certain early detection 
systems in order to maintain a competitive edge 
and take corrective action as needs arise. 

Conclusions 

It is expected that there will be at least five 
key behaviors are expected to take place in the 
United Europe of the future. These behaviors 
will create new competition as well as new 
opportunities for American firms. Four specific 
market conditions and four key strategic options 
are discussed in this paper. These strategic 
options represent key points in specific spectra. 
Thus, there are many variations for each 
strategy. American firms will have to be 
sensitized toward uniqueness of various European 
markets and will have to act fast in order to 
enter these markets and to establish a preemptive 
competitive edge. Thus, they have to be very 
proactive. 
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Abstract 

Pricing is a critical issue for firms operating 
in Europe. A structural analysis of the pricing 
conditions in three industries in six EC 
countries is performed and the implications for 
pan-European pricing are discussed. The analysis 
reveals that existing structural differences be­
tween countries are too large to be ignored. 
However, the internationalization of the retail 
industry across Europe is putting increasing 
pressure on consumer goods firms to align their 
prices. Finally, two strategic approaches to 
deal with this dilemma are presented. 

1. EC '93: A Challenge for the Pricing of 
Consumer Goods 

With the emergence of the Single European Mar­
ket, many of the barriers between national mar­
kets are crumbling and, as a result, most indus­
tries are undergoing structural changes with 
wideranging implications on competition and 
strategy (Euler/Berqvist 1991). One of the chal­
lenges that consumer goods companies are con­
fronted with in this context is the issue of 
pricing. Enormous price differentials exist for 
virtually identical products and it is of utmost 
strategic importance for survival and 
profitability of companies operating in the EC 
to know whether, to what degree and how these 
differences in prices can be sustained 
(Simon/Kucher 1992). One consumer goods company, 
for instance, was so exposed through its unco­
ordinated nationally-based pricing policies that 
it stood to lose up to 13% of its profits in one 
country and 10,5% in another, if only one of its 
major customers resorted to pan-European sour­
cing (Euler/Berqvist 1991). While the need and 
the urgency of a review of companies' European 
pr1c1ng policy are evident, a systematic ap­
praisal of the structural differences responsi­
ble for existing international price differen­
tials has not been performed. This, however, is 
absolutely necessary as it constitutes the first 
step towards the formulation of a European price 
policy (Simon/Wiese 1992). The aim of this 
analysis is then threefold. First, we propose a 
framework to systematically analyze European 
pricing conditions. Second, we discuss empirical 
results of research undertaken in three indus­
tries in six countries based on this framework. 
And third, the implications for pan-European 
pricing are shown. 

2. Theoretical Framework of the Analysis 

Price theory suggests that a profit maxim1z1ng 
international price policy is one in which the 
price in each market is set according to the re-

spective price elasticities and marginal costs 
prevailing in each country (Phlips 1989; Si­
mon/Wiese 1992). When market conditions across 
countries vary substantially, this implies that 
international price differentiation is the ap­
propriate strategy. Various studies (Diller et 
al. 1991; Althans 1980; Sorensen/Weichman 1975) 
accordingly show that price is the marketing 
instrument which is the least standardized. The 
viability of international price differentia­
tion, however, is faced with several restric­
tions (Diller 1991). For one, the markets must 
be separated and no substantial arbitrage be­
tween markets allowed to occur. Secondly, the 
competitive situation in each market has to al­
low the implementation of the differentiated 
price. Thirdly, dynamic aspects such as product 
life cycle considerations may impose a deviation 
from the (static) optimal price for a specific 
country, e.g. in the case of entry or 
penetration pricing for foreign markets. 

In order to determine the future pricing policy 
for the European market and especially the 
question, if prices need to be aligned across 
Europe, the factors responsible for price dif­
ferentials have to be analyzed (Simon/Kucher 
1992; Jain 1989). These factors can be found on 
three levels: the macro environment consisting 
of economic, social, cultural and legal factors, 
the micro environment which deals with the 
market situation encountered by pricing and 
company-internal factors. The approach taken 
here is that of market-determined pricing, so 
that the focus in the following discussion will 
be on factors of the micro environment. These 
factors can be grouped further into four catego­
ries which combine to be the market determinants 
of international pricing: 

(1) Differences in the prevailing price struc­
tures between countries are not only to be ex­
plained, but by themselves also influence in­
ternational price policy, especially the problem 
of price positioning (Diller 1991). Variations 
in the average price can cause an identically 
priced product to be situated in the upper price 
segment in one country and in the lower price 
segment in another. Therefore, the choice in in­
ternational pricing must sometimes be made be­
tween standardized retail prices or standardized 
brand positioning (Meffert 1990). A further as­
pect of the price structure is found in special 
offers. These may vary across countries and ne­
cessitate an adaption to local conditions. 

(2) Differences in the competitive structure be­
tween countries have to be accounted for when 
formulating an international price policy. Eco­
nomtc theory, for example, suggests that oli­
gopolistic markets frequently show rigid prices, 
because of the desire of large firms to avoid 
price wars and the costs associated with price 
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changes. In such a setting, a foreign firm may 
have more price freedom than in a polypolistic 
market (Piercy 1982). In addition, markets in 
different countries may be at different stages 
in the product life cycle. This implies that a 
different pricing strategy should be applied and 
that while price may be an ineffective in­
strument in some areas, it may be the key to 
success in others (Diller 1991; Piercy 1982). 

( 3) The country-specific distribution structure 
is another relevant factor. On the one hand, 
price freedom and above-the-line discounts may 
differ considerably within similar retail for­
mats, as the result of differences in retailer 
power (Euler/Lindqvist 1991). On the other hand, 
the degree of internationalization of retailers 
strongly affects the ability to differentiate 
prices since international retail chains may 
either perform arbitrage or purchase centrally 
in the country with the lowest price level 
(Maucher/Brabeck-Lethmathe 1991). 

(4) Differences in consumer behavior between 
countries also affect the possibility to stan­
dardize pricing. Frequency and intensity of use 
of certain products often vary internationally 
with implications, for instance, on package 
sizes and consequently on unit prices. Other 
aspects such as differences in brand loyalty and 
price awareness also require consideration and 
may influence international pricing both on a 
strategic level (e.g. price positioning) as well 
as on a tactical level (e.g. special offers). 

3. Pricing Conditions in Selected Industries 

The pricing conditions of the detergent, the 
take-home ice cream and the watch market are 
analyzed in Germany, France, Italy, Spain, the 
Netherlands and Belgium. The information was 
compiled from household and trade panels, in­
dustry publications, and from a large number of 
interviews held in each country with industry 
experts from consumer goods firms, trade asso­
ciations, retail organizations and market re­
search companies. Furthermore, an ad-hoc con­
sumer survey was carried out with a total of 181 
female heads of households questioned in all 
countries except Italy. The analysis in Germany 
is confined to the area of the FRG before re­
unification. 

3.1 Price Structure 

The average consumer prices of these industries 
vary considerably within the EC, with Italy 
generally displaying the highest price levels. 
This can be partially explained by a more ex­
pensive product range on offer, as in the case 
of watches, where the average price in Italy is 
60% higher than in Germany. The consequence is 
that a producer who is positioned in the medium­
high price segment in Germany has two options 
for Italy: Either he will have to contend with a 

lower image in Italy, since raising prices on 
identical watches does not appear to be 
sui table, as especially watches are endangered 
by parallel imports due to their high value to 
shipping-cost ratio, or he will have to operate 
with a different program if he seeks to have the 
same brand image there. 

TABLE 1 
AVERAGE CONSUMER PRICES: DETERGENTS AND WATCHES 

DEVIATION FROM GERMAN AVERAGE PRICE(1991) 

FRA ITA ESP NL BEL 

Powder D. -7.9% +33.1% +2.3% +5% -2.6% 

Concen- +5.5% +35.4% +12.7% +17.5% +18.6% 
trated D. 

--1---
Liquid D. -19.8% +27.5% +10.6% +5.6% -11 . 8% 

Watches -1% +60% -51% -6% n.a. 

Sources: Nielsen, GfK, Joyas y Joyerias 

The market for detergents exemplifies a further 
dilemma of international product 1 ine pricing. 
The variations of the average price of washing 
powders and concentrates between countries are 
such that the average price distance of concen­
trated to powder detergent is app. 64% in Ger­
many but almost 100% in Belgium. Since detergent 
producers usually offer all three types of 
detergents, both a standardized absolute price 
level as well as equivalent product line pricing 
are not consistent with the prevailing price 
structure. The take-home ice cream market is 
another case of extreme price differences. The 
absolute price per kilo of high-priced Dutch ice 
cream, for instance, is less than Italian ice 
cream in the low-price segment. The price of 
virtually identical products also differs sig­
nificantly, with the prices of selected brands 
in each country basically reflecting the un­
derlying price-structural differences. 

TABLE 2 
CONSUMER PRICES OF SELECTED TAKE-HOME ICE CREAM 

BRANDS: DEVIATION FROM GERMAN PRICE 

FRA ITA ESP NL BEL 

Industry +37% +86% +99% -12% -3% 
Average 

Mars +7% +24% +41% +4% +32% 

Carte -7% +48% +54% -16% +24% 
d'Or 

Vienetta +37% +98% +56% +1% +31% 

Sources: Nielsen and own survey 

The analysis of special offer pricing also re­
veals considerable differences in the EC. Espe­
cially the importance and forms of special of­
fers vary significantly. In the Italian deter­
gent market, for example, 80% of sales occur as 
part of a special offer, however seldomly via a 
direct price cut, but rather with other special 
offer methods such as on-packs, special package 
sizes or coupons. In Germany, however, the di­
rect price reduction is predominant, pi mar ily 
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due to tighter legal restrictions on special 
offers (Metzger 1991; Schaltenberg 1988). 

TABLE 3 
IMPORTANCE AND FOR~IS OF SPECIAL OFFERS 

Ratio of special % of special offers 
offer sales to employing direct 

total sales volume price cuts 

deter- take-home deter- take-home 
gents ice cream gents ice cream 

GER 0.5 n.a. 80% 97.5% 

FRA 0.7 0.17 53% 60% 

ITA 0.8 n.a. 10% n.a. 

ESP 0.63 0.37 70% 85% 

NL 0.28 0.2 57% 27.5% 

BEL 0.6 0.18 32% 70% 

Sources: Estimates based on expert interviews 

The analysis of the price structure in these in­
dustries leads to the following implications for 
a European price policy: The existing price 
structure indicates that generally an adaption 
of pricing to the country-specific situation is 
to be favored. In various cases, identical brand 
postioning actually requires either different 
consumer prices or, if price discrimination is 
not viable due to the danger of parallel im­
ports, international product range differentia­
tion. The prevailing differences between coun­
tries also suggest that local adaption is the 
more feasible policy for special offers. 

3.2 Competitive Structure 

TABLE 4 
MARKET SHARES (VALUE) 1991 OF TOP 3 

INTERNATIONAL DETERGENT PRODUCERS 

XXX yyy zzz other 

GER 28.4% 38.4% 14.8% 18.4% 

FRA 36.5% 15.6% 27.5% 21 .4% 

ITA 40% 24% 15% 21% 

ESP 27.8% 17.2% 15.6% 39.4% 

NL 26.5% 23.9% 21.3% 28.3% 

BEL 46.9% 21.7% 13% 18.4% 

Sources: Nielsen, GfK 

The detergent and ice cream industry offer a 
contrasting example of how differences in the 
market structure affect international pricing. 
On the one hand, the same three producers domi­
nate the detergent market in the EC, so that 
this market is basically triopolistic. As a re­
sult, none of these firms can deviate strongly 
from the price of other firms, as brand loyalty 
and product differentiation are not sufficient 
to tolerate large price differentials among 
them. On the other hand, only one company has 
achieved a significant presence in all EC-coun­
tries in the take-home ice cream market. In Ger­
many, Italy, Belgium and the Netherlands, local 

firms play an important role. This means that 
firm "A" has to deal with prime competitors with 
different backgrounds and competitive ad­
vantages. In Germany the main competitor has a 
strong position in the premium segment, whereas 
in Belgium the local contender is positioned in 
the low to medium price segment. The interna­
tional price policy of firm "A" must therefore 
take into account these country-specific com­
petitive constellations. 

TABLE 5 
TAKE-HOME ICE CREAM MARKET SHARES (VALUE) 1991 

OF LEADING FIRMS AND RETAILERS' OWN-BRANDS 

GER FRA NL BEL ESP ITA 
Firm ( '90) ( '90) 

A 35.8% 19.6% 32.3% 18.7% 29.2% 41% 

B - 23% - - 15.7% -

c - 21.2% - - 11.9% -
D - - 16.6% - - -

E 25% - - - - -
F - - - 26% - -

G - - - - - 31& 

own- 13.2% 18.1% 17.8% 19.5% 4% 5% 
brands 

others 26.1% 18.1% 33.3% 33.8% 39.2% 23% 

Sources: Nielsen, Secodip, Business Spain, 
obiettivomarca 

The take-home ice cream market also demonstrates 
the different strategic importance of price as a 
result of product life cycle differences between 
countries. The Dutch and Belgium markets are 
fairly saturated with relatively high per capita 
consumption (2. 7 liters in NL and 3.0 in BEL 
compared to 2.4 in GER and FRA; 2.1 in ITA and 
0.6 in ESP). Growth in the former markets can 
only be value-driven with an increasing share of 
premium ice cream. In Spain, however, per capita 
consumption is extremely low since take-home ice 
cream until recently was considered more of a 
luxury product. Only during the last 4 years has 
it gained more acceptance as a regular dessert 
and is now undergoing a dynamic growth phase 
(A.E.F.H. 1991). The high price level, 
nonetheless, still represents a barrier for con­
sumers to purchase this product. Therefore, an 
aggressive price policy is needed to further 
develop this market. 

A further important aspect in the take-home ice 
cream market is the varying strength of retail­
ers' own-brands that generally are positioned in 
the lower price ranges. The greater the impor­
tance of own-brands is, the lower the pricing 
freedom for producers' brands. One of the main 
reasons for the high levels of both the average 
price as well as specific product prices in 
Spain and Italy lies in the negligible market 
share of own-brands. The relatively more hetero­
geneous structure of the take-home ice cream 
market thus leads to considerably higher price 
differentials and more potential for price dis­
crimination than the detergent market. 
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3.3 Distribution Structure 

The retail indus try in Europe has experienced 
considerable structural changes during the last 
decade, but it is still far from displaying an 
EC-wide homogeneous structure. Concentration 
levels vary to a great extent between European 
countries. In the Netherlands, for instance, the 
top two retailers command more share than the 
top seven in Italy. The importance of retail 
organisation types also differs in the EC. The 
case of watch distribution exemplifies this. In 
Spain and Italy the share of traditional retail­
ers, i.e. jewellery and watch stores, is sig­
nificantly larger than in the other countries. 
Especially in Germany, both modern watch distri­
bution forms, such as hypermarkets and mail or­
der firms, as well as jewellery and watch store 
chains have gained share at the expense of the 
traditional sector. These structural differences 
lead to different degrees of retailer power and 
price freedom across Europe for the consumer 
goods indus try on the one hand, and varying 
channel flow and costs on the other. 

TABLE 6 
CUMULATIVE MARKET SHARES (VALUE) IN % 

OF THE TOP 7 RETAILERS 1991 
(FAST-MOVING CONSUMER GOODS) 

GER FRA ITA ESP NL BEL 

TOP 1 13.6 14.6 9 20.6 25.8 14.2 

TOP 2 24.5 28.9 12.9 31 42.4 28 

TOP 7 51% 68.3 28.3 55. 1 79.3 70. 1 

Sources: Nielsen, GfK, AGB 

A further consequence of the variations in re­
tail structure results from the fact that dif­
ferent types of retail organisations demand and 
require different types of conditions and terms 
of sale. In addition, country-specific 
differences exist. In France, for instance, the 
time allowed for payment is generally the long­
est among the countries examined here (90 days 
for ice cream and 60 days for detergents com­
pared to 30 days for both in the Netherlands). 
Thus, price discrimination via discounts is 
feasible and in some cases even necessary both 
between retail formats and between countries. 

While the above mentioned factors generally in­
dicate that international price differentiation 
is the appropriate policy, the single most im­
portant factor putting increasing pressure on 
the consumer goods industry to standardize 
prices lies in the internationalization of the 
retail trade. On the one hand, strategic alli­
ances between large retailers, such as the AMS, 
are exchanging information and coordinating 
purchasing and marketing activities on a Europe­
wide basis. On the other hand, leading retailers 
are actively expanding their .,retail chain 
networks in other countries (George/Diller 
1992). These developments are leading to more 
market transparency and the practice and po­
tential of retailers purchasing centrally for 

Europe is growing. In addition, the reduction of 
barriers in the transportation industry within 
the EC will lead to decreasing shipping costs 
(Meffert 1990), so that for many products arbi­
trage will become increasingly feasible. As a 
result, the consumer goods industry is con­
fronted with enormous pressure to align their 
price and discount structure across Europe. 

3.4 Consumer Behavior 

The largest differences within Europe can be 
found among consumers and their behavior. The 
universal "Euro-Consumer" does not exist, since 
consumer preferences are often strongly affected 
by cultural factors (Maucher/Brabeck-Lethmathe 
1991). These differences in consumer behavior 
frequently affect international pricing deci­
sions indirectly or directly. A comparison of 
the per capita expenditures, for instance, in­
dicates that both take-home ice cream and deter­
gents are regarded with varying importance in 
the countries analyzed here. In southern Europe 
greater value is placed on washing laundry and 
the washing frequency is higher than in cen­
tral/northern Europe. The result is that con­
sumers' willingness to pay also varies. 

TABLE 7 
PER CAPITA EXPENDITURES FOR DETERGENTS AND 

TAKE-HOME ICE CREAM: DEVIATION FROM GERMANY 
(ADJUSTED FOR PER CAPITA GNP AND PPP'S) 

FRA NL BEL ESP ITA 

Ice +25.4% +9.3% +17 .1% -38.3% +59.4% 
Cream 

Deter- +8.3% -2.4% 0% +50% +61. 3% 
gents 

Sources: Calculations based on data from 
Nielsen, GfK, Secodip, A.E.F.H., 
Largo Consumo and Institut der 
deutschen Wirtschaft 

Further factors which vary across countries deal 
with motivational and cognitive aspects of con­
sumer behavior and are reflected in interest in 
prices and price awareness of consumers (Diller 
1991). In the examined product categories, Ger­
man, Spanish and to a lesser degree also Belgian 
consumers display comparatively higher price in­
terest and awareness than their French and Dutch 
counterparts. The direct implication is that 
special offers should place more emphasis on 
direct price cuts in the first three countries. 
Also, where consumers are more price oriented, 
the price image of brands becomes more important 
and differentiation from competitors can rely 
more on the instrument of price. 

4. Price-Political Options in the Common Market 

The above analysis has shown that a European 
price policy of consumer goods companies is 
faced with two, in many ways conflicting situ-
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at ions. On the one hand, the existing differ­
ences in price, competitive and distribution 
structures as well as in consumer behavior are 
too large to be ignored and imply that it is 
both necessary and desirable to differentiate 
pricing internationally. On the other hand, the 
internationalization of the retail industry and 
the increasing danger of cross-border arbitrage 
often prohibit the implementation of differ­
entiated prices in Europe. Furthermore, the low­
ering of entry barriers in many industries 
caused by harmonization of EC laws and regula­
tions will lead to increasing competition, and 
in many cases price competition, so that further 
downward pressure on prices will occur. As a 
result, consumer goods companies may find 
themselves trapped between the Scylla of in­
sufficient attention to country-specific dif­
ferences and the Charybdis of centrally purchas­
ing retailers and parallel imports. What then 
are the pricing options for the consumer goods 
industry in this scenario? The present situation 
requires a pro-active stance, since non-action 
may lead to an alignment of prices at the lowest 
level with a subsequent erosion of profits. The 
actual focus of an international price strategy 
will depend on many product-specific factors, 
e.g. if shipping costs make arbitrage feasible. 
Nonetheless, two general strategic approaches 
for Euro-pricing can be applied. 

One option is a defensive or stalling approach, 
in which existing price differentials are rigor­
ously defended, giving up ground only when it 
cannot be held at reasonable cost. Such an ap­
proach may be feasible for products or brands 
which must be adapted to country-specific needs, 
where markets are fragmented and intransparent 
and where competition remains basically local. A 
variant of this approach lies in the implemen­
tation of a European "price corridor" which 
tries not to prevent arbitrage from occur ing, 
but attempts to minimize its damage potential, 
and also allows sufficent room for local adap­
tion of prices (Simon/Kucher 1992; Simon/Wiese 
1992). The other option is to employ an offen­
sive or preemptive approach which actively seeks 
to exploit the advantages of pan-European stan­
dardized pnc1ng, for instance by ensuing 
economies-of-scale (Diller 1987) and preempts a 
market-driven alignment of prices. This approach 
may be feasible for Euro-brands with identical 
target groups in Europe, industries with high 
innovation rates or markets with an oligopo­
listic European structure. Furthermore, the of­
fensive approach offers the possibility to gain 
a competitive advantage by actively cooperating 
with the increasingly important European retail 
organizations by implementing a Euro-key­
account-management (Diller 1992). 

Whatever option is taken, pricing in Europe can 
no longer remain un-coordinated and left to the 
discretion of country managers. The pricing 
challenge of the Common Market therefore also 
implies an organizational challenge, since in­
stituting a coordinated pan-European pr1c1ng 
strategy will severely constrain the preroga­
tives of country managers, particularly when 
they are responsible for profit centers 

(Euler /Bergqvist 1991). The future success of 
the European firm, however, depends on the ac­
ceptance of these challenges and the development 
of strategies to counter them. 
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THE VIABILITY OF PAN-EUROPEAN MARKETING 
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Anne L. Balazs, University of Oklahoma 

Abstract 

Changes in the European Community present oppor­
tunities for marketers. A unification effort 
(EC92) will ease the exchange process. There are 
economies of scale and cost efficiencies to be 
gained. However, the target market must be 
reanalyzed. European consumers must be segmented 
by other means than geographic. Mass marketing 
and niche marketing may both be used to reach the 
new Euromarket. 

Introduction 

In 1946, Winston Churchill called for the crea­
tion of a "United States of Europe," following 
the continent-wide devastation of World War II. 
Peaceful unity had been a European dream for 
centuries, but national governments, particularly 
in Great Britain and Scandinavia, were reluctant 
to cede any authority to a supranational body. 
French Foreign Minister Robert Schuman and John 
Monnet (considered the father of united Europe) 
proposed the European Coal and Steel Community 
(ECSC) in 1950 favoring "'a common High Author­
ity'" to oversee European industrial activity 
(U.S. Dept. of State 1990, p. 3). In 1952 the 
ECSC became the first international organization 
with an integrated federal governing body. 
Efforts continued to integrate the European 
economy and to provide for a common structure for 
the development of nuclear energy, resulting in 
the European Economic Community (EEC) and the 
European Atomic Energy Community (EURATOM) by 
1958. 

The modern European Community (EC) was born in 
the 1967 merger of the ECSC, the EEC, and 
EURATOM. The original members (Belgium, the 
Federal Republic of Germany, France, Italy, 
Luxembourg, and the Netherlands) were joined by 
Denmark, Ireland, and the United Kingdom in 1971; 
Greece in 1981; and Portugal and Spain in 1986. 
The countries of the EC committed themselves in 
1985 to the creation of a single market free of 
barriers to the flow of goods, services, people, 
and capital by the end of 1992. Commonly re­
ferred to as "EC92," the program picked up speed 
in 1987 when the Single European Act, adopted a 
year earlier, went into effect. This Act eased 
the passage of EC legislation and required na­
tional governments to adhere to the Community's 
timetable in adapting their own laws to match EC 
directives (Stitt and McGonagle 1991; U.S. Govt. 
Interagency Task Force on EC 1992, 1990). 

EC92 and its Effect on Marketing Strategy 

The EC92 program has changed the rules of market­
ing across borders in the Community. The harmo­
nization of technical standards and changes in 

the distribution and promotion environments make 
Community-wide marketing efforts much more prac­
tical. At the same time, these changes, along 
with other EC92 directives and further changes 
resulting from them, will also make Community­
wide marketing efforts much more cost-efficient. 

First, marketing a single product across EC 
borders should be easier as a result of efforts 
to harmonize technical and safety requirements. 
National technical standards have been eliminated 
in favor of Community-wide standards. As of 
January 1, 1993, a product manufactured or mar­
keted in any EC country must be accepted by all 
countries. In the past, it was necessary to 
customize products to national standards, requir­
ing as many as twelve different versions of the 
same product (Stitt and McGonagle 1991; Williams 
1989). This simplification of technical stan­
dards should make production and distribution 
simpler and less costly. 

Second, changes in the distribution environment 
will also benefit pan-European marketers. EC92 
initiatives to remove customs barriers, eliminate 
permit quotas for trips between countries, and 
abolish prohibitions on cabotage (trade or trans­
portation between two points within a country) 
should increase distribution efficiency, as well 
as reduce costs. For example, only one adminis­
trative document will be required for all EC 
border crossings, and border checks of goods will 
be abolished (Quelch and Buzzell 1989). Addi­
tionally, these developments should result in 
increased competition among haulers and greater 
truck utilization, further reducing costs. 

Third, promotion should be simplified through the 
use of pan-European media made possible by the 
streamlining of regulations. l.leveloping pan­
European marketing plans should be easier (Quelch 
and Buzzell 1989). Also, the creation of a 
Community trademark and the development of new 
technologies, such as direct satellite broadcast­
ing, will allow companies to spread their market­
ing costs over a larger audience and realize 
economies of scale (Stitt and McGonagle 1991). 

In addition to the cost reductions due to changes 
in standards, distribution, and media regula­
tions, costs should decrease for other reasons. 
Public procurement contracts will be open to 
broader competition, foreign investment will 
increase production capacity, and competition 
policy will be more rigorously enforced. The 
general increased competition generated by EC92 
will put downward pressure on prices. Finally, 
the harmonization of tax levels and the possibil­
ity of cross-border shopping by consumers should 
eliminate large price differentials between 
countries (Quelch and Buzzell 1989). 

The changes brought about by the EC92 program 
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will not be simply technical. EC92 is expected 
to affect the lifestyles of Europeans. This has 
both immediate and long-term implications. For 
example, increased access to markets will mean 
wider product choices for Europeans. In the 
long-run, segments of Europeans with similar 
needs and wants may emerge. Many have suggested 
this is already the case with the formation of 
Euroconsumer clusters, or areas of consumers 
sharing similar characteristics without respect 
to national borders (Vandermerwe and L'Huiller 
1990). 

Global Theory and Pan-European Marketing 

The fact that there are recognized global brands 
such as Kodak film, Levi's jeans, and Sony elec­
tronics and global media agents and telecommuni­
cations such as international advertising agen­
cies and satellite communication systems lends 
credence to the possibility of pan-European 
strategies. Global marketing, or the marketing 
of products and services in a similar way around 
the world, is not a new idea. Buzzell (1968) 
argued that the common strategy of employing 
different marketing plans for different markets 
simply reflects customary ways of doing business 
which evolved when national borders were much 
greater barriers to marketing than they are 
today. Companies which dwell on idiosyncratic 
consumer preferences between countries miss 
opportunities to reap the savings and efficiency 
benefits of global standardization (Levitt 1986). 
Sheth and Eshghi (1989) claim an effective global 
marketing strategy is to segment the world on a 
set of common demographic and/or psychographic 
criteria. For example, the marketing strategy 
for a teenager segment for beverages, rock con­
certs, and fashion is likely to be the same 
regardless of country. 

Does the Euroconsumer Exist? 

There is resistance to pan-European marketing. 
The removal of trade barriers simply will not 
unite 340 million people from 12 nations to 
behave similarly. Whether Europeans can think of 
themselves as Euroconsumers first and their 
nationality second has been debated. In fact, 
some feel that removing the borders will have the 
opposite effect, and people will become more 
nationalistic. Additional obstacles to a "melt­
ing pot" include lanl?iuage and cultural differ­
ences. Danish, Dutch, English, French, German, 
Greek, Italian, Portuguese, and Spanish are all 
official EC languages and many other regional 
dialects and languages are spoken, such as 
Catalan, Flemish, Low German, and Luxemburgish. 
Language differences can be solved with transla­
tion; cultural diversity between countries would 
seem to be a bigger problem. However, the diver­
sity between countries on variables important to 
marketers such as consumer needs and resources, 
may be less than those within countries {Sheth 
and Eshghi 1989). It can be argued, for example, 
that southern Germans have more in common cultur­
ally with the people of Austria (Catholicism and 
Bavarian traditions) or even of northern Italy 
(heavy industry and fashion) than they do 
with northern Germans. 

Many proponents of the Euroconsumer concept point 
to the United States, with its enormous cultural 
diversity, as a model for Europe. They contend 
that the differences that exist among EC consum­
ers today are no greater than those that once 
existed among the colonists in early America, and 
that there will come a time when Greeks and Danes 
are at least as similar as Virginians and New 
Yorkers are now (Cutler 1990). A melting pot is 
not likely, but Europeans will become more simi­
lar as cultural influences such as the media are 
deregulated and become pan- European in scope. 
Culture can be a positive force in unifying 
markets and marketing can be a positive force in 
unifying cultures. 

Marketing to Euroconsumers requires a strategy to 
identify segments based on something other than 
geography. Garreau (1981) attempted this for the 
U.S. and Canada in his ethnographic study, The 
Nine Nations of North America. Values segmenta­
tion, it was later determined, along with the 
Bureau of Census' demographic data proved to be a 
superior method of analysis (Kahle 1986). The 
European Community is probably best viewed as a 
heterogenous market composed of distinct groups 
of Euroconsumers that vary according to demo­
graphics and psychographies (but often not by 
nationality), rather than as 340 million 
"Euroclones." 

The clusters formed by Vandermerwe and L'Huiller 
(1990) are based on very simple data. This. is 
but one traditional way of analyzing consumers. 
There are other ways to segment consumers and the 
new EC marketplace offers a unique opportunity to 
redefine target markets. Values research is 
needed in order to better understand the clusters 
of Euroconsumers and the way they function at 
home and at work. Values research will help 
determine whether a global or local strategy need 
be employed (Kahle 1986). Another segmentation 
variable, convenience orientation, has been 
suggested as a useful tool in international 
markets (Luqmani, Qurashi, and Yavas 1992). The 
demand for convenience is culturally based in 
part and on the values of time and comfort, as 
well as on economic factors. Finally, global 
stratification, looking for similarities of needs 
rather than differences across cultures, is 
another alternative to traditional segmentation 
methods. Duncan (1992) suggests analyzing global 
consumers for strata of needs to communicate on a 
common level: 

"cultural and national differences do not mean 
that a single message can't be effective against 
more than one nationality, especially when 
... globally stratified consumers have the same 
basic needs" (p. 357). 

Going Pan-European 

Two strategies are offered for pan-European 
marketing: Community-wide mass-marketing and 
regional micro-marketing. The appropriateness of 
each strategy depends on how the product appeals 
to the target market. Certain products lend 
themselves to pan-European campaigns more easily 
thart do others (The Economist 1989). For exam­
ple, industrial products are less culture-bound 
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than consumer products, and of the latter, commo­
dity-type products like children's toys and 
laundry detergents are less culture-bound than 
specialized goods and services like banking 
services and health and beauty aids (Hilton 1992; 
Lever 1992). Even products in the same general 
category may vary in the ease with which they can 
be marketed in the same way across national 
borders. The Coca-Cola Company, for instance, 
varies its marketing strategies significantly 
from product to product. The company markets the 
flagship Coca-Cola brand in the same manner 
globally but customizes product attributes and 
campaigns regionally for other brands such as 
Fanta (The Economist 1989). 

The first pan-European strategy, EC mass­
marketing, means selling the same product in the 
same manner throughout the Community, for exam­
ple, Coca-Cola's "one sight, one sound, one sell" 
message for its flagship (The Economist 1989). 
Eurobrands employing a common product, position­
ing strategy, and package design are expected to 
become more prevalent as Europeans become more 
similar. In fact, as marketers begin to treat 
European consumers more alike, the consumers 
will, in turn, become more alike. However, 
national preferences still remain, so companies 
should proceed carefully when transforming exist­
ing national brands into pan-European brands. 
Nestl6, for instance, has redesigned the packages 
of its camembert cheese which it sells across 
Europe under several different names. The new 
packages feature the corporate brand name next to 
the local brand name. The corporate brand name 
will be progressively enlarged over five years, 
eventually replacing the local brand name. 
Eurobranding of new products, especially when 
they create new categories, should be easier than 
re-branding existing products, though obstacles 
still remain (Quelch and Buzzell 1989). One of 
the biggest problems may be creating brand names 
that are appropriate in every language and avail­
able in every market (Martin 1992). 

While not as extensive as true Eurobranding, 
regional or Community-wide niche marketing offers 
many of the same cost and efficiency benefits. 
As artificial barriers between EC countries are 
removed, companies will be able to extend a 
product's market regionally beyond national 
borders. As cluster research shows, regional 
similarities among people play a significant role 
in the cultural make-up of Europe. Community­
wide niche marketing will grow naturally from 
regional marketing as similarities among consum­
ers outweigh differences across borders, permit­
ting the targeting of segments too small to be 
profitable on a national scale (Quelch and 
Buzzell 1989). Products targeted at the very 
rich, such as Rolex watches, currently employ 
this strategy (The Economist 1989). 

Companies wishing to implement pan-European 
marketing strategies need to conduct extensive 
research in order to determine which strategy 
type is appropriate to their situation. Unfortu­
nately, doing supranational research in the EC is 
difficult because data quality and definitions 
vary from country to country, making comparisons 
difficult. The current state of marketing re­
search data in Europe is much less developed than 
in the U.S. (Cutler 1990). In order to identify 

pan-European market segments and allow cross­
border comparisons, standardized market research 
tools need to be developed to measure changes in 
consumer attitudes and brand preferences across 
Europe (Quelch and Buzzell 1990). Several compa­
nies are currently working to improve the quality 
and availability of market research data in 
Europe and to bring it more in line with U.S. 
standards (Cutler 1990). 

Conclusion 

With the technical aspects of marketing in the 
Community greatly simplified by EC92, pan­
European marketing, selling the same product in 
the same manner across the continent, becomes 
much more appealing than it was when country­
specific laws and requirements made it impracti­
cal, if not impossible. Because of the enormous 
economies of scale possible in production, dis­
tribution, marketing, and management, companies 
which recognize and capitalize on pan-European or 
global marketing opportunities will have a sig­
nificant competitive advantage over companies 
which do not (Levitt 1986). 
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Abstract 

The objective of the study is to examine the changes of international 
strategies of firms, especially the changes of so·call~d 
"Eurostrategies". This research is a follow up study to the two earher 
investigations. In all three studies Porter's strategy frameworks were 
utilized. 

On the basis of the interviews the effects of integration at strategic 
level would remain less significant than it is often expexted. General 
changes in environment make firms to reconsi~~ _their strategies 
frequently. Seldom are important ehanges tmhated only by 
integration. Occasionally integration is one of the effective factors or 
it may accelerate change process. However, there may. be so~e 
contradiction between the perceptioRS of many effects of mtegrauon 
and the limited consideration of these effects at strategic level. This 
contradiction should be evaluated by fmns. 

Concerning the utilization of Porter's largely utilized framework, some 
interesting observations became possible. Its functioning seemed to 
be limited. 

Objective and background 

Our objective is to examine the changes of international strategies of 
fmns, especially the changes of so-called "Eurostrategies". Here,. the 
word "Eurostrategy" will be used as a label of a strategy taking mto 
account the potential effects of the European integration. Change of a 
strategy may also mean formulating a strategy. if a ftrm has not. earlier 
had a clear Eurostrategy. Sometimes it may also be mean makmg the 
strategy more specific or explicit without concrete changes in business 
activities. 

The present research is a follow up study of the investigation called 
'The Effects of West-European Economic Integration on Finnish Metal 
Industry Firms" by the Helsinki Research Institute for Business 
Administration, and Uolevi Lehtinen's article "Outlining a Euro~ 
strategy for a Firm" based on the same study. Both studies were 
published in 1990. The theoretical part of the study is made as a desk 
research considering the starting points of the earlier studies. Because 
the Porterian framework were used in these studies they were also 
utilized in this study. In the empirical part of this study we interviewed 
the managing directors of the same nine medium:sized ~eta! indus~ 
fums as in the earlier study. The results of the earlier st\xhes were bas1c 
with which the present situation of the case fli111S was compared. 

The empirical approach of this study is in the frrst place qualitative 
multiple case study. This study reaches over time because the 
phenomenon is studied by measuring to a .lar~e extent the ~arne 
variables as in the earlier study of the Helsink1 Research lnstllute. 
Accordingly, we can make comparisons to describe the changes. 

Theoretical Frame 

Generic Strategies 

Every company should form a competitive strategy. The strategy may 
have been developed explicitly through a plarmmg process or 1t may 
have been originated implicitly through the activities of business 
units. Strategies rarely develop in accordance with idealistic, phased 
planning models or in accordance with objective logic. Instead. 
strategies may lean on the subjective logic, visions. experiences, and 
forecasts of management which exists just at the moment (See also 
Mintzberg 1987). 

Competitive strategies mean search for favourable competitive 
positions in an industry. Generic strategies are approaches to 
outperforming competitors inside the industry. Implementing any of 
these generic strategies effectively requires total c~mmi~ent an.d 
supportive organizational arrangements that are often d1luted tf there lS 

more than one primary target. Generic strategies are divided by Porter 
on the ground of strategic target and competitive advantage into three 
groups: cost leadership, differentiation and focus. Porter has presented 
this with his famous four-celled framework in which focus has been 
divided into cost-based and differentiation focus (Porter 1980). 

Cost leadership means low costs in relation to competitors though 
quality, service and other competitive means cannot be ignored. Cost 
leadership usually requires aggressive construction of efficient scale 
facilities, vigorous pursuit of cost reductions by tight cost and 
overhead control, avoidance of marginal customer accounts, and cost 
reduction in R & D, service sales force, advertising and so on. A great 
deal of managerial attention to cost control is necessary to achieve 
these aims. Reaching a low overall cost position often requires a high 
relative market share or other advantages, such as favourable access to 
raw materials (Porter 1980). 

The second generic strategy is to differentiate products or services i.e. 
to create something that is perceived industrywide as being unique. 
Differentiation can take place in many areas: product quality, additional 
dimensions, technology, design, brand image, service, maintenance, 
advertising, sales efforts etc. To reach the most favourable position 
may require differentiation approaches in many different ways (Porter 
1980) 

The third generic strategy is to focus on a particular buyer group, 
product line, or geographic market. The strategy rests on the premise 
that the fmn is able to serve its narrow strategic target more effectively 
than competitiors who are competing broadly. As a result, the firm 
achieves either differentiation from better meeting the needs of the 
particular target or lowering costs in serving the target, or both (Porter 
1980). 

Structures of industries 

Changes in the generic strategies are often connected to changes in 
structural features of industries. Porter's framework of five basic 
competitive forces determine intensity and attractiveness of a industry 
(the ultimate profit potential). These five competitive forces are threat 
of entry, pressure from substitute products, bargaining power of buyers 
and suppliers, and the intensity of rivalry amongst existing 
competitors (Porter 1980). 

Porter has developed his framework to describe the competitive forces 
of an industry i.e. to identify the crucial structural features determing 
the nature of competition in a particular industry. In this context the 
competitive forces are used as variables which describe the reasons of 
strategic changes of fmns. We assume that these variables have effects 
not only at an industry level but also at a company level. Changes in 
the structure of an industry usually concern all the competing firms 
inside a certain industry. 

A basic idea of the European integration is to offer firms better 
possibilities to take advantage of economies of scale and reduce costs. 
The European integration has effects which are supposed to modify the 
structures of industries. It has been foreseen that the effects are the 
following: (The Helsinki Research Institute for Business 
Administration, 1990) 

Centralization of competitors in an 
industry 
Increase of strategic alliances 
Decrease of the barriers to entry into an 
industry (new entrants,~ substitutes) 
Centralization of suppliers of raw 
materials and component 
Centralization of retailers and 
endcustomers. 

We shall mainly concentrate on the above-mentioned issues, but also 
Porter's competitive forces will be discussed in the analysis. 

Empirical analysis 

Empirical approach 

In the Helsinki Research Institute study the case firms were chosen with 
the help of the experts of the Federation of the Finnish Metal, 
Engineering and Electrotechnical Industries so that the products and 
industries of the fmns are of different nature. In addition, case firms 
were at different stages in their international business activities. The 
sample gave a rich view, although it had limitations considering 
generalizability. Case firms operate in the following industries: 
household appliances, hoists, fastening and electric devices, forest 
machinery, analytical devices for clinical chemistry, air conditioning 
systems, stainless tubes and beams. mining machines, and coil and 
formed springs. Already in the conclusion of the first study it was 
mentioned that the chosen frrms could have had more activities in the 
EC area. Then the effects of integration would probably have been 
greater or more visable. 
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Because of the complexity of the research problem we came to the 
conclusion that the best method of data collection is detailed 
interviewing. Before the interviews we sent the case fmns a summary 
of the earlier study by the Helsinki Research Institute and the 
framework of the forthcoming interview. In addition to Porter's 
frameworks the results of the earlier studies guided the interviews. For 
example, we showed the chart that desribed the former generic 
strategies and asked if the strategy of the fum interviewed had changed 
in any respect. In some cases there evidently were no changes and the 
additional discussions on the issue were short. Often the original 
replies had, however, to be scrutinized in the longer discussions with 
the interviewee(s). Finally, the discussions were interpreted by the 
interviewers. Although there were some differences, the analogous 
approach was applied to the other issues of the interview. 

During the two studies respondents representing each case firm were 
interviewed and observed for about three working days. Written 
documents (e.g. annual reports and articles) were also utilized in the 
study. 

Generic strategies of case fmns 

What kind of changes have happened in the Porter-type generic 
strategies of case firms and what the reasons for changes are? The 
present generic strategies with the changes will be shown in Figure 1. 

FIGURE I. 
TilE PRESENT GENERIC SI'RATEGIES OF 
TilE CASE COMPANIES AND TIIEIR 
CHANGES DURING 1989 - 92. 
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The names or the firms or SBUs that have changed their 
strategy are written In bolded text In the Figure 1. The 
arrows present direction or change during three years i.e. 
a case fum or its SB U has moved (or is moving) to the direction of the 
arrow. The figure should not be understood as a tightly four-celled one. 
The changes only seldom mean moving from one generic strategy to 
another. A change Is usually a gradual and Incremental 
movement toward another generic strategy. 

Porter has developed the model to classify competitors in an industry. 
In this context Porter's model has been used, like in the fmt study, to 
classify the case fums (or strategic business units, SBUs) in relation to 
competitors inside their own iodustry. Thus the case firms have not 
been compared with each other. Mostly the strategic business units of 
the case fum follow the same generic strategy, in which case there is 
only the main industry of the firm in the figure. If the SBUs of the fum 
have a different generic strategy, they are shown separately in the 
figure. For example, the forest machinery manufacturer produces 
passenger hoists, ordinary forest machines, and cranes, and all these 
SBUs have different strategy. Different strategies are, In some 
cases, applied In different markets or segments. The air 
conditioning systems manufacturer's strategy is differentiation in the 
Nordic countries, but differentiation focus in the EC area. The strategy 
of the mining machines parent company is differentiation, but its 
French subsidiary tries to achieve cost leader position. 

When putting Porter's model in this kind of practice one has to take 
into account the characters or the Industry and competitive 
situation or some firms and (SBUs) which made the 
positioning or these firms dlrrtcult. Coherent cost leadership 
strategy is not possible in some industries, e.g. in the hoists and 
mining machine industries. Their products demand so much advanced 
technology and customer-based adaptation that one is always far from 
clear cost leadership. Costs could be reduced because authorities in 
some countries would not require high safety norms and/or customers 
might be satisfied with simplier models. In that case reduction of costs 
is customer-based and it is not a question of consistently aiming at cost 
leadership. In addition, the market of hoists is even globally so small 
that no manufacturer can reach such economies of scale that are often 
required by cost leadership. In these industries those manufacturers who 
compete strongly with prices have to concentrate on basic technology, 
in which case it is possible to reduce R & D costs to some extent. 
However, that kind of cost reductions seldom lead to any kind of real 
cost leadership. It may be a good reason to emphasize, what the global 
character of industries raises difficulties in focusing, too. 

The former analysis (and actually all analyses) seems to be fairly 
straightforward and some comments should be made. First, strategic 
approach is always a relative issue i.e. a fum in question should be 
compared with its competitors. In this respect one of the competitors 
is-normally a relative cost leader. In the former cases alread~·· tailoring 
strongly limits comparability of products and, at the same time a cost 
reduction possibilities. Therefore, cost leadership is at least very vague 
in these industries. Second, we try to describe fum's actual strategic 
behavior, not the aimed or striven one. The placement of the fums e.g. 
Figure 1 is made mainly according to evaluation of the interviewees but 
observations, additional questions, information recieved in different 
connections etc. also influence the placement. 

In industries of fastening and electric devices and coil springs it is not 
profitable to technically differentiate products as the customers are not 
willing to pay for any additional qualities. Differentiation of fastening 
and electric devices is in some degree carried out with marketing 
efforts. Coil springs manufacturer has other products which can be to 
some extent differentiated. If a customer is not willing to pay for any 
additional features cost competition will be naturally emphasized. 

Thus we can draw the conclusion that It Is not possible 
for firms (or SBUs) In some Industries to put Porter's 
cost leadership or differentiation In practice, at least 
not In the pure form. To some extent the same kind of results have 
been also earlier found (Wright 1987, Smith et al. 1990, Eriksson 
1991 and Rlslnen 1992). However, in many industries Porter's model 
suits well for classifying the fums and SBUs. 

The general direction in changes of generic strategies seems to be 
emphasizing cost efficiency. In order to keep business 
activities profitable during expanding International 
competition (e.g. due to Integration) and declining sales 
volumes (e.g. due to recession) possibilities to reduce costs 
have to be exploited effectively. The customers are not willing or 
capable to pay for any additional qualities. The price level of some 
products has fallen in the Nordic countries due to the liberalization of 
trade. Two of the case f1rms have also reduced assortment that is usually 
supposed to be connected to cost reduction. However, in these case 
firms it is more probably an effort to make the assortment more 
profitable. It is a good reason to note that the industry life circle effects 
could have had some influence on these results (Gilbert and Strebel 
1988). 

The generic strategies of the case firms have. often 
changed unexpectedly (cp. Appendix, which describes change 
expectations in the former studies). Mining machines manufacturer has 
taken over its French competitor. The generic strategy of the 
competitor has not been changed because, due to its sortiment, it 
competes more with prices than its Finnish parent company. Both 
manufacturers wanted to leave their image unchanged. The parent 
company itself has slightly proceeded towards cost-based focus due to 
pruning of the assortment. This change was not expected in the former 
study. 

In the fttst study the spring manufacturer was entirely classified as a 
differentiatior. Even during that time e.g. its large market share in 
Finland, however, hinted that its generic strategy might have been 
classified as cost leader. Differentiation has remained as a generic 
strategy for exported formed springs. But because customers favor more 
lower prices the generic strategy of formed springs manufacturing has 
proceeded towards cost leadership, especially in Finland. This change 
was not anticipated. Instead the change towards focus was in accordance 
with the former results. 
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The forest machinery manufacturer might have been classified already 
in the first study as a cost-based focuser as far as ordinary 

forestrnachines were concerned. Now the placement is evident. The 
company's strategy concerning cranes has remained the ssme: 
differentiation. The competitive advantage of a new product line, 
personal hoists, is based on differentiation focus but in the future they 
believe that the costs will be more important when their market 
becomes saturated. 

The hoist manufacturer has widened its assortment with smaller sized 
hoists. Together with the new products of the "average" generic 
strategy has slightly proceeded towards cost-based focus. The direction 
of the change has been anticipated. 

The air conditioning systems as well as fastening and electric devices 
manufacturers' generic strategies have not changed although it was 
anticipated. The fastening and electric devices manufacturer was 
anticipated to proceed towards differentiation but they noticed it was 
not profitable to differentiate products technically. The air 
conditioning systems manufacturer was anticipated to proceed towards 
cost-based focus in EC market. However, the manufacturer noticed that 
it was not profitable to compete with prices because that was the 
strength of its competitors. So the air conditioning systems 
manufacturer remained differentiation-based focus strategy. 

Only the household appliances and forest machinery manufacturers 
believed that a cost leader benefits most from the integration. The 
hoists and air conditioning systems manufacturers believed that the 
integration favors firms producing high quality products 
(differentiation). This belief is based on presumptions that general 
quality requirements will rise. The change will be more useful to those 
manufacturers who are already producing high quality products. Still, a 

' majority of the interviewed persons thought that the integration did 
not favour specifically any generic strategy. Generally, we could ! 
not notice that the Integration favors certain generic · 

· strategies but industry-based differences are developed because of the 
differences in competition. 

The competitive advantages of firms are defmed in generic strategies. 
The changes of generic strategies are linked primarily with the changes 
in the industry structures (see also next chapter). A slight maJority 
or the case firms considered that changes caused by 
European Integration do not or will not have effect on 
generic strategies or their SBUs. Hoists and fastening and 
electric devices manufacturers thought thst integration strengthens the 
selected strategies. The springs and forest machinery manufacturers 
anticipate thst integration could increase their export. 

The increase of exports emphasizes that a firm may need different 
generic strategies in different markets even for the same products. 
Competitive advantage should be developed separately 
for each SBU; consequently a firm may have more than 
one generic strategy. 

Structures of the case fmns' industries and integration 

The respondents noticed many kinds of direct effects of integration 
E.g. more open markets, harmonized standarts and certified quality 
systems we considered to have direct effects. But in this chapter we 
mainly examine indirect effects through the Porterian framework of 
competitive forces. In other words, have the structures of the industries 
of the case fmns changed for the integration as was generally assumed? 

Although during the study period only the competitors of analytic 
systems for clinical chemistry and household appliances manufacturers 
have been centralized, however, most case firms assume that 
their Industries will be centralized In future. Naturally, 
European integration has its own effects on centralization. 

Only two firms had minor cooperation with the other firms. Otherwise, 
the case firms had not joined any alliances at any level. 
This is suprising, because three years ago the majority of the case firms 

considered alliances important. In present interviews the respondents 
admitted that they do not believe In beneficlts or alliances. 
However, the international organizations of industries, whose 
activities are found profitable to participate, are an exception. 

The interviewed persons also agreed that the European integration 
reduces obstacles of entering the market. Again with two exceptions, 
the case firms did not suppose that new foreign 
competitors would enter the Finnish market. Nor are 
substitutes assumed to strenghten their position. These opinions were 
not based on counter measures or threats of counter measures by 
Finnish funs but rather on minor attractiveness or the market. 
The market was considered too small in relation to the investments 
required. In some other industries the situation may be different. 

During the study period raw material and component suppliers 
were not centralized. Although there has not been increased 
~tr~ization the respondents admitted thst they should be prepared for 
11. This could be done, for example, by examining the possibilities of 
cooperative buying and obtaining more alternative suppliers. 

Retailers and other customers have Increased 
centralization in many industries involved into the study. 
According to Porter centralization usually increases bargaining power 
of buyers. The mining machines and springs manufacturers, how ever, 
assumed that this change has more positive than negative effects. They 
thought that customer relations and marketing activities are easier to 
control when there are fewer customers. Centralization of customers 
was generally slower than expected. 

Bearing in mind the above-mentioned and some other effects found in 
the study it can be stated that the Integration generally bad 
many but often minor effects on the basic factors or 
competitive forces. Case firms, however, considered thst there 
will be changes In the future. Forthcoming changes were 
assumed to have reasonable effects. 

Figure 2 shows how case firms found the total effects of European 
integration on their typologized industries. The arrows show the 
changes in the opinions. 
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In Figure 2 the balded parts describe changes. The arrows 
sh~~ the directi?n of a change before the present position. The 
op'!''~ns concernmg the effects of integration have changed in the 
maJo~ty of the five case fmns. The household appliances, the mining 
machmes, and the stainless tubes and besms manufacturers anticipate 
the effects of integration to be less significant than earlier. On the 
contrary, the air conditioning systems and the forest machinery 

manufacturers perceived the effects of integration more significant than 
three years ago. Global (and european) manufacturers ·have 
thus become less "worried" whenas national manufacturers 
have become Increasingly "worried" about the effects or 
lategratlon. Although the nature of industries would be national or 
european, the anticipated effects of integration varied according to a :llDI (~BU). Most clearly _grouped were the fmns representing global 
mdus~es. In these firms 11 was assumed that integration would have 
only rrunor effects on global industries. 
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Discussion 

The mosl imporlanl results and conclusions have been presented wilh 
bold leuers in !he former chapter. Based on !he results of !he study il 
seems !hal !he effects of integration were considered 10 be fairly 
insignificant when formulating generic strategies. Consequently, so­
called "Euroslralegies" were nol sough! very effectively. General 
changes in environment made firms to reconsider their strategies 
frequently. Seldom were imporlanl changes initialed only by 
integration. Sometimes integration is one of !he effecting factors or il 
may accelerate change process, but it is rarely the key factor when 
considering strategic changes. 

The general direction in !he changes of generic strategies seemed lo be 
emphasizing cos! efficiency. As lo market strategy EC-trade including 
new subsidiaries had become more important. 

The respondents had, however, observed many kinds of direct and 
indirect effects of integration.Open markets, the harmonization of 
standards and !he certification or quality systems were considered lo 
influence directly. On the other hand, increasing competition as we as 
the centralization of competitors, distributors and customers were 
worried for !heir indirect effects. 

Consequently, we have a good reason 10 interpret !hal these may be 
some contradiction between the perception of many 
effects of Integration and the limited consideration of 
these effects at strategic level. It remains lo evaluate if this 
depends on the unconsciousness of the actual consideration or real 
unabilily (unwillingness) lo consider these effects al strategic level. 
This crucial evaluation should be done by firms because !he need lo 
consider !he effects depends on !he relations of !he opportunities and 
lhrealhs introduced by integration lo !he strategies and weaknesses of a 
firm. 

We concluded !hal !he fmns neglected especially lwo lypes of stralegis 
considerations. These were taking into account potential entries to 
!heir home market and possibilities of international cooperation. 

Conseming the ulilizalion of Potier's frameworks when some 
interesting obserVations became possible. In many industries and 
competitive situation all generic strategic ahematives did no! come 
into question and, therefore, the functioning of Porter's 
generic strategy frameworks Is limited. This is significant 
because !he basic framework is largely discussed in theory and applied 
in practice. 

We wish !hal these resulls and conclusion give some impetus lo other 
fmns 10 reconsider !he effects of integration and alsi !he laking into 
account these effects al !he strategic level. All measures be weighted 
agaisl !he relative position of a firm its competitive situation. 

The empirical study was based on nine case studies. It is a well-known 
fact !hal case studies have !heir weaknesses and limitations bul because 
of !he complexity of our research problem case approach was regarded 
as !he mosl suitable one for !his study. Interviews provide opportunity 
to additional questions, and lo gaining background information and 
reasons. So we have been able lo explain many .. causal .. connections 
!hal would be loo complicated for a survey or an experimental study 
(Yin 1989). 

Construct validity was the most problematic issue because the 
European integration is very wide and kaleidoscopic. II is often 
difficull lo separate an effect of integration from general effects of 
environmental changes (interactive effect). As also other external 
variables are difficull lo control it is problematic lo notice separate 
effects of integration. In addition, in interviews il is always a question 
of more or Jess subjective opinions. Especially indirect effects of 
integration are extremely difficult 10 analyze as we cannot be sure how 
well !he interviewed persons are aware of !he effects of !he changes in 
!he competitive environment The interviewees represented for the lop 
management of the case firms and therefore we can asswne that they 
know !he change forces in !heir own industry reasonably well. During 
!he interviews !his comprehension was supported by lhe observations 
of inteviewers. 

Case studies are often criticized . partly unjustified . because of !heir 
low degree of generalizabilily. The present one is a multiple-case study 
which lo some extent increases possibilities 10 analytical Case studies 
aim at analytical generalizations (nol slalistical) generalizations, and 
therefore !he resulls should be generalized wilh reference 10 lheorelical 
cases, not to populations. However, if a case study is compared with a 
survey a case study has almost always more random error as sample is 
smaller. 

This study suggests !he need of al leas! lwo kind of further studies. 
Firs!, a new follow up study would be useful lo perceive !he same firms 
after a few years when !he European integration works more lightly and 
effectively and when its consequencies are better observable. Second, 
an additional examination of Porterian frameworks would be 
recommended as !hey have rarely studied empirically, especially al a 
company level. Although Porter has developed his framework for 
industry level analyses we have nol found any good reason why his 
ideas could nol be used al a company level analyses, loo. Additional 
studies of his frameworks would be useful for new insights in !he theory 
construction and the improvement of practical managerial work. 
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Abstract 

This study was conducted to find out the perceptions of 
New York exporters on developments related to EC 1992 
and how those changes might affect their marketing 
strategies. Although a large number of respondents felt 
that the EC market was very important for the future of 
their firms, they were concerned about potential tariff and 
non-tariff barriers. Close to half of the firms studied were 
in the process of preparing for the post-1992 period. 
Expanding agent/distributor network was found to be the 
most preferred method of penetrating the EC market 
and/or increasing market shares there. The executives in 
the sample were a great deal more optimistic about the 
issues related to NAFTA. Many felt that NAFTA will 
make their firms more competitive both at home and in 
overseas markets including the European Community. 

Introduction 

The largest and the richest market of the world was 
created by the end of 1992 as the twelve European nations 
remove the nontariff trade barriers that still exist among 
themselves. The elimination of border controls and 
harmonization of technical and fiscal barriers are expected 
to promote industry consolidation and rationalization 
leading to economies of scale in production and 
marketing. These changes will affect the nature of 
competition in this market and will require that both EC 
and non-EC firms design new strategies to survive and/or 
to prosper in Europe. 

Indeed, "Europe 1992" has already triggered noticeable 
repositioning of financial and human resources by many 
of the larger European, American and Japanese 
corporations, both across territorial as well as product 
lines, as seen by waves of mergers and acquisitions. The 
statistics on the market size aRd potential of the new 
Europe is astonishing. The EC alone commands a market 
of over 340 million people and a combined GNP of 6.2 
trillion dollars; add the EFT A members and the combined 
market is roughly 125 million larger in population than 
the U.S. and is the biggest, as well as the richest market 
in the world with a total GNP of close to 9 trillion 
dollars. Though a massive market in itself, the EC-EFTA 
area also can serve as an efficient springboard for 
exporting European-made goods to other countries, 
including of course the United States. 

A widespread perception exists outside Europe that the 
Internal Market inevitably entails a degree of 
protectionism against non-EC firms. Although the EC 
officials would flatly deny that they are about to create a 

"Fortress Europe", there are some countries in Europe 
that would like to see one. Divisions within the 
Community over protectionism arise from variations in 
perceptions over the objectives of the Internal Market and 
the effect of free competition on industry. There is a 
disagreement over whether or not the prime objective of 
the Internal Market is to help European companies regain 
a degree of competitiveness over their Japanese and 
American counterparts. The belief that this is a prime 
objective tempts some countries, such as France and Italy, 
to seek to ensure that the system is fixed in such a way as 
to secure that objective. The belief of the United 
Kingdom and Germany in the merits of free trade, which 
as much as anything else reflects their own self­
confidence in the results of such a system, and in the case 
of the United Kingdom in the supremacy of the 
consumers' interests over that of the producer points in 
the opposite direction. 

As Europe rolled through 1992, many were worried by 
the increasingly obvious uncompetitiveness of much of 
their industry. EC's GNP grew just 1.2 percent in 1990, 
and the unemployment rate was more than 9 percent. The 
huge number of unemployed workers and potential 
immigrants just over the border in Eastern Europe was 
also a troubling development for Western European policy 
makers. Moreover, from a trade surplus in 1986, EC ran 
up a record trade deficit of about $110 billion during the 
same year (Rapoport 1990). 

Given these current and potential economic problems, 
many in Europe are not as opti'!listic about their future as 
several years ago. Thus, protectionist sentiments 
championed by the French and the Italians are also 
spreading to other EC member countries. Until recently, 
the thinking in EC circles was that lifting state subsidies 
and quotas would create a more competitive environment 
for the Europeans firms, and this would lead to the 
creation of globally competitive industries in electronics, 
computers, and automobiles. But this is not happening yet 
due to mainly still existing nationalistic concerns and old 
rivalries. 

During the early 1990s, U.S. firms were obviously 
concerned about the above developments in Europe. 
Meanwhile, talks were proceeding in North America to 
establish another major trading bloc. It is expected that a 
North American Free Trade Agreement (NAFTA) that 
will initially include the United States, Canada, and 
Mexico will have a major impact on American businesses 
during the coming decades. Thus, business executives 
need to consider the EC and NAFT A simultaneously in 
their strategic planning and design export and/or foreign 
production plans accordingly. 
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This study was initiated to assess the perceptions of 
American exporters as to how EC 1992 might impact 
their businesses and how they would react to these 
developments. The more specific objectives included: 

an assessment of perceived benefits and potential 
problems regarding EC 1992 on their firms and 
the United States. 
determination of the most appropriate market 
penetration methods to the European market after 
1992. 
an analysis of these perceptions and market 
penetration methods by firm size (sales volume 
and employment) and share of exports in sales 
volume. 

Review of Literature 

A review of literature regarding EC 1992 show that past 
studies have focussed on a variety of topics ranging from 
the economic impact to European economies/businesses to 
potential effects on American exporters. It is generally 
agreed that the post-1992 environment will be 
significantly more competitive (Quelch and Buzzelll989), 
and that the increased competition will result in greater 
?perating efficiencies, scale derived benefits, and 
mcreased innovation. In addition, EC 1992 will reduce 
prices, provide European households with access to an 
increased range of products, and lead to increased 
employment (Fieleke 1989). 

A second category of research points out the potential 
benefits which U.S. firms may enjoy as a result of EC 
1992. These include: increased demand for U.S. goods 
as. a result of rising European incomes (Linville 1990); 
elimination of conflicting standards and procedures 
(Verity 1988); and reduced transportation and distribution 
costs (Weimer 1990). 

A third group of researchers investigate potential 
problems if a "Fortress Europe" is erected. They point 
out that local content rules, reciprocity arrangements, and 
technical barriers may exclude the U.S. firms from fully 
enjoying the benefits of the Unified Market (Calingaert 
1989; O'Connor 1990; and Moini 1991). 

A fourth group of researchers provide planning guidelines 
for U.S. businesses (Kaikati 1989; and Quickel 1989), 
suggest market entry strategies (Samiee 1990), and 
analyze the perceived effects which EC 1992 may have on 
American businesses' exports (Moini 1991). 

Research Methodology and 
Sample Characteristics 

This study will be conducted in several stages to include 
different geographic areas. During the first stage, the 
sample was drawn from New York exporters. A 
deliberate attempt was made to exclude strictly service 
oriented firms and agricultural producers. Thus the 
sample emphasized manufacturing companies. 

A total of 356 firms were sent survey questionnaires 
during the spring of 1992. Of these, 19 were returned due 
to business closing and/or address changes. After one 
follow up mailing, 159 useable surveys were received, 
yielding a response rate of approximately 47 percent. This 
pa~r reports the findings based on these 159 responses. 
Dunng the second stage of this project, the geographic 
coverage of the study will be expanded to include other 
states. 

In addition to the main research questions, the 
respondents were also asked to provide selected 
background information pertaining to their average size 
(measured by average sale during the last three years and 
number of employees), age, number of years in 
export~ng, the ratio of export to total sales, the nature of 
the their product(s)/service(s), and their current and target 
export markets. 

Results indicated that about half of the respondents 
(48.0%) had sales under $5 million, with another 31.8% 
whose sales were between 5 to 25 millions. Only 11.7 
percent of the firms in the sample had average sales of 
$50 million or more. About 50% of the firms employed 
less than 50 people, while only 11% of the firms had 
more than 500 employees. Thus, the small and medium 
si_zed firms dominated the responding sample, hence their 
views are indeed reflective of such types of businesses 
across New York State. 

Finally, a wide variety of products were manufactured by 
the firms in the sample. However, about 50 percent of the 
respondents produced three categories of products 
namely, industrial machinery/computer equipment (17.0 
percent), electronic and electrical equipment (20.8 
percent), and fabricated metal products (11.9 percent). 

Research Findings 

Export Patterns 

About 95 percent of the firms in the sample were 
exporters. Of all the firms in the sample, 62.3 percent 
ha~e been in export business for more than 10 years, 
whi_le only 11 percent of the firms have started exporting 
dunng the last five years. Thus, one might conclude that 
the sample included a very large number of experienced 
exporters suggesting that they might be very familiar with 
the topics covered in this study. 

In terms of sales generated from forei!!n markets 
majority of firms were domestically oriented with a smali 
fraction of their products going to foreign markets. Only 
25 percent of the responding firms had more than 35 
percent of their sales generated from the foreign markets. 

Exporting directly to a foreign customer was found to be 
the dominant mode of distribution channel, with 69.9 
percent of the exporters in the sample indicating that they 
use this method. Other widely used vehicle of 
distribution included selling through foreign distributors 
(40 percent), and selling through foreign agents (36.8 
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percent). 

The respondents indicated a large number of countries as 
their export destinations. However, Canada was 
mentioned by a large majority (73.7 percent) as a current 
export market, followed by Mexico (54.5 percent), and 
the United Kingdom (51.9 percent). Germany, Japan and 
France were also important export destinations with each 
country selected by 44-47 percent of the respondents. 

The respondents were asked to rank-order the top five 
markets in terms of their importance for their current 
exports. A weighted average indicated that Canada was by 
far the most important export market for the New York 
firms, followed by Germany , the United Kingdom, and 
Japan. These findings are not surprising given the 
geographic proximity, and relatively low language and 
cultural barriers between the United States and Canada. 
In addition, the U .S.-Canada FT A might have contributed 
to expand the Canadian market for the American 
exporters. Germany and Japan are obviously important 
expanding markets. A low level of cultural and language 
barriers between the United States and the United 
Kingdom explain why UK might be selected as an 
important market as opposed to, for instance, France or 
Italy. 

The respondents were also asked to rank-order potential 
export markets in the future for their firms. The results 
indicated that the current markets will keep their 
significance in the future while further export expansion 
will take place mainly in the Pacific Rim countries, and 
Mexico. It was interesting to note that both the EFT A 
countries and the Eastern European countries did not play 
a big role as current or potential markets fOF the New 
York firms. 

EC 1992 

With regards to EC 1992, the results of this study 
generally support the findings of previous research, and 
many respondents foresee EC 1992 as being very 
important to the future of their firms and they 
acknowledge that there are benefits to be realized. For 
example, 42.5 percent "strongly agree" or "agree" with 
the statement that "EC 1992 is going to be very 
important for tbe future of my finn" while only 17.8 
percent "strongly disagree" or "disagree" with the above 
statement. However, the managers of larger firms (sales 
volume over $5 million) were in more agreement with the 
above statement than the managers of smaller firms (sales 
under $5 million). Using a Chi-Square test, the difference 
was found to be statistically significant at 1 percent 
significance level (TABLE 1). 

However, the feasibility of realizing these benefits is 
partially clouded by belief shared by some executive in 
potential increases in tariff and non-tariffbarriers. Around 
40 percent of respondents believe that EC 92 is going to 
result in increased tariff barriers, and 42 percent believe 
EC 1992 will result in increased non-tariff barriers. Again 
it was found out that the smaller firms expected more 

protectionism than the larger firms. With regard to tariff 
barriers, the difference was significant at 1 percent 
significance level (TABLE 1). 

More than half (53 percent) of the executives surveyed 
believe that EC 1992 is going to result in a large 
homogeneous market. This might be one of the major 
misconceptions of the American managers about the 
current developments in Europe. It is true that doing 
business in the European Community will be more 
standardized during the 1990s. However, it will probably 
take a much longer time for the European consumers to 
become homogenous due to well established cultural 
traits. Thus, different marketing practices may be needed 
in each member country at least during the coming decade 
or so. Of course, the expansion Europe-wide 
communications media may help to speed up the creation 
of a homogenous European market. 

Many in the sample believe that the removal of border 
controls, standardization of product specifications, and the 
general reduction in shipping documents required will 
increase the speed and efficiency of product distribution. 
However, the larger firms are more optimistic about this 
potential outcome than the smaller firms. The difference 
was found to be statistically significant at 5 percent 
significance level using a Chi-Square test (TABLE 1). 

Despite uncertainties surrounding it, 45.4 percent of the 
respondents indicated that they have undertaken measures 
in preparation for post 1992 Europe. Specifically, 
expanding agent/distributor network seems to be the most 
appropriate market entry/expansion strategy, a strategy 
selected by 62.7 percent of the respondents as "most 
appropriate". Setting up wholly owned subsidiaries was 
found to be the "most appropriate" strategy by 26.1 
percent, and joint-ventures with EC firms by 21.2 percent 
of the respondents (TABLE 2). These strategies are 
consistent with recent studies of Samiee (1990) and Moini 
(1991). 

NAFTA 

As was mentioned above, the respondents were concerned 
about potential tariff and non-tariff trade barriers that 
might be imposed by the European Community. 
Compared to the EC market, many saw a larger potential 
in the North American market. Overall, NAFTA was 
considered to be potentially beneficial for the U.S. To an 
extent, the literature in favor of the agreement (such as 
Dooley, Leon, and Wood, 1991) is supported. A large 
proportion of the respondents believe that the agreement 
will result in increased U.S. economic growth (46.2 
percent) and reduced prices (35.9 percent). However, a 
very large chunk of the respondents (64.4 percent) 
believed that the agreement will lead to job losses for 
Americans. As to the contention of whether such treaty 
would enhance the competitive positions of U.S. firms, 
44.6 percent of the respondents agreed that NAFTA 
would be beneficial in that regard while only 19.6 percent 
disagreeing. A more stronger token of support was 
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respondents' views on whether overall NAFTA would be 
potentially beneficial for the U.S. in that 65.7 perc~nt 
believed that it would while only 16.1 percent refutmg 
such contention. These findings are also consistent with 
recent surveys of corporate executives based on national 
samples (Anders 1992). 

Summary and Conclusions 

This survey examined the managerial perceptions of 
Central New York Exporters on the impact that EC 1992, 
and NAFTA would have on their firms. While it was 
recognized that EC 1992 could offer significant benefits, 
there was concern that U.S. firms may be excluded from 
enjoying these due to a variety of trade barriers. In 
general, the larger firms were more confident and 
optimistic about their future performance in the EC 
markets than the smaller ones. Close to half of the firms 
surveyed were already designing strategies for the post-
1992 years. Expanding agent/distribution networks in the 
EC markets was given as the most appropriate strategy to 
enter and/or expand in the European markets. 

Finally, while NAFTA is an agreement which has yet to 
come into force, respondents identified it as the one 
agreement which would offer the greatest opportunities 
and benefits for U.S. firms. This optimistic view is 
perhaps due to expectations of using NAFT A as the first 
step toward the formation of a much larger bloc that 
includes Central and Latin America. Many predict that 
Latin America will grow at an average of 4 percent 
during the 1990s and will further liberalize its trading 
policies. This could create large export markets for U.S. 
producers. The importance of this market can be summed 
up as follows: 

"When Latins sell to us, they buy even 
more back. When Asians sell to us, they 
buy from Japan. And when Europeans sell 
to us, they buy from each other. Latin 
America is our best opportunity" (Davis 
1992). 

The big question currently being debated is whether these 
trading areas are going to stand in the way of increasing 
global trade and challenging GATT's efforts in 
multilateral trade negotiations aimed at reducing trade 
barriers across all countries (see, for example Schott 
1991). The prevailing view on this is that by design this 
is inevitable. Just the fact that members of a trading bloc 
liberalize trade internally diverts trade from elsewhere and 
put countries outside these agreements at a competitive 
disadvantage. For example, Japanese manufacturers 
deciding whether to build a new plant in Japan to produce 
for the U.S. market or built it someplace else, are going 
to be much more closely looking at Mexico as a potential 
site. Hence trade that would have otherwise been across 
Pacific would now be between Mexico and the United 
States. Similarly, some of U.S. companies' sourcing 
(from Far East, for example) and production is sure going 
to move to Mexico in light of that country's cheaper cost 
of certain raw materials and labor. 
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TABLE 1: 
PERCEIVED BENEFITS OF EC 1992 BY SALES VOLUME 

(%)RESPONDING AS: 
STATEMENT: EC 92 WILL: 

SA A. JS. 

Increase Tariff Barriers For Non-Members 
Total Sample 11.3 29.1 37.6 

Sales Volume Under $5 million 22.2 25.4 33.3 
Sales Volume Over $5 million 2.7 31.5 41.1 

Increase Non-Tariff Barriers For Non-Members 
Total Sample 9.9 32.4 36.6 

Sales Volume Under $5 million 12.9 30.6 35.5 
Sales Volume Over $5 million 8.0 33.3 37.3 

Result In A Large Homogeneous Market 
Total Sample 18.4 34.8 22.7 

Sales Volume Under $5 million 11.3 33.9 25.8 
Sales Volume Over $5 million 24.3 36.5 18.9 

Increase Speed/Efficiency Of My Products Dist. 
Total Sample 14.0 28.7 35.3 

Sales Volume Under $5 million 8.3 30.0 30.0 
Sales Volume Over $5 million 19.4 26.4 38.9 

Be Very Important For The Future Of My Firm 
Total Sample 19.1 23.4 39.7 

Sales Volume Under $5 million 12.7 23.8 44.4 
Sales Volume Over $5 million 26.0 20.5 38.4 

SA = Strongly Agree; A = Agree; N = Neutral; D = Disagree; SD = Strongly Disagree 
* significant at 1% level; 
** significant at 5% level 

TABLE2: 

D 

14.2 
11.1 
16.4 

15.5 
16.1 
14.7 

18.4 
21.0 
16.2 

16.9 
21.7 
13.9 

12.8 
9.5 
15.1 

APPROPRIATENESS OF MARKET PENETRATION STRATEGIES 
BY SALES VOLUME 

STRATEGY: (%) OF RESPONDENTS RANKING AS: 

Expanding Agent/Dist. Networks 
Total Sample 

Sales Under $5 milliqn 
Sales Over $5 million 

Licensing Agreement With EC Firm 
Total Sample 

Sales Under $5 million 
Sales Over $5 million 

Joint-Venture With EC Firm 
Total Sample 

Sales Under $5 million 
Sales Over $5 million 

Setting Up Wholly-Owned Subsidiary 
Total Sample 

Sales Under $5 million 
Sales Over $5 million 

(lst = Most appropriate ... 4th = Least appropriate) 
* significant at 1 % level 
** significant at 5% level 

1st 

62.7 
72.1 
54.3 

9.6 
3.9 

13.1 

21.2 
24.5 
19.4 

26.1 
18.9 
33.3 

2nd 3rd 4th 

18.7 11.2 7.5 
13.1 8.2 6.6 
22.9 14.3 8.6 

21.7 31.3 37.4 
31.4 29.4 35.3 
13.1 32.8 41.0 

30.5 27.1 21.2 
26.4 26.4 22.6 
33.9 25.8 21.0 

15.1 13.4 45.4 
15.1 11.3 54.7 
15.9 15.9 34.9 

S12 

7.8 
7.9 
8.2 

5.6 
4.8 
6.7 

5.7 
8.1 
4.1 

5.1 
10.0 
1.4 

5.0 
9.5 
0.0 
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EUROPEAN INTEGRATION: A CONSUMER PERSPECTIVE 

Timo Ranta and Liisa Uusitalo, Helsinki School of Economics 

Abstract 

This paper deals with those effects of European integration 
that are reflected in the lives of European consumers. The aim 
is to categorize these effects and to see how they affect 
consumer welfare in a typical European country. The data 
base is formed by a qualitative analysis of personal expert 
interviews and literature. It was found that the economic 
effects of integration have been greatly overestimated and 
simplified in consumer studies of integration in the past. 
Moreover, from a consumer's point of view, European 
integration is increasingly a question of consumer policy and 
welfare, including environmental and cultural issues, rather 
than a question of competition and prices only. 

Introduction 

In many European nations presently applying for EC 
membership, joining the EC has been motivated principally by 
economic reasons. Based on economic theory, it is commonly 
stated that the EC membership will entail lower consumer 
prices and a greater variety of supply, which will consequently 
benefit consumers. It is, however, very difficult to actually 
predict the magnitude of these effects. This is due to the fact 
that the various countries that have applied for EC 
membership are so different in their micro- and macroeconomic 
structures that one should rather talk about a number of 
interesting case studies. 

This paper deals with the effects of the deepening European 
integration that are reflected in the lives of European 
consumers. The purpose of this study is, first, to categorize 
these effects and, second, to evaluate both positive and 
negative effects from the consumer welfare point of view. The 
intention is not to give an answer to whether integration in 
general is beneficial or not but to identifY the ways in which it 
is reflected in the everyday life of European consumers. This 
analysis is mostly based on a comparison between the situ­
ation in which a country is outside the Community and the 
situation in which a country is a full member. Some of the ef­
fects of integration, however, can be classified as externalities 
of integration, which will be influential irrespective of the 
country's formal relationship with the Community (e.g., envi­
ronmental effects). 

Consumer effects are classified into economic, welfare, and 
consumer policy effects. By economic effects, we understand 
issues related to the purchasing power of consumers, prices, 
quality, and assortments of goods, as well as taxation. These 

effects will partly be predicted on the basis of economic theory 
but this analysis will be accompanied by institutional and 
structural points of view. As welfare effects of integration, we 
will look at issues related to social security, the environment, 
and culture. Consumer welfare will be understood in a very 
broad fashion. Therefore, no exact predictions of the possible 
integration-related increases and decreases in total welfare can 
be made but rather a description of possible changes in its 
structure. Consumer policy effects of integration are here 
understood principally as effects on product safety and 
consumers' possible ways of influencing consumption-related 
matters. This is why the discussion will center upon issues of 
"low politics" at the expense of ''high politics" problems such as 
economic and foreign policy. Macroeconomic issues are only 
dealt with to the extent that they have an influence on 
individual consumers. 

The Conclusions are based on an analysis of both written 
material and personal interviews with 16 experts. The 
interviews took place between April and August 1992. The 
interviewees were selected from high officials and academic 
researchers occupied with integration and consumer issues and 
representatives of consumer organizations both in Finland and 
in Brussels. The purpose was to obtain a very multifaceted 
view of the research area. The interviews were based on open­
ended questions and free discussions, approximately one hour 
each. The interviews were recorded and written word by word 
and analyzed with the aid of iterative content analysis. A main 
interest was to discover whether there was agreement or 
disagreement among the interviewees about the effects of 
integration. 

The research approach of this study is limited in the sense 
that our interest is in discovering the effects specifically 
related to integration· while, in practice, there obviously are 
several other trends and cycles in force as well (Kosonen 1992). 
This analysis also emphasizes those effects that can be 
observed in the short and intermediate term. More far­
reaching issues - such as changes in production structures -
are dealt with to a lesser extent. The research approach is 
principally interpretive but, as far as it is possible, we also 
attempt to predict various effects of integration. All 
integration-related scenarios, however, are based on fairly 
strong underlying assumptions. The dependence on the 
accuracy of these assumptions is particularly strong as we 
discuss the economic impacts of integration (European 
Economy 1990). 

Ways of Depicting the Effects 
of Economic Integration 

IdentifYing and estimating the effects of economic integration 
is by no. means easy. There are various alternatives in 
research for doing this and depending on the purposes of the 
research, each alternative has its strengths and weaknesses. 
The aim of this chapter is to briefly motivate the 
methodological choices of this research. 
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The earliest analyses of the effects of integration were 
foremostly theoretical. Theoretical analysis of the effects of 
integration is usually based on neoclassical economics and, in 
particular, the law of one price. As the theoretical prediction is 
that price levels tend to converge within an economically 
integrated area, one can estimate the price effects of 
integration in various countries joining the integrated 
community. This analysis tends to predict that the price effects 
of integration are quite significant in a country that has 
oligopolistic market structUTes when joining the community. In 
a country that already offers a framework closer to perfect 
competition, in tum, the effects will be minor. The most well­
known study employing this logic is the Cecchini report (The 
Economics of 1992). 

The strength of this methodology is its simplicity. Theoretical 
analysis tends to produce straightforward quantitative results 
that can be easily communicated to various audiences (of the 
type of how many percent prices will fall when a country is 
joining the Community). It has, however, some major flaws, as 
well. To begin with, this analysis is static, which means that 
it describes the increase in welfare induced by the freeing of 
international trade exclusively. In practice, such a shift will 
take time and it also clearly hinges on various macroeconomic 
circumstances. One can actually maintain that the various 
dynamic gains of integration- such as innovations, investment, 
and technological progress - will in the long run be far more 
significant than price changes. 

Integration actually consists of several processes that have 
separately generated empirical research elsewhere. One of 
them is the process of de-regulation. In the short run, 
integration is reflected in many member states as the 
elimination of protectionism, and the outcomes of this process 
can be deduced from past empirical studies. The effects of de­
regulation can be estimated simply by comparing the market 
structures and prices in a country before and after de­
regulation. De-regulation has usually decreased prices and 
increased the number of actors in the short run, but in 
countries where import-replacing industries make up a large 
part of the economy, the effects have been counterproductive. 
The strength of this analysis is its econometric rigor, but one 
should bear in mind that integration means a lot more than 
de-regulation. 

A problem with straightforward theoretical analyses is that 
they almost entirely ignore the various qualitative effects of 
integration. Many directives and principles adopted by the 
economic community will certainly affect the quality of 
products and services supplied in the various member states. 
The effects of integration on the quality and selection of goods 
in various member states are, however, very difficult to 
quantifY. It is also difficult to predict how the own production 
and distribution structures in various member states will be 
affected by the deepening integration. If the pre-integration 
state involved many regulations, one could assume that 
integration would increase the number of competitors in the 
market. In the long run, however, the effect can be quite the 
contrary. The concentration tendencies of production into big 

units associated with integration might, in fact, lead to a 
homogenization of product supply and quality. Other 
qualitative effects of integration that economic analyses tend 
to neglect are related to how product safety and consumer 
protection are organized in a country. 

Intuitively, in the case of the European integration, the 
methodological option one tends to think of first is case studies. 
Why is it not enough to look at how the various member states 
that have joined the EC in the past have succeeded? There are 
obvious reasons for not doing so. Case studies comparable in 
terms of today's integration-related effects are very difficult to 
conduct as all major member states have been in the 
Community since 1957 and the more recent entrants of the 
Southern European countries are quite different from current 
applicants, Austria, Sweden, Finland and Norway. What one 
produces from a case study of integration effects in Greece 
would probably be of little use in Sweden, for example. 

The fourth approach to study integration effects could be 
entitled structural analysis. It refers to the process of 
identifYing those structural changes in member states that can 
largely be attributed to integration. This analysis is partly 
based on institutional economics but, when necessary, 
econometrics, sociology and psychology can also be used. What 
one looks for is a meaningful description of those effects of 
integration that truly are distinctive outcomes of the process 
and not just econometric theoretical predictions or contingent 
peculiarities. This type of analysis also effectively captures the 
political and social nature of integration; economic integration 
is not a matter of economics only. The weakness of this 
analysis is its complexity: a structural analysis of an 
international process is in most cases very multidimensional 
and communicating this complexity is difficult. It should, 
however, be done if we wish to inform consumers and 
marketers of the effects of current developments in Europe in 
their full complexity. 

Consumer Effects of European Integration 

Economic Effects 

Joining the EC has in many cases been motivated by economic 
considerations. It is commonly believed that membership in 
the EC will lower prices and increase the variety of product 
supply, which will benefit consumers. It is rather surprising 
that these reasons in particular have been used as a major 
motive in favor of the EC membership from a consumer's 
perspective, because the likelihood and magnitude of these 
effects are dependent on many structural and behavioral 
factors and are very difficult to predict. 

The price effects are, in fact, the most unpredictable effects of 
integration. Economit: theory would predict that, in an 
oligopolistic environment like Finland, price decreases after 
integration should be quite significant. However, it is also 
possible that the prevailing oligopolistic market structures will 
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in effect be strengthened by integration. Cooperation and the 
utilization of pan-European supply and distribution networks, 
for instance, is far easier for large central organizations of 
retail trade than for individual retailers. Integration increases 
concentration and finn size on the European level, which 
works against the price-decreasing tendencies. The structures 
of retail distribution channels for consumer goods are far more 
complex and rigid than the distribution of industrial goods. 
Therefore, it is probable that integration will have greater 
effects on the prices of industrial goods than on consumer 
prices. Moreover, to focus on the average price changes is 
somewhat misleading without quality considerations. Along 
with integration, product variety will increase both in the high 
and low quality ranges, and therefore a decrease in prices may 
also reflect the fact that consumers have moved to lower 
quality categories. 

The prediction of the economic effects of integration is further 
complicated by the fact that these effects depend, not only on 
the market and production structures of the member state in 
question, but also on geographical issues. For example, 
Finland, with a rather narrow selection of export industries 
and considerable regional differences, is likely to experience 
different types of effects than Denmark or Spain. Theoretical 
analysis suffices to predict that the types and magnitudes of 
integration-related effects will greatly vary from industry to 
industry: typically, protected and home-market oriented 
industries suffer and internationally oriented, large-scale 
industries benefit from integration. From the consumers' point 
of view this also means that the share of domestic products in 
many consumer good categories will diminish unless the 
domestic industries are able to increase their value added and 
differentiate their products to different market segments. 

The decrease in the consumption of domestic products in favor 
of lower-priced imported products is especially critical in the 
consumption of food products. It can be feared that consumers 
are not able to make the necessary price-quality comparisons, 
and the supply will concentrate in low-quality ranges 
(including European food products based on heavier doses of 
fertilizers and pesticides than domestic products). Of course, if 
consumers strive for lower prices only, it will have a very 
strong effect on the domestic agricultural production sector 
and, more generally, to countryside ways of life, which will be 
in danger of gradually disappearing. Regionally speaking, 
industrial and urban areas benefit and distant, rural areas 
suffer from integration. 

In European nations which are trying to decide over a 
meaningful integration policy, this dual nature of integration­
related effects has not been observed to a sufficient degree. 
The discussion has centered on whether or not integration is 
beneficial to a particular country as a whole when, actually, 
the real problem is how various population groups are able to 
adapt themselves to the structural requirements of integration 
and benefit from it. These structural requirements often 
include completely new production structures, which 
unavoidably leads to difficult temporary unemployment and 
needs of re-education. Likewise, new market structures require 

considerable flexibility and attention from consumers. For 
example, the increasing capital and labor mobility will 
increase the choices of well-to-do and young, well-educated 
citizens, whereas the choices of less-educated and elderly will 
be few. They are more or less doomed to stay and adapt 
themselves to the new structures. Thus, integration can 
contribute to a permanently high unemployment rate for many 
years to come. 

Effects on Consumer Welfare 

As the integration of the EC has proceeded, it has increasingly 
been realized how deep the indirect effects of economic 
integration are on consumer welfare in the countries involved. 
The harmonization of economic policy and, above all, of 
taxation will inevitably lead to welfare effects in member 
states, whose national standards are almost invariably 
different in different elements of welfare. Integration will, in 
the long run, have a hannonizing effect on national social 
security systems. Also, welfare changes due to labor market 
changes are to be expected. At the moment, there are 
considerable differences between the ways in which these 
issues are dealt with in various European countries. At least 
in wealthier nations, such as the Nordic countries, which 
presently suffer from depression, there is a tendency to use 
integration as an "excuse" for cuts in social security. It should 
be borne in mind, however, that the Community has very little 
fonnal power over national social security systems and many 
social decisions continue to be quite "national". The effects of 
integration on social security will, to a large extent, be 
indirect, i.e. related to the hannonization of taxation and the 
increasing difficulties of financing the existing level of national 
social security systems. Also, the labor mobility will in the long 
run push the social benefit systems towards hannonization. No 
one of the member states is eager to receive a high number of 
"economic" or "social benefit" immigrants. 

In a broad sense, social welfare encompasses also 
environmental and cultural issues. Environmental policy has 
only recently gained recognition in the Community. The 
running of the EC environmental policy has been hampered by 
the fact that the traditions of environmental protection and 
environmental consciousness vary a great deal in the various 
countries involved. For example, Gennany and the 
Netherlands have adopted a rather tight environmental policy, 
whereas policies in the Mediterranean countries have been 
very permissive. This has led the EC to adopt rather 
compromising standards in environmental protection. In 
addition, the power of industry lobbies over various decision­
making bodies of the EC is very strong compared with that of 
spontaneous civil movements, e.g. green movements or 
consumer organizations. The EC environmental policy has 
therefore been characterized by a trade-off between 
environmental protection and various interests ofthe industry. 

EC environmental norms have been carefully screened for 
their effects on the competitiveness of European firms. 
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Although environmental issues have been included in the 
agenda of the Maastricht agreement, their role is still unclear 
in relation to the Community's competition policy. In principle, 
standards higher than the Community ones are allowed in 
member countries ("environmental guarantee"). However, in 
practice, high environmental standards are often interpreted 
(by industries) as barriers to competition and banned. The 
EFTA-countries that have recently applied for EC membership 
represent a relatively high level of environmental protection 
and strong pressures from citizens to improve the standards 
and not to harmonize them downwards, which is why the 
Community will have to pay more attention to these questions 
in the future. Moreover, many environmental externalities 
which are by-products of integration, such as pollution from 
the traffic of the increasing trade and mobility, will gain in 
importance. 

In cultural issues, the European Community has been rather 
passive as culture is not in the competence of the Community, 
no matter how widely this competence is interpreted. Cultural 
transmission and changes in Europe can, however, quite 
naturally be related to the increase in the mobility of labor 
and changes in the production and market structures of the 
culture sector. The European Community is a very attractive 
market for large units of cultural industry, which might 
further contribute to the homogenization of the supply of 
culture in Europe (e.g. in broadcasting the homogeneity of 
program contexts has increased irrespective of the increased 
number of suppliers). It is to be hoped, however, that cultural 
production catering for smaller segments will have its place in 
the integrated Europe, as well. Compared with national 
cultural markets special segments of cultural consumption 
are, of course, l~rger and specialized cultural production is 
more profitable in Europe as a whole. This is why the critical 
issue is really whether small-scale cultural production units 
will be able to adapt their production structures to the 
demands of the wider market in terms of distribution, 
promotion and scale. 

It has been claimed that local and ethnic-bounded cultural 
traditions (often protected by language barriers) will continue 
their lives and even increase in vitality when released from 
national borders. However, in the growth of total supply, 
marginal forms of culture often tend to become even more 
marginalized, and they mix with more dominant cultures. On 
the individual level, integration diminishes identification with 
nation states and favors a more multi-cultural but also more 
"rootless" personal identity. 

Consumer Policy Effects 

The effects ofthe European integration on the ~eans at_ld ends 
of consumer policy in various European countnes are hkely to 
be quite significant. In Scandinavia, for example, c?ns~m~r 
policy has been carried out within a framewor~ .whi~h IS m 
many ways different from the conditions prevailmg m other 

parts of Europe. This framework could be entitled "the Nordic 
Model" and it is characterized by strong government 
organizations dealing with consumer issues and consumer 
organizations centered around issues broader than 
consumption only, such as cultural, social and local issues. It 
is, for example, unclear what role Nordic government 
consumer organizations (e.g. Government agency for consumer 
affairs, Consumer ombudsman) will have in the Community 
decision-making. 

The clearest consumer policy effect of integration will be the 
increased complexity of consumers' channels of influence. For 
example, when purchasing foreign goods from a foreign 
supplier, the consumer practically agrees to adhere to the 
consumer law and product safety standards of the country of 
origin. In principle, this is already the case, but economic 
integration will make international purchases far more 
convenient and common. This is why consumers should become 
aware of the fact that, within the EC framework, consumer 
rights are not protected by government organizations but 
largely by consumers themselves. 

As various border controls will be removed, the importance of 
so-called market control will increase in countries which have 
a tradition of high consumer protection and product safety and 
in which product control has previously been applied already 
on national borders (toll examination). Spontaneous consumer 
awareness and carefulness in all purchases is the best and 
least expensive way of avoiding dangers and disappointments. 
According to the EC principles, specific national requirements 
cannot be used to prevent the marketing of a good that has 
been accepted in any of the other member states. This is why 
European consumers will have to be able to "protect 
themselves" from harmful consumption, which relates to 
international financial services and retail sales of alcohol, as 
well. European consumers will have to become more 
"professional" in their consumption if the present level of 
consumer safety is to be maintained. 

Similarly, consumers have to learn to actively influence 
decision making via lobbying in the rather complicated 
administrative system of the Community. Influence has to be 
exerted already at the preparation stage (work program stage) 
because influencing the Commission or the Council of 
Ministers in detailed matters is difficult. It is also in the 
interest of consumers and citizen movements to strengthen the 
role of the European Parliament and open discussions between 
the conflicting interest groups. 

Conclusions 

This paper has dealt with the multi~aceted. effects of the 
European integration that are reflected m the hfe of European 
consumers. The discussion has comprised three, rather 
independent sections: economic effects, welfare ~ffects, and 
consumer policy effects. Some of the results of this study are 
summarized in the figure. 
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FIGURE 1 
CONSUMER EFFECTS OF ECONOMIC INTEGRATION 

On the macroeconomic level, EC membership will inevitably 
entail tax harmonization but European Monetary Union 
(EMU) is still merely a plan, which has to be looked at 
independently. EC membership will directly increase 
competition and capital mobility, and tax harmonization will 
directly affect consumer welfare (+I-). Increased competition is 
likely to exert an effect (-) on consumer prices, although the 
extent of this effect is difficult to predict. On the other hand, 
increased competition may in the long run result in the 
concentration of market power, which can be assumed to 
increase (+) prices and homogenity of supply as well as the 
need for consumer action. Finally, increased capital mobility 
may result in the need for increased flexibility in the labor 
markets. We propose this model as a hypothetical description 
of the causal effects associated with the European integration. 
In future research this framework should be tested for its 
correctness and predictive power. 

The most frequently cited reasons for joining the EC, from a 
consumer perspective, are lower prices and greater hetero­
geneity of supply. However, these effects are very difficult to 
predict. Increased competition on previously oligopolistic 
markets such as Finland might have significant economic 
effects, but it is also possible that deepening European 
integration will, by favoring large units, strengthen the exis­
ting concentrated market structures, e.g. of the distribution 
channels. This might, in turn, result in homogenization of 
supply and higher prices. The effects of integration are also 
strongly contingent on the industry and geographical area of 
interest. Industries that already are international as well as 
urban areas are likely to benefit from integration. Domestically 
orientated industries and rural areas will face a more difficult 
future in the EC. 

Consumers' social welfare will also be affected as a new 

country enters the EC. These effects will be manifold, ranging 
from social security systems all the way to environmental and 
cultural issues. The most obvious effects are related to the 
level of social security and labor markets. In many countries 
applying for membership, the EC requirement of the har­
monization of taxation will decrease the possibilities of 
financing the previous comprehensive social security systems, 
and the harmonization of economic policies will drastically 
change the operating environment of labor unions. Also, 
national environmental policies will be harmonized with the 
EC standards, which in many respects result from 
compromises and are rather permissive. Environmental issues 
have recently gained in importance in the EC policy and 
higher standards can, in principle, be accepted in the member 
states. However, with the competitive orientation of the EC, 
the higher standards of some countries can, in practice, be 
interpreted as competitive barriers. Therefore, raising the 
environmental awareness and cooperation for the whole 
Community will be important. In terms of consumption and 
production in the culture sector, the EC is an attractive 
operating environment for large units of the cultural industry, 
which in some cases can increase the homogenization of the 
supply of cultural products. 

The effects of the EC membership on the means and ends of 
consumer policy will be quite significant in a Nordic country 
like Finland, where government bodies have traditionally 
protected consumer interests. As an organization the EC is far 
more complicated than a nation state, which is why flexible 
and spontaneous consumer action will become more important. 
Consumers themselves have to be very active in the EC in 
order to maintain the acquired level of safety in consumption. 
In general, bottom-up market control will become more 
important as goods flow freely within the EC. Knowledge of 
the complicated decision-making system in the EC is 
important, too, as are also abilities to exert influence by means 
of lobbying at an early stage in the decision-making process. 
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Abstract 

In this exploratory study, we report the attitudes of 
international MBA students form the developing 
nations about their concerns over EC 1992 program 
and the measures they would advocate to their 
governments for appropriately responding to the EC 
1992 developments. The results of the study indicate 
student concerns involve detrimental effects on their 
countries' exports and the unfavorable marketing 
environment in the EC markets. To mitigate those 
effects, the students expect their governments 
undertaking long range export promotion programs 
and developing political linkages with the trading 
partners in EC. The paper discusses theoretical 
underpinnings of the findings, providing directions for 
the future research. 

Introduction 

The integration of European Community in 1992 (EC 
92) promises to reshape the global marketing, 
economic, and political environment with far reaching 
implications for trade relationships between EC 
member states and third countries. The event has 
consequently, generated a substantial amount of 
interest, speculation, and dialogue among various 
constituencies in business, government, and academic 
communities. Much of the debate is centered around 
the internal and external effects of EC 92 on 
marketing conditions in global markets. The internal 
consequences have been extensively documented 
(Commission of the European Communities, 1988). 
However, relatively less attention has been paid to the 
impact of EC 92 on the rest of the world in general, 
and on the developing countries in particular. 
Attempts to assess the impact of EC 92 on non-EC 
countries have been hampered by the difficulty in 
predicting how various constituencies (business and 
industry leaders, government officials, academic 
community, general public, etc.) will respond and react 
to integration of the European Community. For 
instance, it is not clear the extent to which non-EC 
governments can resist internal pressures to do 
something about "unfair" competition from Europe if 
Fortress Europe were to materialize. 

In this exploratory study, we expand the dialogue in 
two directions. First, we survey the attitudes of 
international students from developing countries 

about their concerns over the EC 92 program. 
Secondly, we explore their views on what measures 
they would advocate their governments to undertake 
to appropriately respond to EC 92 developments. 
Furthermore, we explore the relationships, if any, 
between expressed concerns and advocated 
governmental measures. 

Potential Effects of EC 92 
on Developing Countries 

The idea of a single European market is founded on 
the belief that the fragmentation of the Euromarket 
caused by trade barriers and by markets being too 
small is harmful to the Community's effectiveness in 
competing with the United States, Japan and the 
Newly Industrialized Countries (Davenport, 1990). 
The EC 92 program of eliminating trade barriers and 
unification and harmonization of standards is 
intended to enable the community to exploit 
comparative advantages and economies of scale and 
lead to increased competition between firms within 
the EC. Consequently, lower costs and prices, 
higher productivity and greater innovating capacity 
within the EC member states are expected 
(Koekkoek, et.al.,1990). Ultimately, the Community 
hopes to improve its competitive position in global 
markets vis-a-vis other industrialized countries. 

The external consequences of the EC 92 program of 
change are not well understood. The EC officials 
portray a rosy picture for European Community as 
well as for the rest of the world. But, non-EC 
countries have expressed a great deal of uncertainty 
about potential negative consequences of EC 92 for 
global trading relationships. One of the most feared 
outcomes surrounds the post-92 common external 
policy known as "Fortress Europe". Once 
implemented, EC 92 changes could have a mix of 
positive as well as negative results for third countries. 
To review the external impact of EC 92, we will 
provide a brief overview of the main issues. While the 
focus of this discussion is on developing countries, 
some of the consequences could apply to developed 
countries as well. 

Generally speaking, the positive and negative 
consequences of EC 92 are rooted in four major areas 
of anticipated change: 1) elimination of trade barriers; 
~) removal of barriers affecting production; 3) 
advantages of economies of scale; 4) removal of 
restrictions on public procurement projects (Nicolaides, 
1990). Each of these areas are discussed below. 
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First, the elimination of trade barriers and national 
restrictions on intra-Community trade could have a 
"trade creation" effect by raising demand for products 
of developing countries. In post EC 92, once a 
developing country product is legally exported into one 
member state, it can gain free access to the entire 
Community market. All other things constant, gaining 
free access to the Community's markets is likely to 
have a "trade creation" effect for developing countries 
(Matthews and McAleese, 1990). Removal of trade 
barriers in some cases such as preference for certain 
group of developing countries or favoring the use of 
one particular ingredient over another, may have a 
trade redistribution effect. As the cost of importing 
from other member sates will fall, a "trade diversion" 
effect away from developing country suppliers could 
also occur. It is worth noting that the removal of trade 
barriers does not necessarily eliminate "natural 
barriers" such as the need to develop and acquire 
distribution networks and to gain knowledge of local 
consumers' preferences (Nicolaides, 1990). 

Second, the elimination of barriers to the free flow of 
production factors, capital and labor, is likely to 
increase intra-EC direct investment leading to an 
increase in the price of capital (Molle, 1990). 
Furthermore, prospects of a single European market 
may attract foreign investors to locate their 
manufacturing facilities within the EC, and thus raising 
the cost of capital to others. Finally, removal of 
barriers to free movement of capital within the EC is 
likely to divert outgoing foreign direct investment away 
from the developing countries toward the EC. How 
far these implications are relevant to developing 
country producers depends on the sector; may be 
relatively less important for high-tech industries than 
the traditional smoke-stack industries (Koekkoek, 
1990). 

Third, exploiting economies of scale and increased 
competition within the EC is likely to have both 
"trade creation" and "trade diversion" effects for 
developing countries. On the one hand, enhanced 
competitiveness of the Community, through income 
growth, is likely to increase import demand for 
products of developing countries. Moreover, 
removal of trade barriers is likely to open up 
industry sectors (e.g., labor-intensive) that until now 
were protected from foreign competition. 
Developing countries with strong competitive 
position in labor-intensive and low to medium-tech 
industries stand to gain as the Community adjusts to 
changes in comparative advantage (Koekkoek, 1990). 
On the other hand, producers from developing 
countries will have to compete with larger and more 
efficient EC producers. More efficient production 
within the EC combined with a continuation of 
protectionist mentality at the EC level is likely to 
divert trade away from developing countries. 

Finally, the opening up of public procurement 
market to non-national companies, a landmark of 
EC 92 reforms, is likely to have both trade creation 

and diversion effects. On the one hand, increasing 
access to a huge previously protected market will 
significantly increase internal as well as external EC 
trade. On the other hand, however, existing third 
country suppliers of EC governments may suffer as 
competition in this market intensifies. However, 
since this market is characterized by high-technology 
products requiring substantial scale economies, the 
consequences may have limited relevance for most 
developing country producers (Koekkoek, 1990). 

In short, the impact of EC 92 integration will be 
manifested in trade creation, trade redistribution and 
trade diversion for developing countries. The net 
impact will be determined by the relative weights of 
these effects. Moreover, due to differing stages of 
development among developing countries, some will 
be able to respond to the new market conditions 
more quickly than others. It is suggested that the 
least developed countries could lose out, while the 
more developed countries would gain (Matthews and 
McAleese, 1990). 

Methodology 

The target population of interest for the study was 
the international students from developing countries 
pursuing their MBA degrees in the U.S. Lists of 
foreign students were obtained from the presidents of 
international students associations at four business 
schools located in the greater Boston (Massachusetts) 
area. Considering the exploratory nature of the 
research, a convenient sample of 76 was drawn from 
the lists. To be included in the final sample the 
students had to meet several qualifying criteria. First, 
the student must be from one of the newly 
indus.trialized or developing nations (Appendix 1) and 
pursuing MBA degree in the U.S. Secondly, the 
student must have completed or then currently 
enrolled in at least one of the two courses, viz, 
international business management or international 
marketing, to ensure that the student possessed basic 
knowledge of international business issues. Thirdly, 
the students had to be familiar with the EC 1992 in 
terms of its basic mission and issues. Finally, the 
student had to perceive himself/herself knowledgeable 
enough about his/her country's trade relationships with 
the EC countries. Using the above criteria, 54 
students were qualified over the telephone to be 
included in the study. However, only 46 students 
agreed to participate and completed a research 
questionnaire. The questionnaire was administered 
using personal interviews. 

The questionnaire contained over forty items tapping 
students' concerns about post-EC 92 marketing 
conditions in the Community and their opinions on 
the measures they thought their governments should 
undertake in response to the integration of the 
European community. The questionnaire used Likert 
type scales which ranged from 1 (strongly agree) to 10 
strongly disagree). 
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Analysis 

Identification of Variables for Analysis 

In order to reduce the large number of items to a 
manageable set and to explore the underlying 
dimensionality of variables, a principal component with 
varimax rotation was performed. Two separate 
analyses were conducted on items tapping the students 
concerns about the EC 92 and the measures they 
thought their governments should undertake in 
response to EC 92 reforms. The principal components 
analyses produced 6 and 4 usable factors respectively, 
which were retained for further analysis. The result of 
the principal components analysis along with the 
reliability levels of the scales associated with each of 
the above factors, are reported in Tables 1 and 2. The 
factors and their descriptions are presented in 
Appendix 2. 

TABLE 1 
RESULTS OF V ARIMAX ROTATED 

PRINCIPAL COMPONENTS ANALYSIS 
OF ITEMS MEASURING 

THE CONCERNS 

Item 
Description CFl CF2 CF3 CF4 CF5 CF6 

Higher tarriffs .64 
Import quotas .86 
Stronger competition .55 
Labeling requirements .51 
Immigration laws .55 
Exchange controls .57 
Remittance of profit .50 
Foreign investment .68 
Firm relocation .74 
Developmental aid .79 
Lending by 

EC banks .68 
Channel cooperation .68 
EC buyers preference .63 
Difficult to bargain .79 
Channel availability .50 
Profitability 

declines .81 
Global 

strategies .61 
Exports 

decline .69 
Competitive 

pricing .58 
Negative 

demand .82 
Standarized 

packaging .62 
Costs of 

exports .67 
Export 

revenues .82 

EigenValue 6.9 4.5 4.1 2.9 2.6 2.3 
%Variance 

Explained 17.8 11.6 10.5 7.9 6.7 6.0 
Reliability 

Alpha .89 .76 .67 .62 .70 .67 

Note 1: A total of three principal component analyses were 
perfonned sequentially, to select items tapping the distinct 
dimensions of the concerns. All items with factor loadings of 
:!:.5 loading distintly only on one factor were retained. This table 
reports the sesult of the third analysis. 
Note 2: Factor loadings of :!:.5 are reported here. 

TABLE2 
RESULTS OF VARIMAXROTATED 

PRINCIPAL COMPONENTS ANALYSIS 
ON ITEMS MEASURING THE 

GOVERNMENTAL MEASURES (Actions) 

Export Trade Political Direct 
promo- relation meas. mfgwithin 

Item 
Description 

tion -ships Europe 
MFl MF2 MF3 MF4 

Trade incentive .5526 
Trade 

organizations .7634 
Export planning 

programs .8902 
Coordinating export 

agencies .8637 
Export quality 

control .7318 
Assist exporters .8662 
Trade with EEC 
Trade with 

non EC markets 
Joint ventures 
Ease trade 

restrictions 
LobbyingEC 

commission 
Shift mfg. 
Mfg. in other 

EC countries 

EigenValue 7.7 
%Variance 

Explained 28.3 
Reliability 

Alpha .91 

.8319 

.7560 

.6908 

.8367 

.8276 
.8993 

.6090 

2.4 2.3 1.1 

9.5 9.1 4.6 

.79 .83 .66 

Note 1: Two principal compenets analysis were perfonned to 
select the items for the analysis. All items with factor loadings of 
:!:.5 and loading only on one factor were retained in the analysis. 
Note 2: Factor loadings of :!:.5 are reported here. 

Ranking the Concerns and Governmental Measures 

As a first step in the analysis, we examined 
respondents' mean scores on concern factors and 
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governmental measures factors, to determine the 
relative perceived importance of each factor. To 
ascertain the significant differences between any two 
means, we used t-tests. As it can be seen in Table 3, 
four of the six concern factors have means of 4.7 or 
below, indicating that the respondents were 
concerned about the adverse affects of EC 92 in 
several areas: marketing constraints (CF3), trade 
barriers (CF5), import restrictions (CF4), and impact 
on country exports (CF1 ), in that order. Since the 
mean values on foreign aid and investments (CF2) 
and access to distribution channels (CF6) are below 
five, the midpoint of scale used to measure the 
responses, it is concluded that the respondents were 
not concerned about these issues in post-EC 92. 

TABLE3 
RANKING OF CONCERN FACTORS, 

USING MEAN SCORES 

Concern Factor 

CF1: Detrimental Impact on 
the Country's Exports 

CF2: Reduction in Foreign 
Aid/Investments 

CF3: Increasing Marketing 
Competition/Constraints 

CF4: Import Trade 
Restrictions 

CF5: Trade Barriers 

CF6: Difficulties in 
Access to Distribution 
Channels 

Factor 
Rank in 

Mean Descending 
Score* Order 

4.7 4 

5.7 5 

3.3 

4.1 3 

3.8 2 

5.3 5 

• on a scale of 1 to 10, where 1 represented strong agreement 
with the factor and 10 represented strong disagreement; the 
midpo.int of 5 represented neither agreement nor 
disagreement. 

On the governmental measures, all of the four 
factors (Ml to M4) have mean scores of 4.9 or 
below (Table 4). This suggests that the respondents 
expected their governments to undertake all the four 
types of measures, with the strongest support for 
export promotion measures, followed by development 
of trade relationships with current/future EC member 
countries, initiation of political measures such as 
bilateral arrangements with specific countries to relax 
trade restrictions, and consideration of direct 
manufacturing opportunities within EC member 
countries. 

TABLE4 
RANKING OF GOVERNMENTAL MEASURES 

FACTORS, USING MEAN SCORES 

Factor 
Governmental Rank in 
Measure Mean Descending 
Factor Score* Order 

MF1: Export Promotion 2.4 1 

MF2: Trade Relationships 
Development 2.9 2 

MF3: Political Measures 3.0 2 

MF4: Direct Manufacturing 
Within Europe 4.9 3 

• On a scale of 1 to 10, where 1 represented strong agreement 
with the factor and 10 represented strong disagreement with the 
factor; the mid point of 5 represented neither agreement nor 
disagreement. 

Correlation Analysis 

To determine if the expected governmental responses 
were related to any of the concerns factors, we 
performed pearson's correlation analysis. The results 
are reported in Table 5. 

The results indicate that three of the four 
governmental measures: export promotion (M1), trade 
relationship development (M2), and political measures 
(M3) were significantly related to several of the 
concerns factors, while direct manufacturing within 
Europe (M4) was not related to any of the concern 
factors. The significant correlation coefficients were 
all positive and ranged from .32 to .48. 

TABLES 
PEARSONS' CORRELATIONS BETWEEN 

TilE CONCERN FACTORS AND TilE 
GOVERNMENTAL MEASURES FACTORS 

Governmental Concern Factors 
Measures 
Factors CFl CF2 CF3 CF4 CF5 CF6 

MFl ns .231 .483 ns ns ns 

MF2 ns ns .3~ .383 .403 ns 

MF3 ns ns .322 .161 .231 ns 

MF4 ns ns ns ns ns ns 

1 Significant at the .10 level 
2 Significant at the .05 level 
' Significant at the .01level 
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Discussion 

Export Promotion and Marketing Constraints 

A strong and significant relationship was found 
between export promotion as a governmental 
measure and perceived adverse impact on marketing 
conditions within the EC markets. Export 
promotion factor (MFl) comprised such specific 
items as launching long range export planning 
programs for the EC markets, coordination of 
various export agencies, and provisions of market 
information and other resources to assist exporters. 
The marketing constraints factor (CF3) included 
such concerns as stronger competition, stiff labelling 
and packaging requirements and the customer 
preference for the local brands. The positive 
relationship between these two factors suggest that 
the respondents perceive export promotion measures 
at the governmental level as an important policy 
option to assist the exporters in developing countries 
to meet the competitive and marketing challenges in 
the EC Markets. 

Trade Development and Post-EC Barriers and 
Constraints 

Development of trade relationships (MF2) with the 
EC member countries and non-member countries 
was seen as the second most preferred governmental 
measure by the students. Its positive relationships 
with marketing constraints (CF3), import restrictions 
(CF4), and trade barriers (CF5) factors suggest that 
the respondents expected the developing country 
government to play an active role in cultivating and 
strengthening trade relationships with the member and 
non EC member countries. The respondents seem to 
suggest that developing trade relationships will help 
the exporters in their countries to abate the post-EC 
barriers and constraints. 

Political Measures and Marketing Constraints 

Finally, the significant relationship between political 
measures (MF3) and marketing constraints (CF3) 
suggests that the student recommend their 
governments taking political measures to pressure the 
EC commission or individual EC member states to 
ease trade restrictions or engage in bilateral 
arrangements to further help the exporter to deal with 
the marketing constraints in the EC markets. 

Conclusions and Future 
Research Directions 

This study was undertaken to survey the attitudes of 
international students from developing countries who 

are pursuing MBA degrees in the U.S., about the EC 
92 reforms. We gauged their perceptions of post-EC 
92 business and marketing conditions that they feared 
for the exporters from their countries as well as the 
role they expected their governments to play in 
responding to European integration. Overall, our 
study indicates that the students perceived the 
exporters from the developing countries facing several 
constraining business and marketing conditions in EC 
markets. Furthermore, they seem to assign an 
aggressive role to their governments in helping the 
exporters maintain their trade and competitive 
positions in the EC market. 

Specifically, the students expected their governments 
to serve as (1) catalyst for the exporters by launching 
long range export promotion programs including the 
provision of economic and non-economic resources, 
and (2) political agent to develop and solidify trade 
linkages with and obtaining favorable arrangements 
from the European trading partners. Considering the 
exploratory nature of the study and the limitations of 
a small and convenient sample, one is precluded from 
generalizing the results of the study. However, the 
preliminary findings do tend to suggest some 
theoretical underpinnings linking the leadership role of 
the country's government in the arena of export 
promotion, and certain external environmental 
marketing factors. Tentatively, we posit the 
following two propositions for more conclusive 
research efforts in the future. 

Proposition 1: 
The higher the competitive and marketing 
constraints a country's exporters face in 
international markets, the more likely the 
government to undertake (1) export promotional 
measures to enable the exporters to meet the 
competitive conditions more effectively; and (2) 
political measures to bargain for favorable 
arrangements with government agents of specific 
countries. 

Proposition 2: 
The more country's exporters face import 
restrictions and trade barriers in the international 
markets, the more likely the government to 
undertake the responsibility for cultivating and 
developing trade relationships with other nations. 

Future research should examine attitudes of foreign 
governments to establish linkages between their 
perception of marketing and economic conditions in 
the EC markets and the marketing strategies and 
economic policies/plans they are likely to undertake. 
It is possible that the nature of marketing strategies 
and economic plans of a country are contingent 
upon the country's dependency in terms of export 
earnings, foreign assistance or investments on the EC 
countries. For example, higher the dependency 
level, the more strongly are some measures 
oonsidered than others. The mediating impact of 
this dependency construct, therefore needs to be 
explicitly examined. Future research along the lines 
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suggested in this paper should contribute toward 
building relevant theories for governmental 
international marketing policy. 
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APPENDIX 1 
Respondents' Country Affiliation 

Latin America: Far East: 
Venezuela Philippines 
Argentina Taiwan 
Peru Thailand 
El Salvador Hong Kong 
Colombia South Korea 
Dominican Republic 

South East Asia: 
Singapore 
Indonesia 

Middle East: 
Turkey 
Lebanon 
Kuwait 
Iran 
Saudi Arabia 

Asia: 
India 
Bangladesh 

Africa: 
Ethiopia 
Tanzania 
Uganda 
Egypt 

APPENDIX2 

Concern Factors (CF) 
CF1: Impact on Country Exports 
Definition: The extent to which the country's 
exporters are adversely affected in terms of 
declining export revenues and profits. 

CF2: Foreign Aid and Investments 
Definition: The extent to which the government of 
a country is adversely affected by reduction in 
foreign aid and investments form EC countries. 

CF3: Marketing Constraints 
Definition: The extent to which the countries 
exporters are likely to face stronger competition in 
the EC markets 

CF4: Import Restrictions 
Definition: The extent to which the EC countries 
are likely to impose tougher labor immigration laws 
and exchange controls governing exporters form non 
EC nations. 

CF5: Trade Barriers 
Definition: The extent to which the EC countries 
are likely to increase trade barriers on imports from 
non-EC countries. 

CF6: Access to Distribution Channels 
Definition: The extent to which the countries 
exporters are likely to experience difficulty in 
accessing distribution channels in the EC markets. 

Governmental Measures Factors (MF) 
MF1: Export Promotion 
Definition: The extent to which the country's 
government should provide favorable arrangements 
for its exporters. 

MF2: Trade Relationships Development 
Definition: The extent to which the country's 
government and exporters need to develop 
(strengthen) trade relationships with the current 
potential EC member countries. 

MF3: Political Measures 
Definition: The extent to which the country's 
government should pursue political tactics to ease 
trade restrictions for its exporters. 

MF4: Direct Manufacturing within European 
Definition: The extent to which the country's export 
firms should establish manufacturing basis in the EC 
countries. 
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Abstract 

The focus of this study was on Australian consumer perceptions 
towards Taiwanese personal computer hardware products. This 
comparative analysis is conducted, with reference to personal computer 
products originating from seven countries. 

The country of origin effect appeared to be strong in the analysed 
segment. The comparison among preferences toward the products 
from industrialised countries to those from newly industrialised countries 
showed a clear inclination to the first group. The different attitudes 
seem to come from the different conditions between whether or not 
the respondents have had opportunities or experience to use or deal 
with the products in question. Consumers who own and use Taiwanese­
made personal computer products perceive the products positively, 
but those consumers without such opportunities and experience 
responded negatively. 

Introduction 

Foreign products seem to build their reputation on a combination of 
attributes consumers perceive, in conjunction with the originating 
country's general reputation. These perceptions and reputations 
normally vary from country and country, and they usually differ within 
each country as well. However, product value, technical features, 
quality, design and other characteristics concerning one country's 
offering, appeared to be generalised in the attitudes and opinions of 
consumers. In other words, consumers tend to evaluate the products 
and services in accordance with their origin, having in mind already 
established perceptions and prejudices for the country as such, and 
for that country's products in particular. 

Country of origin is usually communicated by the term "Made in (name 
of country)". There are opinions that "Made in" label is quintessential 
for marketing, deserving to be fifth element of the marketing mix 
(Kaynak and Cavusgi11983). 

Whereas a number of studies confirmed the stereotype effect of 
country of origin on an overall product evaluation, there are findings 
about concerning effects of the country of origin relating to specific 
product attributes as well (Johansson, Douglas, and Nonaka 1985; 
Patterson and Tai 1991a; Thorelli, Um, and Ye 1989). 

The stereotyping in regards to country of origin may be due to attitudes 
towards the people of the particular country, and familiarity with the 
country (Nagashima 1970; Wang and Lamb 1980). The demographic 
background· and characteristics of consumers (Schooler 1971; Wall 
and Heslop 1986), and the cultural traits of consumers (Tan and 
Farley 1987) are also cited as an element of generalisation. 
Mass media, personal experience and the views of national opinion 
leaders may also shape the reputation of a country as a producer 
(Nagashima 1970). Several studies have confirmed the image, or 
stereotype, stemming from country of origin effect, suggesting that 
countries too have images, perhaps not so far removed from the 
marketers' concept of "brand image" (Bannister, Saunders, and 
Barker 1984; Hong and Wyer 1989; Kaynak and Cavusgil 1983; 
Patterson and Tai 1991a). However, the recent studies show that 
brand name might be a less enduring cue as compared to country of 
origin. This finding suggests thatthe country of origin effect is not only 
salient in the era of global brands, but may also be more enduring than 
global brand names (Tse and Gorn 1993). 

Field researches have shown that in developed countries, like USA 

and European countries, there exists a particularly strong bias against 
manufactured goods from developing countries (Kaynak and Cavusgil 
1983; Patterson and Tai. 1991a). In particular, it is stated that 
consumers prefer consumer shopping goods from industrialised 
countries to those from less developed countries. (Cordell 1992). 
From the other side, that bias towards a range of products from the 
same country may be vastly different depending on the product under 
consideration (Hooley, Shipley, and Krieger 1988; Schooler 1971; 
Wall and Heslop 1986). 

Practical implications of country of-origin effect continue to grow, with 
an increase in international trade and exchange. Therefore, an 
understanding of the scope and limitation of the effect could be of 
crucial importance for marketers. The finding that attitudes towards 
a specific product or brand could be substantially changed, both 
favourably and unfavourably, when country of origin of the product or 
brand is revealed, implieS' such a conclusion (Gaedeke 1973). 

Objectives 

The focus of this article was the Taiwanese personal computer 
hardware industry, and its positioning in the perception of Australian 
consumers. Taiwan was chosen as newly industrialised country with 
rapid development in recent years, it supposedly still enjoys the 
biased perception, reserved for the products from developing countries 
(Cordell1991). That may imply a gap exists among the real position 
of a particular country on the scale of development, and the perception 
in consumers' minds aboutthatcountry, based on the past experience. 
It might therefore be hypothesised that some newly industrialised 
countries are incUned to have such a perception, due to their explosive 
development, and time needed for customers to adapttheirperceptions 
and expectations. The personal computer hardware industry was 
chosen due to strong competition in the Australian market, and the 
presence of the major international manufacturers. We believe this 
makes the industry suitable for country of origin effect analysis. In that 
regard special emphasis should be given to the fact that the personal 
computer manufacturing industry today is not technologically 
differentiated, due to standardised technical quality and high degree 
of international integration. Personal computers today are hardly 
recognised by country of origin, more likely they are multi-country 
product, with strong brand implications. Therefore, the product is 
more prone to country-of-origin effect. 

Consequently, the major objectives of this study were: 
1. To explore Australian customers perception towards 

Taiwanese personal computer manufacturing industry in 
general. 

2. To examine customers attitudes and perceptions of 
Taiwanese-made versus other countries personal computer 
products. 

Based on previous discussion and literature review, it was hypothesised 
that: 

H1: Consumers will evaluate personal computers from 
industrialised countries more favourably to these from newly 
industrialised countries, i.e., Taiwan. 

H2: Familiarity with Taiwanese-made personal computer will 
moderate the effect of country of origin. 

H3: Consumers with significant experience with personal 
computers will evaluate Taiwanese brands more favourably 
than less experienced consumers. 
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Method 

This was a two stage study. Stage one was an exploratory phase, 

designed to gain further insights into country-of-origin issues 

surrounding personal computers, and to aide in questionnaire design. 

Thus, managers, as well as computer specialist and consultants, 

from ten computer companies in Sydney were interviewed. 

In stage two, after the questionnaire form was pre-tested, a descriptive 

study was conducted. Eighty questionnaires were distributed to the 

undergraduate students in each Department of Computer Engineering, 

Computer Science, and Business Systems (total240), atthe University 

of Wollongong, Australia. Another thirty questionnaire were distributed 

to postgraduate students in the Business Systems Department. 

There were 118 valid completed questionnaires returned from 

undergraduate students representing a 49.2% return rate, and 15 

from postgraduate students accounting for a 50% return rate. 

Results 

1. Perceptions Towards Taiwanese Personal Computer 
Manufacturing Industry in General 

Respondents were asked to indicate their agreement level on a 
5 point Likert Scale (1 =strongly disagree to 5=strongly agree) with a 
series of questions. regarding their perceptions about quality, after­
sales-services, and improvement in quality of Taiwanese personal 
computers. 

TABLE 1 
CONSUMERS' PERCEPTIONS TOWARDS TAIWANESE 
PERSONAL COMPUTER MANUFACTURING INDUSTRY 

Statement 
Agree and 
Strongly Cases 

Strongly 
Disagree, 
Disagree 

Neither 
Agree nor 
Disagree Agree n 

1. 

2. 

3. 

28.2 

32.8 

62 

% 

42 

47.2 

29.5 

29.8 

20 

64.4 

Note: The soores oorne from a five point scale 
1 - strongly disagree to 5- strongly agree. 

131 

125 

129 

Sta.1: Taiwanese manufacturers are concerned with 
quality. 

Sta.2: Taiwanese manufacturers are concerned with 
after-sales-service. 

Sta.3: Taiwanese product quality has improved over the 
past five years. 

Consumer's perceptions towards Taiwanese personal computer 
hardware industry shown in Table 1, are somewhat indifferent to 
Statement 1 (Taiwanese personal computer manufacturers are 
concerned with product quality) and Statement 2 (Taiwanese personal 
computer manufacturers are concerned with after-sales-service), 
with 42% of respondents neither agreeing nor disagreeing, and an 
equal distribution for the positive and negative statements. By contrast, 
64.4% responded affirmative to Statement 3 (Taiwanese personal 
computer product quality has improved over the last five years). This 
suggests perceptions are changing over time. 

A mean score comparison of perceptions of seven countries' personal 
computer manufacturers is shown in Table 2. 

TABLE2 
A COMPARISON OF CONSUMERS' PERCEPTIONS TOWARDS 
THE SEVEN COUNTRIES' PERSONAL COMPUTER INDUSTRY 

Statement 

1. 
2. 
3. 

AU 

COUNTRIES 
(meansoores) 

HK JA Sl 

3.46 3.15 4.41 3.28 
3.48 2.80 3.88 2.89 
3.37 3.64 4.25 3.55 

KO TA us 

3.09 2.99 4.06 
2.76 2.76 3.84 
3.61 3.77 4.02 

Note: Frve points scale, 1 -strongly disagree to 5- strongly agree. 
Sta. 1. Manufacturers are ooncemed with quality. 

Sta. 2. Manufacturers are concerned with after-sales­
service. 

Sta. 3. Product quality has improved over the past five 
years. 

Abbreviation: AU- Australia, HK- Hong Kong, JA -Japan, Sl- Singapore, KO 
-The Republic of Korea, TA- Taman, US-TheU.SA 

Taiwanese computer manufacturers were ranked last in terms of 
Statement 1 (Personal computer manufacturers are concerned with 
product quality) and Statement 2 (Personal computer manufacturers 
are concerned with after sales service). However, Taiwan is ranked 
in third place for Statement 3 (Personal computer product quality has 
improved over the past five years). Consumers might have had some 
bad experiences with Taiwanese product quality and 
after sales service, but more likely they still perceive it as a developing 
country, and this stereotyping has been transferred to their perception 
of personal computers. Indicatively, two other newly industrialised 
countries, Hong Kong and S. Korea, are very close in ranking to 
Taiwan. This again indicates a country of origin bias towards recently 
developing countries. Nevertheless, in their perceptions the present 
Taiwanese product quality is much better than it has been in the past 
five years. 

2. Consumers' Attitudes Towards Taiwanese-made Versus Other 
Countries' Personal Computer Products 

Attitudes towards any particular product consist of three components: 
beliefs, brand evaluation and the tendency to act. Five personal 
computer product attributes are employed to understand respondents' 
beliefs in terms of different countries-made personal computer 
products. 

TABLE3 
PERCEPTIONS ON SELECTED SEVEN COUNTRIES' 
PERSONAL COMPUTER PRODUCTS ATTRIBUTES 

COUNTRIES 
(meansoores) 

Statement AU HK JA Sl KO TA US 

====================================================--==== 
1.General 4.17 4.21 6.38 4.16 3.98 4.05 6.10 
prod. quality 
2. Prices high 5.65 3.42 4.84 3.52 3.54 3.13 4.99 
or low 
3. Product 4.02 4.28 5.36 4.29 4.04 4.33 5.02 
value for money 
4. Breakdown 4.37 4.05 5.67 4.14 3.66 3.72 5.29 
easily/not 
5.0verall 4.46 4.34 5.94 4.07 3.94 4.09 5.64 
design is good/poor 

The mean soores from a seven point scale 1 -lowest (very negative) to 7 -
highest (very positive). 

Referring to Table 3, respondents perceive Taiwanese computer 
product quality neither high, nor low, with a mean score 4.05. In 
accordance with that is second statement's (product price) finding. 
The prices of Taiwanese computer products are perceived as the lowest 
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among the seven selected countries. By joining Statement 1 and 2, in 
Statement 3 (product value for money spent) Taiwan is generated with a 
better mean score 4.33, and ranked third. Respondents think that even 
though Taiwanese computer product quality is just satisfactory (behind all 
butS. Korea), the prices themselves are very cheap. So Taiwanese 
computer products are perceived as quite good value for money. In 
Statement 4 (personal computers break down easily or not easily), 
respondents perceive Taiwanese computer products break down easily, 
with a mean score 3. 72. Finally, overall product design is perceived fairly 
good, with a mean score 4.09. 

The product evaluation, the second step on evaluating attitude process, is 
shown in Table 4. 

TABLE4 
THE ORDER OF PREFERENCE BASED ON PERCEPTIONS 
TOWARDS SEVEN COUNTRIES' PERSONAL COMPUTER 

PRODUCTS 

Mean Standard 
Order Country Score Deviation Cases 

1. Japan 1.62 0.73 132 
2. U.SA 2.04 1.30 132 
3. Auslralia 4.13 1.71 132 
4. Hong Kong 4.79 1.45 132 
5. Taiwan 4.83 1.81 132 
6. Singapore 5.15 1.34 131 
7. Rep. of Korea 5.30 1.32 132 

Note: The mean scores come from preference order as 1 
the most preferred to 7 -the least preferred. 

In terms of rank order preference, respondents ranked Taiwanese 
computers fifth of the seven countries surveyed. Preferences for Hong 
Kong and Taiwanese computer products are very close, Hong Kong with 
ameanscoreof4.79,andTaiwan4.83. Thestandarddeviationsforlhese 
two countries are significantly different. 

ThatimpliesmoreconsistentperceptionsforHong Kong personal computer 
productsthanTaiwanese-made, with standard deviation 1.45versus 1.81 
respectively. Accordingly, perceptions towards personal computer products 
from Hong Kong and Taiwan maybe quite different even though the mean 
scores between them are not very different 

Overall, the products from newly industrialised countries are less preferred 
than products from industrialised countries. Thisconfirmsourfirsthypothesis, 
ie. the bias towards newly industrialised ·countries still exists, particularly 
since Australia is not well-known in manufacturing personal computers, 
and these "made in U.S.A." are by and large unavailable in Australia, and 
yet they are preferred to Taiwan. 

Tendency to act, the third step on attitude process, is shown in Table 5. 

TABLES 
TENDENCY ON PURCHASING DECISIONS FOR PERSONAL 

COMPUTERS MANUFACTURED IN SEVEN COUNTRIES 

Mean Standard 
Order Country Score Deviation 

1. Japan 4.08 o.n 
2. U.S A 3.91 0.93 
3 .. Australia 3.30 1.07 
4. Taiwan 2.98 1.16 
5. Hong Kong 2.96 0.91 
6. Singapore 2.86 0.95 
7. Rep. of Korea 2.68 0.97 

=====~-========-- ,=-=== 
Note: Themeanscorescometromafivepointscaleas 1-
definitely will not buy to 5 -definitely will buy. 

Cases 

130 
130 
129 
129 
128 
130 
129 

Respondents' tendency to make purchasing decisions on Taiwanese­
made personal computers is located as indifferent, with a mean score 

2.98 (mean score: 1-5, definitely will not buy -definitely will buy). This 
might mean that they do not reallyconsiderTaiwanese-made personal 
computers when they want to buy a personal computer. However, 
when looked closely to the standard deviation, Taiwan had the 
highest with a figure of 1.16. This could mean that respondents have 
different perceptions in the light oftendency to purchase Taiwanese­
made personal computers. 

TABLES 
TENDENCY ON PURCHASING DECISIONS FOR TAIWANESE 

PERSONAL COMPUTERS 
==--===-~=,=-== 

Value 
Value label n Percentage 

--=====--==== 
1. Definitely will not buy 19 14.7 
2. Probably will not buy 21 16.3 
3. Not decided 42 32.6 
4. Probably will buy 38 29.5 
5. Definitely wiD buy 9 7.0 

Total: 129 100.0 

Respondents tendency to purchase Taiwanese personal computers 
is broadly dispersed. There are 14.7% respondents indicating very 
negative attitudes, who definitely will not buy Taiwanese personal 
computers, and 16.3% indicating slightly negative, probably will not 
buy. On the other hand, 36.5% indicate positive attitudes, definitely 
or probably will buy. 

One can go further to find out any reasons that cause attitudes to be 
so dispersed. From Table 7, one can find some associations between 
two additional variables, tendencies to buy Taiwanese personal 
computer products, and possession of Taiwanese-made personal 
computer products. Very different attitudes towards the tendency to 
buy Taiwanese personal computers seems to depend on whether the 
respondent own personal computers manufactured in Taiwan or not. 

TABLE? 
CHI-SQUARE TEST WITH TENDENCY TO BUY TAIWANESE 
PERSONAL COMPUTER BY OWNING OR NOT PERSONAL 

COMPUTER MANUFACTURED IN TAIWAN 
=====--===================== 

Tendency to buy 

Definitely (or probably) 
wiBnotbuy 
===-==== 
Not decided 

Definitely (or probably) 
will buy 

Note: ps0.001 ><"=40 

Experience 
No Yes Total 

41.1 7.7 40 

40.0 15.4 42 

18.8 76.9 47 

100% 100% 

90 39 129 

Only 7.7% of respondents, who have owned Taiwanese-made 
personal computer hardware products before, indicate the attitudes 
of definitely (or probably) will not buy Taiwanese-made personal 
computers, but41.1% ofthem, notowningTaiwanese-made personal 
computer hardware products, have the same attitudes. On the other 
hand, 76.9"k of those who have owned Taiwanese-made personal 
computer hardware products, indicatetheattitudesofdefinitely (or probably) 
will buyTaiwanese-made personal computers, while only 18.9% students, 
without owning the products, indicate the same attitudes. The results 
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suggest that customers are quite happy with Taiwanese made personal 
computer hardware products, and that experience counteracts any country­
of-origin effect prejudices. From comparing these two groups, possession 
orfirst-hand experience with T aiwanese-made personal computers, appears 
to impact significantly on perceived quality. It also supports our second 
hypothesis, which states that country of origin bias is often compensation 
for lack of objective information about a country's product. 

TABLES 
CHI-SQUARE TEST FOR TENDENCY TO BUY TAIWANESE 

PERSONAL COMPUTER BY NATIONALITY 

Tendency to buy 
Overseas 

% 

Nationality 

Australian 
% 

Total 
n 

~=~=====-~=============================================== 

1. Definitely (or probably) 
will not buy 

2. Not decided 

3. Definitely (or probably) 
will buy 

22.6 33.7 

16.1 37.8 

61.3 28.5 

100"h 100"/o 

31 98 

Note: ps0.001 x"=10 

40 

42 

47 

129 

Tests shown in Table 8, indicates very strong association between 
tendencies to buy Taiwanese personal computer products and national 
affiliation of respondents. Very different attitudes are perceived by 
Australian and overseas respondents. There are 33.7% Australians 
indicating that they definitely (or probably) will not buy Taiwanese-made 
personal computers, but only 22.6% of respondents from overseas 
presenting the same opinions. By contrast, only 28.6% of Australians state 
the attitudes of definitely (or probably) will buy, but 61.3% of overseas 
respondents presenting the same attitudes. 

The results may implythatAustralians perceive Taiwanese-made personal 
computer more negatively than positively, while overseas respondents 
perceive the opposite view. Different attitudes may be in accordance with 
hypothesised bias against developing countries. 

Discussion 

Sorneimportantphenomenawerefoundoutfromthisanalysis.Respondents 
who own and use Taiwanese made personal computer products perceive 
that country's products more positively, thanthosewithoutsuch experience. 
The different attitudes appear to come from the different conditions 
between whether or not the respondents have had an opportunity or 
experience to use or deal with the products. The results here imply that user 
perception ofT aiwanese-made personal computer product quality is better 
than might have been expected. 

The marketing implication of the finding is that country of origin effect needs 
to be altered. To change the perceptions towards Taiwanese-made 
personal computers, some other marketing efforts could be attempted. For 
example, marketers might increase marketingexpendttureson advertising 
and market promotion campaigns focusing on product quality. More 
benefits, such as product warranty and after sales service offered to 
customers, also have to be emphasised. 

The next finding of this analysis is that consumers perceive the investigated 
products quality and other major characteristics depend on country of 
origin. There is clear distinction in analysed group of countries with Japan, 
USA and Australia, on one side, and Singapore, Hong Kong, Taiwan, and 
S. Korea, on the other side. Knowing that technical and design attributes 
are similar due to the use of same technology, co-operation, and a few 
producers of essential parts world-wide, tt would be explained by country 
of origin negative bias. That bias is transferred further, toward tendency to 
buy, and purchase planning. However, on the question about product 

improvement in last five years, Australian product scored the worst. That 
endorses the relevance of experience and possession, as significant 
element within country of origin effect. Patterson and Tai (1991b) also 
found less prejudice against developing countries clothing apparel, if 
consumers lived and/or travelled overseas, especially in South-East Asian 
countries. 

Demographic characteristic, in our case national origin, appeared to play 
important role in country of origin effect. The results show that Australian 
consumers, in our sample students, are much more inclined to be 
influenced by Taiwanese-made label. This is reflected in a negative bias 
against the product. Overseas students on the other hand seem to be less 
traditionally oriented toward products from industrialised countries. 
Consequently they may be the best target group for developing countries 
manufacturers. 
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Abstract 

The banking industry in Japan is going 
through an unprecedented transition toward 
liberalization along with deregulation by the 
Ministry of Finance. Preference structures 
of the Japanese customers for bank branches 
were examined in the present research using 
conjoint methodology and then compared to 
those of the non-Japanese customers. It was 
found that non-Japanese customers generally 
have larger utilities (i.e., part-worths) 
than the Japanese customers and that two 
samples have different importance weights for 
the attributes of a bank branch. 
Implications of the study and directions for 
future research are discussed. 

Introduction 

The banking industry in Japan is currently in 
an unprecedented transition. Up until 
several years ago, the industry had been 
called as the escort vessel headed by the 
Ministry of Finance (MOF) of Japan. MOF had 
protected the banking industry from other 
financial industries (i.e., securities, 
insurance, etc.) and their foreign 
counterparts, and had regulated the range of 
types of services and products in order to 
avoid severe competition within the banking 
industry. This tradition has left Japanese 
bankers primarily under the care of by MOF, 
and thus in neglect of a consideration of 
customers' expectations. Therefore, 
customers possibly did not see must any 
difference among banks. 

However, since CD (Negotiable Certificate of 
Deposit) was introduced in 1979, the 
liberalization of the banking industry is now 
under way. By 1994, the interest rate will 
be totally liberalized, which makes the 
spread (which is the difference of interest 
rate between deposit and loan) narrower and 
produces differences in interest rate between 
strong and weak banks (Nikkei Newspaper July 
9, 1991). 

Furthermore, the range of types of services 
will also be liberalized by 1993, which 
enables banks to introduce more innovative 
products (Nikkei Newspaper April 5, 1992) and 
allows other financial industries and foreign 
companies invade into this industry (Nikkei 
Newspaper April 1 and May 15, 1991). 

Therefore, the competition in the industry 
will be getting more and more intense (Ara 
1991). 
Under these circumstances, it becomes 
imperative for every bank to adopt a 
marketing orientation by understanding 
customers' expectations toward a bank in 
order to maintain the current customer base 
and to further expand its business into new 
types of services. Furthermore, many banks 
are trying to globalize their business in 
order to secure the market size for 
sufficient profit in foreign countries. 

While a marketing orientation is now becoming 
increasingly important in Japan, 
particularly, in the financial industry, we 
are not aware of any study that examines the 
preference structures of Japanese customers 
for the banking service products. 

The general objectives of this study are to 
investigate Japanese consumers' expectations 
toward a bank by examining their preference 
structures for a bank branch, and to examine 
how these expectations are different from 
those of non-Japanese counterparts. 
Understanding customers' preference 
structures for a bank branch is very 
important because it is the place where 
actual services are available to current and 
potential customers. 

In particular, we are interested in the 
following research questions. 

(1) What are the preference structures 
of Japanese and non-Japanese 
customers about a bank branch? 

(2) What are the most important 
considerations in selecting a bank 
branch for Japanese and non­
Japanese customers? 

(3) How similar is the preference 
structure of Japanese consumers to 
non-Japanese counterpart in terms 
of their part-worth vectors and 
attribute importance weights? 

We first describe the methodology of our 
study and then present the results of the 
study. Finally, we discuss some implications 
from our study and directions for future 
research. 

Methodology 



418

To implement our study objectives, we use the 
conjoint methodology (Green and Rao 1971; 
Green and Srinivasan 1978, 1990) which has 
become a major technique for measuring 
consumers' tradeoff values among multi­
attribute products and services (Johnson 
1974; Srinivasan and Shocker 1973). Wittink 
and Cattin (1989) and Cattin and Wittink 
(1982) provide surveys of commercial 
applications of conjoint analysis. The 
tradeoff values from conjoint analysis 
provide major input for further buyer 
segmentation and design of new products and 
services (Kim 1991; Green and Krieger 1989). 

Profile Generation 

After careful examinations of the attributes 
of bank branches currently available in 
Japan, we have identified 7 major attributes 
which consumers consider important in 
choosing a branch to open an account. The 
number of levels within each attribute ranges 
from 2 to 4. Table 1 shows the attributes 
and their levels used in this study. 

TABLE 1 
ATTRIBUTES AND LEVELS 

Distance 
More than 10 minutes by car 
Up to 10 minutes by car 

Number of ATM 
1 machine 
2-5 machines 
More than 5 machines 

Type of Service 
Routine service (Deposit, 
Withdrawal, Transfer, Loan) 
Routine service, and Foreign 
exchange 
Routine service, Foreign 
exchange, Stocks, and Insurance 

Speed of Routine Service 
More than io minutes 
Up to 10 minutes 

ATM Operatin& Time 
9:00-19:00 Mon.-Fri., 9:00-17:00 
Sat. 
9:00-19:00 Mon.-Fri., 9:00-17:00 
Sat. -Sun. 
24 hours every day 

Interest Rate (Deposit) 
Up to 4.50% 
Up to 6.00% 
Up to 8.00% 
Higher than 8.00% 

Attitude of Bank Clerks 
Task-Oriented 

Cheerful and Personal 

Some of the attribute levels used in this 
study are not currently available. For 
example, no banks in Japan offer services in 
stocks and insurance, and 24-hour operation 
of automatic teller machine (ATM). 
Furthermore, an interest rate of 8% is 
considered very high for the current 
situation in Japan. However, we have 
included these levels because they are 
expected to be available in near future due 
to the liberalization of the banking industry 
we described above. 

We then generated 16 hypothetical bank 
branches with these seven attributes using 
the orthogonal design (Green 1974) to cover 
the complete attribute space. 

Data Collection 

A sample of 47 MBA students at a business 
school in northwestern Japan participated in 
the conjoint experiment involving the 
evaluation of 16 profiles of hypothetical 
bank branches. Sixty four percent of the 
sample (N-30) are Japanese and thirty six 
percent (N-17) are non-Japanese. The 
definitions of the attributes were fully 
explained before the experiment. 

Two types of data were collected through 
self-administered questionnaires. We first 
collected data on self-explicated attribute 
importance weights by asking the respondents 
to allocate the sum of 100 points across the 
seven attributes. We then asked them to 
evaluate each of 16 hypothetical bank 
branches on a 0-100 point rating scale 
according to their likelihood of opening an 
account with each of these hypothetical bank 
branches. In addition, some background 
information (i.e., demographic 
characteristics) was collected. 

Analysis and Results of the Study 

Once we collected the data from the conjoint 
experiment, we computed the part-worths and 
the derived attribute importance weights. 
The part-worths were calculated by using a 
CONJOINT program (Smith 1990) that employs a 
simple OLS regression method. The derived 
attribute importance weight of an attribute 
is computed as a ratio of the range of part­
worths within that attribute to the sum of 
ranges across attributes. 

Part-Worth Vectors 

Table 2 shows the part-worth vectors of the 
Japanese and non-Japanese samples at the 
group level. As expected, both the Japanese 
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and non-Japanese samples show monotonic 
(i.e., non-decreasing) part-worths within 
each attribute. The correlation coefficient 
of part-worth vectors of the Japanese and 
non-Japanese sample is very high (0.913) 
suggesting the preference structures are very 
similar at the group level. 

TABLE 2 
A COMPARISON OF PART-WORTH VECTORS ACROSS 

JAPANESE AND NON-JAPANESE SAMPLES 

Japanese 

Distance 
More than 10 minutes 
by car 0.25 
Up to 10 minutes 
by car 14.96 

Number of ATM 
1 machine 2.63 
2-5 machines 11.33 
More than 5 
machines 11.46 

TJ:p~ of Service 
Routine service 1. 83 
Routine, Foreign 
exchange 3.71 
Routine, Foreign Ex, 
Stocks, Insurance 6.00 

Speed of Routine Service 
More than 
10 minutes 2.33 
Up to 10 minutes 11.21 

ATM Operating Iime 
9:00-19:00 Mon-Fri, 
9:00-17:00 Sat 2.13 
9:00-19:00 Mon-Fri, 
9:00-17:00 Sat-Sun 7.29 
24 hours 17.04 

Interest rate 
Up to 4.50% 0.25 
Up to 6.00% 8.08 
Up to 8.00% 16.33 
Higher than 8.00% 21.92 

Attitude of Bank Clerks 
Task-Oriented 2.00 
Cheerful and 
Personal 9. 71 

Non­
Japanese 

0. 74 

15.15 

3.90 
12.28 

15.96 

1.40 

6.10 

10.81 

5.66 
11.54 

1. 91 

11.47 
28.09 

2.35 
9.41 

17.94 
18.53 

4.04 

10.51 

However, there are some differences between 
the Japanese and non-Japanese samples in 
terms of the magnitude of part-worths. 
Generally, non-Japanese sample shows larger 
part-worths for attributes such as "number of 
ATM", "types of service", and "ATM operating 
time". The Japanese sample exhibits a larger 
part-worth only for the highest level of 

"interest rate" (higher than 8%). A 
multivariate test (using Wilk's Lambda) shows 
the difference of mean vectors of part-worth 
is statistically significant between the 
Japanese and non-Japanese customers (F-2.12, 
p-0.036). 

Interestingly, we have found that the part­
worths of "number of ATM" do not increase 
much beyond the level of 2-5 machines for the 
Japanese sample while non-Japanese sample 
shows strong preference for more than 5 ATM 
machines. Related to this finding is the 
preference structure for the attribute of 
"ATM operating time". The non-Japanese 
sample exhibits a much stronger preference 
for longer ATM operating hours compared to 
its Japanese counterpart, particularly for 
the level of "24-hour service" (28.09 vs. 
17.04). This may be due to the fact that 24-
hour operation of ATM is generally common 
outside of Japan, but not in Japan, at least 
currently. 

Attribute Importance Weights 

Next, we compare the derived attribute 
importance weights across the Japanese and 
non-Japanese samples. Table 3 shows the 
results. 
For the Japanese sample, "interest rate" is 
the most important attribute, followed by 
"ATM operating time", and "distance". On the 
other hand, the most important attribute for 
non-Japanese sample is "ATM operating time", 
followed by "interest rate", "distance". The 
correlation of the derived importances 
between the Japanese and non-Japanese sample 
is 0.625. 

TABLE 3 
A COMPARISON OF ATTRIBUTE IMPORTANCE WEIGHTS 

ACROSS JAPANESE AND NON-JAPANESE SAMPLE 

Non-
Japanese Japanese 

Distance 18.19% 15.91% 

Number of ATM 10.92% 13.31% 

Type of Service 5.15% 10.39% 

Speed of Routine 
Service 10.97% 6.49% 

ATM Operating Time 18.44% 28.90% 

Interest rate 26.79% 17.86% 

Attitude of Bank 
Clerks 9.53% 7.14% 

In terms of the magnitude of the difference 
between the Japanese and non-Japanese sample, 
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"ATM operating time" produces largest 
difference (18.44% vs. 28.9%) followed by 
"interest rate" (26.79% vs. 17.86%) and 
"types of service" (5.15% vs. 10.39%). 

From the results of our study, it seems that 
the Japanese customers put more emphasis on 
quicker service and higher interest rate 
while non-Japanese customers put more 
emphasis on diverse services and longer ATM 
operating hours. 

Discussion and Directions 
for Future Research 

From the results of this study, we have found 
that there are differences between the 
Japanese and non-Japanese samples in terms of 
magnitude of part-worths and the derived 
attribute importance weights. These findings 
provide some practically important 
implications for bankers in terms of 
designing a bank branch or more generally 
banking services both in Japan and abroad. 
For example, since the Japanese customers 
strongly prefer higher interest rate, banks 
should consider how to provide higher 
interest rate while increasing return to 
themselves. Perhaps they need to find an 
"optimal" interest rate, via simulation, that 
provides the maximum return based on the 
preference structures of the customers. 

However, we need to further study the 
attitude of Japanese customers toward 
interest rate. In the present study, we 
found that the Japanese customers put the 
strongest emphasis on interest rate in 
choosing a branch, and this emphasis is much 
stronger than the non-Japanese counterpart. 
This is contrary to the finding of Kim and 
Park (1992) that the Japanese potential 
investors are less likely to consider return 
rate in purchasing a financial service 
package compared to non-Japanese investors. 

One possible explanation for this discrepancy 
may be that while Kim and Park (1992) used 
financial service products in their study 
(i.e., stocks), the current study focused on 
the banking service in particular. For risky 
financial products like stocks, the Japanese 

·investors were found to be risk averse. Most 
of the respondents in Kim and Park's study 
have been institutional investors (i.e., fund 
managers), and under the current compensation 
scheme in Japan, which is not merit-based, 
there is no reason to take personal risk for 
higher return for the company. However, for 
the banking service, which had been protected 
by MOF and consequently does not involve any 
risks, the Japanese customers are expected to 
exhibit a strong preference for high interest 
rates to receive higher personal return. 

Another plausible explanation may be that 
strong preference for high interest rate 
reflects the Japanese customers' high 
expectation of higher interest rates due to 
the liberalization of financial industries in 
Japan. 

Further study should address the following 
issues such as (1) is there a difference in 
attitudes toward return rate between personal 
investors and institutional investors in 
Japan? and (2) are the attitudes of the 
Japanese institutional investors different 
from their U.S. counterparts? Research on 
these issues is currently under way. 

The data for this study was collected from 
MBA students. While they are mature with an 
average age of 27, have significant amount of 
work experience, and have their own financial 
planning horizon, future research should use 
a general population as a sample frame. 

Future studies should include simulation of 
some of the branch profiles with the 
currently available bank branches and project 
their market shares or profitability once the 
banking industry in Japan is completely 
liberalized. At that time, future research 
should also focus on the design of optimal 
banking service products by employing some of 
the recently developed optimal product 
positioning models (e.g., Green and Krieger 
1990) which provide the maximal market share 
or profit/return to the banker. 
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PREDICfiNG VIDEO CAMERA ADOPTERS BASED ON PERSONALITY TRAITS, 
SOCIOECONOMIC VARIABLES, AND EXPECfATIONS 

ABOUT THE RATE OF TECHNOLOGICAL INNOVATION 

B. Kemal Biiyiikkurt, Concordia University 
Catherine O'Farrel, Kodak, Canada 

Abstract 

The theory of diffusion of innovations (Rogers 1983) 
has attracted the attention of marketers because of 
some strong implications for successful new product 
introduction. Since the innovators, according to this 
theory, are expected to play a crucial role in the 
diffusion process, especially the early research in 
consumer behaviour focused on identifying the 
characteristics of the adopters of various types of 
innovations (for example, Boone 1970, Dickerson and 
Gentry 1983, Gatignon and Robertson 1985, LaBay and 
Kinnear 1981, Taylor 1971, Rogers 1983). Although 
some variables such as higher income and education, 
younger age, greater social mobility and 
venturesomeness, higher social participation, higher 
opinion leadership, and more experience with other 
products in the same or related product category seem 
to characterize the innovators (Gatignon and 
Robertson 1985), a major conclusion of this stream of 
research has been that the concept of "innovativeness" 
is not generalizable across different product categories, 
but the profile of the consumer innovators vary from 
one product category to another (Dickerson an Gentry 
1983), and therefore, any attempt to identify the 
characteristics of the innovators needs to relate them to 
the nature of the innovation itself. 

In this context, this study examines the characteristics 
of video camera adopters in Canada. Given the 
technical nature of this relatively "big ticket" innovation 
which is mainly used to preserve memories of events 
relevant to the consumer, some personality traits are 
hypothesized to predict the profile of the adopters. 
These traits include venturesomeness, how much the 
individual values preserving memories, family 
orientation, self confidence in evaluating technically 

complex products, and novelty seeking. In addition to 
a set of socioeconomic variables which are typically 
included in studies of this nature, this research includes 
the consumer expectations about the rate of 
technological change for this product category, and the 
expectations about the future prices of video cameras: 
the higher the expected rate of technological change 
and the expected price decrease, the higher will be the 
tendency to postpone the adoption of the innovation. 
A sample of 493 Canadian consumers, some of whom 
have already adopted either a video camera or 
camcorder, and who currently own at least a video 
recorder and a television provides the data for this 
study. Using the ownership-nonownership of video 
cameras as the nominally scaled dependent variable, 
and the mentioned variables as the independent 
variables, a discriminant analysis (and Iogit analysis) will 
be conducted to identify the consumer characteristics 
which can be used in predicting the adopters of video 
cameras and camcorders. The findings will be related 
to other findings reported in the consumer behaviour 
literature on the adoption of technically complex and 
"big" ticket consumer durables. 
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Psychological Time Perspective Differences: 
A Look At Young Malaysians and Americans Using the FAST Scale 

Jay D. Lindquist, Western Michigan University 
Paul M. Lane, Western Michigan University 

Carol F. Kaufman, Rutgers University 

Abstract 

Research was conducted on the 
psychological time perspectives of 
Malaysian and U.s. students to better 
understand the differences between the 
two groups and to provide the bases for a 
discussion of consumer behavior and 
future research implications. The "FAST" 
test, suggested by Settle and Alreck 
(1991), was the four dimensional 
measurement tool used. It was found that 
differences in psychological perspective 
exist in such areas as future/past 
orientation, sense of boredom, activity 
levels, need to plan/schedule and staying 
with a task until done. Consumer 
behavior and future research implications 
are offered. 

Introduction 

This exploratory research project was 
carried out to preliminarily examine 
cultural differences in time perspectives 
and then to consider the implications for 
consumer behavior and future research of 
such findings. It was an opportunity to 
look at two cultures that were part of a 
much larger research effort and to focus 
purely on the psychological time 
perspectives of the participants. The 
groups studied were Malaysian students in 
a u.s. university setting and u.s. 
students in the same circumstance. 

It has been postulated that cultures may 
be categorized by· their peculiar· 
perspectives on time (Pronovost 1986). 
This phenomenon has also been identified 
as existing by such authors as Hall 
(1959), Levine and Wolff (1985), 
Lindquist and Lane (1989) and Szalai 
(1972). one could argue that a culture's 
perspective is the sum of the individual 
views of its members and/or these 
individual views are a product of the 
socialization influences of the culture. 
In any case, both of these circumstances 
probably exist. 

An individual's subjective interpretation 
of time within their personal sphere has 
been called their "psychological" 
approach to it (Hawes 1979: Holman and 
Venkatesan 1979: Settle, Alreck and 
Glasheen 1978). This approach will be 
the dimension of primary interest for the 
work described herein. 

settle and Alreck ( 1991) expanded the 
discussion of psychological time and 
offered four dimensions that they assert 

shape a person's (culture's, 
subculture's, reference group's, etc.) 
subjective time experience. These four 
dimensions are: ~ (on positions along 
the past to future time spectrum), 
Activitv (and the supply and rate of 
passage of time) , Structure (the shape 
and form of time) and Tenacity (task 
performance and the delay of 
gratification). A series of 64 items, 16 
per dimension, were developed and tested 
by settle and Alreck to position 
individuals on each of these dimensions 
and this was then called the "F-A-S-T" 
test. 

The more recent literature on time 
contains work that parallels to some 
extent the FAST approach. The Focus 
dimension is similar to the current work 
on orientation which places people as to 
where they are on their leanings toward 
the past or the future (Kaufman, Lane and 
Lindquist 1991b). The Activity dimension 
of the scale has been touched upon in the 
.literature as people see themselves as 
"time rich" or "time poor" (Schwartz 
1986). Turning to the Structure 
dimension, this is similar to the time 
use and commitment paradigm of Lane and 
Lindquist (1989). Last of all, Tenacity, 
as defined by Settle, Alreck and Galsheen 
(1978), closely parallels the discussions 
found in the time processing literature. 
Here the dimension appears to measure 
people's proneness to process time 

"procedurally." That is, individuals 
start a task when all resources are ready 
and they stay with it until it is done, 
being almost oblivious to the passage of 
time (Hall 1959). It is a task focus. 
Also within the Tenacity dimension there 
is a measurement of whether a person 
enjoys doing one thing at a time, called 
"monochronic" activity processing, or 
would rather do a number of things at the 
same time, called "polychronic" activity 
processing (Hall 1959: Kaufman, Lane· and 
Lindquist 1991a). 

The objectives of this exploratory study 
are to: 1) compare the results of pools 
of upper division university students 
from the U.s. and Malaysia on the FAST 
test dimensions, 2) to identify areas of 
difference and similarity, and 3) to 
offer a series of implications concerning 
consumer behavior and future research. 
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Methodology 

The Sample 

The sample consisted of 594 undergraduate 
juniorjsenior u.s. students and 38 
Malaysian undergraduate juniorjsenior 
students from a large midwestern 
university. The groups were chosen 
because they are two culturally different 
pools. Only 38 Malaysian students were 
available within the total sample. The 
Malaysian male/female shares were 
50 percent/50 percent and the American 
shares were 54 percent/46 percent, 
respectively. The Malaysians had been in 
the u.s. from six months to as much as 
three years, which points to the 
possibility of some acculturation. The 
latter circumstance is recognized as a 
weakness in determining the potential 
representativeness of the group. Yet 
this could serve as the basis for further 
study when compared to "non-acculturat7d" 
similar individuals. Also, the Malays1an 
group was older with 64.6 percent being 
19 - 22 years of age compared to 81.4 
percent for the American students. In 
sum, though the sample size was small and 
there existed the potential problem of 
various levels of acculturation, the 
authors could see this research as being 
able to produce preliminary findings 
concerning psychological time 
perspectives and implications for this 
cultural group and to help set direction 
for future time research among them. 

Data Collection 

The data were collected using a self­
administered questionnaire. The 
instrument included the 64 FAST test 
items. The scale for each item consisted 
of a statement and a five point numerical 
choice with "1" being "Exactly Like Me" 
and "5" being "Not At All Like Me." 
Respondents placed themselves along the 
scales for each statement. The data 
collection, during the fall of 1991, 
occurred in classroom settings with the 
students having the option to choose 
whether or not to participate with no 
penalty or reward involved. 

Data Analysis 

First, individual items were analyzed to 
determine strengths of agreement with the 
"Exactly Like Me" end of each of the 64 
item scales. This was done by adding the 
average shares of individuals choosing 
position "1" or 11 2" (Like Sum) and 
separately adding the average shares of 
those respondents who had chosen "4" and 
"5" (Not Like sum). The "Like sum" was 
then divided by the "Not Like Sum" to 
establish the "Like Me" ratio. It was 
realized that these ratios did not take 
into account the 11 3 11 (neutral) position. 
However, since this was the first, or 

descriptive, phase of the analysis, the 
authors felt that the picture revealed 
would help with an overall understanding 
of the data and the interpretation of the 
Chi-square analysis which was to be done 
next. 

The following is an example of a "Like 
Me" ratio calculation: 

"I think quite often about my life 
as it used to be." 

Malaysians 
11 1 11 23.7 % + 11 2 11 - 34.2 % 
11 4 11 - 15.8 % + 11 5 11 - 00.0 % 

57.9 % 
15.8 % 

Ratio= 57.9 % 1 15.8 % = 3.67 to 1 

Americans 
11 1 11 - 9.4 % + 11 2 11 - 23.9 % = 33.3% 
11 4 11 - 26.6 % + 11 5" - 16.7 % = 43.3 % 
Ratio= 33.3% 1 43.3 % = 0.77 to 1 

The neutral shares for the Malaysians and 
the Americans, respectively, were 26.3 
percent and 23.4 percent. The Malaysian 
ratio is almost five times as large as 
the American ratio. Later, when the Chi­
square analysis was carried out, this 
difference was found to be statistically 
significantly different at the .002 
level. This could be interpreted 
preliminarily as a stronger past or "good 
old days" orientation being expressed by 
the Malaysians than the Americans. 
Knowing how the respondents positioned 
themselves on the scales and how 
committed they were to the positions 
expressed (considering the average 
neutral share) was very useful in data 
interpretation. 

Chi-square analyses were run on the 
distributions of all of the 64 FAST scale 
items, comparing the Malaysians to their 
American peers. 
Settle and Alreck (1991) had determined, 
for each of the four (FAST) dimensions, 
at which end, "plus" (+) or "minus" (-), 
the individual i tern (of the 64) would 
place a person. The positive ~ (F+) 
items placed a person as future oriented 
whereas the negative (F-) items showed a 
past orientation. The positive Activity 
(A+) statements had to do with time being 
perceived as in short supply for the 
activities that had to be done, where the 
reverse is seen as true for the negative 
(A-) side of the scale. Positive 
Structure (S+) relates to being sensitive 
to time, being on time and enjoying 
planning and following schedules whereas 
the negative side (S-) was the opposite. 
The last dimension, Tenacity, on the 
positive (T+) end of the spectrum, would 
include individuals who stick to a 
project until it is done regardless of 
the time it costs, and those who like to 
do only one thing at a time. We see the 
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reverse of these traits on the negative 
(T-) side of the scale. "Negative" and 
"Positive" are not to be construed as 
"bad" or "good", respectively. The terms 
are used to put things in perspective and 
to place individuals and groups 
(cultures, subcultures, etc.) according 
to their subjective or psychological 
interpretation of time within their 
lives. 

There is a word of caution concerning the 
internal consistency reliability of the 
FAST scale system that has been proposed 
by Settle and Alreck (1991). These 
authors found that the values of 
Coefficient Alpha for the F, A, S and T 
scales, respectively, "Were 0. <t3, 0. 77, 
0. 76 and 0. 69. According to Nunnally 
(1967), the "acceptable" level of this 
coefficient when a standard test is 
desired is 0.7 and levels of at least 0.6 
are desirable during the development 
stage of a scale test. This means that 
the F dimension has not been acceptably 
validated, whereas the other three exceed 
the minimum validity level for the 
subject pool participating in the 
research. 

The authors carried out Coefficient Alpha 
analyses on each of the eight directional 
subareas of the FAST test for both the 
Malaysian and u.s. participants. It was 
felt that this analysis approach was more 
appropriate than looking at the four 
overall dimensions because of the 
individual item scale scoring reversal 
problems extant and the low levels (less 
than .10) of some of the correlation 
coefficients among the scale items. 
Exhibit 1 is a summary of these data. 

EXHIBIT 1 
COEFFICIENTS ALPHA - FAST TEST 

MALAYSIAN VS. U.S. PARTICIPANTS 

Scale Malaysians u.s. 

F+ .65 .51 

F- .56 . 57 

A+ .54 .67 

A- .62 .64 

S+ • 72 .76 

s- .53 .65 

T+ .57 .62 

T- .66 .62 

The two groups were compared since 
Lindquist (1981) found that instruments 

did vary in their internal-consistency 
reliability when administered to 
different groups of people. Examination 
of the data in Exhibit 1 reveals that for 
the Malaysian and u.s. students only the 
S+ dimension, measuring the desire to be 
on time, to plan and to follow a 
schedule, showed a value acceptable as a 
standard measurement scale. For the 
Malaysians F+, A- and T- were within the 
acceptable range for scales in 
development. Similarly, the u.s. 
students had developmentally acceptable 
levels of Alpha for A+, A-, s-, T+ and T-

These findings suggest strongly the 
need for further scale development and 
testing in the psychological approach 
area. 

In the current study, there are no 
judgments made on overall F, A, S or T 
scale positions of respondents for the 
reasons cited above. 

Findings 

First, to get a sense of "Exactly Like 
Me" commitment to each of the 64 FAST 
test statements, the "Like Me" ratios 
were calculated for all respondents, both 
Malaysian and American. Then a Chi­
square analysis of the distributions of 
the two respondent groups was run on each 
of the 64 items. Table 1 contains a 
summary of all of the ratios and the 
levels of significance of the Chi-square 
tests. Note that all of the significance 
levels that were . 05 or stronger are 
underlined in that table. 

Each of the FAST dimension results 
will be discussed in turn. The 
statements which were presented to 
respondents on the "positive" side of 
each scale are very often directly 
opposite to those posed on the "negative" 
side of the scale. Though one could not 
assume that participants would score 
opposite statements in an exactly 
opposite manner the data revealed that 
there was some consistency in opposite 
scoring . 

An examination of the positive Focus 

i terns revealed that there was general 
statistical agreement on the part of both 
respondent groups when asked questions 
concerning the future. They agreed that 
they thought a lot about the future, that 
it was important to plan for the future 
because things were changing so fast, 
they felt that their days would be better 
in the future and when they had finished 
something they enjoyed looking ahead to 
the next step. The Malaysian and the 
American students did not think that life 
would be easier for people in the future. 
The only statistically significant 
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difference was on the statement, "I 
plays or stories about the future." 
Americans saw this as more 
themselves than the Malaysians. 

enjoy 
Here 
like 

Next, the negative Focus questions will 
be touched upon. On this scale there 
were no statistical differences in 
distributions of the respondent groups on 
three of the eight items. They did not 
think that life was easier for people in 
the past, they both liked plays and 
stories about the past and reviewing 
one's past accomplishments was typical of 
something they do. The Malaysians were 
more prone to look back to the way things 
were in the past, to those "better days." 
They also differed from the American 
students in that they felt more strongly 
that though things changed quickly, there 
still was some room for planning. They 
also saw the past in a slightly better 
light than their American peers. The 
Americans were more likely to daydream 
about the past than the Malaysian 
respondents. 

Activity 

Turning to the positive Activity items, 
there were statistically significant Chi­
square differences on two statements. 
The Malaysian respondents were bored more 
often than their American counterparts 
and when unexpected free time occurred 
the Americans had much more to do with 
their time than the Malaysians. Time 
passed quickly for both groups and they 
felt a shortage of it existed, they all 
had a sense of activity about them and 
the respondents had a number of things 
waiting to be done for which they had no 
time. 

On the negative Activity factors, there 
were five of ·eight where statistically 
significant differences were found. The 
Malaysians did report that they did move 
more slowly than what was reported by the 
American students. The Americans and the 
Malaysians did not agree that there was 
not enough for them to do what had to be 
done in the time they had, with the 
former disagreeing more strongly than the 
latter. The Malaysian students perceived 
themselves to be more observers than 
doers; the opposite was true for their 
American peers. In line with their 
feelings of time shortage previously 
found, both groups reported that time did 
not "drag" for them and the Americans 
felt more strongly about this than the 
Malaysians. Similarly both felt they had 
things waiting to be done that they 
hadn't had time to do. 

Structure 

Concerning the positive Structure 
factors, in only three instances were 
statistically significant differences 
found. The Malaysian students were more 

likely to score themselves as planners, 
schedulers and those who kept track of 
amounts of time spent on activities than 
the American students. The two groups 
were similar in their planning of daily 
activities, being "prompt" or "on time," 
estimating how long it will take to carry 
out a task and following a schedule. 

Next, attention will be turned to the 
negative Structure items. Examination of 
Table 1 reveals three statements on which 
the two pools of respondents differed 
statistically. The Americans more 
readily agreed that they could not 
remember how much time they spent on 
things the previous day than the 
Malaysians. Neither group saw themselves 
as often "a little late," but the 
Malaysians showed that they felt this 
would happen to them more than reported 
by their American counterparts. Also, 
the former group was more prone to take 
one thing at a time, rather than plan 
their whole day. The remaining 
statements were clearly opposite of those 
presented on the positive side of this 
dimension and the two groups were not 
statistically significantly different and 
their answers were consistent with those 
given before. 

Tenacity 

The positive Tenacity dimension analysis 
revealed two statements where statistical 
difference existed between the two 
student groups. First, the Malaysians 
saw themselves as much more committed to 
stay with a project until it was 
finished, not considering the time lapse, 
than the Americans. They also were more 
prone to not see a project done until 
"every last detail is finished." Both 
the Americans and Malaysians had similar 
identification with doing one thing at a 
time rather than more than one, they both 
get back to tasks quickly after 
interruption, they are willing to commit 
large chunks of time to things with a 
"big payoff" and they prefer devoting 
time to single large projects than a 
number of smaller ones. 

Finally, the negative Tenacity dimension 
will be discussed. The two items that 
showed statistically significant 
differences between the two respondent 
groups seemed not to have much relevance. 
They were asked only to maintain the 
integrity of the FAST scale items 
approach. The first was that Americans 
would rather be paid every week rather 
than twice a month and this was not a 
concern of the Malaysian students. The 
second showed that the Malaysian students 
usually finished projects started more 
often than their American peers. For the 
other six statements along which they 
could position themselves the responses 
reinforced that which was found on the T+ 
scale items. 
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Discussion and Implications 

The limitations of this exploratory study 
include the small sample size of the 
Malaysian group, their various levels of 
acculturation into the U.s. scene, the 
diversity of their religious backgrounds 
(and its impact on past or future 
orientation) and their being asked to 
respond to the FAST test in English. 
There are also a series of questions 
concerning the FAST test itself. Though 
it has appeared in the literature and is 
being currently used to measure the 
psychological dimensions of time, the 
Alpha values are not strong. Further, 
the eight subscales, when analyzed in the 
current study did not produce 
consistently acceptable values of this 
important coefficient. In most cases the 
Coefficients Alpha were more acceptable 
for the Americans than the Malaysians, as 
one would expect, arguably because of 
potential language and cultural biases. 
There are needs to examine, modify and 
test the FAST scales and the eight 
dimensions used to form them. Further, 
these tests should be conducted across a 
variety of individuals within a broad 
spectrum of cultures. 

What this means for the current project 
is that it is appropriate only to discuss 
consumer behavior implications as they 
relate to the individual items (the 64 
scales presented). Since the eight FAST 
test dimensions, with one exception, do 
not show acceptable (.7 or greater) 
Coefficient Alpha values. 

Examining tbe Focus Area. the Malaysians 
and the Americans both felt positively 
about the future and that things would be 
better. This implies that products, 
services, ideas and decision processes 
that impact on investment in the future 
progress, comfort or . happiness of the 
individual andjor the family would be 
favorably considered andjor received. 
However, there was not a sense of desire 
for radical future change. The Malaysian 
participants identified more with the 
past than the Americans which would point 
toward an acceptance of products, 
services and behaviors with a touch of 
nostalgia. 

Turning to the Activity Dimension. both 
the Malaysians and the Americans 
experienced a sense that time moved very 
swiftly for them though the feeling was 
stronger for the latter than the former. 
They also both reported that there were 
always things to be done that they did 
not have time to do. These preliminary 
findings suggest the marketplace 
behaviors and opportunities that would 
allow for more efficient time-saving 
activities on their parts would be sought 
out. This might have implications for 
increased use of stores where a variety 
of merchandise i terns or services were 

available or a move toward greater 
acceptance of direct marketing for goods 
acquisition. Of course, this would not 
be possible in the near future for the 
Malaysians since within their home 
culture these methods of goods 
acquisition are not common nor are there 
strong trends toward them. The Malaysian 
participants also reported that they were 
less active (more observers than doers) 
than the Americans. This is most likely 
culturally true, but it could be being 
reinforced since these young people were 
not in their native setting. Being a bit 
slower of pace has implications for 
interaction and transaction from a 
consumer behavior standpoint. one would 
expect that interaction on the part of 
Americans would require greater patience 
and possibly longer lead times for task 
completion. 

Considering the Structure Factors. the 
Malaysian respondents were more likely to 
see themselves as planners and schedulers 
than the Americans. One gets the sense 
that they often are processing time 
linearly and there is a stronger feeling 
of precision in their use of time and in 
the measurement of activities. This 
would suggest that purchasing behavior 
would be more likely to be planned in 
advance and longer lead times would have 
to be available for the acquisition of 
information and actual shopping or 
purchase. The Malaysians also indicated 
that they were more prone to do one thing 
at a time ("monochronic behavior") than 
the American respondents. This suggests 
that products or services or behaviors 
that facilitate or encourage "polychronic 
behavior" may not be appropriate for the 
Malaysians at this time. The Malaysian 
participants also felt that they would be 
"late" for things more often than was 
reported by the Americans. This could be 
a result of cultural conditioning or 
reality is ability to travel to be on 
time -- which is the case in a country 
such as Thailand. This circumstance 
reinforces the call for patience on the 
part of Americans in their interactions. 
certainly one cannot state that the sense 
of timeliness or being on time that 
either the Americans or the Malaysians 
expressed is either good or bad -- it 
just is as it is and should be understood 
and accommodated for. 

Finally. Looking at Tenacity. the 
Malaysian students showed a stronger 
penchant for procedural time processing. 
That is, they were more willing than the 
Americans to stick with a task until it 
was finished with a much lower regard for 
the time needed to complete the activity. 
This preliminary finding could point 
toward a greater willingness to spend the 
time necessary in search for goods or 
services until such a search was 
successful. 
References available upon request. 
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A MODEL OF CONSUMER DECISION MAKING UNDER SEVERE TIME CONSTRAINTS: FIRST EMPIRICAL TEST 

William M. Strahle, Rider College 
E. H. Bonfield, Rider College 

Abstract 

A model for predicting decision making 
under severe time constraints--panic 
decision making (PDM)-is presented and 
its eight structural factors are empiri­
cally tested for last minute Valentine's 
Day gift purchases. The U method was used 
to test for bias in the classification 
rates and the results support the overall 
model. Hypothesis testing for the influ­
ence of the model's structural factors, as 
well as testing for the stability of the 
coefficients, was accomplished by examin­
ing the signs of the total structure 
coefficients from 2 0 random subsamples. 
The majority of the hypotheses were sup­
ported. 

Introduction 

There is little consumer and economic 
research about the behavior of consumers 
making choices under panic-inducing con­
ditions such as abrupt market transitions, 
banking failures, or "runs" on nondurable 
goods. In fact, except for the recent 
literature on impulse purchasing (e.g., 
cobb and Hoyer 1986; Iyer 1989; Rook 1987) 
and family decision making (e.g., Davis, 
Hoch and Ragsdale 1986; Menasco and curry 
1989; Qualls 1987), much of the research 
in decision making has focused on individ­
ual consumers with ample time faced with 
making economic choices in relative social 
isolation (e.g., Granbois 1977; Park and 
Lutz 1982). Hence, Most of this research 
has been characterized by either little 
situational or temporal anchoring in the 
data gathering instruments or the research 
has taken place in laboratory settings 
that may be lacking in "mundane realism 
( FromJdn and Streuf ert 19 7 6) . " 

Yet understanding consumer behavior during 
a situationally and temporally anchored 
episode is of interest in its own right. 
This interest is reflected in behavioral 
economic approaches to explaining and 
controlling collective consumer responses 
to monetary crises (e.g., Maital, Filer 
and simon 1986; Schacter, Hood, An­
dreassen, and Gerin 1986), in consumer 
responses to crises of confidence in the 
marketplace such as the recent Chilean 
grape scare, and in the communication 
literature focusing on the consumption, 
effects and regulation of mass media 
(McQuail 1983). Earlier attempts to par­
tially test a model used to explain con­
sumer panic that might contribute to 
understanding the behavior of consumers 
who make decisions under duress have met 
with limited success (Strahle and Bonfield 
1989). This study reports the results of 

an initial, but more thorough test of this 
model for consumers engaged in last minute 
gift shopping. 

A Panic Model 

For a significant segment of consumers, 
the necessity of making important pur­
chases under severe time constraints may 
lead to behavior consistent with other 
decisions that are clearly panic affected. 
The literature on panic as collective 
behavior reveals no parsimonious approach 
for understanding panic (e.g., Smith 
1976). Indeed it is difficult to find 
much more than nominal agreement on its 
conceptualization (e.g., Grandjean and 
Taylor 1980) although the term itself has 
been in use at least since LeBon (1896). 

Early conceptualizations of panic tended 
to focus exclusively on the psychological 
mechanisms of imitation, instinct and 
emotional contagion (Blumer 1946; Freud 
1922). Suggestible individuals were seen 
to respond homogeneously to the over­
whelming danger stimulus (Smith 1976), 
with the less suggestible persons eventu­
ally being "infected (Merloo 1950)" and 
rout occurring. Panics were seen to be 
analogous to, if not identical with, the 
fear reactions of many herd animals. In 
a desperate attempt for self-preservation, 
people regressed into irrational, instinc­
tively motivated primal beasts (Freud 
1922; Merloo 1950). 

While early theorists had been largely 
concerned with the sudden presentation of 
a danger stimulus, Merloo noted the im­
portance of the increasing fear of loss of 
individual freedom to act (Merloo 1950). 
The time span involved for increase in 
fear implies that panic may require an 
incubation period during which time the 
fear builds on itself until the individual 
becomes a panic participant. " ••• [T]here 
are acute reactions, and acute panics, but 
in most people the real answers to dangers 
are experienced in a later period (1950)." 
smith (1976) empirically verified the 
existence of such a time span, suggesting 
the possibility of intervention at this 
point. 

As a result of one early experimental 
study that sought to reproduce panic-like 
situations in the laboratory, Mintz (1951) 
suggested that panic was a unique adaptive 
response to a breakdown in "group coopera-
tion ••• which can be interpreted in terms 
of unstable reward structures of the 
situations." Panic, then, should be 
viewed in terms of an adaptation to the 
onset of an overwhelmingly costly episode, 
and not simply in terms of an irrational 
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return "of the human soul to the great 
unknown (Merloo 1950)." 

Following a reanalysis of several prior 
approaches to panic, Smith (1976) found 
empirical support for the application of 
emergent norm theory (Turner and Killian 
1972). Following this theory, panic 
behaviors occur because they are perceived 
as appropriate or required as a result of 
a redefinition of behavioral expectations 
(Smith 1976), However, since the empiri­
cal evidence cited was retrospective 
reporting of a brief incident rather than 
the result of protocol analysis, it is not 
clear whether the "panic norm" emerged 
during the incident or only in retrospect. 

Clearly, what initially had been charac -
terized as a phenomenon quite similar to, 
if not identical with, panic reactions 
among herd animals has evolved into a 
highly complex and lengthy research stream 
in the area of collective behavior. 
Strahle and Bonfield (1989) have developed 
and partially tested a parsimonious model 
derived from this research stream that may 
be useful in exploring the marketplace 
behavior of consumers who suddenly find 
themselves forced to make decisions under 
severe time constraints (Figure 1). 

The model has three components. The first 
involves the three preconditions: ":·:a 
panic cannot occur without the p~rtlCl­
pants' perception of the danger st1mulus, 
their inability to cope with the threaten­
ing situation, and the existence of poten­
tial, but closing, escape routes ~Strahle 
and Bonfield 1989)." The second 1ncludes 
eight structural factors that act to 
fa~ilitate or inhibit the emerge!"ce ~f 
panic behavior. These wil~ be exam1ned 7n 
more detail below. The th1rd compo!"ent 1s 
the behavior of the consumers, wh1ch the 
authors limit to a decision to withdr~w. 
In a more general sense, however, choos1ng 
to withdraw is just one example of a 

variety of possible survival-oriented 
coping decisions in a consumer context. 
Rather than withdrawing, for instance, 
consumers who find themselves in last 
minute shopping situations may participate 
in a buying spree. Hence, in the research 
reported here, the behavior of interest 
becomes ego-centered, survival-oriented, 
coping choices or, more specifically, 
panic decision making (PDM). 

Strahle and Bonfield have previously 
tested the relationships between the 
preconditions and the withdrawal alterna­
tive using a series of case analyses 
involving a variety of types of panics in 
a historical context (1989). Their re­
search is not duplicated here. Citing 
methodological and ethical problems in 
studying panic per se, Strahle and Bon­
field were unable to use their secondary 
data base to test what is perhaps of more 
interest--the relationships between the 
structural factors and the decision to 

FIGURE 1 
A MODEL OF INDIVIDUAL DECISION MAKING 

UNDER SEVERE TIME CONSTRAINTS 

Structural Factors 

1. Definition of the situation 
2. Norms (prior and emergent) 
3. Antecedent experiences 
4. Behavioral alternatives 
5. Physical and emotional state 

of the individual 
6. Observation of a panic leader 
7. Group or individual goals 
8. Panic threshold (profit 

estimation 

Preconditions 

a. Danger stimulus 
b. Inability of group 

or individual to 
cope with the 
situation 

c. Potential (but 
perceived as 
closing) escape 
route 

.. 
f---~ 

Behavior 

Withdrawal 

withdraw. Since present interest is in 
the broader class of outcomes, PDM, many 
of these methodological issues no longer 
obtain. Hence, the untested relationships 
in the more general model between the 
structural factors and PDM can be examined 
in a variety of settings leading to a 
better understanding of the behavior of 
consumers who make marketplace decisions 
under severe time constraints. The situa­
tion chosen for this study involves last 
minute gift shopping (Valentine's Day). 

Structural Factors: The Hypotheses 

The model shown in Figure 1 contains eight 
structural factors. 

Definition of the Situation (SitDef). 
Following Hoult (1969), the definition of 
the situation refers to the consumers 
"interpretation of any given set of cir­
cumstances, such interpretations generally 
being largely dependent upon the cultural 
values in terms of which the individual 
has been socialized (p. 100)." Does the 
consumer feel that a gift is expected on 
this occasion? Is this situation one that 
traditionally involves gift giving in his 
or her family? To the degree that the 
consumer defines the occasion as requiring 
a gift, we would expect this factor to be 
positively related to emergence of PDM. 

H1: The greater the perceived situational 
expectations (situational defini­
tions) , the greater the likelihood of 
panic decision making. 

Norms. Norms are "rules in the game of 
life (Thomlinson 1965)." As such, they 
serve as guides to behavior. One type of 
norm, particularly in family gift giving, 
is the norm of reciprocity (Banks 1978; 
Belk 1981). As Belk (1976) points out, 
this rule prescribes our obligation to 
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give, receive and repay. To the extent 
that the consumer feels that reciprocity 
is warranted, this factor is expected to 
be positively related to the emergence of 
PDM. On the other hand, Smith's (1976) 
work suggests that in panic situations 
conventional norms, like reciprocity, are 
disregarded in favor of emergent or ad hoc 
norms. Hence, the second hypothesis is 
stated in terms of conventional norms. 

H2: The greater the agreement with con­
ventional norms, the greater the 
likelihood of panic decision making. 

Antecedent Experiences (AntExp). The 
collective behavior literature contains 
many examples of individuals using prior 
experience (not necessarily in similar 
situations) to anticipate, avoid, or guide 
them through a subsequent panic episode 
(LeFebvre 1973; Shore 1982). Consumer 
behavior research has shown gift giving, 
particularly to a spouse or close friend, 
to be a very important event (Belk 1981; 
Clarke and Belk 1978). Giving a birthday 
present to a loved one was treated as 
antecedent experience for gift giving on 
Valentine's Day. To the extent birthday 
gift giving had been forgotten in the 
past, a negative experience for the re­
spondent, and to the extent this experi­
ence generalizes to other decision making 
situations, this factor is expected to be 
positively related with the emergence of 
PDM. 

H3 : The greater the frequency of past 
PDM, the greater the likelihood of 
panic decision making. 

Behavioral Alternatives (BehAlts). As 
McArthur (1981) has argued, the time 
available, or perceived to be available, 
for considering alternatives in terms of 
their survival value becomes the major 
factor for decision makers in these situ­
ations. In their exhaustive review of 
decision making in general, as well as in 
crisis situations, Shapiro and Gilbert 
(1975) concluded: 

( 1 ). "In a crisis situation, there is a 
breakdown in the intellectual abili­
ties of the individual in terms of 
processing information, assessing the 
environment, and analyzing the alter­
natives." 

(2) "The greater the perceived time pres­
sure, the smaller the number of al­
ternatives considered, the greater 
the likelihood that decisions will be 
made before necessary, and the great­
er the likelihood of incorrect choice 
of alternatives." 

To a large degree, these results mirror 
findings in the consumer behavior litera­
ture (Wright 1974; and Wright and Weitz 
1977). To the extent that consumers con­
sidered postponing their purchases, it is 
expected that behavioral alternatives will 

be inversely related to the emergence of 
PDM. 

H4: The greater the likelihood of consid­
ered behavioral alternatives, the 
lesser the likelihood of panic deci­
sion making. 

Physical and Emotional State (P-MState). 
As indicated by studies of fatigue and 
panic in military units and civilian com­
munities during wartime, the physical and 
emotional state of the individual can have 
a marked impact on behavior during a panic 
episode (Foreman 1953; LeFebvre 1973; 
Schultz 1964; Shapiro and Gilbert 1975). 
As would be expected, people under less 
pressure and feeling less agitated were 
found to be less likely to panic. This 
common sense finding supports the notion 
that people do not like to remain in 
situations that are unpleasant or stress­
ful. Hence, it is expected that consumers 
who are in a positive frame of mind will 
be less likely to engage in PDM than their 
less positive counterparts. 

H5: The unhappier the consumer is to be 
in the last minute decision making 
situation, the greater the likelihood 
of engaging in panic decision making. 

Observation of a Panic Leader (Leader) . 
In the collective behavior literature, 
Merloo (1950) has observed: 

"Although panic is generally a mass 
reaction, we realize that the indi­
vidual with personally unstable 
qualities may induce or start panicky 
reactions and spread them among oth­
ers. In a difficult situation he has 
but to cry or yell or to display a 
paroxysm of fear, and he will infect 
others with his own neurotic behavior 
(emphasis added)." 

Smelser (1963) and Smith (1976) have shown 
that many panic participants took their 
cues from such individuals. Perhaps they 
were willing to believe and follow the 
panic models because their behavior was 
inexplicable in any other light than 
flight for survival. In gift giving, does 
the consumer know anyone else who also has 
delayed gift purchases? Did knowing about 
one or more of these people serve to 
remind them to gift shop at the last 
minute? 

H6: The greater the likelihood of the 
observation of a panic leader, the 
greater the likelihood of panic de­
cision making. 

Group or Individual Goals (G-IGoals). 
Smith (1976) found that in primary group 
relations during episodes of duress, 
children look to their parents for appro­
priate responses, and generally, wives 
look to their husbands for guidance. In 
the Tower of London bombing, children 
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tended to panic if their parents did, and 
not to panic if their parents did not (p. 
12). Low group morale has also been shown 
to contribute to PDM (Shapiro and Gilbert 
1975). It seems that in light of the 
presence of the danger stimulus and the 
immediacy of the threatening situation, 
people must decide whether to continue to 
support the goals of the group (e.g. group 
well-being). Research has shown that in 
adverse situations requiring individuals 
to make decisions under severe time con­
straints, cooperation is scarce (Quaran­
telli 1957). In gift giving, networks of 
exchanges are established and maintained 
requiring some effort and planning to 
select an appropriate gift because it will 
reflect on the giver as well as recipient 
(Belk 1976, 1981; Clarke and Belk 1978). 
To what extent does the consumer feel that 
the selected gift shows the recipient that 
the giver cares about them; that the gift 
required some thought? To the extent that 
the consumer considers group goals to be 
salient, it is expected that this factor 
will be inversely related to PDM. 

H7: The greater the salience of group 
goals, the lesser the likelihood of 
panic decision making. 

Panic Threshold or Costs (Threshld). 
Exchange theory conceptualizes the indi­
vidual as a reward-seeking, punishment­
avoiding organism, operating in a social 
situation approximating that of an econom­
ic market (Blau 1964; Ekeh 1968; Homans 
1974). From this perspective, the last 
structural factor, panic threshold (profit 
maximization) , refers to that point beyond 
which the costs of not giving a gift are 
unacceptable. In gift giving, these costs 
may be calculated in terms of being in 
trouble or the likelihood of hurting 
someone's feelings. In this case, the 
higher the costs, the more likely it will 
be that the consumer will participate in 
PDM. 

H8: The higher the costs associated with 
failing to comply with other's ex­
pectations, the greater the likeli­
hood of panic decision making. 

Methodology 

Data were collected to explore the link­
ages between structural factors and panic 
decision making in the case of last minute 
gift shopping for Valentine's Day for two 
reasons. First, the relationships between 
the preconditions and the more restrictive 
dependent variable, the decision to with­
draw, were initially tested with different 
types of panic inducing situations 
(Strahle and Bonfield 1991). Second gift 
purchasing is more clearly consumer behav­
ior than many included in the initial 
test. Thus, the results are more easily 
generalizable to other time constrained 
consumer decision making situations. 

This research addresses two related ques­
tions. The first, and more general, is 
how well do the eight structural factors 
predict the emergence of PDM under severe 
time constraints? The second is to what 
extent does this portion of the model 
explain the occurrence of PDM? As Hunt 
(1983) pointed out, explanation and pre­
diction are not interchangeable. It is 
possible for a model to predict the emer­
gence of a phenomenon without an ability 
to be used to explain its occurrence. 
Hence, the utility of a model can be 
judged by its ability to both explain and 
predict. 

Addressing the first question involves 
testing the ability of the model to dis­
criminate between panic decision makers 
and non-panic decision makers. Following 
Strahle and Bonfield (1989), not all 
consumers who find themselves suddenly 
forced to make a marketplace decision 
engage in PDM. The ones who do are most 
likely to be those who are surprised to 
find themselves in this situation. Since 
all respondents were interviewed while 
fulfilling a social obligation at the last 
possible moment, panic decision makers 
were operationally defined as those con­
sumers who previously had rarely been 
required to make last minute decisions in 
buying a Valentine's Day present. Ad­
dressing the second question involves 
testing the hypotheses derived above. 
Discriminant analysis provides the means 
of addressing both issues simultaneously 
(Dillon and Goldstein 1984). 

The Study: Valentine's Day 

This study was conducted using exit in­
terviews from Malls in central New Jer­
sey and Philadelphia suburbs on Valen­
tine's Day 1990. The data were gathered 
by trained and supervised student inter­
viewers as shoppers exited the malls. 
Questionnaires were developed and pre­
tested. Interviewer preparation consis­
ted of both classroom instruction and 
field training at each location prior to 
the target dates. 

Analysis revealed 77 respondents who 
were most and least likely to panic giv­
en their previous experience in last 
minute Valentine's Day behavior. The 
sample included 56% males, had a median 
age of 23.7, was 90% caucasian, and had 
66% who had never married. In addition 
73% were employed, with approximately 
80% in white-collar jobs. 

The PDMs in this study tended to be 
younger (F = 2.03, p = 0.032), have few­
er children (x2 = 8.07, p = 0.032), and 
were less likely to have recognized the 
lateness of the situation (x2 = 10.51 
p = 0.015) than non-panic decision mak­
ers. Predictably, PDMs were more likely 
to be in a hurry (x2 = 7.97, p = 0.005), 
less likely to have considered leaving 
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the mall ~o shop elsewhere (F = 2.59, 
p = 0.004), and less likely to have felt 
that the amount of time they spent shop­
ping was longer than expected 
(F = 20.56, p = o.ooo) than non-PDMs. 

The overall discriminant model coeffi­
cients, as determined via SPSSX discrim­
inant procedures, (x2 = 46.058, 
p = 0.000) are presented in Table 1. 
The Wilk's Lambda (0.52) for this model 
is also fairly good as is the canonical 
correlation (0.69). The tau (0.714) 
indicates that classification of Valen­
tine's Day shoppers on the eight struc­
tural factors results in 71% fewer er­
rors than would be expected by chance. 
The confusion matrix shown in Table 2 

indicates that over 85% of the Valen­
tine's Day shoppers were correctly clas­
sified by the model. The results of 
applying the U method are displayed in 
Table 3. Consistent with the results 
shown in Table 2, over 85% of the cases 
were correctly classified using the 
model's eight structural factors. 

The jackknifed equation was derived by 
holding out 20 non-overlapping sets of 
ten randomly selected cases. The re­
sults showed 17 of the 18 coefficients 
significant at the = .05 level or bet­
ter, supporting the hypothesis that the 
structural factors in the panic model 
are "true" discriminators between PDM 
and non-PDM consumers. In terms of 
V~lentine's Day gift shopping then, the 
e~ght structural factors (Figure 1) pro­
v~de a reasonably good prediction of the 
emergence of panic decision making. 

The total structure coefficients for the 
Valentine's Day cases are presented in 
Table 4, as are the total structure co­
efficients from the 20 structure matri­
ces generated in the process of demon­
strating the stability of the overall 
model. 

I~ the case ~f Valentine's Day shoppers, 
s~x of the e~ght hypotheses cannot be 
disconfirmed. These results indicate 
that (1) the greater the perceived situ­
ational expectations, (2) the greater 
the agreement with conventional norms, 
(3) the greater the frequency of past 
PDM in other buying situations, (4) the 
lower the number of likely alternatives 
(5) the unhappier the consumer about ' 
b~ing in the last minute buying situa­
t~on, and (6) the greater the salience 
of individual goals, the greater the 
likelihood of a respondent's engaging in 
PDM. Two of the hypotheses were discon­
firmed. For hypothesis 8, the results 
indicated that the higher the costs of 
failing to comply with other's expecta­
tions, the lower the likelihood of PDM. 
It may be that a selection factor was at 
work in this situation such that consum­
ers for whom the social costs of noncom­
pliance are very high would not be sur-

prised by the gift-giving event. In­
deed, the results of a comparison ex­
plicitly designed to explore this possi­
bility among Father's Day shoppers found 
earlier shoppers were more likely to 
agree that noncompliance would "cause 
hurt feelings" (X = 10.32, p = 0.030) 
than those shopping on Father's Day it­
self. Finally, non-PDM respondents were 
more likely than PDMs to know others who 
had waited until the last minute to pur­
chase a Valentine's Day gift. While 
rationalization may also play a role 
here, it may be that this rather tradi­
tional gift-giving event is not as so­
cially significant for them and their 
friends as it is for the PDMs. 

Conclusions and Implications 

This study was conducted to test the 
relationships of the eight structural 
factors (Figure 1) to whether people 
absorbed in making consumer decisions 
under severe time constraints engage in 
panic decision making. Analysis of the 
structural coefficients for the Valen­
tine's Day study showed six of eight 
hypotheses supported. While these find­
ings suggest further refinement and 
testing of the model, they also support 
its present level of development. 

The discriminant function coefficients 
for the Valentine's Day study were shown 
to provide high levels of correct clas­
sification both using standard dis­
criminant procedures (SPSSX) and the U 
method recommended for generating unbi­
ased estimates of the classification 
error rates. In addition, application 
of the jackknife technique supported the 
hypotheses that the discriminant func­
tion coefficients in the two studies 
were stable. 

An important, and expected, finding is 
that PDM is not a simple phenomenon. 
For example, it is clear that not all 
people involved in consumer decision 
making under severe time constraints 
engage in PDM. 

Disconfirmatory evidence with respect to 
the observation of a panic leader (Lead­
er) and panic threshold (Threshld) was 
found in the Valentine's Day study. 
Since the genesis of the model lies in 
situations with far more serious expect­
ed consequences than would be expected 
from failure to buy a valentine's Day 
gift for a loved one, these findings 
with respect to Leader and Threshld are 
not surprising. Perhaps respondents 
were far more likely to see advertise­
ments (Valentine's Day) than observe 
someone panicked because they had not 
yet bought a gift. For Valentine's Day 
shoppers, the G-IGoals hypothesis was 
supported bolstering the position that 
Valentine's Day presents support inter­
active, .dyadic relationships. 
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More important, the hypotheses concerned 
with definition of the situation, norms, 
antecedent experiences, behavioral al­
ternatives, and physical and emotional 
state were supported. 

The greatest value of understanding con­
sumer decision making under severe time 
constraints may be the recognition of 
possible interventions. For example, 
when consumer home mortgage rates are 
rising, some potential home buyers will 
engage in PDM, buying a marginally sat­
isfactory "starter" home at a less than 
satisfactory rate of interest to avoid 
even higher rates in the future. since 
bankers want to avoid foreclosure, they 
may see fit to shorten the application 
process and to aid in the education of 
potential mortgage customers making 
these "satisficing" purchases. 

PDM occurs in ordinary consumer situa­
tions. Consider the phenomenon of PDM 
occurring around the purchase of Cabbage 
Patch dolls when they were first intro­
duced. People stood in line for hours 
hoping to get the few dolls delivered to 
each store each day, even when the pros­
pect of delivery--let alone adequate 
numbers--was unknown. Peoples' social 
standing, and perhaps more important, 
the social standing of their children, 
was threatened by the possibility of not 
owning this doll. PDM may ~lso r7sult 
from being suddenly thrust ~nto s~tua­
tions for which the decision maker is 
unprepared such as the funeral following 
the unexpected death of a loved one or 
the need for medical services while away 
from home on a business or pleasure 
trip. 

Finally, PDM surrounds economic down­
turns. There have been many runs on 
u.s. savings and loan institutions has­
tening their failure. While the fault 
for these failures may not lie in con­
sumer PDM, substantial.reduction would 
have prevented some fa~lures and some 
misery for the PDM participant. 

TABLE 1 
CLASSIFICATION FUNCTION COEFFICIENTS 

FOR THE PDM MODEL 

Variable PDM nonPDM 

Constant -4.426 -2.721 
SitDef -0.316 -0.423 
Norms 0.202 0.073 
AntExp 1. 315 0.226 
BehAlts -0.193 -0.307 
P-MState -1.969 -2.632 
Leader -1.033 -0.654 
G-IGoals -0.027 0.036 
Threshld 0.210 0.376 

Not all last minute decision makers are 
PDMs. People who did not engage in PDM 
knew others in similar last minute deci­
sion making situations. Thus, it could 
be hypothesized that habitual last min­
ute decision making is a family charac­
teristic, or that last minute decision 
makers are likely to become friends with 
others who frequently make decisions 
under severe time constraints. Another 
possibility is that frequent last minute 
decision makers who do not engage in PDM 
are procrastinators, although chronic 
proc·rastinators may also be frequent 
panic decision makers. Finally, it is 
also possible that people who are more 
likely to engage in PDM also know oth­
ers, including family members, who have 
engaged in PDM. In short, the empiri­
cally supported model of consumer deci­
sion making under severe time con­
straints leads to a number of important 
questions. The model, itself, acts as a 
rich conceptual framework for addressing 
these questions. 

TABLE 2 
DISCRIMINANT FUNCTION CLASSIFICATION 

RESULTS 

Predicted 

Not 
Panic Panic 

Actual No. 34 7 
not Panic % 44.1 9.1 

Actual No. 4 32 
Panic % 5.2 41.6 

Correctly classified: 85.7% 

TABLE 3 
DISCRIMINANT FUNCTION CLASSIFICATION 

RESULTS 
U-Method Results 

Predicted 

Not 
Panic Panic 

Actual No. 35 7 
not Panic % 45.4 9.1 

Actual No. 4 31 
Panic % 5.2 40.3 

Correctly classified: 85.7% 
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TABLE 4 
STRUCTURE COEFFICIENTS 

Sample 
Number SitDef Norms AntExp BehAlts 
Total 0.032 0.092 0.947 -0.058 

1 0.113 0.195 0.918 -0.003 
2 0.096 0.181 0.935 -0.008 
3 0.061 0.094 0.925 -0.038 
4 0.024 0. 081 0.917 -0.160 
5 0.017 0.120 0.953 -0.065 
6 0.011 0.126 0.916 -0.130 
7 -0.035 0.014 0.942 -0.062 
8 0.032 0.077 0.932 -0.036 
9 -0.021 0.080 0.935 -0.075 

10 -0.002 0.081 0.950 -0.067 
11 -0.024 0.081 0.938 0.033 
12 0.031 0.135 0.928 -0.042 
13 0.060 0.091 0.932 0.028 
14 0.061 0.157 0.907 -0.059 
15 0.015 0.058 0.944 -0.069 
16 -0.025 0.068 0.947 -0.094 
17 -0.018 0.055 0.899 -0.083 
18 0.047 0.097 0.952 -0.065 
19 0.008 0.082 0.920 -0.128 
20 0.086 0.151 0.948 -0.044 

Maximum 0.113 0.195 0.953 0.033 
Minimum -0.035 0.014 0.899 -0.160 
Average 0.027 0.101 0.932 -0.058 
Hypo the-

sized 
Direction + + + 
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Abstract 

This study investigates the consumer's use of 
five heuristics (conjunctive, disjunctive, 
lexicographic, linear additive, and geometric 
compensatory) in the evoked set formation 
regarding beer brands and fast food outlets. By 
using a decomposition approach in determining the 
consumers' choice heuristics, it was found that 
the conjunctive heuristic is the most often used 
decision model in the evoked set formation for 
the two product classes. 

Introduction 

An important axiom of consumer decision making is 
that consumers have a limited information 
processing capacity (Miller 1956). Therefore, 
faced with a large amount of brand and 
information stimuli, the consumers often have to 
devise means of simplifying their purchasing 
task. One of the results of this simplification 
process has been the formulation of what Howard 
has referred to as an "evoked set," which 
includes the brands the consumers consider 
acceptable for the next purchase (Howard 1963). 

Two fundamental issues relative to the evoked set 
phenomenon can be identified as: 1) why consumers 
move to simplify and limit the number of brands; 
and 2) how the consumers form their evoked sets. 
The first question has been addressed by 
researchers using the Miller (1956) and Wallace 
(1961) arguments that the consumer limits the 
number of brands and/or attributes in 
consideration due to the limitation of cognitive 
capacity (Howard and Sheth 1969; Ostlund 1973; 
Hauser and Wernerfelt 1990). 

The relative paucity of research on the second 
question, the process of forming an evoked set, 
has been partly attributable to the lack of a 
sound theoretical base. However, recent 
developments in the consumer information 
processing approach provide a guidance for this 
research. An appealing proposition has been to 
view the formation of an evoked set as the 
consumer's first stage of a two-stage choice 
strategy (Parkinson and Reilly 1979; May 1979; 
Myer 1979; Brisoux and Laroche 1981). In the 
two-stage choice model, the consumer decides in 
the first stage which brands to consider, that 
is, forms an evoked set by applying a decision 
choice heuristic, and when a purchase situation 
arises, the consumer moves to the second phase, 
which is to compare the remaining brands. The 
main purpose of this study is to investigate an 
issue that emanates from this view that the 
evoked set is the result of the first stage of 
phased strategy: choice heuristics used by 
consumers in formulating evoked sets. It builds 
upon an earlier study by Brisoux and Laroche 

(1981) and extends it to include a service choice 
situation with improved methods. 

Literature Review 

Evoked Set Formation 

Much less research has been conducted on the 
formation of the evoked set than on its size and 
content. Only a few studies have had a primary 
focus on evoked set formation; most notably among 
them, the studies of Parkinson and Reilly (1979) 
and Brisoux and Laroche (1981). 

Parkinson and Reilly (1979) first investigated 
the dynamics of evoked set formation from an 
information processing perspective. Regarding 
the formation of evoked set as the consumer's 
first stage of a two-stage strategy, the authors 
considered five decision heuristics: unweighted 
linear compensatory, weighted linear 
compensatory, conjunctive, disjunctive, and 
lexicographic heuristics. They then examined 
these heuristics using toothpaste and deodorant 
as product classes of interest. The results 
showed that the best fitting heuristics were the 
unweighted linear compensatory and lexicographic 
heuristics for both perfect criterion and best 
criterion. When perfect criterion ·· i.e., an 
exact match between the actual and simulated 
evoked set was applied, the lexicographic 
heuristic showed a 50% success rate for 
toothpaste and a 26% success rate for deodorant, 
while unweighted linear compensatory showed 45% 
and 33% success rates respectively. 

The approach the authors employed can be regarded 
as a composition approach as they compared the 
actual evoked set with those composed by the 
decision heuristics from the collected data on 
perceptions, importance of attributes, and cutoff 
points. However, this approach appeared to have 
methodological difficulties in the areas of data 
collection and analysis. Parkinson and Reilly 
reported that it was fairly difficult for the 
subjects to complete the measures of conjunctive 
and disjunctive cutoff points and therefore any 
response errors are probably magnified during the 
simulation procedure. 

Brisoux and Laroche (1981) investigated the 
evoked set formation for regular male beer 
drinkers in a specific scenario. Based on the 
phasing model (Russ 1971; Howard and Sheth 1969) 
·· that is, consumers establish their evoked set 
by using one cutoff heuristic (i.e., a 
conjunctive or disjunctive heuristic) they 
tested six decision heuristics; three 
non-compensatory heuristics (conjunctive, 
disjunctive, lexicographic) and three 
compensatory heuristics (one linear compensatory 
and two types of geometric compensatory which 
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center on the ideal point or the preferred 
brand) . Brisoux and Laroche found that on a 
perfect criterion basis, the best fitting 
heuristic was the conjunctive one, which showed a 
72~·success rate in all respondents. 

The methodological procedure for the analysis 
employed in the study was what Brisoux and 
Laroche called a "decomposition" approach. There 
were four steps involved in the analysis: 1) by 
using the data on brand perceptions, determine if 
there are any segments of homogeneous 
perceptions, 2) derive a product space for each 
segment by using multiple discriminant analysis, 
3) decompose the product space a posteriori 
according to six decision heuristics for each 
individual, and 4) find out if the evoked set 
zone provided by each decision heuristic contains 
any brand other than the evoked ones. (A decision 
heuristic is considered to be successful if the 
zone contains only evoked brands.) The 
decomposition approach overcomes the 
methodological problem found in the composition 
approach, as the researchers do not need to 
measure the conjunctive and disjunctive cutoff 
points directly. 

Research on the process of evoked set formation 
is still in its infancy. The only product 
classes which have been investigated are 
toothpaste, deodorant (Parkinson and Reilly 
1979), and beer (Brisoux and Laroche 1981). 
Parkinson and Reilly called for caution in 
interpreting their results due to methodological 
problems. Brisoux and Laroche controlled the 
homogeneity of respondents by limiting their 
research to a specific group in a specific 
scenario (regular male beer drinkers.) Therefore, 
questions about generalizability of the findings 
across a variety of product classes or about 
factors which affect the use of the decision 
heuristic in the evoked set formation are still 
unresolved. 

Decision Heuristics 

There has been a large number of studies on 
decision heuristics in the marketing literature. 
In this study, only those that consider phased 
strategies will be reviewed as these studies 
provide insights for exploring the process of the 
evoked set formation. 

In one of the earlier information processing 
studies, Russ (1971) reported that his sample of 
housewives eliminated alternatives from further 
consideration (often during search) typically on 
the basis of unacceptable values of one or more 
attributes. Of those satisfactory alternatives 
which remained, they chose the alternative which 
was lexicographically best. The author commented 
that a number of factors such as the number of 
attribute and existence of particularly poor 
values of attributes influenced the way in which 
the subjects evaluated alternative brands. 

Pras and Summers (1975) examined the predictive 
abilities of three alternative heuristics, 
namely, conjunctive, lexicographic, and linear 
compensatory heuristics, for preference rank 
orders under different conditions manipulated by 

the number of attributes and the acceptability of 
alternatives. Using a rank-order correlational 
technique, the authors found that when all 
alternatives were considered, the conjunctive 
heuristic was the best predictor of preferential 
rank order (rank order correlation - 0.781) 
followed by linear additive heuristic (roc -
0.695). On the other hand, when only acceptable 
alternatives are included, the linear additive 
heuristic (roc - 0.556) was slightly better than 
the other two heuristics. This finding supports 
the notion of elimination phase using a 
conjunctive heuristic. 

The studies by Payne (1976), Lussier and 
Olshavsky (1979), and Kaas (1984) investigated 
the effects of task complexity on the use of 
decision heuristics. The results of these 
studies suggest that when the number of 
alternative brands is large, consumers tend to 
use noncompensatory heuristics (e.g., the 
conjunctive or elimination by aspects model) to 
eliminate unacceptable brands, followed by 
compensatory heuristics (e.g., the linear 
compensatory or additive difference model) to 
evaluate a smaller set of brands. 

The focus of Park (1976) and Park and Sheth 
( 197 5) was on the effects of prior familiarity 
and perceived product complexity on the 
consumer's use of decision heuristics. The 
heuristics investigated were linear compensatory, 
conjunctive, and disjunctive heuristics. 
According to their findings, the conjunctive 
heuristic had the highest predictive power when 
product familiarity was moderate and product 
complexity was high. The unweighted linear 
compensatory was the best predictor when product 
familiarity was low whereas the weighted linear 
compensatory was the best when product 
familiarity was moderate to high. After 
examining his findings, Park (1976) further noted 
that there are two main ways to simplify the 
evaluation task: (1) reduce the number of 
attributes to be cognitively processed in 
evaluation and (2) reduce the number of 
acceptable brands in the evoked set. He 
suggested that the unweighted and weighted linear 
compensatory heuristics are the most appropriate 
for the first type of simplification process. 
With respect to the second type of 
simplification, he stated that "the consumer 
might most effectively use the conjunctive model 
(for rejection) for the purpose of reducing the 
number of brands (in order to simplify the 
decision task) in his evoked set during the 
transition period between the low and high levels 
of familiarity." (p. 150) 

Although this quotation itself provides 
meaningful insights for exploring the evoked set 
formation, Park's conceptualization of the evoked 
set is debatable. The author claimed that the 
acceptable brands in the evoked set would be 
reduced by rejecting unacceptable brands using 
the conjunctive heuristic. If one considers that 
the evoked set is a result of the simplification 
process, it would be more appropriate to say that 
the conjunctive heuristic may be most effectively 
used for brands in the awareness set for 
unacceptable brands to be rejected. 
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The study by Bettman and Park (1980), 
investigating the effects of prior knowledge and 
experience, and phase of the choice on the 
decision process, found that consumers with more 
knowledge and experience tend to use the PBB 
(processing by brand) form of processing. 
Another result showed that consumers tend to use 
an attribute based evaluation (i.e. , PBA) in 
early phases and brand based evaluation (PBB) in 
late phases of decision making. Furthermore, 
among the six alternative decision heuristics 
considered, the authors found that information 
elements compatible with the 
elimination-by-aspects tend to be used early in 
the decision process, and elements of additive 
difference heuristic tend to be used in later 
phases of the process. Finally, elements 
compatible with the conjunctive heuristic tend to 
be used in the later part of the elimination 
phase by groups with low and average knowledge 
and experience. Regarding this finding, the 
authors commented that subjects with low and 
average knowledge and experience might require 
time to set up cutoff points. 

This review, though not exhaustive, has shown 
that there is ample evidence for phased 
strategies. Some studies found the evidence by 
directly examining the process by which consumers 
evaluate alternatives (Russ 1971; Payne 1976; 
Lussier and Olshavsky 1976) while other studies 
deductively inferred the evidence by examining 
the predictive abilities of heuristics (Pras and 
Summers 1975). Although these studies do not 
deal specifically with the evoked set phenomenon, 
some researchers explicitly or implicitly related 
their findings on the phased strategies to the 
concept of evoked set. 

As stated earlier, the focus of this study is on 
the elimination stage of the phased strategy. 
Specifically, it examines the use of five 
selected heuristics (conjunctive, disjunctive, 
lexicographic, linear additive, and geometric 
compensatory) by consumers in the evoked set 
formulation regarding beer brands and fast food 
outlets. Instead of relyi-ng on the traditional 
method of experiment in tracing the consumer's 
choice heuristic, the decomposition method used 
in this study employs survey data collected from 
the general population. 

Methodology 

Sample 

The beer data were collected through personal 
interviews of randomly selected respondents in 
two small adjacent towns. For each town, streets 
were randomly selected, and for each street, 
every second household was solicited for 
participation in the study. For each household, 
the person with a date (i.e., month and day) of 
birth closest to the date of the survey was 
interviewed. In addition, the sample was 
restricted to consumers aged 18 years and over 
who drink at least one bottle (12 ounces) of beer 
per week. From approximately 900 households 
contacted, 260 consented to participate, which 
yielded 234 usable questionnaires. The average 

age of the participants was 37 years, 81% were 
males and 19% females, 34% were blue collar 
workers, and 52% had completed high school only, 

The fast food data were collected in a major 
metropolitan area with the help of managers of 
various companies who provided lists of employees 
willing to participate in the study, and acted as 
go-between. Copies of the questionnaires were 
left with the employee to self -administer, and 
the completed questionnaires were to be returned 
in exactly one week. In all 20 companies 
participated, and the number of questionnaires 
distributed varied between 3 and 24. In 
addition, questionnaires were also collected from 
students at two universities and church 
attendees. Of the 273 questionnaires 
distributed, 243 were returned, and 235 were 
usable. Although the sample is a convenience 
one, it is well distributed in terms of age (41% 
under 25 and 26% over 40), sex (43% males, 57% 
females), and education (23% high school, 24% 
junior college, 30% undergraduate, 23% graduate). 

Questionnaire 

Among other responses contained in each data set, 
two kinds of information were used for this 
research: the consumers' perception of brands as 
well as categorization of brands for each product 
class. The consumers' perception of brands was 
measured for the most salient attributes of each 
product class, using nine-point semantic 
differential bi-polar scales. The selection of 
specific attribute scales was made based upon the 
results of a pre-test, the researcher's judgment, 
and a review of previous similar research. 

Measurement of the evoked set was adapted from 
the Brisoux-Laroche brand categorization model 
(Church, Laroche and Rosenblatt 1985} and used 
the following questions: 

What is the brand of beer that you would 
consider buying? If, for some reason, this 
brand was not available, what other 
brand(s) would you be willing to drink 
instead? Any other? (Unaided) 

Please indicate which fast food outlet 
would you prefer to eat at. Suppose, for 
whatever reason your first choice is no 
longer available. From the list below, 
what other fast food outlet would you 
consider eating at? (Aided) 

Analysis 

The decomposition approach developed by Brisoux 
and Laroche (1981) is employed to explore the 
consumers' use of decision heuristics for the 
evoked set formation for the two product classes. 
This approach develops a perceptual space for the 
sample and decomposes this space according to the 
rules of consumer decision heuristics. 

The decomposition approach derives a product 
space by using Johnson's procedure (1971). In 
this procedure, a product space is built by means 
of a multiple discriminant analysis. 
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After a perceptual product space is determined by 
the discriminant functions, this space is 
decomposed a posteriori according to five 
decision rules; three non-compensatory 
(conjunctive, disjunctive, and lexicographic 
heuristics) and two compensatory (linear additive 
and geometric compensatory heuristics, the latter 
centered on the most preferred brand.) This 
decomposition procedure is done for each 
individual as each individual has a different 
configuration of brand perceptions. Figure 1 
shows one example of the procedure, i.e. , the 
shaded area would be the evoked set zone if the 
model were true. For each case, the evoked set 
zone is defined as the smallest area containing 
all evoked brands. A decision rule is considered 
successful if that zone does not contain any 
brand other than the evoked ones. If, however, 
the zone does contain one or more brands which 
are not evoked brands, the next step would be to 
find out to which category these "offenders" 
belong (Brisoux and Laroche 1981, p. 358). 

One of the limitations in the study conducted by 
Brisoux and Laroche (1981) was that they only 
looked at minimum cut-off points. In this study, 
maximum cut-off points as well as minimum ones 
are considered. It is also an application of the 
same procedure to services. In addition, whereas 
Brisoux and Laroche used an aided measure of the 
evoked set for beer brands, this study uses an 
unaided measure. 

Figure 1 

Evoked Set Zone As Defined By the 
Logic of a Decision Heuristic 

(Assuming Two Discriminant Functions) 

The shaded area is the smallest one which 
(1) is representative of the decision heuristic, 

(2) contains all evoked brands. 

Example: Conjunctive Heuristic:Derived cutoffs 
on all attributes. 

For the first part of the analysis, the SPSS-X 
package is used to obtain discriminant functions 
and compute discriminant scores for each brand. 
For the second part of the analysis, a program 

was developed using PASCAL language. The program 
defines an evoked set zone for each individual 
according to each decision heuristic and finds 
"offenders" in the zone. 

Findings and Interpretation 

Beer 

A multiple discriminant analysis employed to 
develop a product perceptual space for the 16 
brands of beer showed four significant 
discriminant functions, explaining 53.6, 27. 9, 
9.8 and 3.4 percent of the total variance, 
respectively. Since the forth function explains 
only 3.4 percent of total variance, it was 
decided to use only the first three functions for 
the rest of the analysis. 

Table 1 presents the results of correlations 
between the first three functions and the 
perceptions of respondents. The table shows that 
attributes such as "Light/Heavy" and "Mild/Harsh" 
are highly correlated to Function 1. Function 2 
is highly correlated to attributes such as 
"WouldjWould not serve to my friend" and 
"Decreasing/Increasing in popularity." Function 3 
is correlated to the attribute "For heavy/For 
occasional drinkers." Taking this into account, 
these three functions can be interpreted as the 
"Strength," "Popularity," and "Drinker" 
dimensions, respectively. 

TABLE 1 
CORRELATION RESULTS BETWEEN THE DISCRIMINANT 

FUNCTIONS AND RESPONDENTS' PERCEPTION FOR BEER 

Attributes Function 1 Function 2 Function 3 

Light/Heavy 
WouldjWould not 

serve to my 
friends 

Decreasing/ 
Increasing 
in popularity 

For heavy/ 
occasional 
drinkers 

For young/ 
older people 

Mild/Harsh 
Not bitter/ 
Bitter 

Easy/Hard 
to digest 

.89459* 

.05266 

.32547 

.29719 

.39291 

.59715* 

.36576 

.34580 

- .05994 

.68671* 

.66371* 

-.38921 

.44790 

.23932 

.14516 

.32343 

-.33495 

-.05566 

.06062 

. 77783* 

.42550 
- .11322 

-.00337 

-.13707 

Based on these three discriminant functions, an 
evoked set zone was defined according to each 
decision heuristic for each individual. Then, in 
order to determine whether or not a decision 
heuristic was successful, the number of 
non-evoked brands (i.e., brands in hold or reject 
set) in an evoked set zone was examined. If the 
zone contained only evoked brands, then the 
decision heuristic was considered as successful 
for that individual. 

Table 2 presents percentages of cases for which 
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each heuristic was successful as well as the 
classification of brands which were found in the 
zone determined by a heuristic. The table shows 
the conjunctive heuristic had the highest success 
rate (62.0%) among the five decision heuristics. 
This result supports not only the findings by 
Brisoux and Laroche (1981), but also several 
studies on the phased strategies such as Payne 
(1976), Pras and Summers (1975), and Lussier and 
Olshavsky (1979). 

TABLE 2 
RESULTS OF THE DECOMPOSITION APPROACH FOR BEER 

Decision 
Heuristics 

Conjunctive 
Disjunctive 
Lexicographic 
Linear 

Compensatory 
Geometric 

Compensatory 

Percent of cases for which the zone 
of evoked set brands defined by the 
decision heuristic contains 

No other At least one At least one 
brand reject brand hold brand 

62.0% 29.1% 18.8% 
12.4% 67.9% 62.0% 
34.6% 49.6% 38.0% 

47.8% 37.4% 28.9% 

37.9% 47.4% 43.1% 

Among the non-compensatory heuristics (i.e., the 
conjunctive, disjunctive, and lexicographic 
heuristics), the disjunctive one showed the 
lowest success rate. The percentage of success 
increased from the largest area (the disjunctive 
heuristic with 12.4%), to the smaller area 
(lexicographic heuristic with 34.6%), and to the 

TABLE 3 

smallest area (conjunctive heuristic with 62.0%). 
This pattern is consistent with the findings of 
Brisoux and Laroche (1981). 

Fast Food Outlets 

Results of the discriminant analysis for the 13 
fast food outlets showed six significant 
discriminant functions at the p-.01 level. 
However, the fifth and sixth functions explain 
only 3.3% and 2.0% of total variance, 
respectively. Since the first four functions 
explain 92.6% of total variance, it was decided 
to use these four functions for the rest of the 
analysis. 

Table 3 summarizes the results of the 
correlations between these four functions and the 
perceptions of respondents. The first function 
can be interpreted as the "Popularity" dimension, 
the second as the "Geographic location" 
dimension, the third as the "Cleanliness" 
dimension, and the fourth as the "Menu variety" 
dimension. 

Table 4 presents the. results of the decomposition 
approach for fast food outlets. The result showed 
that the conjunctive heuristic had the highest 
success rate with 60.7%. Only 19.7% of the total 
respondents had one or more reject brands in the 
evoked set zone defined by this heuristic. This 
finding is congruent with the earlier findings by 
Brisoux and Laroche (1981) and Russ (1971). 

The three non-compensatory heuristics showed the 
same pattern as was found in the previous 
analysis. That is, the conjunctive heuristic was 
most successful with a 60.7% success rate, 
followed by the lexicographic one with a 39. 7% 
success rate. The disjunctive was the least 
successful with a 26.1% success rate. 

CORRELATION RESULTS BETWEEN THE DISCRIMINANT FUNCTIONS AND 
RESPONDENTS' PERCEPTION FOR FAST FOOD 

Attributes Function 1 Function 2 Function 3 Function 4 

Popular/Unpopular 
with children .85157* -.20805 .16599 -. 02528 

Out of the way/Close 
to where I am (location) .40760 .66735* -.26276 .52685 

Unclean/Clean .29756 -.09636 .43268* .42302 
NarrowjWide variety 
of menu -.08387 -.39407 -.02657 .80339* 

Bad/Good quality 
of the food -.04623 .13123 .35228 .34022 

Inexpensive/Expensive -.16294 .20312 .58164 .05602 
Bad/Good taste -.03092 .13105 .24768 .29619 
Slow/Fast service .19095 -.32902 -.29065 .17325 
Unfriendly/Friendly .19719 - .11851 .27596 .54901 
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TABLE 4 
RESULTS OF THE DECOMPOSITION APPROACH 

FOR FAST FOOD OUTLETS 

Decision 
Heuristics 

Conjunctive 
Disjunctive 
Lexicographic 
Linear 

Compensatory 
Geometric 

Compensatory 

Percent of cases for which the zone 
of evoked setbrands defined by the 
decision heuristic contains 

No other 
brand 

60.7% 
26.1% 
39.7% 

42.3% 

50.6% 

At least one 
reject brand 

19.7% 
38.5% 
31.6% 

27.4% 

24.7% 

Discussion 

At least or.a 
hold brand 

24.4% 
53.0% 
40.2% 

38.9% 

35.5% 

This study investigated the process of evoked set 
formation from the information processing 
perspective. As reported above, results of this 
study render strong support for the notion that 
consumers establish their evoked sets by using a 
cutoff heuristic. The decomposition approach 
used in this study revealed that the conjunctive 
choice rule was most successful in explaining the 
process of evoked set formation for both beer 
brands and fast food outlets. 

In addition, a consistent pattern has been found 
among the three non-compensatory heuristics 
across the two product classes. The conjunctive 
heuristic has consistently showed the highest 
success rate followed by the lexicographic one. 
The disjunctive heuristic has always been the 
least successful. The same pattern was found in 
the study by Brisoux and Laroche (1981). This 
finding suggests that respondents include a brand 
in the evoked set if the brand meets the cut-off 
points on all major dimensions. Park (1976) 
argued that the conjunctive heuristic is more 
effective in the rejection of a brand while the 
disjunctive heuristic is more effective in the 
acceptance of a brand. The pattern found in this 
study implies that consumers form their evoked 
sets by eliminating a brand which falls short of 
any cut-off point on major dimensions, rather 
than by accepting a brand which meets one of the 
cut-off points. 
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SELF-MONITORING, SOCIAL APPROVAL OF APPEARANCE AND 
CONFORMITY OF ASIAN-AMERICAN AND ANGLO-AMERICAN WOMEN: 

IMPLICATIONS FOR CONSUMER BEHAVIOR 

Karen Kaigler-Walker, Woodbury University 1 

Abstract 

A study of the differences in self-monitoring, the 
need for social approval of appearance, and 
conformity in appearance between Asian- and Anglo­
American women was conducted. It was found that 
Asian-American subjects were significantly lower 
in self-monitoring but significantly higher in need 
for conformity in appearance than the Anglo­
Americans subjects. 

Background 

Bank of America vice president Warren Branazburg 
believes that "Investing in the Asian market is 
investing in our future• (Fost, 1990 p. 34). 
However, Asian consumers remain less studied than 
blacks and Hispanics (Sukhdial, Kahle, Beatty, and 
Homer 1987; Tan and McCullough 1984). This is 
especially surprising given that Asian-Americans 
are the most affluent and fastest growing ethnic 
group in America today (Riche 1991). O'Hare 
projected that, "All signs point to increased 
market potential among Asian Americans. Because 

this market is relatively young and well educated, 
businesses will profit in the years ahead by paying 
attention to Asian Americans now,• (1988 p. 31). 

The Asian culture 

A major task for researchers is the necessity of 
determining how to define the population under 
study (Laroche, Joy, Hui, Kim 1991). Hirschman 
(1981) and Deshpande, Hoyer and Donthu (1986) 
warned against categorizing members of cultural 
groups together without taking into consideration 

their uniqueness. Thus, there could be a dozen or 
so Asian sub-groups to research. On the other hand, 
Fe~ell and Saegert (1990) pointed to the absurdities 

to which special group marketing can be carried by 

delineating over 60 population segments which could 

be developed in the US. alone. 

To determine whether an Asian culture actually 
exists, Tse and Wong (1992) explored the extent to 
which globalization had erased conventional social, 
ethnic and economic differences among five Asian 
communities. They found some commonalties and some 
differences among both instrumental values and 
consumption behavior, but they suggested that 
factors other than ethnicity, such as age, might 
also explain differences in consumption behavior. 

1 The researcher acknowledges Dr. Zelda Gilbert of 
Woodbury University for her assistance and the 
three reviewers for their invaluable suggestions in 
the preparation of the final manuscript. 

Perhaps the nature of the research problem itself 
might give direction as to whom should be included 
in a studY. Wallendorf and Reilly (1983 p. 292) 
defined culture as, • .. a set of socially acquired 
behavior patterns common to the members of a 
particular society or on-going, large-scale human 
group. • "A premise of the study of culture is that 
the behavioral patterns characteristic of a 
particular culture express the shared values and 
beliefs of that culture.• Thus,members of sub­
cultures might be grouped together when researching 
commonly held beliefs. Broad cultural values have 
been identified which are widespread among the 

various sub-groups within the Asian culture such 
as the emphasis on the group rather than the 
individual and a strong sense of protocol and rank 

(Peter and Olson 1993) . 

A second obstacle to conducting cross-cultural 
consumer research is that researchers infrequently 
consider relevant subcultural norms when developing 
hypotheses (Hirschman 1981). Too often, researchers 
seek differences as to how different ethnic groups 
behave in regard to price, brand loyalty, etc., 
failing to take into consideration more subtle 
differences which might explain the behavior. 

Similarly, Sukhdial et. al (1987 p. 1) stated that, 

"While it is important to know how subcultures 
differ in their consumption of products it is 
equally important to understand why they differ.• 

"Marketers need to understand not only how consumer 
behavior differs across subcultures but also why 
it differs, • (p. 5). By focusing on the •.whys', 

we come to serve cross-cultural and subcultural 
markets better. and we come to understand the people 
better at the same time (Lee, 1989). 

Self-Monitoring 

Self-monitoring is the act of attuning one's self 
presentation in social situations to create a 
desired impression (Snyder 1974). High self­
monitors are sensitive to situational variables, 
are subject to social and interpersonal cues of 

appropriate behavior, and manag:e their expressive 
self-presentation. Low self-monitors, are less 
concerned with their appearance management, prefer 
to act in a manner more consistent with their own 
beliefs, attitudes, and values, and are driven by 
dispositional variables (Gerstein, Ginter and 

Graziano 1985; Sullivan and Harnish 1990; Snyder 
and Gangestad 1986). 

Differences between high and low self-monitorers 
have been of interest to consumer behaviorists in 
relation to the purchase of private versus national 

brands (Becherer and Richard 1978), the effects of 
product endorsers (Harnish 1992), the effects of 
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aavert1sing (DeBono 1988; Snyder and DeBono 1985; 
Stayman and Kardl'!s 1992) , product ownership and use 
(Cash and Wunderle 1987; Johnson and Lanke 1989), 
and the buyer/seller relationship (Fine and 
Schumann 1988; Lim, Kotabe, and Dubinsky 1988). 

Appearance as Related to Self-Monitoring 

Davis and Lennon ( 1985) found that high self­
monitors placed greater emphasis on using clothing 
as a means of appearing socially appropriate and 
as a means of gaining peer approval. High self­

monitors were more conforming in their clothing 
behavior and were more prone to seek attention 
through dressing in individual styles. Similarly, 

Sullivan and Harnish (1990) found that high self­
monitoring females placed more importance on their 
physical appearance than low self-monitorers. 

Self-Monitoring Among Asians 

A single study on self-monitoring among Asians 
found no differences among salespeople in the US., 

Japan and Korea(Lim, et al 1988). A positive 
relationship -between_ self-monitoring and sales 

performance was found for the Korean subjects. 

As no studies were found on Asian women and self­
monitoring, sociological, ethnological, and 
historical literature was searched in an effort to 
develop a profile of general traits (Bloodworth 
1981; Lee 1991; Olson 1979; Takaki 1989). Asian­
American women are profiled as adhering to the 
cultural value of placing the group above the self, 
placing importance on social order and protocol, 

and the need to •save face.' 

Purpose 

The purposes of the study were to determine the 
difference between Anglo-American and Asian­
American women on self-monitoring and to determine 
the relationship between clothing/appearance and 

self-monitoring of Asian-American and Anglo­
America'h women. 

Due to the lack of sufficient, previous empirical 

evidence concerning Asian-American women, no 
formal hypotheses were developed. It was informally 
predicted that the Asian-American subjects would 
exhibit higher self-monitoring than the Anglo­
American subjects because of the cultural trait of 
• saving face. • No predict ions were made regarding 
the relationship between self-monitoring and the 
need for social approval of clothing and appearance 
among the Asian-American subjects, due to a lack 
of previous research from which to support any 

assumptions. Both the need for social approval 
of appearance and high conformity were expected to 
relate to high self-monitoring among the Anglo­
American subjects. 

Methodology 

Research Instruments 

A list of thirty-nine statements each concerning 
a single concept about appearance (for example, "I 
look forward to getting compliments about my 
appearance from family and friends•) was compiled. 
They were based on published comments made by women 
during interviews and printed in women's magazines, 
statements made during client/counselor sessions 
(Freedman 1986), attitudes and comments reported 
in previous research (Sanford and Donovan 1984), 
and statements made by women who were asked to 
comment on their appearance to the researcher. The 
statements were balanced so that 50 percent 
presented a positive attitude and 50 percent 
presented a negative attitude. 

The statements were rated on a five-point scale, 
1 = •does not describe you well at all" to 5 = 
"describes you extremely well, • by 121 female 
subjects in Southern California. Subjects ranged 
in age from 21 to 78 years. The ratings were factor 
analyzed using a principal components analysis with 
a varimax rotation. Two factors were extracted: 
a social approval factor and a conformity factor. 

The social approval factor contained three statements 
concerning the desire for one's appearance to be 
noticed and complimented by others (a=.75). The 
conformity factor contained three statements which 
reflected the desire to conform to others in 

appearance (a=.72). 

Snyder's measure of self-monitoring was used 
(Snyder 1974; Snyder and Gangestad 1986). The 
instrument includes twenty-five true/false 
questions. 

Administration of Instrument 

A questionnaire containing the appearance-related 
statements and the self-monitoring measure was 

mailed to potential respondents. The mailing list 
was provided by the Alumni Association of a small, 
private university on the West Coast. Additional 
articipation was solicited personally through 

associates of the researcher: 

Sample 

A larger study consisted of a nonprobability sample 
(Churchill 1987) of 1330 females from across the 
United States. Of these, 486 were returned and 471 
were deemed usable (35%). This sample excluded the 

121 participants used for the development of the 

appearance-related factors. 

The thirty-one Asian-American women who returned 
the questionnaires were used as subjects for the 
current study. These subjects reflected a higher 
percent of the total sample than are represented 
by Asian-Americans in the total US. population 
(6.6% versus 3%) (Fest 1990). The Asian-American 
subjects resided in the Western states and were 
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younger cnan the larger sample (none ot the Asian 
subjects were over 65). These data conform with 
standard demographic data for the Asian-American 
population-at-la~ge (Fest 1990; Riche 1991). 

In an effort to determine whether any differences 
between the Asian-American and the Anglo-American 
subjects were attributable to true cultural 
differences rather than to demographic differences, 
Anglo-American subjects were chosen from the larger 
sample who mirrored the demographics of the Asian­
Americans. Those who resided in the Western states, 
were 65 years-of-age or under, and who had similar. 
educations to the Asian-Americans subjects were 
used (n = 165). 

Data Analysis 

Reliabilities were analyzed using Chronbach's 
alpha. T-tests were used to determine differences 
between the two groups. Stepwise regression was 
used to determine the relationship between self­
monitoring and the two appearance factors. Due 
to the small sample of Asian-American subjects, 
standard deviations were monitored carefully so 
that levels of confidence were not violated due to 
too few subjects (Brase and Brase 1991). 

Findings 

Subjects' ratings on the appearance factors were 
summed. Possible scores on the factors ranged from 
3 (low need for social approval of appearance and 
low conformity) to 15 (high need for social approval 
and high conformity). The Asian-American subjects' 
scores on the social approval factor ranged from 
5 to 15 (x=9.67) and from 3 to 14 (x=7.36) on the 
conformity factor. The Anglo-American subjects' 
scores on the social approval factor ranged from 
3 to 15 on the social approval factor(x=9.94) and 
from 3 to 12 on the conformity factor (x=6.27). 

The self-monitoring measure was scored according 

to the key provided by Snyder (1974). The Asian­
American subjects' scores ranged from 2 to 16 
(l<=9.16), and the Anglo-American subject's scores 
ranged from 3 to 21 (x=10.74). 

There were no differences between the Asian­
American and the Anglo-American subjects' scores 
on the measure of need for social approval of 
appearance (t=-.83,p ns). The Anglo-American 
subjects scored significantly higher than the 
Asian-American subjects on the se,lf-monitoring 
measure(t=2.24,p<.03, p<.01). The Asian-American 
subjects scored significantly higher on the measure 
of appearance conformity (t=2.39,p<.02). 

No relationships were found between self-monitoring 
and either the need for social approval or 
conformity in appearance for the Asian-American 
subjects. No relationship was found between self­
monitoring and the desire to conform to the 
appearance of others of the Anglo-American subjects. 
A relationship was found between self-monitoring 
and the need for social approval for the Anglo-

American subjects (r=.263, p<.0006). High self­
monitors had a higher need for social approval of 
their appearance. 

Discussion 

The Anglo-American subjects' significantly higher 
score on self-monitoring was unexpected. As Asians 
have been described as more group oriented and 
concerned with publicly saving face, their lower 
score on self-monitoring was surprising. The Asian­
Americans' lower score on self-monitoring might be 
explained by Barnlund (1989), who maintained that 
Japanese prefer an interpersonal style in which 
aspects of the personal self made accessible to 
others is relatively small, while the proportion 
of the private self (that part of the self not 
revealed to others) remains large. The Japanese 
prefer to interact selectively with fewer persons, 
with greater formality, disclose their thoughts and 
feelings less openly, with less physical 
demonstration, and more passively than Americans. 

Based on this theory, one might conclude that 
although Asians are culturally more predisposed to 
value the group than the individual and are more 
subject to the need to 'save face' than are 
Americans. Therefore, it is possible that these 
' needs are met through selective interaction, formal 
interactions, and by disclosing little of the 
public self during interpersonal interactions 
rather than by altering one's self-presentation. 
Thus, the need to monitor one's behavior during 
interpersonal interaction would be decreased. The 
Asian-American subjects' desire to conform in 
appearance might indicate an unwillingness to make 
any personal statement through their dress which 
would violate group norms. 

Americans, on the other hand, prefer a communicative 
style in which 'the public self dominates the 
private self" (Barnlund 1989, p. 33). In so doing, 
however, Americans may find that as the opportunities 
for interpersonal communication are enhanced the 
risk of social disapproval increases. Thus, the 
need for self-monitoring is increased for Americans. 

The need for social approval of appearance was 
related to self-monitoring only in the Anglo­
American subjects indicating that Anglo-American 
subjects who were high self-monitors placed a 
greater emphasis on gaining approval of their 
appearance by others than did the low self­
monitors. This finding is supported by Davis and 
Lennon (1985) who found the same need for gaining 
social approval through dress among a group of 
undergraduate women. 

If, as suggested by Barn lund ( 1989), Asians operate 
in a smaller public arena but have a larger private 
arena than their Anglo-American counterparts, the 
Asian-American subjects may have felt the need to 
conform in their appearance to facilitate 
interpersonal interactions to a greater extent than 
their Anglo-American counterparts. However, as 
their scores on the social approval measure were 
similar to the Anglo-American subjects perhaps they 
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nave a need for social approval of their appearahce 
but more for personal or private than public 
reasons. 

Conformity in appearance was not_ related to self­
monitoring in the either group of subjects. This 
is contrary to Davis and Lennon's (1985) findings 
of a positive relationship between high self­
monitoring and conformity in appearance among 
undergraduate women. This suggests that conformity 
and self-monitoring are, -perhaps similar, but not 
related constructs. As self-monitoring is not 
merely an act of following others but a measure of 
regulating one's behavior in an effort to gain 
social approval, the mere act of conforming to 
others' appearance might not necessarily be a 
positive way of gaining social approval. 

Perhaps conforming with the appearance of others 
is a self-regulating behavior which might or might 
not relate to self-monitoring, depending on other 
factors such as age or the expectations of the 
specific social group. Subjects in the current 
study were older than those in Davis and Lennon's 
study. Perhaps need to conform in dress is a self­
regulating behavior for young women only. 

So, too, cultural expectations regarding self­
regulation in relation to social norms and 
conformity in dress might vary. This might explain 
why the Asian-American subjects' scores could be 
significantly lower on the measure of self­
monitoring but higher on the measure of conformity 
in dress than the Anglo-Americans. 

Conclusions 

If, as suggested by the findings, Asian-American 
women are lower self-monitors than Anglo-American 
women, and if they do not respond similarly to 
Anglo-American women in regard to the need for 
social approval of their appearance, then the 
marketing efforts directed to this group of 

.consumers may be missing the mark. Although the 
Asian-American market iS complex (Fost 1990), 
marketers, especially regional marketers in 
California where fully 39 percent of Asian­
Americans reside, cannot affo;t:d to risk overlooking 
fundamental differences in the between the Anglo 
and the Asian markets (Riche 1991) . 

Three final points are in order. First, the 
analysis of self-monitoring and appearance factors 
among Asian-American women needs to be undertaken 
with a larger group of subjects. While the standard 
deviations were carefully monitored so that levels 
of confidence were not violated due to too few 
subjects, having additional subjects ··would have 
enabled a more thorough examination of the 
variables. Second, the findings point to the same 
needs for further study of the Asian-American 
subculturesuggestedbySukhdial, etal (1989). The 
study needs to be replicated with different 
segments of the Asian-American subculture. The 
differences between Asian- and Anglo-Americans on 
self-monitoring and its relationship to seeking 
social approval via the appearance need to be 

probed. Finally, these differences need to be 
related to actual consumption behavior. 
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THE EFFECT OF PSYCHOGRAPHIC VARIABLES 
ON CONSUMER SATISFACTION 

Soc-Young Moon, University of Wisconsin Oshkosh 

Abstract 

This study attempted to identify why 
some people are more satisfied with a 
mall than others. This study found two 
preliminary results. First, 
discriminant analysis indicated that a 
"value seeking group" is more prone to 
be satisfied with its decision for 
selecting a mall than a "social 
shopping group." second, the shopping 
profile psychographic variables can 
easily identify which consumers are 
more likely to be satisfied with the 
same kind of service or product than 
others. 

Introduction 

Since the early 1950's, consumer 
satisfaction at a profit has prevailed 
in marketing and a significant effort 
has been made to understand its nature 
and its impact on business operation 
(Anderson 1973). However, there are 
many unsolved issues in this important 
area. For instance, Oliver and DeSarbo 
(1988) indicated several future 
research directions: (1) to identify 
distinct differences in how individuals 
respond to stimuli, (2) to broaden 
satisfaction determinants and products, 
and (3) to improve dependent 
measurement. This study responds to 
one of these issues by analyzing the 
relationship between the shopping 
profile psychographic variables and the 
level of satisfaction. One possible 
outcome of this study is to determine 
why some people are more prone to be 
satisfied with a mall while others are 
not. This paper is organized into four 
parts. The first will briefly review 
previous studies and will develop two 
hypotheses. The second will discuss 
the methodology of this study. The 
third will present the results of the 
statistical analysis. The last will 
summarize the study. The main 
differences between this study and most 
previous studies are that this study 
used an actual purchasing environment 
instead of a simulated shopping 
environment and the sample in this 
study was from actual shoppers rather 
than from students. Additionally, this 
study focuses on mall satisfaction. 
These differences will provide an 
additional perspective to 
understanding consumer satisfaction. 

Previous Studies and Issues 

After Tse and Wilton 
previous studies 

(1988) reviewed 
in consumer 

satisfaction, they suggested that there 
are two general agreements in this 
area: (1) consumer satisfaction can be 
defined as the consumer ' s response to 
the evaluation of the perceived 
discrepancy between prior expectations 
(or some norm of performance) and the 
actual performance, and (2) consumer 
satisfaction is influenced by a pre­
experience comparison standard and 
disconfirmation. Their view is based 
on the theory of disconfirmation and is 
shared by many authors (e.g., Churchill 
and Surprenant, 1982; and Oliver, 1980; 
weaver and Brickman, 1974; and 
Woodruff, Cadotte and Jenkins, 1983) • 
However, Oliver and DeSarbo (1988) 
argued that consumer satisfaction can 
be reviewed by equity theory, 
attribution theory and performance 
theory in addition to disconf irmation 
theory. They tested these four 
theories and found no consistent 
relationship between the four theories 
and the consumer's satisfaction in 
simulated stock market scenarios. 
Their result was supported by Tse and 
Wilton (1988) who analyzed the equity 
Goncept as a part of comparison 
standards and found that equity fails 
to produce a direct effect on any of 
the three variables, expectations, 
perceived performance and 
disconfirmation. They inferred that 
equity is not a good 
operationalization of the comparison 
standard. On the other hand, Oliver 
and swan (1989) showed that the 
fairness dimension of equity mediates 
the effect of inputs and outcomes on 
satisfaction, whereas preference does 
not. They also showed that the 
fairness influence is robust against 
the simultaneous inclusion of 
disconfirmation in the satisfaction 
equation. 

One reason for conducting this study 
is to expand our understanding of 
consumer satisfaction to non-tangible 
areas. With few exceptions (Oliver, 
1980; crosby and Taylor, 1982), most 
previous studies in satisfaction 
confined their interest to a tangible 
product. Consequently, it is difficult 
to generalize these findings to other 
areas such as consumer satisfaction for 
service. This is especially true when 
we recognize that consumer behavior is 
product specific. 

Another major issue on consumer 
satisfaction is the effect of 
psychographic variables Most 
satisfaction studies assumed that each 
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consumer has the same psychological 
background. For instance, Churchill 
and Surprenant (1982) reviewed previous 
studies and argued that the full 
disconfirmation paradigm encompasses 
four constructs: expectations, 
performance, disconfirmation, and 
satisfaction. In this paradigm, most 
early research focused on the link 
between expectations and perceived 
performance, while recent research has 
focused on the relationship among all 
four constructs. However, Lesser and 
Hughes (1986) found seven generic 
shopper types in a nation wide sample: 
inactive, active, service, 
traditional, dedicated fringe, price, 
and transitional. Their study implied 
that because of different inherent 
variables and lifestyles, each consumer 
may have a different satisfaction 
process and satisfaction determinants. 
Consequently, it is worthwhile to 
correlate consumers' attitudes toward 
satisfaction with their lifestyles and 
other shopping variables. This 
research may show why some consumers 
are more often satisfied with a product 
while others are not, or why some 
consumers always complain about a 
product or service while others do not. 
Furthermore, it may suggest to 
management that in some cases the 
performance of a product has nothing to 
do with consumer's satisfaction. 
Instead different market segments may 
be more prone to product satisfaction. 
Singh (1990) supported this proposition 
by saying that 55\ of the total 
variance of complainers and non­
complainers can be explained by 
selected consumer characteristics. 
Based on the adaptation theory, Oliver 
(1980) also suggested the necessity of 
the influence of individual 
characteristics. He argued that 
expectations, one of the major 
constructs of satisfaction, are 

influenced by the same factors 
suggested by the adaptation theory; 
product, context and individual 
characteristics. Oliver and DeSarbo 
(1988) also supported this position. 
Their results indicated that some 
consumers are more expectation­
influenced, some are more performance­
influenced and some are more 
disconfirmation-influenced. 

These discussions lead to investigate 
the influence of lifestyle and 
shopping profile on consumer 
satisfaction. The answer for this 
question will complement the 
traditional constructs of satisfaction. 
Thus the first hypothesis to be tested 
for this study is: 

The level of consumer satisfaction 
can be explained by consumers' 
lifestyles and shopping profiles. 

If the first hypothesis is true, we can 
suggest that the lifestyle alone may 
classify consumers into three general 
groups: satisfaction prone, 
dissatisfaction prone and neither of 
them. Thus the second hypothesis is: 

Their lifestyles and shopping 
profiles can be used to 
classify the people into three 
groups (satisfaction, 
dissatisfaction, and neither of 
them). 

Methodology 

Although the experimental design 
provides some insight on satisfaction, 
such as the effect of manipulation in a 
controlled environment, the purchasing 
situation in the design is limited. 
Thus a survey method was needed to 
expand our understanding of 
satisfaction. The sample selection 
also needed improvement. Although a 
student sample provides some insight on 
satisfaction, we definitely needed more 
"average Americans" as a sample. 
This study used shopping center 
sampling to collect the necessary data. 
The subjects who were 18 and older were 
told about the purpose of this study 
and asked to cooperate without any 
monetary incentive. One hundred people 
filled out the questionnaire. 

The psychographic dimensions of this 
study were adopted from the work of 
Lesser and Hughes (1986), who developed 
them for a retail store. They were 
modified for this study, which was a 
shopping profile for a mall. These 
dimensions reflected not only general 
lifestyle activities but also consumer 
shopping orientations. Specifically, 
they included: price consciousness, 
interest in private brands, shopping 
information acquisition activities, 
importance of shopping convenience, 
interest in outdoor activities, 
tendency to be a do-it-yourselfer, 
propensity to try new products, and 
tendency to make impulse purchases. 
Respondents ranked these variables on a 
scale of 1 (.strongly disagree) to 5 
(strongly agree). Since this scale was 
consistent with other psychographic 
studies and tested extensively by 
Lesser and Hughes (1986), no further 
validity test was conducted. 

Results 

Because of missing variables, 93 
subjects were used for this analysis. 
Based on a global measurement of 
satisfaction of their experience with 
the mall, 67 people were mildly and 
strongly satisfied with the mall, 6 
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mildly and strongly dissatisfied, and 
20, had no opinion about their 
satisfaction. 

Discriminant analysis was adopted to 
test the hypothesis that the three 
groups (satisfied, dissatisfied and no 
opinion) have the same lifestyle and 
shopping profile. This analysis is an 
appropriate technique since the 
dependent variables of this data are 
categorical and the independent 

variables are metric (psychographic 
variables with a 5-point scale). 

The discriminant analysis identified 
two functions. Both functions were 
significant based on a test of a 
residual procedure using Wilks • Lamda 
values for their significance. Table 1 
includes the values of Wilks 1 Lamda 
Chi-squared, the degree of freedom and 
the significance level. The results 
show that both functions are 
significant. 

TABLE 1 

TESTS OF SIGNIFICANCE 
FOR DISCRIMINANT FUNCTIONS 

After PUnc:tion Wilks' Lamda Chi-SqUared D.F. Siqnificanca 

0.114 
0.449 

170.97 46 
63.16 22 

OaOOO 
o.ooo 

There are two methods to interpret the 
discriminant functions: (1) examine the 
standardized coefficients, and (2) 
examine the correlation between each 
discriminant function and each original 
variable. The ideal situation would be 
to use both methods to interpret the 
functions. However, the preliminary 
examination indicated that this would 
not work for this study. Thus, as 
Meredith (1964), Porebski (1966) and 
Darlington, Weinberg, and Walberg 
(1973) suggested, this study adopted 
the latter method for two reasons: (1) 
it is assumed that there is a greater 
stability of correlations in small- or 
medium-sized samples, especially when 
there are high or fairly high 
intercorrelations among the variables, 
and (2) the correlations give a direct 
indication of which variables are most 
closely aligned with the unobserved 
trait represented by the discriminant 
function. 

Table 2 contains the correlations 
between the discriminant functions and 
the original variables and the group 
centroids (the means of the groups on 
the discriminant functions). The 
analysis of the group centroids 
indicated that group 2 (not satisfied, 
neither satisfied nor dissatisfied) was 
the most important for the first 
function, while group 1 (satisfied) was 
the most important for the second 
function. In other words, the 

interpretation of the first function is 
for group 2 and the second function is 
for group 1. The correlations between 

the discriminant functions and the 
original variables for the first 
function is interpreted as a social 
shopping construct since the top three 
variables (shopping with friends, 
seeking advice from friends, and 
visibility to friends) are the most 
dominant in this function. There are 
two speculations about this finding. 
First, when some people go to a 
shopping mall with their friends, their 
primary objective is not to buy but to 
spend time with their friends. Second, 
this group may have very low confidence 
in their own shopping skills. They 
always seek their friends' advice and 
want to obtain confirmation from them. 
For this group the reference group 
influence is great. 

The second function is not as clear as 
the first one. The top three variables 
in this function are: (1) attention to 
advertisements for sale, (2) try new 
products, and (3) enjoy shopping. The 
construct of this function may be a 
value seeker group. This group may 
want to try new products as long as the 
price is right and they do not mind 
driving a distance to get the value. 
Since the signs of these correlations 
are positive, the more that people look 
for value, the more that they are 
disappointed with a mall which fails to 
provide value. Though the sample for 
this group is too small to generalize 
this finding, it is worthwhile to pay 
attention to the demand for value. In 
addition to the product or the store, 
consideration may be what position a 
mall wants to take in a consumer's 
mind: does it want to be a prestige 
mall, a bargain mall or a value mall. 

TABLE 2 

DISCRIMINANT FUNCTION-VARIABLE 
CORRELATIONS AND GROUP CENTROIDS 

Varia:blas FUnctions 

z always shop at this mall with family mellbers 
or friends because they provide good advice 

1 2 

on what to buy. -0.285 

I often seek my friends' advice on what to buy. -0.243 

The producta I buy at this mall are very visible 
to my friends. -0.224 

I pay attention to advertisements about sales. 

I often try new products. 

I enjoy ohoppinq. 

Dissatisfied Group 

Group Centroids 

Neither satisfied nor dissatis'fied 

satisfied Group 

0.387 

0.348 

0.281 

1. 059 -4.087 

3.061 0.623 

-1.008 0.180 

This study also determined whether we 
can identify people who are more prone 
to being satisfied, dissatisfaction or 
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uninterested in what they buy by using 
psyc~ographic variables and shopping 
prof~les. The discriminant analysis 
provides a hit rate for the number of 
correct classifications. Table 3 
provides this classification. The hit 

ratio is 95.7%. This figure implies 
that based on the shopping profile and 
psychographic variables, we may predict 
who will be more prone to be satisfied 
with the product they buy. 

TABLE 3 

CLASSIFICATION MATRIX 

Actual Group # of cases Predicted Group Membership 
1 2 3 

6 
(100,) 

20 0 20 
(100') 

67 4 63 
(6,) (94,) 

Summary 

This study attempted to identify why 
some people are more satisfied with a 
mall while others are not satisfied 
with the same mall. Based on shopping 
profile psychographic variables, 
discriminant analysis indicated that a 
"value seeking group-" is more prone to 
be satisfied with its decision for 
selecting a mall than a "social 
shopping group." Another major 
finding of this study was that, based 
on a limited sample, the psychographic 
variables and shopping profile can 
easily identify which consumers are 
more likely to be satisfied with a 
mall. 

Because of the following limitations, 
the results should be regarded as 
tentative and a basis for future 
research. The first limitation is its 
small sample size and its sample 
selection being convenience based. 
Though Stevens (1986) suggested that it 
is ideal to have about 20 subjects per 
variable to be confident that the 
variables selected for interpreting the 
discriminant function would show up 
again in an independent sample from the 
same population, this study had only 93 
subjects. 

The second limitation is that the study 
was conducted in only one regional 
shopping center in the midwestern 
United States. Though Sudman (1980) 
and Bush and Hair (1985) recommended 
how to improve the quality of a mall 
sample in terms of the number of malls 
used; the date, time and location of 
the interview; and the number of 
trips, this study was not able to 
follow these guidelines strictly. 

A suggestion for a future study is to 
investigate a relationship between 

consumer satisfaction and 
psychographic variables based on a 
larger sample and more rigorous 
sampling procedure. Specifically, this 
kind of research should be able to 
answer; (1) how various product, store 
and mall specific attributes influence 
on consumer decision making (2) 
whether people first select a shopping 
mall and then find the right store and 
product within the mall, (3) whether a 
selection of a mall could be a high 
involvement or low involvement decision 
and (4) whether a decision for a mall 
can be treated as the same as product 
and store selection. · 
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SCHEMATIC DISCREPANCY AND PRODUCT INVOLVEMENT 
AMONG LIGHT AND HEAVY USERS 

Corinna T. de Leon, Ciry Polytechnic of Hong Kong 

Jan Selmer, Hong Kong Baptist College 

Abstract 

Previous studies have verified that rhe extent of schematic 
discrepancy qffecrs product evaluations. The present study 
defined se(f-schema as the formation of a cognitive 
representation of one's personal affribures. Product­
schema was viewed ro encompass not only product features 
but also the personal attributes of the stereotypical user. It 
was proposed thor higher consumption would be related ro 
higher product involvement and lower self-product 
discrepancy. The .findings showed that there was more 
congruity between the self-schema and product-schema of 
Heavy Users, as compared to Light Users. An unexpected 
discovery was rhar the association between the extent qf 
schematic discrepancy and the level of product involvement 
was related ro consumption levels. 

Introduction 

Product schema is the organized structure of cumulative 
knowledge about the product. Several studies have studied 
the interaction of schematic processing on product 
evaluation, particularly the effects of a discrepancy 
between cognitive representations and reality (e.g. Alba & 
Hutchison, 1987; Meyers-Levy & Tybout, 1989; Ozanne, 
et al, 1992; Stayman, Alden & Smith, 1992; Sujan, 1985; 
Sujan & Bettman, 1989; Sujan & Dekleva 1987). Recent 
investigations have shown that the extent of schematic 
discrepancy influences brand differentiation, consumer 
expectations, and disconfirmation judgments (e.g., 
Mandler, 1982; Stayman, Alden & Smith, 1992; Sujan & 
Bettman, 1989). 

Most of the cited studies conceived of consumer's 
schematic processing as concerning product features and 
brand attributes. Yet, the notions of "brand image", 
"brand personality" and "brand equity" imply that 
consumer's schematic processing possibly consists of 
various components, including person-schema alongside 
with product/brand-schemata. Sujan & Bettman (1989) 
argued that "essentially product schemata are similar to 
person schemata in that they contain well-organized 
beliefs". 

Person-schema should not be confused with personality. 
The interest on personality factors as predictors of 
consumer choices has waned, because of inconclusive 
findings. Despite the theoretical complications and 
methodological difficulties, personality or personal motives 
are still being examined as possible causal factors of 
consumption (Macdonald & Jacobs, 1992; Burns & 

Krampf, 1992). Nonetheless, it seems more feasible to 
consider a particular trait or motivation of the individual as 
associated with product categories, rather than with 
specific brands. If so, person-schema would be related 
more to product- schema rather than brand-schema. 

The notion of person-schema attempts to relate the studies 
on consumer's self-concept with schematic processing. It 
has been shown that the congruity between consumer's 
self-concept and product image affect product preference 
(Onkvist & Shaw, 1987; Sirgy, 1982, 1985). For 
example, the symbolic image of products has been found 
to be an interaction between the consumer's self-concept 
and his perception of the stereotypical user of a brand 
(Ericksen, et al,l991). 

In terms of schematic processing, the self-concept pertains 
to "organized beliefs" about one's self. It can be viewed as 
a self-schema, which is the formation of a cognitive 
representation of one's "personality" through categorization 
and differentiation of personal attributes. On the other 
hand, the product-schema encompasses not only physical 
features of the product, but also the personal attributes of 
the stereotypical user. The extent of discrepancy between 
the self-schema and the product-schema could possibly 
have as much impact on consumer choice and usage, as the 
level of incongruity between product features and brand 
attributes. 

Furthermore, it would not be controversial to assert that 
the consumer's producr involvement is associated with 
product-schema. As defined by Zaichowsky (1985, p. 34), 
it is the "perceived relevance of the object based on 
inherent needs, values and interests". Product involvement 
has been shown to be a critical factor in the formation of 
favourable brand images from advertising (de Leon, eta/, 
1991). If its effects are robust, product involvement would 
not only be associated with product-schema, but more so 
with the extent of discrepancy between the self-schema and 
product-schema. 

Recent findings suggested that consumption levels of 
beverages were related to different sets of factors (Lesch, 
Luk & Leonard, 1991). To isolate the possible 
interactions between schematic discrepancy and product 
involvement as well as differences in these with 
consumption levels, the present study explored the 
associations between self-schema, product-schema and 
product involvement among light and heavy users. It was 
deemed plausible that higher consumption would be related 
to higher product involvement and lower schematic 
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discrepancy. Therefore, the present study tempted to 
verify the following propositions: 

Hyporhesis 1: 

There is more congruiry bervveen the self-schema and 
producr-schema of Heavy Users, as compared ro Light 
Users. 

Hyporhesis 2: 

There are sign!ficanr associarions berween the level qf 
producr involvemenr and rhe exrent of se(fproducr 
discrepancy among Lighr and Heavy Users. 

Methodology 

The survey was conducted among 650 respondents selected 
through accidental sampling procedures in Singapore. 
More than 100 university students were asked to recruit 
one respondent for each of the six gender-age categories to 
answer the self-administered questionnaire. With a small 
population of 2.5 million, the distribution to 100 
interviewers adequately dispersed the sampling coverage. 
The field researcher's role was to ensure that the 
respondent understood the questionnaire instructions. With 
52% male and 48% female, the total sample was divided 
into almost equal quotas for the three age-ranges of 18-25, 
26-35 and 36-45 years. About 75% of the total sample had 
degrees/diplomas from tertiary-level educational 
institutions. 

The se(fschema was operationalized as 7-point semantic 
differential scale of 10 attributes. The respondents were 
instructed to describe their own personal characteristics, as 
indicated by the statement "I am ... ". Table 1 shows the 
three factors of the self-schema and the respective 
reliability scores. 

The product-schema was measured as the perceived 
attributes of a "regular user" of the product category. The 
respondents were presented with the same 7-point semantic 
differential scale of 10 attributes as used for the self­
schema. The responses were elicited by showing the 
statement, "A cola-drinker is ... ". Factor analysis defined 
the same three factors for the product-schema as found in 
the self-schema inventory, the reliability scores of which 
are shown in Table 2. 

Producr involvemenr was measured by presenting 
respondents with ten of the 18 original items in 
Zaichowsky's (1985) inventory. On semantic differential 
scales, the respondents were asked to describe "cola 
softdrink" in terms of its being irrelevant/relevant, 
valuable/worth less, significant/in sign i fie ant, 
vital/ supertluous, boring/interesting, unexciting/ exciting, 
unappealing/ appealing, mundane/ fa sci nati ng, 
nonessential/essential, and desirable/undesirable. The 
reliability of the ten-item inventory was cronbach 's alpha 
= 0.924. 

TABLE 1 
SELF-SCHEMA: FACTOR ANALYSIS 

AND RELIABILITY SCORES 

Modern/Traditional 0.809 

Westernised/ Asian 0.756 

Active/Passive 0.657 

Outgoing/Reserved 0.643 

Energetic/Weak 0.561 

A pprehen si ve/ 
Self-Assured 0.781 

Tense/Relaxed 0.736 

Practical/1 magi native 0.731 

Calm/Restless 0.718 

Cautious/Innovative 0.524 

Cronbach's Alpha 0.769 0.584 0.401 

TABLE 2 
PRODUCT-SCHEMA: FACTOR ANALYSIS 

AND RELIABILITY SCORES 

Modern/Traditional 0.803 

Energetic/Weak 0.745 

Active/Passive 0.722 

Outgoing/Reserved 0.690 

Westernised/ Asian 0.592 

Tense/Relaxed 0.825 

Apprehensive/ 
Self-Assured 0.818 

Practical/Imaginative 0.774 

Calm/Restless 0.652 

Cautious/Innovative 0.637 

~ 

11 ..._, u"u"'-'' " "''1-'" a 0.797 0.67° 1\ "" 1 

To measure producr usage, the respondents were asked to 
evaluate "how often" they drank cola softdrinks on a 5-
point scale of never, rarely, sometimes, frequently, or 
regularly. The instrument presented the question on 
product usage after the sections on self-schema, product­
schema, and product involvement. Product usage was 
operationalized as subjective self-assessment rather than an 
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objective behavioral measurement, so as to be compatible 
with the perceptual measurement of self-schema and 
product-schema. 

The respondents who stated they "never" drank cola 
softdrinks were classified as Non-Users, and those who 
responded "rarely" or "sometimes" were considered to be 
Light Users, and those who answered "frequently" or 
"regularly" were categorised as Heavy Users. Of the total 
sample of 658 respondents, 7% were Non-Users, 48% 
were Light Users, and 45% were Heavy Users. The Non­
Users were eliminated from the sample, and further 
statistical analyses were restricted to the 320 Light Users 
and the 295 Heavy Users. 

Findings 

Hypothesis 1 was confirmed by the findings, as shown by 
Tables 3 and 4. There were statistically significant 
correlations in only two out of the ten attributes (20% ), 
between the self-schema and the product-schema of the 
Light Users. Calm/restless and tense/relaxed comprised the 
minimal self-product congruity of Light Users, pertaining 
to two different factors. There was no correlation in any 
of the items of Factor 1. 

TABLE 3 
CORRELATION OF SELF-SCHEMA AND 

PRODUCT-SCHEMA: 
LIGHT USERS OF COLA DRINKS (N =320) 

Correlation Signi-
Coefficient jicance 

Factor 1: 

Modern/Traditional .0151 .394 

Western/ Asian .0833 . 069 

Active/Passive .0188 .369 

Outgoing/Reserved .0755 . 090 

Energetic/Weak .0222 .347 

Factor 2: 

Apprehensive/ 
Self-Assured .0077 .446 

Tense/Relaxed .1137 .022 * 

Factor 3: 

Practical/Imaginative -.0040 .472 

Calm/Restless .1164 .019 * 

Cautious/Innovative .0337 .274 

*** p < .001; ** p < .01; * p < .05 

Table 4 
CORRELATION OF SELF-SCHEMA AND 

PRODUCT SCHEMA: 
HEAVY USERS OF COLA DRINKS (N=295) 

Correlation Signi-
Coefficient jicance 

Factor 1: 

Modern/Traditional .0241 .340 

Western/ Asian .1044 .037* 

Active/Passive .0120 .419 

Outgoing/Reserved .1491 .005** 

Energetic/Weak .1126 .028* 

Factor 2: 

Apprehensive/ 
Self-Assured .1006 .044* 

Tense/Relaxed .0191 .372 

Factor 3: 

Practical/1 maginati ve .1369 .009** 

Calm/Restless .1982 .000*** 

Cautious/Innovative .0511 .192 

*** p < .001; ** p < .01; * p < .05 

In contrast, self-schema and product schema of the Heavy 
Users were significantly correlated in six out of ten 
attributes (60% ). Self-product congruity of the Heavy 
Users were found in the following items: 
practical/imaginative, calm/restless, reserved/outgoing, 
apprehensive/self-assured, western/ asian, energetic/weak . 
There were significant correlations between self-schema 
and product schema in all three factors . 

There was only one item of self-product congruity 
(calm/restless) held in common between Light Users and 
Heavy Users. Also in reference to Factor 3, there was 
also a highly significant correlations among the Heavy 
Users in the related attribute of practical/imaginative. 
However, as this factor had the lowest Cronbach's alpha, 
the implications of the findings should be further tested by 
including more attributes into the inventory, with the 
intention of increasing its reliability. 

The measurement of se/fproduct discrepancy was 
computed as the difference between the specific items in 
the self-schema and product-schema, with the total score 
of the ten items taken as an absolute value. The reliability 
of the self-product discrepancy scale was coefficient alpha 
= 0. 71. The mean self-product discrepancy score of Light 
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Users was 14.9, (standard deviation = 6. 7), and of Heavy 
Users was 14.1 (standard deviation = 6.3). The statistical 
significance of difference between the self-product 
discrepancy of Light and of Heavy users was at p < .07 (t­
value = 1.44, df = 589). 

The total score for product involvement was the sum of 
responses on the 7-point scale of ten items, with a 
maximum possible score of 70. The Light Users 
expressed much lower product involvement (mean = 36.5, 
standard deviation = 11.2) than the Heavy Users (mean = 
46.05, standard deviation = 9.5). There was a highly 
significant difference (t-value = 11.3, df = 610, p < .000) 
between Light Users and Heavy Users in their product 
involvement with cola drinks. 

Hypothesis 2 was conditionally verified, as there were 
different findings for the two subsamples. Among the 
Light Users, the linear regression between self-product 
discrepancy and product involvement was highly significant 
(R square = .035, F = 12.10, p< .001). However, there 
was no relationship between the extent of self-product 
discrepancy and the level of product involvement of the 
Heavy Users (R square = .000, F = 0.01, p< .908). 

DISCUSSION 

It was an unexpected discovery that the association 
between the extent of schematic discrepancy and the level 
of product involvement was related to consumption levels. 
Until further studies can be completed, a tentative 
explanation could be that product involvement is a separate 
process from product ident(fication. Previous 
investigations concluded that high congruity would result 
in assimilation with the evoked category (Mandler, 1982; 
Stayman, Adler, & Smith, 1992). This implies that self­
product congruity among Heavy Users enhanced 
identification with the product image, possibly as a 
separate mechanism from product involvement. On the 
other hand, due to the greater extent of self-product 
discrepancy among Light Users, the identification process 
possibly did not occur and the effects of product 
involvement prevailed. 

The tindings verified that there was a difference in the 
extent of self-product congruity due to consumption levels. 
The Heavy Users of cola softdrinks can be considered as 
loyal consumers of a mature product. Further research 
should attempt to confirm whether the observed 
phenomenon is indicative of extended product loyalty. If 
this is the case, then the larger question is on the nature of 
the causality between involvement and/or identitication 
processes and brand loyalty. 

It should be noted that the notion of product involvement 
in this study diverted from Zaichowsky's intentions. 
Usually the inventory determines the relative placement of 
various products along a continuum, as evaluated by the 

total sample. The present researchers are not presently 
aware of any other instance when product involvement was 
measured in relation to consumption levels. Future 
investigations should expand the product involvement 
model to explain interactions with product identification, 
consumption, and loyalty. 

The evident causality between schematic discrepancy and 
product involvement is an important area for future 
research. Product involvement is a construct that pertains 
to a subjective evaluation of the product, but does not 
explain the formation of its structural components. This 
study attempts to link product involvement with schematic 
discrepancy, so as to expand the construct to include the 
processes of social cognition. Further verification and 
expansion of this model would enhance the relevance of 
product involvement to consumer decision-making, as well 
as brand loyalty and brand-switching. 

In summary, the findings suggest the need to clarify the 
structural components of schematic processing. The 
contention in this study was that person-schema was a part 
of the total product schema; that is, product image includes 
perceived attributes not only of the physical object but also 
of the person who uses it. Understanding how the self­
product congruity can be enhanced by structural 
modification would increase the effectiveness of marketing 
communications in manipulating product preference. 
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COUNTRY-OF-ORIGIN EFFECTS AS A FUNCTION 
OF PERSONALITY VARIABLE~ 

Alain d'Astous, University of Sherbrooke 
Sadrudin A. Ahmed, University of Ottawa 

Abstract 

This study uses conjoint analysis to examine 
consumer evaluations of profiles of automobiles 
varying according to four informational cues : 
country of origin, brand name, price and level of 
service. Based on survey data collected among 
French Canadian and French Belgian male 
consumers, the results indicate that personality 
variables (striving for Excellency, tolerance of 
Social Risk, belief in the Price-Quality 
relationship) interact significantly with the 
cues. The interactions signal opportunities for 
personality-based segmentation in the elaboration 
and implementation of marketing strategy for 
global products. 

Introduction 

The marketing literature has produced consistent 
findings regarding country-of-origin (COO) 
effects on consumer product evaluations (Silkey 
and Nes 1982). Knowledge of coo has been shown 
to affect consumer beliefs about specific product 
attributes (Johansson, Douglas and Nonaka 1985). 
The extent of bias seems to correlate with demo­
graphic and sociopsychological characteristics of 
consumers (Johansson 1986). In general, products 
made in less developed countries are negatively 
evaluated (Cordell 1992). Learning how to over­
come consumer resistance to negatively evaluated 
foreign products is of practical significance to 
marketing decision makers. our review of re­
search findings pertaining to the use of marke­
ting mix variables to improve consumer acceptance 
of products with different country affiliations 
reveals the need for a multiple cue approach to 
the study of this subject across several product 
categories (Johansson 1989). Recent studies have 
indicated that coo effects are attenuated in 
multi-attribute settings (Oszomer and Cavusgi1 
1991). 

Past research on COO has mostly concentrated on 
the study of consumer attitudes toward export and 
import products (e.g. Anderson and Cunningham 
1972). A few studies have approached the subject 
from the point of view of North American multina­
tionals (e.g. Johansson and Nebenzhal 1986). The 
basic concern of these companies is the possible 
negative effect of changes in product manufactu­
ring location on consumer evaluations of well­
established brands. The observed drop in demand 
for the Volkswagen Rabbit made in the United 
States provides an example of the risks associa­
ted with a new made-in (Business Week 1984, 
seaton and Vogel 1981). For firms in developing 
countries the problem is different. Here, the 
issue is whether a consumer franchise can be 
established by manufacturing in a developed 
country (Chao 1989). 

The objective of the present study is to examine 
the effectiveness of brand, price and service 
strategies in the framework of global marketing 
and production decisions across different 

1 This study was funded by the Social Scien­
ces and Humanities Research Council of 
canada. The authors would like to thank 
Christian Jospin of the Institut Sup4irieur 
d'Enseignement Economique de Mons and Riadh 
Bouzouache for their help. The authors 
made an equal contribution to this 
research. 

countries of origin using personality/psychogra­
phic dimensions as segmentation variables. Only 
a few COO studies have considered the role of 
personality in consumer evaluations of foreign 
products. Anderson and cunningham (1972) found 
an inverse relationship between Status coacern 
and Dogmatism, and preference for foreign pro­
ducts. Hampton (1977) has observed a negative 
relationship between perceived risk and the 
willingness to buy products manufactured in 
developing countries. 

Research Hypothesis 

Jackson, Ahmed and Heapy (1976) define Excellence 
as an individual's motivation to aim for perfec­
tion. From the perspective of decision-making, 
one would expect individuals scoring high on 
Excellence to use a larger number of cues in 
making product evaluations than those scoring 
low. Individuals scoring high on Self-Esteem are 
less confident in their capabilities in general 
(Jackson 1967). Therefore, they should be more 
concerned about the purchase of a product with a 
poorly evaluated brand name and/or country of 
origin. Monetary Risk is a personality trait 
that denotes tolerance to risk taking in situa­
tions where financial risk is involved (Jackson, 
Hourany and Vidmar 1972). Hence, consumers 
scoring high on Monetary Risk should be more 
willing to try products with negative coo and/or 
brand image if the price is right. Social Risk 
is a measure of how one is tolerant to risk 
associated with various social situations. 
Therefore, Social Risk should be positively 
associated with the willingness to try products 
with negative COO and/or brand image if the price 
and/or the level of service are acceptable. 
Finally, individuals differ in terms of their 
belief in a price-quality relationship (Peterson 
and Wilson 1985). Consumers scoring high on 
Price-Quality should be more enclined to buy high 
quality products even if the price is high. On 
the basis of the above discussion, the following 
general hypothesis is put forward : 

Excellence, Self-Esteem, Monetary and 
Social Risk as well as Price-Quality are 
variables that moderate the effects of 
brand name, country of origin, price and 
service on consumers• evaluations. 

Method 

Toyota, Ford and Lada were chosen as brands of 
automobiles for the study. All these makes are 
presently available in Canada and in Belgium. 
Toyota represents the most prestigious brand and 
Lada the least prestigious one. Japan, home 
country (Canada or Belgium) and Russia were 
selected as countries of origin. Japan is the 
best made-in and Russia the worst. The price 
levels of the automobiles were 7,000 $, 10,000 $ 
and 13,000 $ in Canada and 250,000, 350,000 and 
450,000 Belgian Francs in Belgium. Finally, the 
levels for the service attribute were poor, 
average or good. The brand, country-of-origin, 
price and service levels were defined from a 
pilot4study. Combining all attributes results in 
81 (3 ) possible profiles. In order to make the 
evaluation task easier for the rE!spondents, a 
one-ninth fractional factorial design in three 
blocks was constructed (Cochran and cox 1957). 
Subjects only had to evaluate nine automobile 
profiles using a nine-point very good buyfvery 
bad buy bipolar scale. 
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The selection of scales to measure the personali­
ty variables was based on the necessity to main­
tain consistency in measurement and scale robust­
ness. Items were selected from the scales of 
Jackson, Hourany and Vidmar (1973) to measure 
Monetary and Social Risk. Items for Self-Esteem 
were derived from the Jackson Personality Inven­
tory (Jackson 1967) and Excellence was measured 
with items from a six-dimensional Achievement 
scale developed by Jackson, Ahmed and Heapy 
(1976). Each scale comprised sixteen self-refe­
rence true or false items. Price-Quality however 
was measured with only four customized items. 
The scale items were dispersed randomly in order 
to avoid response bias. 

Participants in this study had to evaluate the 
automobile profiles first. Then, they completed 
the personality inventory and provided answers to 
various socio-demographic questions. The ques­
tionnaire was written in French and was well 
understood by the Canadian and Belgian respon­
dents. 

Data Collection 

Using an area sampling procedure, 270 individuals 
in the city of Sherbrooke, Qulibec, Canada were 
approached to fill out the questionnaire. In 
order to be eligible, all participants had to be 
males of 18 years or more. The restriction to an 
all-male sample was decided because the resear­
chers wanted to achieve sample homogenetity and 
avoid gender influence on the findings, given the 
suspicion that males exert more influence in the 
purchase of cars (see Davis and Rigaux 1974). 
When there was more than one individual eligible 
in a dwelling, respondent selection was made 
using the birthday method. That is, the person 
with the most recent birthday was asked to parti­
cipate (Salmon and Nichols 1983). After giving 
appropriate instructions concerning how to pro­
ceed with the materials, the interviewer either 
left the questionnaire with the respondent and 
picked it up the next day or waited on the spot 
for its pick-up. A total of 225 individuals 
accepted to participate and 191 completed ques­
tionnaires were picked up. After taking into 
account the incomplete responses, 179 question­
naires were available for the analysis (66% 
response rate). 

The Belgian data were collected in ~ons, a 
French-speaking Belgian city located south-west 
of Brussels, the capital. Mons was selected 
because of its comparability with Sherbrooke in 
terms of number of inhabitants, language, and 
educational and industrial structures. Using a 
sampling procedure similar to that employed in 
Canada, a total of 197 usable questionnaires were 
available for the analysis (55% response rate). 

Results and Discussion 

The reliability of the scales was assessed with 
Cronbach' s alpha. All scales except that for 
Excellence had alphas ranging from 0.65 to 0.76. 
For the canadian sample, the Excellence scale had 
a low alpha reliability of 0.42. It was 0.46 for 
the Belgian sample. Despite the low alphas 
associated with the Excellence scale, it was 
retained for analysis given the exploratory 
nature of the study. 

To assess the moderating effect of Price-Quality, 
the samples were divided into low and high groups 
using the median score as a qut off point. For 
the other variables, the samples were divided 
into low, medium and high groups based on the 
corresponding quartiles. Table 1 presents the 
analyses of variance results for the model incor­
porating the main effects of the attributes 
(made-in, brand name, price and service), the 
personality variables (Monetary Risk, Social 
Risk, Excellence, Self-Esteem and Price-Quality), 
and the country factor (Canada versus Belgium) as 

TABLE 1 

ANALYSIS OF VARIANCE RESULTS 

Source of Variation 

Made-in (A) 
Brand Name (B) 
Price (C) 
Service (D) 
Country (E) 
Monetary Risk (F) 
Social Risk (G) 
Excellence (H) 
Self-Esteem (I) 
Price-Quality (J) 
C X F 
D X G 
E X G 
B XC X G 
C X EX G 
A X H 
AXCXEXH 
B X C X E X H 
A X C X E X I 
B X J 
A XC X J 
B X C X J 
B X C X E X J 

F Statistic P-Value 

224.7 
495.4 
22.1 
94.1 
0.3 
1.5 
1.5 
6.4 
2.8 
0.9 
4.4 
2.4 
4.4 
2.4 
2.5 
2.5 
3.8 
3.4 
4.2 
6.0 
3.6 
3.9 
2.3 

0.0001 
0.0001 
0.0001 
0.0001 
0.6200 
0.2155 
0.2252 
0.0017 
0.0629 
0.3524 
0.0014 
0.0461 
0.0121 
0.0148 
0.0409 
0.0368 
0.0002 
0.0007 
0.0001 
0.0026 
0.0068 
0.0038 
0.0534 

well as the statistically significant (only) 
interactions. As can be seen, Price-Quality 
shows the strongest effects (four effects : F = 
6.0, 3.9, 3.6 and 2.3), followed by Social Risk 
(three effects : F = 4.4, 2.5 and 2.4) and Excel­
lence (three effects : F • 3.8, 3.4 and 2.9). 
The effects of Monetary Risk and Self-Esteem are 
quite weak (only one statistically significant 
interaction). 

The plotting of the interaction effects involving 
Price-Quality indicated that consumers scoring 
high on this trait gave higher ratings to low­
cost, made-in Japan cars and lower ratings to 
medium-price and high-price Japanese cars in this 
order. This was opposite to low Price-Quality 
respondents who valued low, medium and high-price 
Japanese cars almost equally. Low-price home 
country cars were perceived as having the best 
purchase value by low Price-Quality respondents 
whereas for high Price-Quality individuals me­
dium-price automobiles were best valued (for more 
details, see Ahmed and d'Astous 1992). 

It is interesting to note that when it comes to 
Japanese cars, high Price-Quality consumers do 
not feel that a higher price means higher value. 
They seem to believe that cars made in Japan 
represent the best value, regardless of price. 
Perhaps, these respondents are more likely to 
stereotype and that their country-of-origin 
stereotype is more salient than their price­
quality schema. Hence, for them the lower the 
price of a Japanese car, the better its purchase 
value. Somewhat similar results are also eviden­
ced for brands associated with Japan. Thus, high 
Price-Quality consumers gave better ratings to 
low and medium-price Toyota cars than to high­
price Toyota cars whereas low Price-Quality 
individuals valued higher priced Toyotas over low 
and medium-price ones. 

Low-price Ford cars were rated highest by low 
Price-Quality respondents. High Price-Quality 
respondents rated low and medium-price Ford cars 
equally. Low Price-Quality consumers evaluated 
low and medium-price Lada cars higher than high 
Price-Quality consumers. Thus, for segmentation 
purpose, it appears that low Price-Quality consu­
mers in the Canadian and Belgian markets are 
receptive to low and medium-price Lada and low­
price Ford automobiles. 
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The plot of the interactions involving Social 
Risk indicated that whereas in canada, Social 
Risk was unrelated to the perceived purchase 
value of a car, in Belgium the lower the Social 
Risk the higher the evaluation of an automobile. 
High Social Risk respondents gave high ratings to 
low-price Lada cars and low ratings to high-price 
Lada cars. This was also observed, albeit to a 
lesser extent, for medium Social Risk respon­
dents. Low Social Risk individuals evaluated 
Lada cars about equally. Whereas high Social 
Risk consumers perceived high-price Toyotas as 
having the best purchase value and low-price 
Toyotas the worst, the opposite was true for 
medium Social Risk individuals. Both low and 
medium Social Risk respondents rated low-price 
Ford automobiles the highest, followed by medium 
and high-price ones. Medium Social Risk indivi­
duals gave the highest ratings to medium-price 
Ford cars (see Ahmed and d'Astous 1992 for more 
details). 

The perceived purchase value associated with 
differently priced cars for low and high Social 
Risk respondents did not vary greatly across 
Belgium and Canada. Large inter-country diffe­
rences were however observed with medium social 
Risk individuals. Whereas the best valued cars 
for medium Social Risk canadians were medium 
priced, for Belgians it was the lowest priced 
ones. Medium Social Risk canadians perceived 
high-price cars as having the worse purchase 
value, whereas in Belgium it was the high social 
Risk respondents who did so. 

For the Lada and Ford brands, the lower the price 
of a car, the higher its evaluation by the high 
social Risk segment in both Canada and Belgium. 
The opposite is true for the Toyota brand. Thus, 
individuals who are willing to take social risk 
seem to be confident that a Japanese brand gives 
value for the money and think that for domestic 
and developing-country brands one should look for 
price bargains. The medium Social Risk segment 
in Canada exhibits an evaluation pattern quite 
different from that of the corresponding Belgian 
segment. For Belgian medium Social Risk consu­
mers, the lower the price the higher the percei­
ved purchase value of a car. In canada, no such 
relationship exists. 

The plot of the interaction effects involving 
Excellence shows that the pattern of results is 
not uniform across the two nations. Whereas in 
Canada, low and medium Excellence respondents 
evaluated all the differently priced Russian cars 
equally, in Belgium consumers evaluated low-price 
Russian cars higher than high-price Russian cars. 
In general, Belgians gave better ratings to made­
in Russia cars than canadians. Whereas high Ex­
cellence Belgians put the highest value on low­
price Toyota cars, followed by medium and high­
price ones, high Excellence Canadians evaluated 
all high-price cars equally. Medium Excellence 
Belgian consumers also rated loW-price home 
country cars as best, followed by high-price 
ones. But in Canada, the reverse was observed. 

For high Excellence Belgians, a low-price Lada 
represents the best purchase value, followed by a 
medium-price one. The opposite is true in Canada 
where medium-price Lada cars get the best ratings 
followed by low-price ones. Medium Excellence 
Belgians gave their highest ratings to low-price 
Ford cars but Canadians in the same segment gave 
their highest ratings to medium-price Ford cars. 
Low Excellence canadians valued a low-price Ford 
automobile the highest whereas low Excellence 
Belgians preferred medium-price Ford cars. 
Finally, whereas low Excellence Belgians rated 
all Toyota cars equally, low Excellence Canadians 
gave higher ratings to medium-price Toyota cars. 

Clearly, the moderating effect of Excellence 
varies across the two consuming countries consi­
dered in this study. The most interesting 

example is found in the Brand x Price x Excel­
lence interaction. Regardless of the manufactu­
ring location, for high Excellence Belgian consu­
mers, the lower the price of an automobile the 
higher its perceived purchase value. However, 
price has no impact on the evaluations made by 
high Excellence canadians. 

How can we explain these differences between the 
two countries 7 one explanation has to do with 
different product/brand experience of consumers. 
Canadians have greater experience with Japanese 
products because made-in Japan cars have captured 
over 20' of the Canad·ian market. This is true of 
the Toyota brand which is now being manufactured 
in North America. Therefore, high Excellence 
Canadian respondents who tend to be perfectio­
nists and knowledgeable are more likely to asso­
ciate higher priced Japanese cars with higher 
quality. This does not seem to be the case in 
Belgium. Many Ford automobiles are made in 
Garmany which Europeans regard as a prestigious 
manufacturing location (Cattin, Jolibert and 
Lohnes 1982). Thus, Belgians have in general a 
better opinion of this brand than Canadians 
(Ahmed at d'Astous 1993). The observed differen­
ces in the evaluation of the Lada brand and 
Russia as a manufacturing location may be due to 
Belgium's geographical and cultural closeness to 
Russia. Compared to that of Canadians, Belgians • 
knowledge of Russian products would probably be 
greater. 

Another phenomenon that may explain the interac­
tions between personality and consuming country 
is the possible differential weighting attached 
to various features of an automobile. For ins­
tance, Belgians may value more fuel-efficient 
automobiles than Canadians due to higher gasoline 
prices in Europe. Assuming high-price Japanese 
cars are perceived as less fuel-efficient, this 
would explain why Belgians would not consider 
them as having high purchase value. 

conclusion 

Our research hypothesis concerning the moderating 
effect of personality variables is generally 
supported. Only two personality variables, 
namely Monetary Risk and Self-Esteem, did not 
interact significantly with the informational 
cues in explaining the perceived purchase value 
of the automobiles. This may perhaps be attribu­
ted to the stimuli chosen for the investigation. 
The specific brands and countries of origin 
selected are well known in Canada and Belgium and 
therefore respondents were probably able to make 
their risk assessment easily. 

Price-Quality is the strongest moderator among 
the variables considered in this study. Although 
its impact on consumer perceptions of purchase 
value across the two consuming countries is 
complex, it would seem important that global 
marketers take this individual characteristic 
into account in the elaboration of their interna­
tional marketing programs. 
The results presented in this paper have to be 
interpreted with care since the respondents were 
not exposed to real products and were not invol­
ved in a real purchase situation. Moreover, the 
personality scales employed in this study were 
generalized rather product-specific scales. In 
spite of these limitations, the findings show the 
value of carrying out large scale studies of this 
type using probabilistic samples. These studies 
can provide useful information to producers 
regarding, for instance, whether or not it makes 
sense to manufacture products in prestigious 
countries just to use their made-in label. They 
can also indicate which psychographic segments 
would be most appropriate for launching new pro­
ducts and what might be the best pricing and 
service strategies to adopt for different seg­
ments across different countries. 
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Abstract 

This study attempts to utilize personality 
traits to identify consumers most likely to 
seek and use country-of-origin information 
in the product evaluation process. In this 
regard, a number of personal- ity variables 
are assessed and differences are noted 
between individuals rating low and high on 
the respective variables with regard to 
their country-of-origin information search 
activity. 

Introduction 

A substantial amount of research in 
marketing has been devoted to the study of 
country-of-origin as an extrinsic product 
cue (Schooler 1965; Reierson 1967; 
Baumgartner and Jolibert 1977; Bilkey and 
Nes 1982; Cattin, Jolibert, and Lohnes 
1982; Kaynak and Cavusgil 1983; Erickson, 
Johansson, and Chao 1984; Johansson, 
Douglas, and Nonaka 1985; Chao 1989; Han 
1989; Hong and Wyer 1989, 1990; Thorelli, 
Lim, and Ye 1989; Cordell 1992). 
Consumers frequently rely on country-of­
origin information when evaluating product 
offerings. While country-of-origin 
information, much like other cues such as a 
product's brand name and its price, has 
been demonstrated to have some bearing on 
the product's performance, it is still 
likely to act as a risk mitigant or quality 
cue for consumers who are unable or 
unwilling to directly evaluate the 
product's quality (Cordell 1992, p. 253) 
and it is frequently likely to constitute 
an important determinant of the consumer's 
purchase decision. 

Country-of-origin effects have been 
examined from a number of perspectives. 
Two models have been advanced in order to 
explain how country-of-origin affects 
product evaluation: a halo effect model 
(Erickson, Johansson, and Chao 1984; 
Johansson, Douglas, and Nonaka 1985), 
whereby country of origin is thought to 
affect beliefs about tangible product 
attributes, which then affect the product's 
overall evaluation, and a summary construct 
model (Han 1989), whereby consumers infer 
product information into country image, 
thereby influencing their attitude toward 
the respective brand. 

Most country-of-origin studies to date have 
focused on product evaluations, addressing, 
for instance, differences between products 
sourced in industrialized countries and 
those sourced in lesser developed countries 
(Tan and Farley 1987; Cordell 1992); 
comparing evaluations of uninational and 
binational products (Han and Terpstra 
1988); examining positive (Netemeyer, 
Durvasula, and Lichtenstein 1991; Chao 
1989; Shimp and Sharma 1987; Schooler 
1965) and negative (Tan and Farley 1987) 
home country bias; and determining whether 
or not country-of- origin bias is product 
dependent (Kaynak and Cavusgil 1983). With 
the exception of the attempt to evaluate 
consumers on the extent to which they hold 
the belief that it is appropriate and moral 
to purchase foreign-made products, i.e., 
the extent to which they are ethnocentric 
(Shimp and Sharma 1987; Netemeyer, 
Durvasula, and Lichtenstein 1991), little 
attention has been devoted to identifying 
the type of consumer most likely to assign 
a greater weight to country-of-origin 
information in purchasing decisions. 

The purpose of the present study is to 
identify a number of personality traits 
that are most likely to predispose an 
individual consumer to seek and use 
country-of-origin information. 

Overview of Potential 
Personality Traits 

In this exploratory study, the relationship 
between likeli- hood to seek and use 
country-of-origin information and a number 
of personality traits is examined. One of 
the variables thought to affect the extent 
to which one is likely to seek country-of­
origin information is Attention-to­
Social-Comparison-Information (ATSCI) -­
the extent to which individuals are likely 
to be aware of the reactions of others to 
their behavior and are concerned about or 
sensitive to the nature of those reactions 
(cf. Bearden and Rose 1990; Lennox and 
Wolfe 1984). Such individuals may be more 
concerned with what others think of them 
and the products they purchase. These 
consumers may be more likely to exhibit a 
preference for products made in certain 
countries -- probably those that have a 
better reputation in producing certain 
products, -- rather than in other 
countries. 
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Hl: High ATSCI subjects are more 
likely to search for country-of­
origin information than low ATSCI 
subjects. 

Self esteem, on the other hand, is thought 
to have a different effect: individuals 
high in self-esteem do not need external 
validation for their product purchase 
decisions. Such individuals will evaluate 
a product on its more tangible attributes, 
rather than on external cues, (Bearden and 
Rose 1990) such as brand image, and price. 
Thus, they are thought to be less likely to 
seek country-of-origin information when 
engaging in product evaluation or purchase. 

H2: High self-esteem subjects are 
less likely to search for country-of­
origin information than low self­
esteem subjects. 

The extent to which one is likely to be 
individualistic may also influence whether 
or not he or she is likely to seek country­
of-origin information. Again, a more 
individualistic subject is more likely to 
evaluate a product based on the respective 
product's tangible qualities. A subject 
who is less individualistic, however, may 
rely on country-of-origin information to 
ascertain the "correctness" of the product 
purchase decision. 

H3: An individual rating higher on 
the individualism scale is less 
likely to rely on country-of-origin 
information than individuals with a 
low individualism rating. 

Another trait that may be relevant for the 
purpose of this study is the extent to 
which individuals ar 
e likely to view their own group as 
omnipotent, to view other groups from their 
own perspective, and to reject culturally 
dissimilar ideas while blindly accepting 
culturally similar ideas and people, i.e., 
consumer ethnocentrism (Shimp and Sharma 
1987). 

H4: Highly ethnocentric individuals 
are less likely to rely on country­
of-origin information than 
individuals rating low on 
ethnocentrism. 

Methodology 

Forty-one undergraduate students at a 
business school in the Mid-Atlantic region 
were recruited for this study. The 
subjects were told that a group of 
researchers were attempting to determine 
the extent to which individuals believed 
that country-of-origin information is 
important in deciding what products to 
purchase. The subjects were given the 
definition of the country-of-origin concept 

and then were presented with a number of 
questions related to the importance of 
country-of-origin in the consumers' 
decision-making process. They were told to 
indicate the extent of their agreement with 
the country-of-origin statements by 
circling 5 if they strongly agreed, 4, if 
they agreed, 3, if they neither agreed or 

disagreed, 2, if they disagreed, and 1, if 
they strongly agreed with the respective 
statement. Table 1 contains the respective 
questions and their abbreviations -- which 
will further appear in Table 2. 

The subjects were then asked to complete a 
number of summated scales: the 13-item 
Attention-to-Social-Comparison-Information 
(ATSCI) scale -- alpha-.90 -- (Lennox and 
Wolfe 1984; Bearden and Rose 1990); the 
self-esteem scale -- alpha-.93 -­
(Rosenberg 1965); the individualism scale 
-- alpha-.94 -- (Campbell 1966); and the 
CETSCALE -- alpha-.93 -- (Shimp and Sharma 
1987; Netemeyer, Durvasula, and 
Lichtenstein 1991) using the same scale 
described above. The study participants 
were also asked to provide demographic 
statements (gender, family income, age, 
region of permanent residence), and to 
indicate whether they have visited or lived 
in another country. 

Results 

Subjects were first collapsed into low and 
high ATSCI, self-esteem, individualism and 
ethnocentrism categories based on a median 
split. As hypothesized, high ATSCI 
subjects were found to be more likely to 
seek country-of-origin information. They 
were more likely to seek such information 
first and to assess the quality of the 
product based on this information. 
Moreover, they indicated that they would 
look for the product's country of origin to 
ensure that the product they purchase is 
acceptable to friends and family. (See 
Table 2.) 

Surprpisingly, high self-esteem subjects 
and highly individualistic subjects were 
also found to be more likely to seek 
country-of-origin information than low 
self-esteem and less individualistic 
subjects. High self-esteem individuals 
felt it was important to look for country­
of-origin information when deciding which 
product to buy and when attempting to 
ensure that the product bought is of high 
quality, especially if the product is 
expensive (see Table 2). Similarly, highly 
individualistic subjects indicated that it 
was important to look for country-of-origin 
information when deciding which product to 
buy, in order to ensure that the product 
bought is of high quality, even if the risk 
of malfunctioning is low (see Table 2). 
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Another unexpected finding is that consumer 
ethnocentrism -the extent to which 
individuals are likely to view their om1 
group as omnipotent, to view other groups 
from their own perspective, and to reject 
culturally dissimilar ideas while blindly 
accepting culturally similar ideas and 
people, (Shimp and Sharma 1987) - was not 
found to be a determinant of the degree to 
which an individual is likely to actively 
consider country-of-origin information in 
his or her purchase process. An incidental 
finding was that consumers rating higher in 
ethnocentrism indicated that they believed 
that a person should seek country-of-origin 
information when buying a product with a 
fairly low risk of malfunctioning (see 
Table 2). A significant difference was not 
noted, however, between subjects rating 
high and low on ethnocentrism with regard 
to likelihood of country-of-origin search 
for products that are high in risk of 
malfunctioning, or with regard to any other 
dimensions. 

As expected, no differences were found with 
regard to any country-of-origin variables 
and the personality variables between males 
and females and with regard to family 
income, age, and region of permanent 
residence. In addition, there were no 
differences noted between individuals who 
have lived or visited other countries with 
regard to the personality variables. 

Conclusion 

Such information is useful for companies 
devising strategies for positioning 
domestic and foreign goods. A reasonable 
issue to consider is: where should a 
product's country-of-origin information or 
appeal be advertised? When should a 
product's country-of-origin information be 
emphasized and to what types of consumers 
should such appeals be targeted? The 
current study suggest that products which 
use peer association as a part of their 
strategy would do well to promote to high 
ATSCI type buyers to support their concern 
for peer approval or possible insecurities. 
Relatively expensive products promoting 
high quality product benefits through 
country-of-origin information should gear 
promotion and distribution channel 
decisions toward individuals who exhibit 
high self-esteem and are individualistic in 
nature. 

Although this exploratory study is limited 
by the homogeneity of the subjects 
questioned and the unrepresentative nature 
of the sample, the data does yield some 
interesting findings which warrant 
discussion and further study. The purpose 
of the current study was to furnish 
benchmark data to provide a basis for more 
in-depth investigation. Future research 
utilizing a more representative sample, 

thus rendering the data generalizable, 
should consider the proposed personality 
dimensions, as well as status concern and 
consumer involvement as they relate to the 
use country-of-origin information in the 
product evaluation process. Such research 
should also allow for the analysis of 
possible demographic and psychographic 
differences which would be beneficial in 
the development of various promotional 
appeals and other product positioning 
questions. 
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Country of Origin Questions 

Question and Abbreviation (in Parenthesis) 

1. I feel that it is important to look for country-of-origin information when deciding which 
product to buy. (IMPORT) 

2. When I am buying a new product, the country of origin is the first piece of information 
that I consider. (FIRST) 

3. If I have little experience with a product, I search for country-of-origin information 
about the product to help me make a more informed decision. (LITTLE) 

4. To make sure that I buy the highest quality product or brand, I look to see what country 
the product was made in. (QUALITY) 

5. In order to buy a product that is acceptable to my friends and my family, I look for the 
product's country of origin. (ACCEPTAB) 

6. When buying an expensive item, such as a car, I always seek to find out what country the 
product was made in. (MOREEXP) 

7. A person should always look for country-of-origin information when buying a product that 
has a high risk of malfunctioning, i.e., when buying a watch. (HIRISK) 

8. A personal should seek country-of-origin information when buying a product with a fairly 
low risk of malfunctioning, i.e., when buying shoes. (LORISK) 

9. I look for the "made in ... " labels in clothing. (MADEIN) 

10. I find out a product's country of origin in order to determine the quality of the 
product. (DETERMINE) 
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Country-of 
Origin 
Dimensions 

FIRST 

QUALITY 

ACCEPTAB 

IMPORT 

QUALITY 

MOREEXP 

MADE IN 

IMPORT 

MOREEXP 

LORISK 

DETERMINE 

LORISK 

'!'able 2 

Personality and Country-of-Origin Variables: Mean Differences 

Personality Variables t Prob. 

LOW ATSCI HIGH ATSCI 

2.71 3.38 -1.45 <.01 

2.14 2.88 -1.45 <.10 

1.29 2.41 -4.16 <.01 

LOW SELF- HIGH SELF-
ESTEEM ESTEEM 

1.52 3.68 -2.45 <.05 

2.48 3.37 -2.56 <.05 

3.86 4.53 -2.25 <.05 

2.05 2.74 -2.59 <.05 

LOW HIGH 
INDIVIDUALISM INDIVIDUALSIM 

3.07 3.69 -1.95 <.10 

4.04 4.54 -1.81 <.10 

2.29 3. 77 -2.83 <.01 

4.39 4.69 -2.43 <.05 

LOW ETHNO- HIGH ETHNO-
CENTRIC CENTRIC 

2.41 3.13 -2.49 <.05 
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Abstract 

This paper reviews previous market research into 

green consumer behaviour in the United Kingdom. A 

series of longitudinal studies into purchasing 

patterns for environmentally friendly products in 

Northern Ireland is presented. By means of these 

studies the breadth and depth of commitment of the 

green consumer is identified. It is our opinion 

that this provides a more accurate classification 

of the green consumer in the United Kingdom than 

has been compiled before. 

This paper examines green consumer behaviour and 

the marketing techniques which have been adopted 

as a response. By comparing existing market 

research carried out in Great Britain with a 

series of studies carried out in Northern Ireland 

a classification of the extent of consume~ 
greenness is devised, which should indicate 

potential opportunities and threats for individual 

manufacturers. It should also equip them with a 

detailed market segmentation in order to exploit 

more fully the growing market for greener 

products. 

Background 

During the eighties pressure groups such as 

Greenpeace and Friends of the Earth drew the 

public's attention to the major environmental 

problems confronting the earth. National 

governments and inter- governmental bodies also 

expressed concern about issues such as pollution, 

acid rain, the ozone layer and the conservation of 

rainforests. 

Manufacturers of a wide range of products have 

voluntarily, or in response to legislation, made 

an effort to play their part in tackling 

environmental issues. Initially there was a great 

burst of enthusiasm on the part of manufacturers, 

retailers and consumers to develop a green stance. 

It is beginning to be recognised by all that the 

issue is no longer if they are green, but: the 

extent of their greenness (Mitchell and Levy 

1989). As a former president of the Institute of 

Chartered Accountants indicated, 'Companies 

setting the pace on environmental issues will be 

seen as the leaders of the corporate sector'(Macve 

and Carey 1992). 

Developments in manufacturing technology have 

resulted in more environmentally friendly 

products. Cars can run on lead-free petrol and 

have catalytic converters to reduce pollution. The 

producers of washing powders and detergents have 

attempted to modify their products to have less 

environmental impact. Paper products such as 

disposable nappies and lavatory paper etc are 

produced with greater respect for the environment. 

An area which has received much publicity is the 

reduction in the use of chloroflurocarbon (CFC) 

gases in the manufacture of aerosols and in 

refrigeration, air-conditioning and foam-blowing. 

Clearly many manufacturers have responded 

positively to the green agenda, although it is 

debatable whether this is out of genuine concern, 

to comply with environmental legislation or out of 

a need .t~ maintain market share in an increasingly 

compet1t1ve atmosphere by reacting to green 

consumer behaviour. Marketers saw opportunities 

for launching new products and gaining competitive 

advantage as an increasing range of products was 

marketed as environmentally friendly. The green 

consumer assumed such importance in marketing that 

some manufacturers jumped blindly onto a green 

bandwagon. Advertising agencies and research 

bodies (Hoggan 1989: Kreitzman 1989) conducted 

sur~eys which indi?ated that consumers would buy 

env1ronmentally fr1endly products and might even 

be prepared to pay more for them. However as the 

public grew more educated in green matters, they 

became aware of the SU?erficial nature of the 

en~ironmental friendliness of some products. 

Fr1ends of the Earth initiated the 'Green con of 

the year' in 1989 for the organisation which had 

done the most to hoodwink the public (Plachta 

1989). 

With an increasing range of environmentally 

friendlier products on the market, retailers have 

taken the green challenge on board. Many of the 

large United Kingdom multiples such as Gateway, 

Tesco and Sainsburys have devoted sio:nificant 

shelf space to green products. Gateway won the 

green marketing award in recognition of its 

efforts to promote products with a reduced 

environmental impact. The publication of the Green 

consumer's guide (Elkington and Hailes 1988) 

followed by the Green consumer • s supermarket 

shopping guide (Elkington and Hailes 1989) further 

raised public awareness, the number of legal 

actions invoked by the latter were indicative of 

its impact (Elkington 1991). 

Concern for health issues has increased. In the 

United Kingdom, government reports into the extent 

of heart disease brought about healthy eating 

programmes (Darral 1991). Hanssen's bestselling E 

for Additives (1986) drew the public's attentio~ 

to the variety of products routinely included in 

foodstuffs some of which which were later linked 

with behavioural problems in children. Various 

personalities became associated with campaigns to 

reduce the amount of pesticides used, especially 

Apple Alar. The great Egg debate about the level 

of salmonella in eggs caused the resignation of a 

British Cabinet minister. Significant damage was 

done to the British meat industry by BSE or mad 

cow disease. All of these health scares have had 

an influence on the increasing number of consumers 

opting for healthier, more environmentally 

friendly organic foods. 

The throw away eighties may be characterised as 

the apogee of consumerism, while the caring eco 

sensitive nineties are now in vogue. The limited 

nature of the earth's resources was epitomised in 

water shortages in various areas of south-East 

England. The rise of the eco-thriller as a genre 

on British television is indicative of the effect 

on popular consciousness. Instead of lip service 

to green issues, more fundamental concerns are the 

order of the day. In response to demand from 

companies, this year the British Standards 

Institute published BS7750, the world's first 

standard for environmental management systems 
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(Eco,omist 1991). Most recently this is 
demonstrated by the inclusion of leading 
environmentalists in the United States 
Presidential elections, particularly the Democrat 
running mate Al Gore 'Mr Ozone'. However, green 
issues may be counterbalanced by the global 
recession, where consumers may have the profundity 
of their attitudes tested by financial 
imperatives, some may ask if they can afford to be 
green. 

A profile of the green consumer 

~s Croydon (1992) emphasises green consumers are 
· noc a marginalised minority'. The level of 
interest is reflected in the mass of market 
research on environmental-related issues published 
in the United Kingdom. A profile of the typical 
green consumer can be drawn from a review of the 
latest findings (McKenzie 1991: Mintel 199la b c d 
e: Min tel 1992). 

The ozone layer is the green issue with the 
highest profile among consumers followed by global 
warming, forest destruction and pollution of 
rivers and seas. Women are more concerned than men 
about environmental issues as 71% mentioned at 
least one issue, compared with 61% of men. Those 
with children are more likely to boycott a product 
because of an envirorunental issue, again with the 
ozone layer top of list. Three quarters of ABs 
could think of at least one environmental issue 
that would stop them buying a product or service 
(Mintel 199la b). 

These findings indicate three major 
characteristics attributed to the green consumer, 
they are likely to be female, with children and in 
the social grouping classifications ABCl. 

Based on surveys carried out in England, Scotland 
and Wales, Min tel classify consumers by their 
willingness to buy environmentally friendly 
products (EFPs) into dark, light and armchair 
greens. The dark greens - people who claim to seek 
out green goods actively - comprise 39% of the 
sample. They are more likely to be female, with 
children, influenced more by quality than price 
and use the green grapevine or personal 
recommendations when making purchasing decisions. 

Some 20% are pale greens, buying such goods only 
when they see them, divided evenly between the 
sexes, they tend to be in the age groups 25-34 and 
55-64. They are more price led in their buying 
habits than their darker green counterparts. 

Nearly one quarter of respondents are armchair 
greens, who care about the environment but have 
not changed their purchasing habits accordingly. 
Here men are in the majority, and consumers are 
definitely price led. Only 1 in 10 are not 
concerned at all about the environment, with 2% 
positively anti-green making an effort to avoid 
green products. 

It is worth noting that confusion and ignorance do 
not appear to have much influence on the 
inclination to buy green products; those who seek 
out EFPs are just as confused about the claims as 
other respondents and those who do not buy them 
are only slightly more likely than others to be 
sceptical about the prices charged. 

Apart from teenagers, who have limited purchasing 
power, Mintel concludes that the consumers most 
committed to the environment tend to be female, 
aged between 35 to 44, from ABCl socio-economic 
groups, shop at supermarkets with the fullest 
shopping trolleys as they have older and hungrier 
children. Knowledge of the green consumer is 

important particularly for the retail industries 
as environmental issues affect the spending habits 
of nearly six in ten respondents, in that they buy 
or try to buy environmentally friendly products. 

It is interesting to assess how these results 
compare with the work carried out in Northern 
Ireland. 

Northern Ireland surveys 

These findings are based on a series of 
longitudinal studies carried out in Northern 
Ireland over the period 1989-92. The objectives of 
these studies were to quantify the extent of green 
activities among consumers in the four major areas 

organic food (OF), lead free petrol (LFP), 
environmentally friendly cleaning agents (EFC) and 
recycling (REC). In so doing a classification has 
been established for the extent and level of 
commitment of green consumer behaviour. 

Study 1 1989-90 study of 200 urban and 
rural motorists interviewed about their 
usage of lead free petrol 
Study 2 1989-90 study of shoppers looking 
at purchasing of organic food and 
environmentally friendly cleaning products. 
Study 3 1989-90 study of 200 urban 
households investigating their recycling 
activity. 
Study 4 1991-92 Omnibus study of 1033 urban 
and rural consumers investigating their 
purchasing behaviour/activity in respect of 
organic food, lead free petrol, 
environmentally friendly cleaning products 
and recycling. 

The findings concerning each of the key areas are 
examined in turn, comparing the results with 
existing research in Great Britain. 

Use of lead free petrol 

This area has shown significant changes with the 
passing of time. It is currently the most popular 
of the green activities measured, with half the 
sample participating. 

TABLE 1 
UASGE OF LEAD-FREE PETROL 1989-90 

Study 1: Usage of tead-free pet rot CLFP) 1989-90 

Use lead- free petrol 
Use leaded petrol 
Diesel 

20.5% 
65.5 
14 

Those interviewed gave their main reason for using 
lead free petrol as being environmental concern 
(58%) and cost saving (38%). Their main reasons 
for not using lead-free petrol were the cost of 
conversion of the engine (53.4%) and reduced 
efficiency/performance (33.3%). 

TABLE 2 
USAGE OF LEAD-FREE PETROL 1991-92 

Study 4: Usage of tead-free petrot 1991·92 
Use LFP or Super LFP 49.7% 
Use teeded petrot 41.4 
Use Diesel 8.9 

The most important factors considered when buying 
fuel were price (49.2%), performance (34.7%) and 
environment (16.1%). The major reasons, apart from 
using diesel, for not using LFP were that their 
car was not capable (63 .4%), the performance of 
the car suffers (13.4%) or damage to engine (9%). 
Just under half (42%) said that they would still 
use lead free petrol even if it cost more. 
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These results would indicate a rapid growth in the 
use of LFP and a higher usage than the overall 
average in the United Kingdom (33%) but in line 
with other ar-eas, such as Scotland (36. 7%) (Min tel 
199lc). This can be attributed to newer cars in 
Northern Ireland, with stricter roadworthiness 
testing and various media campaigns by leading 
fuel companies on local radio. The growth could 
also be attributed to the phasing out of all 
leaded fuel except the very expensive (with a 
price differential of around four pence per 
litre), the fact that all new cars can take LFP, 
removal of worries about engine damage or loss of 
performance. 

Recycling 

Study 3 indicated that 44% of respondents from 
urban households are involved in recycling (19% 
indicating that they did so on a regular basis). 
Aluminium cans were the most popular area (28%), 
followed closely by paper (24%) and glass (21%). 
By 1992, the survey of both urban and rural areas 
gave 42.2% involvement in recycling. The emphasis 
had changed, glass (23%) having become the most 
popular area, followed by cans (18%) and finally 
paper (14.6%). 

The major reasons for not becoming involved 
in recycling are that it is too awkward, or that 
people are not interested (49.8%); unaware of 
collection facilities (45%), with a few indicating 
that they were unaware of the need to recycle 
( 5. 1%) . However the proportion of those who make 
the effort to take items to collection points is 
high. 

TABLE 3 
PARTICIPATION IN RECYCLING 1989-90 

Take to collection points 
Paper% Glass% 
68.5 94.8 

Cans% 
91.5 

Collected from home 30.5 5.2 8.5 

When it comes to paying more for products in 
recycled packaging 41% of respondents are willing 
while 49.4% are unwilling, with 8.8% of 
respondents neutral. 

There would appear therefore to be a major 
and unselfish commitment to recycling by those 
already involved. This could be further enhanced 
by the increased advertising of facilities. 

Organic foods 

In Study 2 lOX of respondents regularly bought 
organic food, two years later, Study 4 reveals 
that almost 35% of those surveyed are regular 
buyers. the main reasons for purchasing in Study 2 
were health reasons (47%), epvironmental reasons 
(28%) and taste (22%). In study 4 the main reasons 
were that organic foods were healthier (72. 7%), 
had no additives or sprays (49.9%), taste (35.1%), 
freshness (33. 7%) and environmental reasons 
(32.9%). Reasons for not buying organic foods are: 

TABLE 4 
REASONS FOR NOT BUYING ORGANIC FOOD 

Availability 

Cost 

Respondents 
to organic 
(34.2%) and 
not switch 

Study 2 
27X 

34 

Study 4 
55.8% 

37.1 

to study 4 indicated they might switch 
foods if they were more available 
cheaper (30.8%); some of course would 
(18.6%). Cost is obviously a major 

factor, almost 30% of respondents indicated that 
they would be willing to pay up to 30% more for 
organic products. In addition, 39.9% of the sample 
said that people should pay more for organic foods 
to protect the environment. 

It must be acknowledged that there are 
extra-environmental factors in the areas of food, 
with particular emphasis on health issues. The 
primary reasons for the purchase of organic foods 
is more likely to be in personal interests rather 
than concern for the general environment, 
understandable, due to the numerous health scares 
concerning intensive food production. 
Nevertheless, concern for the environment remains 
an important purchasing consideration. 

Environmentally friendly cleaning products 

A high degree of unanimity was apparent in Study 2 
with the main reason for purchasing EFC being 
environmental concern (83%). Study 4 evinced a 
greater spread of reasons 

TABLE 5 
REASONS FOR PURCHASING ENVIRONMENTALLY 

FRIENDLY PRODUCTS 1991-92 

Personal concern for envi rorment 
Concern through advertising 
General advertising 

54.4X 
31.4% 
16.9% 

Prohibiting factors in Study 2 were given as 
excessive price and lack of efficiency. In Study 4 
these were unavailability (37.3%) and preference 
for other brands (20.1%); just over half of 
respondents thought that people should not be 
prepared to pay more for environmentally friendly 

cleaning products. Some 35% of those surveyed 
regularly bought environmentally friendly cleaning 
agents. 

In this area the level of environmental concern 
has dropped, this may be due to the perceived 
efficiency of the products and greater efforts 
being made by leading industry players. 

Of the four areas examined, the use of lead free 
petrol is the most popular (49.7%), followed by 
recycling (42%). The remaining two organic food 
and environmentally friendly cleaning products, 
tie for third place (35%). Involvement in any of 
the four areas shows a level of environmental 
consciousness, although consumers may have 
additional reasons as well for using lead free 
petrol and organic food (because of price 
differential and health benefits). There are few 
other direct benefits to the consumer in 
recycling and environmentally friendly cleaning 
products. A current study is being conducted to 
determine consumer behaviour and motivation for 
buying green products, to separate selfish motives 
from real •greens'. 

Who are the green consumers? 

These studies show a high degree of consistency 
with previous market research, in that women are 
more likely to be green consumers. 

Male 

Female 

TABLE 6 
GREEN CONSUMERS BY GENDER 

OFX 

25.9 

38.3 

EFCX 

30.3 

36.6 

LFPX 

31.6 

51.0 

RECX 

36.1 

45.6 
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This is further emphasised it will il!~li<'SS to pay 
extra is examined. 

TABLE 7 
WILLINGNESS TO PAY EXTRA BY GENDER 

Male: Female% 
OF Would pay more 35.3 42.4 

~ould not pay more 30.6 51.8 

EFC Would pay more 36.4 33.0 
IJould not pay more 50.4 52.7 

LFP IJould pay more 27.0 37.8 
Would not pay more 62.7 49.0 

REC Would pay more 36.4 43.6 
Would not pay more 51.8 52.1 

The presence of children is also very significant, 
with a clear distinction between the purchasing 
patterns of those with children and those without. 

TABLE 8 
GREEN CONSUMERS WITH CHILDREN 

Children <18 
Otbers 

OFX 
39.4 
31.5 

EFCX 
35.4 
31 

LFPX 
51.6 
48.5 

RECX 
43.7 
41.0 

The primary importance of the socio-economic 
grouping is in relation to the amount of personal 
disposable income. 

TABLE 9 
GREEN CONSUMERS AND DISPOSABLE INCOME 

OFX EFCX lFPX RECX 
Income 
<£10K 27.8 30.5 45.6 37.5 
10-20 36.2 36.1 44.1 43.5 
20-30 40 38.8 56.4 51.4 
30-40 36.5 35.4 57.1 40.0 
>40 42.2 33.3 51.1 33.3 

There would appear to be some correlation between 
spending power and environmental issues, whether 
it is negative, i.e those an low incomes cannot 
afford to be green, or positive, those with more 
money are willing to spend on environmentally 
friendly products, remains to be discussed. 

So far both Mintel and the Northern Ireland 
surveys are in broad agreement. When the age 
facto.r is examined, differences appear. According 
to M1ntel, age is an important factor in the 
profile of the green consumer. When questioned 
about current purchasing patterns and if people 
should be willing to pay more for environmentally 
friendly products, age does not appear to be of 
significance. 

TABLE 10 
WILLINGNESS TO PAY MORE BY AGE GROUP 

Age groupo 18-29X 30-39X 40-49X 50-59X 

OF Should pay more 38.0 35.0 47.7 41.6 
Should not pay more 51.4 54.3 42.2 48.8 

EFC Should pay more 37.4 27.1 32.6 30.6 
Should not pay more 52.2 58.0 49.8 51.6 

LFP Should pay more 32.8 32.4 36.4 41.6 
Should not pay more 58.5 53.7 52.0 48.0 

REC Should pay more 45.6 41.3 37.9 34.4 
Should not pay more 46.5 49.2 47.0 60.0 

The fundamental distinction between the two types 
of survey should be stressed as the Northern 
Ire land research has primarily concentrated on 
actual consumer behaviour rather than intentions 
or willingness and hence may give more accurate 

determinants of behaviour. It therefore provides a 
more realistic profile of consumer commitment to 
environmental matters. Based on these indicators, 
an accurate picture of the various market 
segments, or shades of green can be devised. 

Shades of green 

A classification of greenness can be achieved by 
assimilating both breadth (number of activities 
concerned) and depth of commitment (if people 
should be prepared to pay more). In terms of 
breadth of activity, Study 4 shows the sample to 
be composed as follows: 

TABLE 11 
BREADTH OF COMMITMENT 

involved in 4 areas 
involved in 3 areas 
involved in 2 areas 
involved in 1 area 
involved in no areas 

4.~ OF, LFP, EFC, REC 
9.4 

18.3 
83.8 
13.6 

When breadth is crosstabulated with depth of 
commitment it gives the following results (see 
also Figures I and II). 

TABLE 12 
DEPTH. OF COMMITMENT 

N.J. 
active in 3·4 areas & 
should pay 

Mintel 

more- in 3·4 areas 7.4l coomitted/ 13.0X dark green 

active in 2+ areas & 
people should pay 

super green 

more in 2+ areas 18.7% emerging green 

active in 1+ areas & 
people should pay 

29.3% dark green 

more in 1+ areas 36.6% experimental green 21. n pale green 

active in 1 area & 
people should pay 
more in 1 area 30~4X potential green 

active in no area & 
people should not 
pay more 7.0X antiagreen 

Z5aOX armchair 
green 

10.9% unconcerned 

These classifications should enable manufacturers 
and retailers to target segments based more 
accurately. Green marketing strategies can now be 
more accurately devised to attract the appropriate 
level of greenness. There is considerable room for 
growth in these market segments, with some two 
thirds of the population sympathetic towards 
environmentally friendly products. 

Conclusions 

There appears to be a deep seated and growing 
commitment of consumers to either purchase green 
products or get involved in green activities. 
Greener consumers appear to be deeply concerned 
about environmental issues (although they may not 
fully understand the direct linkages between 
environmental impact and product purchase a:r; 
indeed have any real depth of knowledge about 
specific environmental issues)(Cope and Windward 
1991). However their unease about environmental 
problems is real enough to make them modify their 
purchasing patterns/life styles to a significant 
degree. There are some personal benefits from 
green purchasing behaviour but these more selfish 
motives seem to be outweighed by the more selfless 
determination of green consumers to "do their bit 
for the environment" in that they may be prepared 
to incur inconvenience and pay more for poorer 
performance products. 

This presents both opportunities and threats for 
individual manufacturers. As green consumers 
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become more sophisticated in terms of linking 
their purchasing behaviour to real environmental 
issues, manufacturers who simply try to jump on 
the green bandwagon by making misleading or 
erroneous claims will find that it becomes 
increasingly counter productive. Equally those 
manufacturers who choose to ignore green concerns 
and continue to market their products solely on 
the conventional basis of factors such as 
increased style, performance and value for money 
will find that by not addressing an increasingly 
mainstream purchasing determinant that they will 
lose market share to greener products. This could 
be true, even though those greener products may be 
inferior in terms of conventional marketing 
advantages and benefits. 

Conversely this new consumer movement offers great 
potential for those who produce more genuinely 
environmentally sympathetic products. They can now 
target increasingly sophisticated green segments 
of the market which will not only be committed to 
purchasing greener produets but also be prepared 
to pay more for these products and demand more 
accurate 'green' advertising of them (as Watts 
(1992) indicates imminent eco labeling may make 
this obligatory). However, this does not mean 
that manufacturers can exploit a gullible green 
market with products which are of grossly inferior 
performance and for inflated prices. The evidence 
is there to show manufacturers that while green 
consumers may be prepared to accept marginally 
poorer performance products and marginally more 
expensive products, there are limits to their 
acceptance. 

With 93X of consumers at least interested or 
involved in some sort of green purchasing and some 
26.1% very actively, manufacturers would be 
extremely foolish to ignore the real opportunities 
for differentiating products on a green basis and 
should recognise the potential threats to their 
products by not addressing a major determinant of 
future consumer behaviour. 

Breadth of commitment 
(involvement in green activities) 

crosstabulated with depth of commitment 
(agreement to pay more for EFPs) 

0 1 2 3 4 

0 c-
1 o=-
2 o=-
3 [II EmowginV 

G._ 

4 
• a.._ 

G._ 

Depth: Think that consumers should be prepared 
to pay more for EFPs 

FIGURE I 

Pie chart representing proportions of green 
consumers categorised by commitment. 

FIGURE II 
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THE IDENTIFICATION OF PAN-EUROPEAN S~GMENTS : 
AN APPLICATION OF MEANS-END ANALYSIS IN A CROSS-CULTURAL CONTEXT 

VALETTE-FLORENCE Pierre, E.S.A., France 
RAPACCHI Bernard, C.I.C.G., France 

Abstract 

This article aims to show the potentialities of 
means-end chain analysis for cross-cultural re­
search. By means of the tandem use of corres­
pondence analysis and cluster analysis, this 
work attempts to uncover the major attributes ~ 
consequences ~ values chains for perfume 
purchases which may exist among four European 
countries (France, Italy, Germany and Switzer­
land). The results, although still exploratory, 
lead to the identification of four potential 
targets which are either pan-European or speci­
fic to some of the studied countries. 

Introduction 

These last four years, the study of cognitive 
structures has recently received an increasing 
attention. Within that field, the means-end 
chain analysis and laddering method proposed by 
Reynolds and Gutman (1983, 1988) seem to be of 
prime importance. Their methodology, which is 
qualitative in nature, belongs to the "micro" 
perspective and hence differenciates much more 
from the "macro" approach, quantitative in 
essence, aimed to segment individuals into 
groups defined by a priori specified value 
orientations. New developments using graph 
theory and correspondence analysis techniques 
have been recently proposed (Valette-Florence 
and Rapacchi, 1991) . These improvements not only 
allow the researcher to draw hierarchical value 
maps more easily but also give new opportunities 
for uncovering segments with specific means-end 
orientations. In particular, this is achieved by 
the tandem use of correspondence analysis and 
cluster analysis as outlined in Valette-Florence 
and Rapacchi (1991) original work. 

Objectives of The Study 

Up to now, we are not aware of any, but one, pu­
blished studies using the laddering methodology 
on a cross-cultural basis. The only notable 
exception is the study of Valette-Florence and 
Rapacchi (1990a) who have provided hierarchical 
value maps for four European countries (France, 
Italy, Germany and Switzerland). Relying on the 
same data set, the main objective of this 
research is to go one step further, since it 
aims to uncovering specific and/or pan-European 
segments among the four aforementioned European 
countries. To this end, we prone the tandem 
use of correspondence analysis and cluster 
analysis for identifying specific groups with 
homogeneous means-end hierarchies. We then use a 
graph theoretic approach, carefully taking into 
account the semantic coherence of the 
chains (Roehrich and Valette-Florence, 1992b) 
to draw for each segment the corresponding 
hierarchical value map. 

Advantages of Means-End Chain Analysis 
for Cross-Cultural Research 

Almost all commercial studies dealing with an 
international framework still rely on intensive 
data collection and heavy use of pre-established 
questionnaires. Although this produces a kind of 
"standardized" process among countries, such a 
choice is still problematic since nothing 

guarantees that the cultural patterns prevalent 
within one country remain unchanged within 
another country. In practice, taking an instru­
ment designed and tested within the cultural 
context of one country, using it in other coun­
tries after translation, and comparing the 
result between countries is called a "pseudo­
etic" approach (Triandis, 1972), because it uses 
the "emic" categories of one culture to impose 
these as quasi-universal categories on others. 

In order to prevent the use of pre-established 
list of items, we believe more attention should 
be given to qualitative data collection proce­
dures which allow subjects to express their own 
values or motivations. Among the available 
techniques, the means-end chain analysis seems 
one of the more appealing since it specially 
focuses on the linkages between the attributes 
that exist in products, the consequences for the 
consumer provided by the attributes and the 
personal values the consequences reinforce. 
Moreover, recent researches have already shown 
the superiority of the means-end perspective on 
a more traditional macro orientation, if one 
wants to predict brand choice behavior 
(Aurifeille and Valette-Florence, 1992). Lastly, 
recent methodological developments enables the 
reseracher to identify segments with specific 
means-end hierarchies (Roehrich and Valette­
Florence, 1992a) . 

Research Procedure 

Choice of a Product Class 

Perfumes have been selected for three main 
reasons : 
• they belong to the class of high involvement 
products (Laurent and Kapferer, 1985, 1986), 
scoring specially high on the three facets of 
enduring involvement (pleasure, sign and 
interest) ; 
• as perfumes are mostly associated with luxury 
products, they are in close connection with 
social and personal motives ; 
• preliminary studies already conducted in 
France (Valette-Florence and Rapacchi, 1990b) 
have given promising results as for the nature 
of the identified segments. 

Data Collection Procedures 

The methodology designed specifically for 
uncovering the levels of abstraction is an in­
depth interviewing technique called "laddering". 
The purpose of the laddering is to elicit dis­
tinctions at higher levels of abstractions, thus 
uncovering the structural aspects of consumer 
knowledge as modeled by the means-end chain. In 
practice, a sequence of in-depth probes then 
craces the network of connections or associa­
tions in memory that eventually leads to 
personal values. The final goal is to determine 
sets of associations or ladders (A ~ C ~ V) 

which represent combinations of elements that 
serve as the basis for distinguishing between 
and among products in a given product class. 

Whith regards to the European nature of this 
survey, this procedure would have been rather 
cumbersome due, for example to numerous 
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translations and back-translations. We chose to 
adopt a new data collection procedure already 
tested in France (Valette-Florence and Rapacchi 
1990b). Regarding the original process, the 
following points deserve attention : 
• First, within each country, we carried out a 
group as well as a few individual surveys in 
order to elicit the different attributes, conse­
quences and values pursued in perfume purchases. 
Each of these investigations was conducted 
within each country by native and at least bi­
lingual especially trained students, involved in 
France in master programs in business adminis­
tration. 
• Once these surveys had been conducted within 
the four European countries (France, Italy, 
Germany and Switzerland), the different lists of 
attributes, consequences and values were compa­
red, in order to create an exhaustive list 
suitable for the four countries. Of course, this 
comparison involved translation and back­
translation in order to avoid cultural as well 
as linguistic biases. Finally, the resulting 
list was compared to that of a previous study 
conducted in France (Valette-Florence and 
Rapacchi 1990b) to ensure there was a closed 
match up. 
• Finally, the same students came back to their 
own country to carry out the interviews. Each of 
the respondents was first asked to select one 
perfume among three, in order to elicit distinc­
tions among products. Then, they were presented 
with cards, each related to one of the attri­
butes. With respect to the selected product, 
they had to make three piles (most important, 
average, not important) and then select the most 
important attribute among those within the first 
pile. The same process was repeated at the 
consequence level and so on until the value 
level had been reached up. It is important to 
remark that at any given moment of the proce­
dure, the respondent was allowed to write his/ 
her own preferred attributes, consequences or 
values in order to prevent the loss of an ele­
ment not incorporated into the pre-established 
list. The final stage of the interviews consis­
ted of questions about socio-demographic factors 
and the number of perfumes possessed. 

Sampling 

Although the outlined data collection procedure 
is suitable to any country, four European coun­
tries, France, Italy, Germany and Switzerland 
have been selected for geographical as well as 
practical reasons. Indeed, the four cities 
(Grenoble, Geneva, Torino, Munich) where the 
data was collected were located within the same 
geographical area, while it was also possible to 
rely on bi-lingual investigators native of these 
four countries. Due to the exploratory nature of 
our research, we used convenience samples*. 
However, they were matched on two critical 
aspects : all people should be enrolled in the 
work force and belong to the 20-30 years old. 
These two points were selected to ensure homoge­
neity among the four countries. Finally, within 
each country, the target was the same : 100 
people split between 2/3 of women and 1/3 of 
men. 

* Indeed, our samples could be seen as quota 
samples, since we determined specificic 
criteria which had to be match on. We refer 
to convenience samples, because the choice of 
the respondents was made by the investigators 
on a convenience basis (family, friends, 
etc.). 

Data Analysis and Results 

On the whole, we got 474 ladders since, on 
average, more than one ladder was elicited by 
each interviewed person. All these ladders were 
then converted into a succession of numbers (see 
Table 1) used as input for a Multiple Correspon­
dence Analysis (MCA). The raison d'etre for MCA 
is to provide a spatial representation of qua­
litative profiles in a reduced Euclidean space. 
Cluster analysis can then be performed on the 
spatial coordinates in a way analogous to the 
tandem use of factor analysis and clustering in 
the case of quantitative variables. Such a 
procedure not only allows to cluster individuals 
with analogous means-end hierarchies, but also 
provides graphical representations of the seman­
tic space determined by the elements (A/C/V) 
picked up by the respondents (Green et al, 
1988). 

rable 1 

Summary Content Codea for Perfume Purcbaa•• 

Attributes Consequences Values 

(1) Color 110) Hygiene (21) Romanticism 
(2) fragrance Ill) Personal (22) Sense of beauty 
(3) Nature of 112) Prestige 123) Social deference 

fragrance (13) Feminlty (24) Social recognition 
14) Price 114) Masculinity (25) Personal 
15) Brand (15) Fantasy development 
16) Image (16) Personal feeling 126) Self-sat is fact ion 
(7) Place of (17) Sign value (27) Hedonism 

dLstrlbution 118) Self-imagery 
(8) Bottle shape (19) Seduction 
I 9) Packaging 120) Comfort 

To analyse the data, we used the French method 
of "dedoublement" (doubling) , so that each ele­
ment (A/C/V) appears twice (picked versus not 
picked) in the configuration. In practice, this 
means code 1 was assigned to any element picked 
up by the respondent, and 0 otherwise (see 
Valette-Florence and Rapacchi, 1991, for a fur­
ther illustration). Hence, the multiple corres­
pondence analysis was performed on the 474x54 
matrix obtained by doubling the raw data about 
the columns (474 ladders times 27x2 [picked 
versus not picked] elements). In our case, the 
resulting eigenvalues equal their corresponding 
proportion of inertia because the total inertia 
is equal to one. Although 54 dimensions recover 
perfectly the 474x54 doubled data matrix (i.e. 
s li = 1), the first five axes were retained for 
the clustering phase (these axes were selected 
on the basis of a scree plot of the eigenvalues 
which indicated an elbow at t=5) . Since in a 
doubled binary data matrix with q variables, the 
row sums equal a constant value (54 in this 
case) and the row masses equal 1/n, the row pro­
files define n points in a 2q-dimensional space, 
but q linear dependencies are present among the 
columns so the dimensionality of the row is 
really equal to q. 

Figure 1 shows the display of elements (A/C/V) 
on the plane defined by axes one and two. 
Although other axes were retained (see above), 
we selected this representation on the basis of 
the interpretability and the desire to preserve 
space. We then performed a cluster analysis on 
the coordinates of the respondents within the 
five dimensional 'solution. We used a hierar­
chical average-linkage program (called SPAD-N, 
Lebart, Morineau and Lambert, 1988). The hie­
rarchical tree indicated a clear cut for four 
groups. Cluster sizes were respectively 165, 71, 
55 and 183 for cluster 1 to 4. 
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It was then possible to draw specific hierar­
chical value maps for each of these groups. In 
this study, we performed the analysis carefully 
taking into account the semantic coherence of 
the different linkages (A/C/V) . Indeed, as out­
lined by Roehrich and Valette-Florence (1992b), 
not taking into account the semantic coherence 
of the diverse paths may lead to numerous 
spurious and unrelevant relationships. Basical­
ly, the method seeks to minimize for each poten-

tial chain a conceptual potentiality index ~~i, 

such that 

where 

and 

s~i 
dij 

o k terminal node (value) 
o i = initial node (attribute) 
o j = intermediate nodes (consequences) 
o dij = number of direct relations bet­
ween i and 

sL = dij - Max (ind}j,d 

o ind}J, 1 = number of indirect relations 

between i and k via j, through any 1. 

In practice, ~L has to be kept below 0. 5, 
otherwise less than half· of the individuals 
coming from node i would end up to node k via 
any j. 

The results, displayed in figure 2 (2a to 2d), 
show specific means-end hierarchies. We refrain 
to label these four groups, because any name 
would remain ambiguous and/or reducing. However, 
it is rather obvious that these clusters do no 
correspond to the same orientations toward 
perfume purchase : 
o The simplest cluster seems to be cluster C 
which is mainly in search of personal 
expression (Nature of Fragrance ~ Personal 
Care ~ Seduction ~ Social Deference I Personal 
Development). 
o Cluster B corresponds mostly to social as well 
as a personal expression (Seduction ~ Per­
sonal Development ; Sign Value ~ Social 
Recognition). 
o Cluster A is more 
functions (Fantasy ~ 
Recognition), but also 
Sign Value). 

related to imaginary 
Self Imagery ~ Social 

sign values (Prestige ~ 

o Finally, cluster D is the more complex (i.e. 
the longest chains) and in close connection with 
personal (Personal care ~ Personal feeling) as 

well as social functions (Seduction ~ Social 
Recognition I Social Deference). 

Figure 2 . 
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Even more interesting is the cross-tabulation of 
these four segments with the four European coun-

tries (x~ = 133,64 ; p = 0. 000) (table 2). More­

over, a log-linear analysis allows us to identi­
fy the strength of the associations between the 
different clusters (table 3) . It clearly appears 
that cluster D, B and C are mainly associated 
with one country (cluster D with France, cluster 
c and B with Italy) , whereas cluster A is 
associated both with Germany and Switzerland. 
Hence, cluster A could be seen as a kind of pan­
european segment in the sense it tapes more than 
one country. Indeed, if we use the supplementary 
points fitting capability of MCA (Greenacre, 
1984), we can find also on the display of Figure 
1, most of the aforementioned associations. 
Clearly, the choice of a perfume positioning 
lies in the acurate examination of the means-end 
hierarchies prevalent within the selected seg­
ment. Should Lutheran countries be the choice, 
cluster A seems to be the right target. On the 
other hand, more Latin countries such as France 
or Italy seem to be ·more specific and need the 
choice of a more peculiar means-end orientation 
(like cluster D for France) . Lastly, due to its 
size, cluster D could also be investigated as a 
potential target for a pan-european positioning 
among France, and to a lesser extent Italy and 
Germany. 
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Table 2 

Cross-tabulation of the meana-end clusters 
with the European countriea 

Cluster 

A B c D TOTAL 

Count rv 

France 5 9 15 80 109 

Italy 26 25 20 39 110 

Germany 65 21 5 49 140 

Switzerland 69 16 15 15 115 

TOTAL 165 71 55 183 4 74 

Tabla 3 

Loq-Linear Analyaia Results 

Cluster 

A B c D 

Countrv 

France 0.257* 0.770 1. 737 2.915 

(-7. '7) :II* (-2. 0) (0. 7) (4. 9) 

Italy 0. 7 62 ]. 221 1. 323 0.812 

(-2 .1) (1. 9) (1. 9) (-0. 5) 

Germany 2.115 1.138 0.367 1.132 

(2. 2) (0 .1) ( -3. 4) (0. 7) 

Switzerland 2.418 0. 934 1.186 0.373 

( 4. 0) (-0. 2) (0. 5) (-5. 5) 

* Estimates of the multiplicative parameter (b=el) 
** Freeman-Tukey deviates (between brakets). Due to the 
rather small data set, Freeman-Tukey deviates are more 
robust estimates than the ratio of the linear parameter 
estimates to their standard errors. 
NB : In bold type p<O.OS ; italics : p<O,lO 

Discussion and Conclusion 

Although exploratory in nature, due in part to 
our limited sample size, our results deserve 
some attention 
• they stress the potentiality of means-end 
chain analysis for studying cognitive structures 
on a cross-cultural basis. 
• they show the flexibility of the proposed 
methodology for uncovering cross-cultural as 
well as inter-cultural differencies. In that 
spirit, the tandem use of Multiple Correspon­
dence Analysis and cluster analysis has proved 
to be very useful for determining specific 
means-end hierarchies. 

Nonetheless, our study suffers from a certain 
number of drawbacks. Our approach is mainly 
exploratory due to the paucity of the academic 
(not commercial) research dealing with the 

European consumer. More grounded hypotheses 
should be also specified, especially to validate 
differenc~s between specific European countries. 

Moreover, other qualitative techniques should be 
compared to the one used in this study. Other 
graphical representation could be scrutinized as 
well (e.g. De Sarbo and Hoffman 1987). Finally, 
the data collection procedure could be expanded 
to get information about concepts such as 
involvement which has proven to be very useful 

to segment European consumers (Laurent and 
Kapferer 1986). As most of the attributes or 
consequences used in this survey lead to 
terminal or instrumental values, more specific 
attention should be given to their systematic 
identification, mainly because all of the recent 
studies undertaken in France or Europe have 
proven the core importance of social values for 
studying specific or/and symbolic consumption 
patterns (Roehrich et al 1989). 
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ACROSS-NATIONAL COMPARISON OF 
SELECTED EFFECfS OF LANGUAGE AND COUNTRY OF ORIGIN ON 

CONSUMERS' A TI1TIJDES AND INTENTIONS 
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Karea McPhail, Skidmore College 

Abstract 

The present iDvestigation intends to directly coq>are and contrast the differential 

responses of French consumers to Uaited States consumers in terms of their attitudes 

toward advertisements, the brands advertised. and their intention to respond. More 

specifically, patticipaw from !he two couatries will participate ia a 2x2 betweea 

subjects experiment aad respond to one of fow versions ol advertisements fc. two 

hypothetical product.. The oaly differeaces acrO&S !he respective test messages are !he 

language in which the headline and body copy are written [French--English] and the 

products' country of origin [United Slates-France]. Analyses will indicate possible 

interaction effects between language and country of origin as well as possible main 

effects for either language or country of crigin as well as show comparisoas between 

subjects from the two countries. 

Conceptual Framework 

Two of the most important issues likely to affect consumers' responses to product 

offerings are language aod country of origin. Both concepts serve as external product 

cues (Dommermulh 1989) and lherefore will likely iateract wilh each olher. 

Language is an integral part of one's cultural heritage (Czincota, Rivoli, and 

Ronkaiaea 1992). Language proficieacy furlher serves as a measure of an iadividual's 

position within society. Language goes far beyond the written or spoken word. It is 

symbolic. lntemalional marketers additionally must be awue of the "silent language" 

which bonds or separates producers and coasumers (Hall 1959). Language affects ia­

fonnation prooessiag (Sternlhal aad Craig 1982). The language [native-foreign) used 

in the advertisement pompts the formation of attitudes, intentions, and behaviors 

(Dommermulh, 1989). The use of native laaguage provides for a more literal iaterpre­

tation of content, whereas foreign language contributes to brand "mystique" (Foster, 

Sullivan, and Perea, 1989). In either case, the advertisement's language may either 

add or detract from the message, the brand, and the intention to respond. Few 

empirical studies have directly assessed the differential impact of foreign vs. domestic 

language on consumers' attitudes and intentions (Gaillard 1982; Faber and O'Guinn 

1991; Holmes, Shook and Carrero 1992). In each, language was treated as a single 

cue, the products analyzed oould have been perceived as either domestic or foreign. 

Products' country of origin contributes signifi~tly to the formation of attitudes 

towards messages, brands, and intentions to respond (Dornoff et al., 1974, Bilk.ey and 

Nes 1982; Yaprak 1991). Unquestionably, concern foc country of origia is oftea bolh 

product specific and couatry specific. Certain products are often closely associated 

with a particular country. For example, wines and perfumes from France, consumer 

electronics from Japan, watches from Switzerland, coffee from Brazil, and Coca-Cola 

and McDonalds from the United States. In today's highly competitive market, many 

top quality consumer products are manufactured in scores of countries and sold in 

hundreds of different markets. Still, consumption of foreign products relative to those 

manufactured domestically varies widely from one country to another as do the 

attitudes consumers from one country hold toward another. Previous empirical studies 

(Krishaalrumar 1974; Hong and Weyer 1989) have shown !hat products' country of 

origin exerts considerable influence on COilS\Imers' attitudes and brand choice. 

Certainly, then this variable should be incorporated when assessing the comparative 

effectiveness of messages prepared in more than one lanquage. 

Present Study 

The present study focwes on consumers from two culttu'ally distinct countries -· the 

United States and France. More precisely, it will identify and measlD'e their com­

parative responses to four versions of advertisements for two consumer products. De­

mographically similar subjects from the two countries will participate in a 2x2 be­

tween subjects experiment and evaluate each of two advertisements in terms of atti­

tudes toward the message, the brand advertised, and intention to respond. Analyses 

will reveal potential interaction effects between language (French-English] and coun­

try of origin [France-United States], as well as possible main effects. 

The investigation coosiders two basic consumer products: one a generic 3S nun 

camera !he olhec a geaeric shampoo. Bolh products could very readily be produced ia 

either the United Statu. France. or some other CQUDtry. A fictitious brand name 

UL TR.A which has the same connotative meaning in both English and French was 

given to !he two ..., items. The use of hypothetical brands precludes possible bias 

resulting from past advertising or prior experience with existing brands. Four versious 

of identical print ads were conslrucced. Each cootaioed a headline, body copy, country 

of origia [made ia U.S.A. - Fraace or Produ~ Francais - Etats Uais), toll-free number, 

coupon, aDd }X'oduct illustration. 

Behaviorallheory (Azjen and Fishbein 1980, Petty, Cacioppo, and Schumann, 1983) 

combined with the previously cited empirical research prompted three hypotheses. 

HI: Amoag consumers from each couatry [France-United States) !here 

will be significant interactioo effects between language I native-

foreign) aad products' country of origia [domestic-imported) in terms of: 

(a) attitude toward. the message, 

(b) attitude toward !he braad, aad 

(c) intention to respond. 

H2: Among consumers from each country there will be a significant 

[native. foreign] language effect in tenns of: 

(a) attitude toward the message, 

(b) attitude toward !he braad, and 

(c) iateatioa to respood. 

CH3: Amoag consumers from each country !here will be a 

sigaificaat coualry of origia [domestic-impon] effect ia terms of: 

(a) attitude toward the message, 

(b) attitude toward !he braad, and 

(c) intention to respond. 

It has been noted that foreign language proficiency affects subjects' receptivity to 

foreign language message layouts (Holmes, Shook, and Carreo 1992), therefore, 

subjects from America were queried concerning their ability to read French; whereas 

French subjects were asked about their English language proficiency. The effects of 

language proficiency on both sets of subjects will be presented and compared. 

Method 

The questionnaire included three parts. Part one contained instructions for completing 

the assigned task. Part two included one version of the camera message and one 

version of the shampoo message. The messages were rotated within the 

questionnaires to prevent order of presentation bias. Part three contained manipulation 

verification questions, questions for measuring altitude and intention, foreign 

language proficiency, and selected demographics. The questionnaires for the two 

countries were identical, except fc.- the language in which the instructions and 

questions were written. In both the U.S. and France the questionnaires were 

distributed in classroom settings. 

Analyses 

Completed interviews were obtained from 194 American subjects and 188 French 

subjects. The obtained data are ClUTently being tabulated. The nine dimensions used 

for measuring attitude toward the message will be factor analyzed. Analyses of 

variance will be used in testing the three hypothesized relationships. The resulting F 

values and corresponding p. values which will depict possible interaction effects and 

main effects for the two products for both the U.S. subjects and the French subjects 

will be presented. The data will be adjusted to reflect differences occasioned by the 

effects of foreign_ language [French· English] proficiency. 

A complete listing of references is available upon request. 
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SUCCESS FACTORS FOR JAPANESE CONVENIENCE STORES 
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Toshiyuki Sasaki, Asatsu, Inc., Tokyo, Japan 

Abstract 

Seven Eleven Japan (SEJ), a franchised convenience 
store chain, combines several factors to produce 
world-class strategy. SEJ'S success factors 
include their franchise arrangements; an intensive 
distribution system; computer technology 
supporting "Tanpin-Kanri" with Graphic Order 
Terminals and an Integrated Services Digital 
Network; and a combined marketing and promotion 
system. The corporation's continuous emphasis on 
customers dominates their achievement. of 
extraordinary standards with single-item product 
management. SEJ represents a country-specific 
example of an integrated service management and 
marketing enterprise. 

Introduction 

Service management and marketing scholars agree 
that service quality assessments occur when 
customers compare their expectations with the 
perceptions of the service received. Service 
managers, in the retail sector, place considerable 
emphasis upon direct service to customers with the 
goal of meeting their expectations. This emphasis 
created a competitive advantage for well known 
service companies such as SAS Airlines, Marriott 
Hotels, Xerox, and Federal Express -- each of 
which can be described as an international service 
corporation. Other types of retail service 
operations include smaller shops such as local 
cafes, beauty shops, travel agencies, and similar 
small retail operations which may be a part of a 
franchise chain. Convenience stores are usually 
small retail operations which are one of the more 
intensively managed direct service, retail 
operations. This paper will present success 
factors of a franchised convenience store 
operation in Japan, Seven-Eleven Japan (SEJ), 
which is one of the country's most successfully 
managed franchise service businesses (Japanese 
Small Retailing 1993). SEJ's success in Japan has 
not been the case in the United States where 
convenience store chains have experienced 
substantial financial difficulty (Food Marketing 
Review 1992). Thus, it may be useful for other 
retail service managers to review the success 
factors of SEJ for potential improvements in their 
respective countries. 

Seven-Eleven Japan (SEJ) opened their first outlet 
in 1974 and had 5,000 stores in 1993. SEJ is the 
largest and most profitable convenience store 
company in Japan. In this paper we examine the 
primary success factors -- mission statements, a 
franchise system, distribution, computer 
technology, and a combined marketing and promotion 
system -- which have contributed to SEJ' s rapid 
growth and success . SEJ' s growth and success 
demonstrates a corporate movement toward a 
marketing strategy continuum (Gronroos 1991) which 
requires an integrated information system to 
support its managerial and service strategy. 

Characteristics of Convenience Stores 

Convenience stores are defined as retail 
operations which have convenient locations, are 
open seven days a week with extended hours of 
operations (Kittaka 1987). Such stores are 
usually small in square footage, carry a limited 
line of high-priced products, and have low average 
sales per-person (Kotler 1991). Operating costs 
are low because of low inventory, low labor costs, 
and few employees per store. Further, convenience 
stores are described as providing six functions 
for the customer: convenience of distance; 
convenience of assortment; speed and efficiency 
for the customer; price stability; twenty-four 
hour a day operations; and friendly service 
(Kittaka 1987). 

The Japanese Situation 

Japan is a small nation with a population of about 
123 million living on one-third of its land, the 
remaining land being too mountainous for ordinary 
life. There are several convenience store chains 
in Japan, with the top ten chains having about 
16,850 stores throughout the country in 1991 
(Ishibashi 1992). With its high population 
density, exorbitant land prices, and legislative 
protection for small retailers, Japan provides a 
receptive environment for retail convenience 
stores. Moreover, demographic trends such as the 
increasing number of two-career couples, the rise 
in number of working women, more leisure time for 
some individuals, and the increase in the number 
of nuclear families also support the growth of 
Japanese convenience stores. Traditional 
retailers have not met the needs of Japanese 
consumers since they have been unresponsive to 
changing markets and somewhat inefficient. 
Convenience stores have expanded outlets to meet 
these emerging needs without being a direct threat 
to supermarkets and department stores. 

Organizational Mission and Success Factors 

The Seven-Eleven Japan (SEJ) Corporation has a 
managerial and marketing strategy comprised of 
four factors (franchised operations, intensive 
distribution, integrated computer support 
technology, and a combined marketing and promotion 
system) which are supported by three mission 
statements (see Figure 1). The three mission 
statements are: (1) a corporate mission 
statement; (2) an operational mission statement 
for store management; and (3) a customer mission 
statement which governs the other two mission 
statements (Shiozawa 1988 and SEJ 1991 Internal 
Report). 

The corporate mission statement seeks "to change 
existing traditional retailers into a modern 
retail operation to meet local customer needs" 
(SEJ 1991 Internal Report). This statement 
recognizes that local markets may differ and that 
the corporation must help meet those local needs. 
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Moreover, the President of SEJ, Toshifumi Suzuki, 
articulated the operational store mission as one 
of proactive change in response to market 
conditions: "Society is changing all the time, so 
if we do not correspond to the change, we are 
going to be left behind" (Sakaguchi 1991). This 
philosophy defines the operational reality as one 
of continuous change in response to market shifts. 
Finally, the customer mission statement focuses on 
customer satisfaction from the accomplishment of 
specific objectives, for example, preparing fresh 
products, having desired customer products in 
stock, maintaining a clean and sanitary facility, 
and providing friendly service. This umbrella 
customer mission statement influences store 
operations from the corporate level as well as at 
the individual store level. 

Success Factor #1: The SEJ Franchise System 

The SEJ franchise system encourages and supports 
each store's development of a customer 
orientation. President Suzuki defined convenience 
goods as products which can be consumed within the 
hour (Sakaguchi 1991). The combination of 
customer orientation and convenient products 
expected to be consumed hourly (more or less) is 
a powerful strategy of retail service and product 
availability (Cross and Walker 1987). 

While some franchisor managed stores are for 
training employees, the individual franchised 
stores work on differentiation with original 
products and independent shelf management that 
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meets the expectations of customers. The SEJ 
franchised-owned stores were developed from older 
retail operations held by SEJ, some of which were 
small grocery stores, liquor stores, or even 
"papa-mama" stores (Morishita 1991). 

Market research and product development are 
centralized for the SEJ Corporation. It ·is 
impossible for franchisees to bear such costs 
without corporate assistance. However, each 
store's shelf management is decentralized, 
fostering emphasis on local market needs and their 
desired product assortments. SEJ believes that 
product assortment may be different from store to 
store when serving different market segments. For 
example, an SEJ convenience store near a college 
campus may carry a variety of beer brands while 
another store near an office building may carry an 
assortment of deli foods. While SEJ generates 
ideas for product selection and assortment, 
including a Point of Sales (POS) system supported 
by Operational Field Counselors, each franchisee 
retains the right to select individual products 
for his or her store. Stated another way, there 
is no line forcing by the franchisor. 

The Operational Field Counselors (OFCs) work on 
communications between the corporation and 
individual franchisees. There are about six 
hundred SEJ OFCs working throughout Japan. Each 
counselor'visits seven to eight individual stores 
per week and this means that each store is visited 
and given assistance about once a week (600 x 7.5 
- 4, 500 store visits/weekly). The OFCs inform 
store managers about new products; provide advice 
on product lines; cooperate in the review of sales 
data; and provide customer service advice. The 
OFCs attend weekly meetings in Tokyo (Kunitomo 
1987) which initially seems inefficient and 
costly. However, SEJ [not unlike WalMart in the 
United States (Stalk, Evans, and Shulman 1992) J 
believes it is important for the franchise company 
to communicate frequently and minimizes, as much 
as possible, the distance between the corporation 
and the individual stores. 

As might be expected, SEJ's initial franchise fee 
of 45% of gross profits is expensive when compared 
with other Japanese convenience store companies 
(Kunitomo 1987). Nevertheless, SEJ • s expansion 
has been substantial due to their distribution 
system, their OFCs, good market research, and 
continuous product development. The Corporation 
has built a structural marketing relationship with 
individual franchisees that provides valuable and 
continuous services (Berry and Parasuraman 1991). 

In turn, the franchisees provide strong testimony 
which makes SEJ attractive to individuals who want 
a small retail store. This can lead to multiple 
SEJ outlets which further strengthens brand and 
store loyalty in a market area which, in turn, 
brings more benefits to the franchisor and area 
franchisees. More importantly, customers in the 
area are well served by multiple outlets which 
increase convenience of location within a 
geographic area. 

Success Factor #2: The Distribution System 

SEJ's distribution system, another success factor 
for SEJ, works as both a centralized and 
decentralized system (see Figure 2). SEJ's 

distribution system is a key factor because of its 
characteristics of having a customer orientation, 
efficiency, and intensive use of technology. This 
approach results in near-continuous distribution 
to improve freshness of products and avoids 
opportunity loss from waste or out-of-stock 
situations. Product freshness is a constant 
concern to SEJ stores because food products 
constitute seventy-five percent of their sales. 
Freshness of food also represents the store's 
quality commitment to the customer and is managed 
within these guidelines: (1) milk must be 
disposed of two days after its production date; 
(2) lunch box meat must be sold within twelve 
hours of its production date; and (3) coffee must 
be sold.within thirty minutes of its preparation. 
The implications from such guidelines for food 
product management are enormous and likewise 
direct the just-in-time inventory system. 

Opportunity loss is defined as being "sold out" or 
not having stocked a requested product. Either of 
these situations is regarded as serious by SEJ 
because if the customer intends to buy only one 
product which is then not available, the store 
does not exist for that customer (Ogata 1991). 
Thus, the individual convenience store must 
constantly balance an acceptable product 
assortment against a low level of inventory. 

The required efficiency of distribution and low 
inventory could be a difficult problem for SEJ. 
Each store has 3, 000 to 4, 000 items which come 
from different wholesalers, for example, 
processed-food wholesalers, frozen food 
wholesalers, drug and cosmetic wholesalers, and so 
forth. Moreover, some of these distributors are 
exclusive, single-product, distributors only 
handling special items such as Coca-Cola. At 
first, the number of individual distributors was 
too many and a problem for some stores. In 1974, 
the first SEJ stores dealt with 70 different 
distributors each day which disrupted store 
operations considerably. Some distribution 
efficiencies have been gained, and in 1991, only 
about 12 distributors went to a single store per 
day. However, some distributors visit stores 
three times per day to insure freshness of 
perishables. The small livable geographic area of 
Japan and its population density support this 
distribution system which may not be reasonable 
elsewhere. 

The distribution system has other operational 
characteristics of note. First, the system is 
intensive which, in Japan, means that the nearest 
distributor has exclusive distribution. This is 
complicated because many items treated exclusively 
by wholesalers are supported by the "keiretsu" 
system, otherwise described as a vertically 
integrated marketing system. Further, products 
are distributed by temperature commonalities. For 
example, frozen pizza and ice cream have the same 
temperature requirements, although each is in a 
different product category and usually delivered 
by different distributors. SEJ asks the 
distributors to deliver both products on the same 
truck, thus improving truck load levels and 
reducing unit transportation costs. This advanced 
level of intensive product distribution by 
temperature level also facilitates store 
operations and management's time and work. 
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Distribution can be a serious problem for a more 
traditional retailer who operates, for example, a 
small grocery store. Such retailers do not have 
the channel power as is often true of chain store 
operations. In Japan, it is difficult for a 
single grocery store to acquire the level of fresh 
produce which is demanded by the large chains. 
Thus, this traditional retailer may not be able to 
compete with the area convenience store -- which 
is superbly served by this innovative distribution 
system. In the long run, becoming a franchise 
operation may be the competitive answer for small 
store survival. 

Success Factor #3: Computer Technology 

The product quality standards no·ted earlier, as 
well as SEJ's distribution system, are supported 
by sophisticated computer technology to create and 

provide a user-friendly managerial information 
support system (Ogata 1991). The combined need of 
managerial information on product quality, 
distribution, and customer needs forms a system 
called "Tanpin-Kanri" or single-item management in 
individual stores. "Tanpin-Kanri" is based upon 
key customer questions: (1) What do the customers 
really want to buy? (2) How many of those items 
do they want to buy? and ( 3) When does the 
customer want to buy that item? SEJ's computer 
technology, supported by the work of OFCs, 
provides relative answers to these pertinent 
questions for each store. This store-level 
managerial information system is not available for 
United States Seven-Eleven stores, and is 
predicted to remain unavailable for several years 
(Food Marketing Review 1992). It is important for 
store managers to readily determine which products 
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are not selling well, particularly products that 
are subject to spoilage and waste if quality 
standards are not maintained. 

Soft and hard goods not moving well in the store 
are often not recognized as slow movers because 
workers rarely have contact with those items. So, 
in order to track items in convenience stores SEJ 
introduced a point-of-sale (POS) system in i982. 
The POS system tracks each item, keeping 
meticulous records of products that sell well and 
those items which are not attractive to buyers. 
Further, the product life cycle for retail 
products is becoming shorter and it is not easy to 
determine future customer wants. This is 
particularly true of small stores which order 
merchandise based primarily on experience and 
intuition. 

The managerial information support system built by 
SEJ required substantial investment to become a 
timely system (Sakaguchi 1991). The information 
system gives each store the ability to order 
merchandise based upon their hypotheses about 
current and future customer wants. Yhen the 
product is received, it is inspected to determine 
if quality standards have been met and only then 
is it placed on store shelves. 

The computer information system contains the 
following individual tools (Ishibashi 1992) to 
help manage individual convenience stores: 

(A) An in-store computer is used to order 
products with specific order cycles. This 
computer monitors store control systems such as 
lighting, heating, refrigeration, and has an 
automated report system for ordering repairs when 
necessary. 

(B) Stores are supplied with Graphic Order 
Terminals (GOTs) a small, book-type computer with 
a nine inch screen that displays sales trends and 
historic information. The GOT enables workers to 
order the product directly when working at 
separate shelf locations throughout the store. 
Employees ordering products are supported with 
data as they scan the bar codes of products on 
each shelf. The presence of the historic data 
informs the worker of what has previously occurred 
and increases their confidence in the task at 
hand, especially for food· products which have 
strict freshness standards (Iwabuchi 1987). The 
GOTs are user- friendly and provide support for 
individualized store management. 

(C) Each store also participates in an 
Integrated Services Digital Network (ISDN) which 
provides on-demand data on single product items. 
The ISDN network, begun in 1991, allows users to 
exchange substantial amounts of data between 
stores, vendors, and the corporate SEJ offices in 
real time. Previously, data was exchanged over 
telephone lines which were often tied up with 
order functions. The ISDN sends the sales and 
marketing data to the SEJ host computer at the 
time of customer purchase. Very quickly, workers 
can see the sales data (already analyzed by SEJ) 
displayed with time data analysis. 

These three tools support "Tanpin-Kanri" and 
permit intense single-item management within each 

SEJ store. The computer technology links sales, 
marketing, and promotional information with the 
distribution system. This linkage improves store 
productivity, provides greater efficiency, and 
maintains the store's customer service and product 
standards. The computer technology helps managers 
comprehend the store's individual operations as 
well as its relationship to the Corporation. 

Success Factor #4: Combined Marketing and 
Promotion System 

The fourth factor contributing to SEJ's success in 
the convenience store market is a combined 
marketing and promotion system, driven by a strong 
orientation towards achieving customer 
satisfaction with brand and store loyalty. This 
integrated system (also supported by computer 
technology) helps SEJ and the individual stores be 
competitive and well positioned in the market. 
Two related corporate missions are to provide 
friendly service and have an immaculate store. 
Both missions require intense service and store 
management and the communication of these missions 
to workers. These missions guide managerial 
efforts to build store and brand loyalty which are 
important, intangible assets for convenience 
stores in a competitive market. 

A serious store or brand loyalty problem may occur 
when the franchise manager does not acquire and 
retain a strong customer franchise. For example, 
if the convenience store is the only one in a 
certain market area, it may serve many customers 
daily. However, if a new competitor moves into 
that market, the existing store may lose customers 
who have not developed strong store alle.giance. 
To earn and maintain customer loyalty, the store 
must demonstrate customer orientation through its 
operating characteristics of swift service, 
cleanliness, friendliness, and quality products. 
SEJ uses centralized promotional, as well as 
product development strategies, to build and 
maintain customer patronage necessary for store 
competitiveness. 

SEJ uses both image and product focused 
advertising to attract and keep the interest of 
targeted customers (Sasayama 1992). Image-oriented 
Advertising, for example, is targeted at young 
women who work or at young married couples who 
both work outside the home. Such image-oriented 
advertisements are unusual for convenience stores 
and are often supplemented with a product feature. 

Product-oriented advertising by SEJ focuses on 
their original products, such as delicatessen 
items and fast food, both of which are very 
profitable. The product-oriented advertising is 
designed to appeal to the consumer with seasonal 
scheduling of advertisements. Advertisements of 
processed foods feature exclusive national brands 
only available in SEJ convenience stores. With the 
image and product advertising, SEJ always includes 
their company logo and current campaign theme. 

These types of advertising and in-store customer 
services (catalogs, fax and copy services, agency 
for bill payments) help differentiate SEJ 
convenience stores from others. It is not unusual 
for two convenience stores to operate close to 
each other and have similar target markets of 
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individuals living near the stores. Unless store 
and brand loyalty are achieved customers will 
simply switch to other nearby convenience stores. 

Initially, the first convenience stores were the 
only retail shops characterized by long hours of 
operation. Such extended hours are now quite 
common among all convenience stores whether 
franchised by SEJ or not. Thus, the initial 
competitive advantage from the store's extended 
hours has been replaced by an array of services 
and products which must remain meaningful to 
customers (Sternberg 1989). For example, the bill 
paying services at SEJ stores permit customers to 
pay their gas, electric, and insurance bills 
anytime -- and not only when the banks are open. 
Customers using payment services usually purchase 
some product so the services offered help 
cultivate a competitive advantage for SEJ stores. 
Thus, the combined marketing and promotion system 
is integrated with the elements of franchising, 
distribution, and computer technology. 

Marketing Implications 

The integrated presence of these four success 
factors · franchising, distribution, computer 
technology, and a combined marketing-promotion 
program create and support the continued 
success of SEJ convenience stores in Japan. This 
same corporate strategy has been exported to 
Hawaii where, in 1991, there were 58 individual, 
SEJ franchised convenience stores. The SEJ 
success in Hawaii suggests that their strategy may 
be successfully applied elsewhere. 

It is true that the success factors of SEJ' s 
corporate strategy are not unique. SEJ's success 
with this combination of factors is governed by 
mission statements and their constant focus on 
customers. The mission statements establish the 
franchise philosophy which, in turn, directs the 
more functional aspects of service management and 
marketing strategy. This union has made SEJ 
convenience stores profitable and successful. The 
corporate managerial perspective is to treat each 
store as a customer and in turn, each store treats 
its customers as patrons. Moreover, this union 
builds relationship marketing throughout the 
corporation and its franchised operations. 

Finally, the individual system elements work 
together to support customer satisfaction. For 
example, the distribution system, with its single­
item management capacity and use of distribution 
centers for area stores, supports extreme product 
freshness standards. Store managers make 
individual shelf assortment decisions with a 
continuing customer orientation. The distribution 
system is interwoven with computer technology 
which, based on the ISDN network, provides timely 
information reflecting the unique product/service 
characteristics of each store. Simultaneously, 
information on corporate-wide sales and profits is 
avilable along with information that profiles each 
store's operations. The marketing and promotion 
programs, designed to increase both product and 
store loyalty, generate appropriate advertising 
which is directed at specified target markets. 
The entire SEJ system produces world class levels 
of service management and marketing strategy. 

References 

Berry, Leonard L. and A. Parasuraman (1991), 
Marketing Services, The Free Press. 

Cross, James c. and Bruce J. Walker (1987), 
"Service Marketing and Franchising: A 
Practical Business Marriage," Business 
Horizons, 30 ( 6) • 50-58. 

Food Marketing Review (1992), The Food Institute 
Information and Research Center: Fair Lawn, 
New Jersey, 161-170. 

Gronroos, Christian (1991), "The Marketing 
Strategy Continuum: Towards a Marketing 
Concept for the 1990s," Management Decision, 
29 (1). 7-13. 

Ishibashi, T. (1992), " Seven Eleven Information 
Systems," Gekiryu Magazine, Kokusai Shuppan: 
Tokyo, January 26-29.* 

Ishibashi, T. ( 1992), "New Store Development 
Strategy," Gekiryu Magazine, Kokusai 
Shuppan: Tokyo, January 30-33.* 

Iwabuchi, A. (1987), Seven Eleven: System 
Revolution_, OS Shuupan, Tokyo.* 

Kittaka, Y. (1987), "The Core of the Third Power -
Convenience Store," Retail Business for 

21st Century, Nihon Keizai Shinbunsha·: 
Tokyo, 135-150.* 

Kotler, Phillip (1991), Marketing Management, 
Prentice-Hall. 

Kunitomo, R. (1987), Seven Eleven: Systems for 
Profit, Pal Shuppan: Tokyo.* 

Morishita, N. (1991), Hr. Suzuki's Business 
Philosophy, Pal Shuppan, Tokyo.* 

Ogata, T. (1991), Seven Eleven Japan: New Hethod 
of Distribution, Keieijuku, Tokyo, 
(December), 112-117.* 

Sakaguchi, Y. (1991), Why the Seven Eleven Japan 
is Only Excellent Company? Apple Shuppan: 
Tokyo.* 

Sasayama, H. (1992), "Seven Eleven: 
Strategy," Gekiryu · Magazine, 
Shuppan, (January), 40-48.* 

Marketing 
Kokusai 

Shiozawa, S. (1988), Seven Eleven Secret of 
Success, Koudansha: Tokyo.* 

Seven Eleven Japan Internal Report (1991), Tokyo.* 

Japanese Small Retailer, Letter, (1993), Tokyo.* 

Stalk, George, Philip Evans and Lawrence 
(1992), "Competing on Capabilities: 
Rules of Corporate Strategy," 
Business Review, 70 (March-April), 

Shulman 
The New 
Harvard 
57-69. 

Sternberg R. (1989), "Store Wars Use New Weapons," 
Asian Business, 25 (September), 48-49. 

**Translated from Japanese. 



487

ELECTRONIC SHOPPING SERVICE: CRUCIAL CUSTOMER CONSIDERATIONS 
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Abstract 

The introduction of electronic shopping service in 
various countries failed to receive the 
enthusiastic response forecasted by proponents. 
The road to success for the service cannot depend 
on technology alone. Equally important is a 
customer driven approach. The emphasis must be on 
understanding potential customers and attention 
should be focused on their reactions early in the 
stage of design and development. This will ensure 
that the design incorporates features which will 
reduce or eliminate customer anxiety, difficulty 
or frustration. Valuable insights can be gained 
from research in the field of human computer 
interaction. 

Introduction 

Recent developments in information technology J:ave 
made it technically possible to offer new serv~ces 
to customers. In marketing, the use of 
information technology has opened up opportunities 
to link the customer more closely with the 
organization (Gordon and Fisk 1987) . As a result 
of attempts to broaden the use of information 
technology in the domestic environment, home based 
transactional services, often referred to as 
electronic services, have been introduced in many 
countries. The proponents of these transactional 
services have forecasted a rapid progression 
towards almost universal adoption of such new 
electronic services. Such predictions are often 
based on a technology driven perspective and. on ~n 
optimistic view of customer acceptance. Wh~le ~t 
is indeed true that developments in information 
technology have made it technically possible for 
transactional activities to be conducted 
electronically, this does not mean that a~l the 
possibilities will happen in the way pred~cte~. 
In fact, various studies done on. electron~c 
shopping have so far shown rather m~xed results 
(e.g. Salmon 1985, Forester 1989, Greco and Fields 
1991). 

This paper examines the development of one such 
home based transactional service, electronic 
shopping service (ESS), and focuses a~tentio~ on 
the reactions of customers to such an ~nnovat~on. 
Various studies on the reactions of customers in 
the field of human computer interaction will be 
examined. In particular, the paper will discuss 
some of the crucial customer considerations in the 
implementation of electronic shopping service. 
Implications for marketing will also be discussed. 

Electronic Shopping Service 

Electronic shopping from home has become possible 
with videotex technology. Videotex refers to two 
way communication system that provides text and 
graphics by linking a computerized databa~e to 
video terminals via cable and/or telephone l~nes. 
Initially used as a means to provide information 
services, the addition of transactional services 
to the original, menu driven information retrieval 
system has made videotex more powerful for a 
variety of commercial applications. _The 
application of videotex technology to shopp~ng, 
allows the customer to select and to order goods 
from home electronically by pushing appropriate 
keys on a keyboard. Descriptions and graphical 
representations of goods, rather than the actual 
items, may be examined and details of the 
transactional requirements may be transmitted.to 
the service provider. The clear adv-:ntage. ~s ~ts 
convenience to those who are fam~l~ar w~th the 
system, although the social and enterta~nment 
elements of in-store shopping are much less 
prominent (Moschis et al 1985) . 

Marketing Efforts 

The expected growth in electronic shopping service 
(ESS) had been assumed (McNair and May 1978, 
Rosenberg and Hirschman 1980) and questioned 
(Salmon 1985) . Since its introduction, customer 
response to marketing efforts to launch various 
versions of ESS has fallen far short of 
expectations in countries such as the USA, UK and 
the Netherlands, with the exception of France 
where the participation of the government in 
demand stimulation contributed to moderate success 
(George 1987; Slaa 1988) . In a majority of cases, 
the level of customer acceptance had been badly 
overestimated (Forester 1989) . 

The reasons for the lack of enthusiasm for ESS 
shown by customers had been traced to reas~:ms such 
as high costs, limited usefulness (Mosch~s et al 
1985; Forester 1989) and customer reluctance to 
shop with the use of complex technology (Greco and 
Fields 1991) . Among these re<lsons, the 
underestimation of the problems faced by customers 
has contributed to the exaggeration in potential 
development. The response of customers to the use 
of ESS has remained unexplored (Urbany and 
Talarzyk 1983). Even though potential customers 
in various ESS surveys have indicated their 
interest to use the service, field experiments 
revealed that the level of customer acceptance was 
low (Moschis et al 1985). There is therefore a 
need to examine and to understand the reactions of 
custome~s to ESS. Research conducted in the field 
of human computer interaction may provide some 
insightful information to this problem. 

crucial Customer Considerations 

The reactions of customers to the use of ESS will 
influence its success. The problems faced by 
customers in actual use have to be investigated 
but these problems may not be fully appreciated in 
studies which employed a hypothetical or 
descriptive version of ESS (Korgaonkar and Smith 
1986, Greco and Fields 1991). In t~e actual use 
of ESS, demands on customers are d~fferent from 
normal in-store shopping. The normal shopping 
task, which customers find familiar and which they 
can accomplish with ease, has now been transformed 
beyond recognition. The shopping task which is 
represented electronically will involve the 
customer in unfamiliar and possibly 
incomprehensible transactional procedures. There 
are several reasons for this. 

First, in normal shopping, the consumer is 
typically exposed to all his five senses -- sight, 
sound, taste, feelings, and smell. These senses, 
with the exception of sight, are almost removed 
when shopping is done electronically. The result 
is that the whole ambience of shopping has been 
discounted substantially. Second, information 
that can previously be processed simultaneously is 
now compressed into a sequential format. This 
makes it difficult for the consumer to make 
comparisons of products/prices. In fact, the 
shopping process may be made more complex than 
intended. Third, ESS assumes that the shopper is 
fairly competent with the use of computers. More 
often than not, this assumption is questionable. 
It is likely that without prior experience, the 
customer will encounter problems because he or she 
has to be proficient with the task as represented 
electronically as well as the interactive process 
during use. Finally, not only must the consumer 
be familiar with the use of the computer, he/she 
must also be certain of what is to be purchased. 
Otherwise, the whole shopping experience may turn 
out to be less than satisfactory. 
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Insights From Human Computer Interaction 

There is a growing recognition of the importance 
of the interactive process conducted between human 
beings on the one side and the computer and 
information systems on the other. The attention 
given to the interactive element of informat1on 
systems has led to an interest in the field of 
human computer interaction. Human computer 
interaction is the set of processes, dialogues, 
and actions through which a human employs and 
interacts with a computer (Moran 1981, Baecker and 
Buxton 1987) . 

In information systems, the design of the human 
computer interface can make a substantial 
difference in learning time, performance, errors 
and satisfaction of users (Shneiderman 1989) . 
Customers of ESS must be able to communicate 
successfully with the system in order to request 
information, to locate the desired information, 
and to judge the information, once found, to be of 
satisfactory quality (Dillon and Tombaugh 1982) . 
Considerations will have to be given to the design 
of the terminal, the task to be performed and the 
information content stored in the system (Bennett 
1972) . 

The Interactive Process 

The interactive process is conducted with the help 
of a keyboard and display screen. This mode of 
interaction, a distinctive characteristic of ESS, 
demands keyboards skills and an understanding of 
the way information is presented. Customers, who 
are likely to be members of the general public and 
not specialists in telecommunications or computer 
experts, will encounter several problems in the 
use of a keyboard and display screen. These 
problems are: uncertainty about how to use the 
keyboard; inability to locate particular letters 
or symbols; typing errors; not understanding the 
meaning of information displayed; and being unable 
to find·information required to enter whether from 
a source document or from memory (Norman 1981, 
Brebner 1982) . 

The interactive process contained in ESS has been 
described as being easy to use. On the contrary, 
the videotex technology on which it is based is 
not easy to use, is slow and inflexible (Forester 
1989). There is a fairly consistent pattern of 
empirical results investigating videotex services 
across a series of laboratory based studies which 
revealed that users failed to find the information 
they seek in about a quarter of all searches, and 
accessed about one and a half times as many pages 
as are necessary (MacGregor and Lee 1987). In a 
different field study of a videotex service using 
unobtrusive observation, forty percent of users 
who tried the service failed to produce a single 
correct response from the system (Dillon and 
Tombaugh 1982) . A number of other investigators 
tested subjects who used videotex services and 
found that users encountered considerable 
difficulty in locating information on videotex 
database. Using widely different database and 
retrieval methods, these studies consistently show 
that users access approximately twice as many 
pages as are optimally necessary in finding 
materials (McEwen 1981) . 

In sum, there is a need to make the interaction 
process more user- friendly. In particular, the 
process must not only be simple to use, but to the 
extent possible, include elements of learning and 
experimentation so that the user will find it 
interesting and educational. 

Customer Reaction 

The need to interact with information systems may 
evoke customer responses which will influence 
customer acceptance. Two considerations are 
important: the affective and the cognitive. The 

affective response relates to the formation of 
feelings emotions and attitude of a person. The 
many emotions and attitudes of people may 
determine the success and failure of the 
electronic service. Many people distance 
themselves from technology and often perceive it 
as "too complex" and "unfriendly". People without 
"hands-on" experience of the computer may 
overestimate the difficulties involved in using it 
or may literally be "turned off" by it. This has 
been the consistent finding emerging from research 
(Gilroy and Desai 1986). The predisposition of 
users may, in addition, affect the learning of, as 
well as, the performance on information systems 
(Shneiderman 1980). The unfavourable affective 
response may become a barrier to the trial or 
eventual acceptance of ESS. There is thus a need 
to educate and train the consumers on the use of 
ESS. In addition, the literature on the diffusion 
process (Rogers and Stanfield 1968, Robertson 
1971, Rogers and Shoemaker 1971, Rogers 1976) may 
provide useful insights on how to design more 
effective strategies for the adoption of such a 
new service. 

When customers need to use ESS, the knowledge they 
have about the shopping task may not necessarily 
be adequate or relevant to the electronic task to 
be performed. This is a typical problem for new 
users of computer systems (Carroll and Rosson 
1987). The difference between the customers' 
everyday experience of how procedures work and the 
way procedures are represented in information 
systems may cause difficulties for the user 
(Allwood 1986). The normal shopping task involves 
the shopper in familiar spoken words, brands, 
packaging, physical actions and goods. In 
addition, as mentioned earlier, it allows all his 
five senses to operate in an ambience that is not 
only exciting, but in a three-dimensional setting 
as well. However, when all these elements are 
represented electronically, the realism and 
spontaneity are lost. Instead, the customer may 
find that the information transmitted and the 
instructions required as part of the shopping 
procedure appear unfamiliar, unfriendly, and 
incomprehensible. 

In the use of ESS, customers need to evaluate the 
information presented by the system. This 
information on the display screen provides 
descriptions of goods as well as instructions to 
follow. The description of goods are 
representation of goods on the display screen 
rather than the actual goods. Based on the 
representations provided by the system, the 
customer must be able to evaluate the goods 
adequately. However, relatively condensed text 
descriptions and rather brief graphic 
representations are part and parcel of videotex 
services. Without an adequate representation of 
goods on screen and comprehensive transaction 
instructions for the customer to evaluate, the 
customer may not succeed in the completion of the 
transaction. Difficulties encountered in the use 
of ESS may lead to its rejection (Long and Buckley 
1984). 

Considerations given to customer response during 
the interactive process are crucial to the success 
of ESS. When ESS is perceived as easy to use, the 
reaction is likely to be favourable. Since 
customers have the discretion whether to use or 
not to ESS, attempts must be made to ensure that 
difficulties faced by customers are minimized and 
success in use is attainable without too much 
anxiety and frustration. In particular it is 
important to remember that each shopper has his 
own way of coding and decoding information, as 
well as analyzing the information presented to 
him/her. The ability to reognise this in the 
design of the system would help to bring down the 
barrier of resistance in the use of ESS. 
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In order to have a better understanding of 
customer reaction toward ESS, and to enable policy 
makers to design more effective human compeuter 
interaction systems, much research are still 
needed. Toward this end, the literature on the 
adoption process (e.g. Mahajan et al 1990), 
consumer information processing (e.g. Bettman 
1979, Sternthal and Craig 1982, Meyers-Levy and 
Maheswaran 1991), consumer choice (e.g. Simonson 
1989, Hui and Bateson 1991) and consumer 
experience (e.g. Thompson et al 1989, Bitner et al 
1990, Hutchinson and Alba 1991) may provide useful 
.points of references. 

Implications for Marketing 

The road to success for ESS, as seen by 
.proponents, is to obtain more information to 
determine customer needs and to launch promotional 
efforts to communicate how ESS can satisfy these 
needs (George 1987) . Such an approach overlooks 
an important consideration: the customer response 
to ESS, which in turn is affected by the socio­
cultural characteristics of the individual. 
Customer response will be an important determinant 
of customer acceptance and eventual market 
success. The insights gained from research in 
human computer interactions suggest the need to 
focus on the customer early in the stage of 
service design and development. 

Developing Strategy 

Potential users of ESS are unlikely to have 
similar experience with information technology. 
For those potential users who are not comfortable 
or familiar with information technology, efforts 
may have to be made to overcome the resistance to 
ESS. The requirement will be a change in 
perception or attitudes of potential customers 
towards the use of technology (Moschis et al 
1985) . The unfavourable affective response will 
have to be a prime consideration, given that high­
tech proneness could be a key factor in 
facilitating customer adoption of such electronic 
services (Korgaonkar and Smith 1986) . Customers 
will have to be educated on what to expect from 
ESS and on the demands of the system during use. 
The anxiety over technology may require service 
firms to train customers to use the electronic 
service in order to reduce this anxiety (Lovelock 
and Young 1979). These efforts will have to take 
precedence over attempts to persuade customers 
that ESS can give a better service and better 
value for money in comparison to shopping in the 
traditional way. In fact, there may be a need to 
defray the costs of investment and learning to the 
potential user so as to make the adoption process 
more attractive. 

Service Design 

For customers who are receptive to technology, the 
design of the service will have to ensure that the 
interactive process allows customers to navigate 
through the system successfully, with as little 
difficulties as possible. It is important to 
pretest customer reaction to keyboard instructions 
and information requirements to ensure that 
learning needs of potential customers are taken 
into account. 

Customers' level of experience with the 
interactive process of information systems will 
vary. Customers who are inexperienced with 
information systems are known to encounter 
difficulties in operating videotex services (Long 
and Buckley 1984). They will feel more 
comfortable with simple and detailed instructions 
which guide them along predetermined routes during 
navigation through the system. However, these 
features may annoy experienced customers who 
prefer abbreviated instructions. Given such a 
situation, it is clear that potential customers 
have different requirements and these requirements 

are expected to change over time (Goodwin 1987) . 
The majority of customers will have to function at 
a level acceptable to the system in order for them 
to succeed in its use. Otherwise, the long term 
consequences may be inefficient use, service 
failures or rejection of the service. The 
awareness of this fact has led to the conclusion 
that one of the important factors on the 
battleground for success of electronic services in 
the future is the design of the interface (Thomas 
and Kellogg 1989) . 

The critical question which needs to be addressed 
in service design is this: how to design a service 
so that it satisfies both the needs of the new or 
infrequent customer and the individual who use the 
system more or less continuously day after day? 
This question is not answered simply by having two 
versions: one for the inexperienced and another 
for the experienced user. It is not realistic to 
divide customrs into just these two categories 
because the experience of customers is more 
accurately represented as a continuum. Moreover, 
proficiency in the use of the service may be 
acquired over a long period of time, and skills in 
the use of some aspects of the service may be 
acquired while other aspects remain relatively 
unknown and unfamiliar. The entire population of 
customers must be accommodated whether they are 
first time, casual or experienced customers 
(Goodwin 1987). The design of ESS must therefore 
ensure that performance and satisfaction of 
customers with various levels of experience will 
not be sacrificed. Rather than two different 
versions, one for the inexperienced and one for 
the experienced user, the service has to 
accommodate customers with various levels of 
experience. The ideal design for an ESS must 
therefore be sufficiently flexible to adjust to 
the experience of customers. When the electronic 
service is designed with adequate consideration to 
a broad range of customer experience and 
capabilities, it will lead to a broader and 
greater degree of acceptance. 

Conclusion 

The potential development of ESS will be dependent 
on the capability of technology as well as on the 
attention given to the way customers react to 
electronic services. The road to success for ESS 
entails not only the identification of target 
customers to present and sell the service to. It 
is also essential that marketing efforts be more 
customer driven, with emphasis on understanding 
customers right at the moment when the service is 
being put together. The focus on customers 
accepts that affective and cognitive responses of 
customers are crucial considerations which must be 
incorporated early in the design and development 
stage and that considerable attention should be 
given to the concerns and reactions of potential 
customers. The aim is to build in design features 
to win over customers who may otherwise prefer to 
stick to what they have been using rather than use 
ESS. 

In terms of research, much can still be done to 
understand how customers respond to ESS. The 
various issues identified in this paper can 
provide some testable hypotheses that could be 
verified through empirical research. In addition, 
non-users' response to ESS could also be studied. 
In particular, research efforts could concentrate 
on how to dissimilate the new technology to non­
users, including measurement of their needs and 
acceptance levels. 
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Abstract 

There has been a great deal of discussion on how 
foreign direct investment can contribute to 
economic development in less developed countries. 
Most of the discussion however has focused on 
foreign direct investment in the manufacturing 
sector. Simultaneously there have been 
substantive contributions made on improving the 
distribution channel system. In the latter, 
recommendations have often been directed at how 
local firms can improve their effectiveness and 
efficiencies. Much less attention has been 
directed at how established international 
retailers can make contributions in developing 
countries. This paper explores how multinational 
retailers, through appropriate involvement in 
developing countries, can make positive 
contributions to further economic development. 

Introduction 

The literature on the relationship between 
marketing and economic development reflect three 
streams of thinking (Firat, Kumcu and Karafakioglu 
1988). These are: (1) marketing affects economic 
development, (2) marketing is affected by economic 
development, and (3) the relationship is eclectic, 
where both marketing and economic development 
impact each other (Cundiff and Hilger, 1982). By 
far, the widest recognition (Savitt 1988) among 
scholars has been given to the hypothesis that 
marketing acts as a key force and catalyst in 
economic development (Galbraith and Holton 1955; 
Drucker 1958; Hirsch 1961; Moyer 1965; Riley et.al 
1970; Harrison et.al 1976). Drucker went as far 
as to say that marketing is the most important 
multiplier of econom~c development. The early 
literature on marketing and economic development 
came from the distribution literature where 
scholars and planners recognized the high ~osts of 
food marketing, notably in the developing 
countries and suggested that savings from 
improvements in that sector could stimulate 
economic growth and development (Holton 1953; 
Abbott 1964; Rostow 1965). Here the focus was on 
how macro changes would enhance economic 
development. These initial discussions led to a 
series of studies that advocated the need for 
market reforms in the food sector at the macro 
level as well as simultaneous supportive micro 
level initiatives within the private sector 
(Bucklin 1977; Slater 1969; Dahringer 1978; 
Preston 1970; Nason and White 1981). Still 
another group of scholars emphasized the 
importance of starting at the micro level whereby 
private sector initiatives could have a 
significant and positive effect in bringing the 
desired reforms at the macro economic level 
(Bretherton 1978; Cundiff and Hilger 1979; Papanek 
1967; McClelland 1961). A series of studies 
conducted at Michigan State University supported 
the argument that larger scale private sector 
initiatives such as the development of 
supermarkets and chain stores had the potential to 
improve food distribution systems in the less 

developed countries (LDCs). Goldman (1977) 
examined this line of reasoning and came to the 
conclusion that supermarkets were not successful 
in LDCs due to customer resistance and lack of 
outreach. Such discussions stimulated consideration 
of micro initiatives in prompting economic growth 
and development. 

The focus of suggested initiatives in the 
literature has been mainly on reforms in the food 
production and distribution systems. Certainly 
this is of utmost importance; improvements in the 
food sector require urgent and continuing 
attention because of pressures to feed large and 
growing populations in many developing countries, 
who generally have limited incomes and spend 
significantly large proportions of their income on 
food. Multinational agribusiness firms have been 
encouraged to participate in improving the 
capabilities on the supply/production end of the 
food marketing system. Whereas recommendations 
have been directed at improving the efficiency and 
effectiveness of both food and non-food 
distribution channel systems, the emphasis has 
been on how domestic rather that multinational 
firms can bring about needed changes. Methods 
such as cooperatives, vertical and horizontal 
integration, larger-scale participants and 
coordinated linkages have been suggested as 
mechanisms to be considered by domestic firms 
(Kaynak and Cavusgil 1982; Luqmani and Quraeshi 
1984; Yavas, Kaynak and Borak 1982). This is in 
keeping with a parallel stream in the 
international business literature developed by 
protagonists of foreign direct investment (FDI) 
who cite the positive influence that foreign 
direct investment could have in the economic 
development of less developed countries through 
the transference of technology, capital, and know 
how (Boddewyn 1985; Porter 1990). In contrast to 
manufacturing and production, where the role of 
foreign direct investment in developing countries 
has been discussed at length (Dunning 1981; 
Calvert 1984), less attention has been given to 
how distribution systems and trade channels can 
also benefit from the involvement of multinational 
firms that specialize in distributive aspects such 
as retailing (Kacker 1988; Aydin and Kacker 1990). 

Improvements in the manufacturing/production 
sector brought about by foreign and local 
companies need to be complemented by innovation 
and reform through changes in both the food and 
non-food distributive sectors. That is the 
subject of this paper, specifically focusing on 
how, as in manufacturing, where the case is made 
for the participation of foreign investment, 
similar involvement of international retailers can 
spur the process of economic development. 

The Role of International Retailing 

Specifically, here we are referring to how 
established retailing groups from developed 
countries through participation and investments in 
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the developing countries, can act as change 
agents. These multinational retailers bring 
expertise and experience which can help promote 
economic dev~<lopment when appropriately applied 
within the context of the conditions in developing 
countries (See Figure 1). Some retailers, such as 
Sears (U.S .A), Woolworth (U.S .A), Safeway (U.S .A), 
Carrefours (France), Migros; · Benetton (Italy), 
have a history of foreign participation, though 
limited, in developing countries. Other retailers 
expanding to foreign markets, such as Tengelmann 
(Germany), Mann (Germany), Marks and Spencer 
(U.K), British American Tobacco (U.K), Promodes 
(France), have concentrated on entering markets in 
other developed countries in Europe and North 
America (Kacker 1990}. 

International retailing, as facilitators of 
economic progression, have been largely overlooked 
because of at least two widely held sentiments 
regarding conditions in LDCs: 
(1) Buying patterns, consumption habits, income 
levels and limited market size do not warrant the 
application of advanced retailing technologies 
notably those that depend upon large volume 
operations. 
(2) The infrastructure (roads, transportation 
systems, communications systems) are 
insufficiently developed to support "modern" 
retailing concepts. 

FIGURE 1 

The inhibiting effects of these circumstances 
cannot be discounted but these conditions are 
changing in many developing countries. There is 
a rapidly growing middle-class whose life styles 
are changing with the growth in multiple wage­
earning families. The increased demand for 
convenience, greater mobility and communication 
developments are pressuring consumers to change 
their shopping and consumption habits to a pattern 
that is somewhat akin to western consumers. 
Markets are growing in size, particularly in large 
urban cities where population growth has been 
rapid and where there is a concentration of 
wealth, creating a growing middle class of 
consumers interested in shopping at modern 
retailing establishments. Increasing numbers of 
foreign customers, either as visitors or 
expatriates, add to the need for such outlets. 

The timing now is probably more opportune; also 
the earlier failure of retailing technology such 
as the introduction of supermarkets in developing 
countries could also be partly attributed to the 

·misapplication of technology and marketing rather 
than conceptual inappropriateness. Supermarkets, 
operated by domestic firms with inexperienced 

·personnel having little background or training in 
the area and faced with inconsistent and limited 
supplies of packaged goods essential for smooth 
operations, often resulted in disasters. With the 
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• CHANNEL I LINKAGES 

DEVELOPMENT OF GROWTH IN 
I INTERNATIONAL SUPPLIERS 

__ , 
EXPORT MARKETS 

I v 

NON-FOOD REVAMPING TRANSFER OF TECHNICAU 
_, RETAILING OF 

__ , 
MANAGERIAL KNOW-HOW 

SECTOR CONVENTIONAL RETAILERS 

CHANGES IN MARKET ORIENTATION 

CONSUMPTION/CONSUMER 
__ , 

INCREASED COMPETITION I 
ORIENTATION CONSUMPTION PATTERNS 
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growing acceptance of packaged goods and 
concurrent increases in manufacturing, supply is 
becoming more reliable and sufficient in some 
LDCs. Modified, scaled-down versions of 
supermarkets (as compared to the West) in 
countries such as Saudi Arabia, India, Pakistan 
and Mexico have been quite successful. Utility 
stores, which are somewhat similar to a 
chain-store concept, have been successful in 
providing quality products and reasonable prices 
and have in turn spawned the development of new 
packaged food categories, food preparations and 
branded products. For example, in Pakistan and 
India, where it was considered unlikely, packaged 
"chapatis" (staple breads), precooked foods and 
food spices are now widely available and in high 
demand in supermarkets. 

Improvements in infrastructure, communications and 
transportation are occurring with the recent 
opening of these sectors to increased foreign and 
domestic participation. Where inadequate, 
deficiencies may be overcome by creative means. 
For example, a direct mail-order firm in Pakistan, 
recognizing that the traditional postal system is 
too slow and inefficient in delivering 
merchandise,successfully developed its own 
low-cost delivery system - a network of motorcycle 
scooters equipped with carriers and operated by 
well-trained personnel. High traffic volume and 
careful mapping techniques helped support this 
innovative system. The firm's overwhelming 
success has prompted other companies to develop 
their own courier system for delivery to their 
customers. 

Concomitant political and economic changes in many 
developing countries have resulted in a more 
welcoming atmosphere for direct investment. The 
liberalization of economies in developing 
countries in Asia, Africa and Latin America and 
movements towards free market capitalist economies 
allows for more easy entry and participation by 
multinational retailers. The movement towards 
regional cooperation, such as free trade areas and 
common markets in these countries, also suggest 
that international retailers will be able to take 
advantage of larger regional markets, and develop 
supply and delivery networks with the prospect of 
sufficient economies of scale to rationalize their 
involvement. Accordingly, carefully considered 
participation could be an attractive proposition 
for multinational retailers. 

Contributions to Economic Development 

The participation of international retailers and 
retailing institutions could produce several 
positive effects and inducements to hos.t countries 
(see Table 1). 

As the table indicates, several contributions may 
result. 

First, international retailers would bring in much 
needed foreign direct investment to developing 
countries, similar to investment in the 
manufacturing sector. Incidentally, such 
investments would be without accompanying problems 
of pollution that are increasingly cited as 
serious concerns by LDCs in manufacturing 
investments. This is particularly the case for 

TABLE 1 
IMPACT OF INTERNATIONAL RETAILERS 

Type of Impact 

1. Product Impact 

2. Local Customer 
Impact 

3. Supply Impact 

4. Philosophical 
Impact 

5. Logistical 
Impact 

6. International 
Impact 

7. Price Impact 

8. Promotional 
Impact 

9. Managerial 
Impact 

Positive Effects 

Consistent Quality/ 
Quality Assurance 

Reliable Warranties & 
Provisions 

Rise in Product 
Innovation 

Wider Product Diversity 
Improved Packaging 

Higher Customer 
Satisfaction 

Lower Prices 
More Choice 
Return Privileges 
Better Delivery & 

Service 

Cultivation of Local 
Suppliers 

Lower Costs (Economies 
of Scale advantages 
for both Suppliers and 
Retailers) 

Supplier Networks & 
Cooperative 
Arrangements 

Consistent Suppliers 
National Distribution 

(rather than local) 

Longer-term Orientation 
Adaption of Marketing 

Concepts 
Target Marketing 
Value Orientation 

Improved Distribution 
Systems & 
Channel Linkages 

Innovations in Packaging 
& Transportation 

Access to other Export 
Markets 

Increase Interest of 
Other Investors 

Enhanced Image of 
Country 

Sense Needs of 
International 
Customers 

Stable/Competitive 
Pricing 

Reduced "Bargaining" 
Fixed Prices 

Product/Image 
Positioning Concepts 

Increased Information on 
Markets, Products & 
Services 

Training of Personnel 
Increased Delegation of 

Authority & 
Responsibility 
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~hose products that are too costly for foreign 
1.nvestors to manufacture in their own countries 
due to strict environmental guidelines. 

Second, successful international retailers, such 

as ~ata, have a strong marketing orientation, 
cultl.vated because of the exacting requirements of 
their customers, a philosophy that is often 

lacking in local firms in LDCs and where demand 

usually exceeds supply (curbing the move towards 
a market-orientation). Also, conventional 

retailers in LDCs have traditionally attached 

little importance to customer satisfaction. On 

the other hand, retailing in the developed 

countries has essentially thrived on following key 

marketing concepts such as target marketing, 

segmentation, positioning and more importantly 
providing a high level of customer satisfaction 

and service. Some of these retailers, such as 
Sears and Benetton, who operate in foreign markets 

have been successful by following a similar 
approach. It is not unreasonable to expect that 

the entry of foreign retailers from the developed 

countries may exert pressure on traditional 
retailers to move towards a stronger 

market-orientation and trigger other business 

sectors to follow suit. Moreover, international 
retailers may be able to educate consumers to seek 

higher levels of customer satisfaction and 
service. 

Third, international retailers would bring greater 

diversity in terms of supply of products. They 

may also be instrumental in generating local 
supplier networks for those imported products 
whose transportation costs or duties levied are 
high relative to their purchase value. This may 

be the case for many heavy, high-bulk or 
perishable products constituting a large enough 
category to warrant local supply. Presumably such 
international retailers would require larger 
quantity purchase and production volumes and 

conformance to higher and consistent quality 

standards. From a locational and long-term point 
of view, it would make sense that such retailers 

nurture and support the development of local 

manufacturers in producing the desired quality 
products, needed inventory and service standards. 

In some cases, these foreign participants may, for 
control purposes, either establish their own 

production facilities or gain equity in local 
firms. In some other situations, they may 
encourage other foreign suppliers to establish 

subsidiaries in LDCs or at least advise local 

producers. Domestic supply companies may treat 
foreign retailers more seriously for at least two 

reasons. One, they would consider the generally 
larger and financially stable international 
retailers as more significant and credit-worthy 
customers than local retailers. Two, they would 
value their connections to international retailers 

as conduits for selling their goods in larger 

foreign export markets, particularly in developed 

countries. 

Fourth, the application of international retailing 
methods and concepts would contribute to a more 
productive retailing sector. Some evidence from 

studies on food distribution systems indicate that 
channel coordination linkages such as retail 
chain-stores and wholesaler-sponsored chains 

reduce distribution costs, spoilage, duplication 

of channel activities and stabilize prices and 

supply (Luqmani and Quraeshi 1984). The 
difficulty of establishing such channel 

arrangements in developing countries are 
compounded by the inertia of traditional domestic 

retailers who may lack the vision or the training 

in building channel linkages and are reluctant in 
delegating authority and responsibility to their 
staff. This is usually not the case for 

international retailers, who by the nature of 
their business are more willing to delegate 

authority and train staff and personnel for 

distant retail operations. The entry of 
international retailers in developing countries 

may thus lead to the development of efficient 
channel linkages. Further, they may influence the 

thinking of conventional retailers to develop 
similar linkages and a coterie of well-trained 

managers with decision-making power to run retail 

operations. 

Fifth, international retailers may play a 

significant role in attracting tourists who 
require facilities, amenities, and products and 

services that are similar to those available in 
their home countries. In particular, 
international retailers may be better positioned 

to serve the basic needs (where there is generally 
less room for compromise} of international 

consumers and expatriates. The positive 
experiences and satisfaction may then be 

communicated to others who have an interest in 
visiting the particular developing country but are 

reluctant in doing so because of concern that 
basic facilities, products and services are 
scarce. 

Sixth, international retailers would be more 

inclined to make carefully selected long-term 
investments in areas of future growth. This 

approach may trigger the development of properly 

planned new market localities and regions. It is 

likely that the affluent and the wealthy will 
reside in these new localities Yet, the 

establishment of these market localities may 
reduce the congestion in existing markets and 

produce a significant number of new jobs for 
locals. In the long-run, it may help in producing 
a self-sustaining area of development that would 
generate the requisite tax revenues to support 
education, health-care, housing and recreation 

facilities in the region. Moreover, international 
retailers would have the financial wherewithal to 

support local development programs. Such impacts 
and particular effects are suggested in Table 2. 

Finally, the interaction of international 

retailers with their domestic counterparts may 
create a better understanding between the two 

cultural groups for the former, increased 

sensitivity to the domestic culture, and for the 
latter, a training ground for dealing with other 

international markets and businesses. 

Conclusion 

While this paper proposes that international 
retailers can play an important and significant 
role than hitherto, in certain developing 

countries, it should be recognized that there are 
areas of concern regarding such involvement. 

There are perceived and real concerns about 
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displacing small local retailers, the impact, at 
least in the short-term on, employment, possible 
resentment (and resistance) by traditional 
intermediaries such as wholesalers whose 
operations may be adversely impacted, and 
uncertainties about cultural ramifications. While 
recognizing these concerns, developing countries 
with the view that multinational retailers can 
assist in the development of their distributive 
capabilities, need to contemplate policies that 
are fair and reasonable in attracting and 
maintaining such participants. This is not unlike 
the consideration of mechanisms used to attract 
foreign direct investment in manufacturing. While 
there are abundant suggestions in adopting 
policies towards foreign manufacturing investment, 
there is much less discussion related to 
attracting foreign firms in the service sector, 
particularly retailing. 

Governments need to articulate their receptivity 
to multinational retailers in much the same way as 
they promote the attractiveness of manufacturing 
within their boundaries: perceptions that 
retailing is merely a subsidiary activity, of 

secondary importance to manufacturing, need to be 
discarded; it should be recognized that fiscal 
instruments such as taxation can be a powerful 
stimulus to encourage foreign participation; that 
it is necessary to have a legal structure that 
does not discourage participation by large volume 
retailers and is protective of their legitimate 
interests; government should present and encourage 
promotional programs that make consumers aware of 
the possible benefits of participation by foreign 
retailers; taxation benefits should be considered 
for multinational retailers who present 
educational and training programs for local 
retailers; similar incentives should be examined 
for multinational retailers that cultivate local 
suppliers for their retailing operations within 
the country and abroad; tax depreciation schedules 
that reward innovation in manufacturing should be 
examined for their application to innovations in 
retailing. These and other mechanisms (see 
Table 2) need to be explored for their strengths 
(and shortcomings) in bringing about effective 
participation by multinational retailers in 
developing countries. 

1. 

2. 

TABLE 2 
ILLUSTRATIVE POLICIES TO FACILITATE PARTICIPATION 

BY MULTI-NATIONAL RETAILERS 

INCENTIVES TO FOREIGN RETAILERS 3. INFRASTRUCTURE SUPPORT 5. 

·LOWER TAXESITAX HOLIDAYS • DEVELOPMENT OF STORAGE 
FACILITIES/WAREHOUSES 

• PROVISION OF APPROPRIATE 
LOCATIONS • SUPPORT FOR MARKET 

FACILITIES. 
·REPATRIATION OF PROFIT 

GUARANTEES • DEVELOPMENT OF ENTERPRISE 
ECONOMIC ZONES. 

• FREEDOM TO IMPORT PRODUCTS 
• ADEQUATE PROVISION OF UTILITIES 

·FREEDOM FROM BUREAUCRATIC (WATER, GAS, TELEPHONE, ETC.) 
PROCEDURES AND GOVERNMENT 
RED TAPE. 

4. ENCOURAGING LOCAL RETAILER/ 
• ACCOMMODATION OF SOCIAL NEEDS CONSUMER PARTICIPATION AND 

OF FOREIGN MANAGERS. SUPPORT 

• EDUCATIONAL PROGRAMS TO 
PROTECTION OF FOREIGN RETAILERS CONVINCE LOCAL RETAILERS TO 

CHANGE. 
• LEGAL STRUCTURE TO PROTECT 6. 

FOREIGN RETAILERS. ·PROGRAMS ON RETAIL INNOVATION 
AND ENTREPRENEURIALSHIP. 

• ELIMINATE LAWS WHICH 
DISCRIMINATE AGAINST LARGE SIZE • ENCOURAGE JOINT VENTURES 
RETAILERS. BETWEEN MULTI-NATIONAL AND 

DOMESTIC RETAILERS. 
·EFFECTIVE IMPLEMENTATION/ 

ENFORCEMENT OF LEGAL ACTIONS • EDUCATE PUBLIC ON POSITIVE 
AND PROCESSES. EFFECTS OF MODERNIZED RETAIL 

STRUCTURES AND METHODS. 
• POLICE PROTECTION FROM LOCAL 

RESENTMENT. ·PROVIDE CONSUMER AWARENESS 
PROGRAMS. 

• SUPPORT PROGRAMS FOR 
DISPLACED LOCAL RETAILERS. 

ENCOURAGEPARTICPATIONBY 
LOCAL SUPPLIERS. 

• PROVIDE FUNDS AND ADVICE TO 
POTENTIAL SUPPLIERS TO 
SERVE THE NEEDS OF 
INTERNATIONAL RETAILERS. 

·EXPORT BONUS INCENTIVES TO 
INTERNATIONAL RETAILERS. 

·FACILITATE INTERACTION OF 
INTERNATIONAL RETAILERS 
WITH LOCAL DISTRIBUTION • 
SUPPLY SYSTEM. 

• DEVELOP TECHNICAL TRAINING 
AND MANAGERIAL INSTITUTES 
IN COLLABORATION WITH 
INTERNATIONAL RETAILERS. 

CONDUCT FUND RAISING 
ACTIVITIES 

• SEEK SUPPORT FROM 
INTERNATIONAL RETAILING 
ASSOCIATIONS. 

• UTILIZE ECONOMIC 
DEVELOPMENT FUNDS/ 
UN AGENCIES/FOREIGN 
ASSISTANCE PROGRAMS 

• DEVELOP CAMPAIGNS TO 
GENERATE LOCAL FUNDS. 
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SHOPPING BEHAVIOUR OF DIFFERENT AGE GROUPS: HOW DIFFERENT ARB THEY? 

Chow-Hou Wee, National university of Singapore 

Abstract 

A study of 482 shoppers of three different age 
groups showed that there were some differences 
among older, middle-age and younger shoppers. 
However-, despite such differences, there were in 
fact more similarities among these shoppers in 
their approach toward shopping and actual shopping 
behaviour. In particular, except for differences 
caused by lower income and mobility, the older 
shopper behaved very much like any other shopper. 

Introduction 

Studies on shopping behaviour have always 
interested researchers. For example, numerous 
research were done on the elderly consumers in 
recent years. Some of the areas being research 
included the sources of information and media 
usage (Klippel and Sweeney 1974, Martin 1975, 
Michman, Phillips and Sternthal 1977, Hockings and 
Harris 1979, Bearden and Mason 1979a, Roedder-John 
and Cole 1986), communication (Cole and Houston 
1987, Spotts and Schewe 1989), patronage behaviour 
(Mason and Smith 1974, Bernhardt and Kinnear 1975, 
Bearden and Mason 1978, woodside et al 1988), 
complaint behaviour (Bearden and Mason 1979b, 
Bearden, Teel and Crockett 1980, Davis 1980, 
Bernhardt 1981) and special needs of the elderly 
(Churchill, Collins and Strang 1975, Gelb 1978, 
Lambert 1979) . 

Past research were also conducted in various 
forms. Studies were made to compare the elderly 
group with other age groups (Martin 1975, French, 
Perreault and Arndt 1983), to study the elderly as 
an independent group (Visvabharathy and Rink 1983, 
Ensley 1983), as well as to study the elderly as 
heterogeneous segments (Lumpkin 1985, Lumpkin, 
Greenberg and Goldstucker 1985, Merrill and Weeks 
1983). 

The results obtained thus far were interesting as 
well as conflicting, especially in the areas where 
the elderly age group was compared with the 
younger age groups. Some studies found the old to 
plan and economise more (Bearden and Mason 1978), 
spend more time and money on a single trip (Miklos 
1982), make fewer trips (Martin 1975) and make 
greater use of information (Bernhardt and Kinnear 
1975), compared to younger age groups. However, 
other studies revealed contrary findings that the 
elderly actually cut short shopping trips at least 
half the time because of fatigue (Gelb 1978) and 
make more shopping trips (Zeithaml 1985) because 
they have more discretionary time. Information 
seeking was also found to decrease with age as the 
elderly relied more on their experience than on 
external sources (Reid, Teel and Vanden 1980). 
Non-monotonic relationships existed on the 
expenditures on groceries when the younger and 
oldest groups of shoppers were found to spend much 
less per week than the age groups in the middle 
(Zeithaml 1985). In Zeithaml's (1985) study, the 
oldest and youngest were also found to agree more 
than the middle age groups that shopping is fun. 
Other research (Martin 1975), however, suggested 
that the elderly enjoyed shopping less than other 
age groups. 

The general assumption underlying all these 
studies is that different marketing strategies 
should be adopted if elderly shoppers are 
different from the other age groups. However, 
despite the numerous research in this area, the 
general view is that these research are still 
insufficient to predict and explain that the older 
shoppers would behave very differently from the 
younger ones (Bernhardt and Kinnear 1975). In 
fact, the need to further understand whether such 
differences exist has led researcher like Lumpkin 
(1985), to advocate, "Today, there is still a 

need for comprehensive research on the marketplace 
behaviour of the elderly, as well as on their 
particular problems and needs, in order to 
establish retail strategies. " The question is: 
Are old shoppers really different from the age 
groups? 

Purpose 

The purpose of this study is to determine 
empirically whether the shopping behaviour of 
older shoppers differ significantly from other age 
groups. The comparison will be based on general 
shopping behaviour in terms of individual 
differences toward shopping as well as actual 
shopping behaviour. Past research that studied 
the shopping trips and dollar variables tended to 
use the total number of trips and the total amount 
of dollar spent as a basis for comparison between 
older and younger shoppers. Little attempt, 
however, was made to analyse the mode of transport 
used, with whom they shopped with, and where do 
they usually shop in. Comparing the distribution 
of shopping trips and dollar spent in various 
areas, through different modes of transport and 
by different companions would be more informative 
than comparing total shopping trips and dollars 
spent per se. In this respect, this study is an 
improvement over past studies as the actual 
shopping behaviour in terms of trips and dollar 
spent is examined in greater details. 

The Study 

Research Site 

A city in Southwestern Ontario was used as the 
research site. The size of the city (population 
of 300,000) plus its traditional role as a test 
city for many market research studies makes it 
ideal for the nature of the study. 

Data Collection and Response Rata 

The data for this research were obtained as part 
of a large scale survey designed to obtain various 
information that helped to provide a better 
understanding of consumer spatial shopping 
behaviour. 

The survey required the respondent to complete an 
eight-page questionnaire that asked various 
aspects. of shopping and keep a two-week diary that 
recorded information on shopping trips and 
expenditure. Dillman's (1978) "Total Design 
Method" was closely followed in designing and 
implementing the survey. Initial contact letters, 
personally addressed to the heads of households 
whenever possible, were mailed to 2070 randomly 
selected residences in the city. A telephone call 
followed a few days after the letter. Of the 1269 
principal shoppers reached by telephone, 823 
agreed to participate in the study. A total of 
679 returns, representing 82.5% of those who 
agreed to participate, were received. Of these, 
482 respondents completed both the questionnaires 
and diaries and they formed the usable data-base 
sample. The return rate was equivalent to 58.6% 
of those who agreed to participate or 38. 0% of 
those reached by telephone. Considering the level 
of difficulty of the survey instruments, the 
return rates were considered very satisfying. 

Non-Response Rata 

Owing to the use of two research instruments in 
this research, non-response bias was determined in 
two ways. For those people who refused to 
participate in the study, three demographic 
questions on age group, educational level and 
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years living in the city were asked over the 
telephone. The results of the difference of means 
test of the non-participants against the data-base 
sample showed that there were no significant 
differences -.·ith regard to the length of residence 
in the city and the education level. The only 
significant difference was that of age. 
Considering the nature of this study, the results 
were not surprising as older people tend to have 
more difficulties with their seeing and writing 
capabilities and thus tend to shun away from 
participating (Dillman 1978, p.53). In fact, the 
refusal rate was 42.1\ for those people· over 55 
years of age. 

As this study involved completion of both the 
questionnaire and diary, non-response bias was 
further assessed between those respondents who 
completed only the questionnaire and the data-base 
sample. Comparison between these two groups were 
made along 7 criteria-- age, education, Siegel's 
(NORC) job prestige scale, income, years living in 
the city, years living at the present address, and 
the number of shopping areas visited over the last 
three months. The only significant difference, 
using the difference of means test, between these 
two groups, at the conventional 5\ level of 
significance, was that of educational level. 
Again, this result was not expected. It was 
possible that those participants with lower level 
of education had more difficulty to responding to 
both the questionnaire and diary. 

Taking into account that there were hardly any 
significance differences within each of the two 
sets of comparisons that were discussed above, it 
was concluded that non-response bias was 
definitely not a problem in this study. 

Classification of Age Groups 

In this study, the classification of the sample 
into the various age groups was largely based on 
the classification used in French et al's (1983) 
study with one exception. In their study, four 
groups were used : early adulthood (18-34 years of 
age) , mid adulthood (35-54 years of age) , and two 
groups in late adulthood, labelled as fully mature 
(55-64 years of age who have not yet retired) and 
late mature (65 years and older who are no longer 
in the workforce) . For this study, the two older 
age groups as suggested by French et al had to be 
lumped as one group as the response rate for the 
older people was much lower, resulting in a 
smaller usable sample size. However, this was 
considered to be not a major problem as the study 
was concerned with differences in shopping 
behaviour across various age groups, and the older 
consumers were but one of such groups. In 
addition, this age group made up 27\ of the total 
sample which approximated the city population 
data. Thus, the three samples used for comparison 
were: 

a. Younger age group (Below 35 years of age) 
with 150 respondents 

b. Middle age group (35 54 years of age) 
with 201 respondents 

a. Older age group (55 years and above) with 
131 respondents 

Variables of Interest 

The comparison of shopping behaviour among the 
three age groups was done basically on two sets of 
variables -- general approach toward shopping, and 
actual shopping behaviour. 

Individual Differences in Approach Toward Shopping 

Several attributes were studied in this section. 
First, the usage and source of information were 
examined. Respondents were asked to indicate 
whether they read catalogues or consumer reports, 
whether they used yellow pages frequently for 

shopping information of whether they were always 
browsing in stores to see what the stores had. 

Second, respondents were also measured on their 
extent of economy consciousness via the use of 
discount coupons, sales and flea markets or look 
for what was "on special" each week to make their 
purchase. 

Third, the extent of planning before shopping was 
examined. Respondents were asked if they prepared 
a list before going shopping, if they bought early 
for Christmas, if they had regular time for 
shopping or whether they perceived themselves to 
be careful shoppers. 

Fourth, the extent of novelty seeking was examined 
and respondents had to indicate if they were 
frequently looking for new things, wore fashion 
clothes or visited fancy restaurants. Fifth, 
patronage behaviour was examined to determine if 
the various form of shopping through mail-order, 
telephone or door salespeople were common. 

Sixth, the respondents' "peripheral" shopping 
habits like going to the theatres and museums were 
also examined. Finally, respondents also answered 
questions that reflected their shopping attitudes: 
whether they hated shopping, talked about shopping 
experiences, enjoyed talking to salespeople, 
shopped in a hurry, shopped in the evening and 
whether they liked shopping alone. 

All the variables were measured on a scale of 1 to 
5, with "1" indicating "Describe me perfectly" and 
"5" indicating "Does not describe me at all". 

Actual Shopping Behaviour 

The respondents' actual shopping behaviour was 
measured in several ways, including number of 
trips made, amount of dollar spent shopping and 
the number of shopping areas visited, the shopping 
partner involved, the type of shopping trips 
(grocery and non-grocery) , the different modes of 
shopping (at home, out-of-town, and in-town), and 
new shopping areas visited. 

Past studies had shown that the older consumer 
spent considerably less and made less shopping 
trips than the other age groups (eg. Martin 1975, 
Bearden and Mason 1978). However, it would be 
useful if the analysis could be extended to 
determine if the proportion of total trips in 
relation to other variables vary for the different 
age groups. 

Specifically, the variables that were examined in 
relation to the total trips factors were mode of 
transportation, companions shopped with, and 
shopping areas visited. To examine if the elderly 
made more trips by a particular mode of transport 
such as travelling by bus compared to the other 
age groups, the use of absolute number of trips as 
a measure did not seem appropriate. Past studies 
had generally found older consumers to shop less 
than the younger age groups. Thus, if the total 
number of shopping trips was distributed into 
number of trips by modes of transportation, there 
would be a likelihood that the number of trips by 
each mode of transport would also be lesser for 
the older consumers when compared to the younger 
age groups. To overcome this bias in comparison 
when the total trips were used, this study made 
comparison by using proportions instead. The use 
of proportions takes into account the differing 
total number of trips made by the different age 
groups. In other words, although the total number 
of trips had been found to differ among different 
age groups, the percentage of total trips in 
relation to a particular mode of transport such as 
travelling by bus may not differ. Thus, where 
appropriate, proportion of data were computed so 
as to allow more accurate comparisons. 
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Findings 

Multiple discriminant analysis (MDA) was used to 
analyse the data as the variables were highly 
correlated. The determinants of the correlation 
matrices for general approach toward shopping was 
0.00263 and that of actual shopping behaviour was 
0.0000. In addition, one-way ANOVA using Scheffe 
statistic was used to support the findings. 

In assessing the relative importance of the 
variables generated, researchers who used MDA 
often resorted to standardised coefficients. One 
major shortcoming of standardised coefficients is 
their lack of stability caused by the variability 
and intercorrelations among the variables. 
Pedhazur (1982) recommended the use of structure 
coefficients which measure the correlation between 
an independent variable and the discriminant 
score. As a rule of thumb, Pedhazur (1982, p.704) 
suggested that structure coefficients greater than 
or equal to o. 30 be treated as meaningful for 
discriminating variables. For this study, 
Pedhazur's (1982) approach was adopted. 

Results and Discussion 

Comparison of Individual Differences in Approach 
Toward Shopping 

Table 1 shows the results of the MDA and the 
corresponding Scheffe statistic that was obtained 
from one-way ANOVA. It is important to point out 
that Scheffe statistic supported the results of 
the MDA in almost all cases. Using the first 
discriminant function (Wilks' Lambda = 0. 6967, 
chi-square= 160.48, significant at 0.0000), the 
older age group (55 years and above) was found to 
differ from the younger age group (below 35 years 
of age) and the middle age group (35-40 years old) 
along 6 variables (see Table 1 , DF 1) . For 
purposes of clarity, the items will be discussed 
as shown in Table 1 . 

Of the four items on usage of information (items 
1 to 4), only one was found to be discriminating. 
The older age group showed a more negative 
response in the. use of catalogues (item 1 with 
mean of 2.42) -- that is, catalogues did not form 
a very important source of information for the 
older shoppers as compared to the younger (x = 
1. 90) and middle age (x = 2. 06) groups. Their 
lesser reliance on catalogues could be attributed 
to their weaker reading ability caused by poorer 
eyesight. However, despite poorer eyesight, they 
enjoyed browsing in stores like any other shopper. 
Overall, older shoppers did not appear to engage 
in greater or lesser information search when 
compared to other shoppers. 

For economy consciousness (items 5 to 10), the 
older age group (x = 3.45) did not enjoy going to 
garage sales and flea markets (item 10) when 
compared to the younger shoppers. This could be 
due to the nature of the products sold through 
such places. In addition, since the products were 
second-hand goods, the older shoppers might not 
want to risk buying something that would not 
function well. Another reason could be because 
they did not have the necessary product knowledge 
to do a repair if the goods did not function. It 
was interesting to note that with the exception of 
grocery (item 9 which showed significant 
differences when Scheffe statistic was used), none 
of the other variables showed any economy 
consciousness on the part of older shoppers. 

In terms of extent of planning before shopping, 
all three items (items 11 to 13) showed no 
significant differences. By and large, all 
shoppers did not plan their shopping and perceived 
themselves as careful shoppers. 

In the area of novelty-seeking (items 14 to 16), 
the older age group tended to be more conservative 
on one aspect. They did not look for new and 
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INDIVIDUAL DIFFERENCES IN APPROACH TOWARDS SHOPPING 
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unusual things as often as the younger and middle­
age shoppers. The lower novelty-seeking trait in 
the older age group could be because they were 
more risk-averse and preferred to rely on past 
experiences to make future decisions. Some 
studies. had also found the older shoppers to be 
more brand loyal than the younger shoppers. This 
implied that they would tend not to try new 
products or new brands in the market. 

Of the four items intended to measure their 
preferences to various forms of shopping (items 17 
to 20), there were again more similarities than 
differences. If any, shoppers across all age 
groups did not like mail-order shopping, but 
preferred shopping in an enclosed mall. They 
would not only rely on the phone if they could not 
make it to the store. The only shopping form that 
was less disliked by the older shoppers was that 
of buying from door salespeople. This was 
probably because door salespeople possibly helped 
older shoppers overcome part of their mobility 
constraint. 

In terms of social shopping (items 21 and 22), 
there were no basis to suspect that older shoppers 
would engage less in such activities. On the 
contrary, they participated equally actively (or 
inactively) in going to live theatres, museums and 
galleries. 

Of the seven dimensions investigated under 
individual differences in approach toward 
shopping, shopping attitudes perhaps showed the 
most differences among the three age groups. 
Among the 7 variables tested (items 23 to 29), the 
older shoppers were found to be different on three 
variables. First, they enjoyed talking to 
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percentage of their total shopping trips (13'1; 
compared to 6'1; for the younger and middle age 
groups) . They also travelled as car passengers 
(item 4) significantly more often than the younger 
and middle age groups (33'1; compared to 20'1; for the 
younger age group and 28'1; for the middle age 
group). 

From these two variables, it can be concluded that 
older shoppers relied more on public 
transportation for their shopping. Although they 
did drive to shop, the percentage recorded was 
much lower than the younger and middle-age 
shoppers (Scheffe statistic showed significant 
differences -- see item 3 of Table 2 ). In fact, 
given a choice, it appeared that they preferred to 
be driven (item 4) . These findings could explain 
why the older shoppers showed less preference to 
shop in the evening (see item 27 of Table 1 ). 
Their higher reliance on public transportation 
would make shopping in the evening rather 
inconvenient. This is worsened by their 
deteriorating eyesight (Visvabharathy and Rink, 
1983). However, it is also significant to note 
that despite differences in preferences over mode 
of transportation, the largest percentage of trips 
was still done through self-driving. This was 
true for all age groups although the older shopper 
had the lowest (but still the highest percentage 
among all modes of transport) percentage of 40'1; 
(see item 3). 

In terms of shopping companions, the older 
shoppers made significantly more shopping trips 
with their partners (30'1;) than the younger (13'1;) 
and the middle age shoppers (16'1;). Besides, they 
shopped significantly less with their children (2'1; 
compared to 1S!f; for the younger age group and 12'1; 
for the middle age group) . 

In a related vein, they also shopped significantly 
less with their family (2'1; compared to 9'1; for the 
younger age group and 7'1; for the middle age 
group). 

The fact that the older people shopped most with 
their partners and relatively less with their 
children and family should not be surprising. 
This is because most of the older people tend to 
live alone or with their spouse rather than with 
their children or other family members. Thus, it 
would not be surprising that the elderly shopped 
most with their partners. What was worth noting, 
however, was that ·for all the three age groups, 
about SO!f; of all shopping trips were taken alone 
(see item 6). 

In terms of types of trips, the older shoppers 
made significantly less non-grocery shopping trips 
-- 9.09 compared to 1l.71 for the younger and 
11.66 for the middle age shoppers (see item 12). 
In contrast, they made significantly more grocery 
trips tan the younger shoppers 4. OS trips 
compared to 3. OS (see item 11) -- but not much 
more when compared to the middle age group (3.89). 

The above finding illustrated one very important 
aspect of understanding shopping behaviour across 
all age groups -- there is a need to distinguish 
between grocery and non-grocery shopping. 
Otherwise, significant differences may be obtained 
by chance. There are several possible reasons why 
older people made more grocery trips and fewer 
non-grocery trips. One reason could be that older 
people tend to belong to the lower income group, 
leading to a lower level of discretionary income, 
and resulting in a lower purchasing power for 
discretionary goods. Shopping trips were thus 
restri-cted to basic necessities such as groceries 
while non-grocery trips were taken less often. A 
second reason could be due to the role older 
people perceived themselves to play. Zeithaml 
(198S), in her study on demographic changes, found 
that the older the shopper, the more likely he/she 
would have grown up in a traditional household and 
developed the role expectations of the husband-

father and housewife-mother. These role 
expectations could also have been reflected in the 
types of products purchased by the elderly. A 
third reason could be that most grocery stores 
(and supermarkets) are conveniently located and 
hence pose lesser constraints on the less mobile 
older shoppers. In contrast, malls and large 
departmental stores are often not located near to 
residences, and hence make them less accessible to 
older shoppers. 

Using the second discriminant function (Wilks' 
Lambda 0. 9118, chi-square 43. 63 and 
significance= 0.~000), the middle age shoppers 
were found to differ along the three variables 
(see Table 3, DF 2). First, the middle-age 
shoppers spent significantly more on non-grocery 
items ($404. 67 in two weeks) than the elderly 
($2S9.29) and the younger age group ($310.14) -­
see item 19. This non-monotonic relationship 
could be because the middle age group might have 
a higher consumption of non-grocery items as they 
have children staying with them. In most 
instances, they are also likely to be peaking in 
their careers, and hence enjoy a higher income 
level. This higher income means higher 
discretionary income which would allow for more 
consumption of non-grocery items. 

Second, like the older shoppers, the middle-age 
shoppers made more grocery trips (item 11) than 
the younger shoppers. Again, this could be due to 
their higher household needs. 

Third, in terms of new areas visited in the last 
two weeks, the middle-age group visited relatively 
fewer areas compared to the younger shoppers (see 
item 28). The younger age group appeared to be 
more adventurous and novelty-seeking as they 
shopped in the most number of new areas in the 
past two weeks. When novelty-seeking was examined 
in the previous section, it was also noted that 
the younger age group showed a higher tendency to 
seek for novelty (see Table 1 , item 14). 

Other than the differences highlighted, there were 
no significant differences among the three groups 
in their shopping behaviour. For example, in 
terms of the proportion of trips made to various 
areas such as major shopping areas (item 14), non­
major shopping area (item 15), and downtown (item 

16), no significant differences were noted. On 
the whole, major shopping areas were much more 
attractive as about 6S!f; of the shopping trips were 
done there. In terms of dollars spent in the 
various areas, again, no significant differences 
were found. About 76'1; of the total expenditure 
were spent in major shopping areas. Thus, it 
would appear that there were no spatial 
differences among shoppers of different age groups 
in non-grocery shopping. If any, the older 
shoppers would travel to any mall or departmental 
store like anyone else although they may make 
fewer trips (item 12) . 

With regards to at-home-buying and out-of-town 
shopping, low means were noted for all the three 
groups, that is, they seldom did their buying at 
home and most of the time, shopping was done 
within the city. The dollar spent out-of-town was 
also low (about $18.72 on the average). This was 
much lower when compared to the major shopping 
areas in town (average of about $8S.61). Total 
dollar spent through home-buying was also low 
($20. 70) . 

Implications and Conclusion 

This study has found that the older shoppers did 
differ from other age groups in some aspects which 
might have implications to marketers. First, the 
elderly seemed to prefer a more personalised form 
of shopping. They generally enjoyed talking to 
salesmen and preferred buying from door 
salespeople. 
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salespeople (item 23 with mean = 2.15). One 
possible reason for this could be because they 
wanted to feel valued as shoppers (Gelb 1978) In 
other words, they sought attention from 
salespeople in an attempt to establish a closer 
and more personal customer-salesperson 
relationship. 

second, they tended to shop in a more leisurely 
pace (item 24 with mean = 3.56) compared to the 
younger (x = 2.95) and middle age (x = 3.22) 
shoppers. This could be attributed to a greater 
amount of discretionary time that the older 
shoppers possessed since most of them were either 
full-time homemakers or retired people. 

Third, older shoppers chose the least preference 
to evening shopping (item 27). In fact, the 
younger shoppers (X = 3.05, as compared to x = 
3.42 for the middle age group and x = 3.94 for the 
older age group) expressed a higher preference to 
shop in the evening. This was probably due to 
their work commitments which would restrict 
shopping activities till the evening. From the 
study data, about 68.5% of the younger age group 
and 57.5% of the middle age group were working 
people. The older age group, on the other hand, 
would have a choice to shop in the day if they 
wanted to, since most of them were already retired 
with more time. In fact, they would prefer to 
shop in the day because of their deteriorating 
eyesight which would make evening shopping rather 
inconvenient. This is especially so if the 
elderly did not have their own means of 
transportation (Visvabharathy and Rink 1983). 

In addition to the first discriminant function, 
the second discriminant function (Wilks' Lambda= 
0.9281, chi-square= 33.14, significance= 0.0160) 
showed that the middle-age shoppers were different 
along three variables. First, they did not enjoy 
going to garage sales and flea markets (item 10) 
when compared to the younger shoppers. 
Interestingly, in this aspect, they behaved very 
similar to the older shoppers. Interestingly, in 
this aspect, they behaved very similar to the 
older shoppers. Second, they disliked buying from 
door salespeople (item 19) . Third, they preferred 
to buy Christmas presents early (item 29). 

While item 29 showed a non-monotonic relationship 
when the respondents were compared by age -- that 
is, the older and younger age groups exhibited 
similar preference and both differed from the 
middle-age group the reasons behind their 
preference could be different because of the 
different set of conditions each faced. For 
example, the probable reasons why the older age 
group shopped early for their Christmas gifts 
could be to enable them to shop at a leisurely 
pla,ce, to avoid the festive crowd group and also 
to allow them to shop around for the best buys. 
The young age group, on the other hand, shopped 
early for their Christmas gifts as they could be 
more time-conscious than the elderly. This group 
could also view shopping as fun and thus, would 
like to shop around during the festive season. 

Besides the differences mentioned above, the rest 
of the variables were not found to be meaningful 
in discriminating the shopping pattern among the 
three groups. Examination of the means of the 
three groups using Scheffe statistic revealed only 
two additional differences. While older shoppers 
did not differ in their preference for sales and 
specials (item 6), they did however, pay attention 
to food offers (item 9). This could be due to the 
fact that the bulk of the older shoppers' 
purchases tended to be on groceries than non­
groceries. Their lower mobility and lower income 
also accounted for their lesser patronage of fancy 
restaurants (item 16) . 

What was revealing about the pattern of results is 
that out of the 29 variables investigated, 
differences were found only in 8 variables when 

MDA was used (item 10 was loaded on both DF 
functions). Even using the more liberal criterion 
of one-way ANOVA, differences were found in only 
10 variables. More interestingly, the greatest 
differences in approach toward shopping was found 
between the younger age group (below 55 years) and 
the older age group (over 55 years) -- there were 
9 such differences using one-way ANOVA. There 
were only 4 differences between the below 35 age 
group and the 36-45 age group, and another 4 
differences between the 35-54 aqe qroup and the 55 
and over age group. Only in one instance 
prefer evening shopping -- were differences found 
among the 3 groups. 

Thus, the data seemed to suggest that if any, 
there were more similarities than differences in 
terms of the general approach toward shopping 
among various age groups. Any attempt to use 
different strategies to reach out to these three 
groups of shoppers must therefore be proceeded 
with care. 

Comparison of Actual Shopping Behaviour 

Based on the first significant discriminant 
function {Wilks' Lambda = 0. 7023, chi-square = 
167.12, significance = 0. 0000), the older shoppers 
were found to differ along seven variables (see 
Table 2, DF 1) , which would be discussed under 
three main categories of mode of transportation, 
shopping partners and type of trips. 

In terms of mode of transport, older shoppers 
shopped by bus (item 1) for a significantly higher 
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Second, older shoppers preferred to shop more 
leisurely than other age groups. Thus, it is 
possible that the elderly might spend more time in 
any particular store. This provides opportunities 
for retailers to use more in-store promotions to 
capture the attention of the elderly shopper and 
encourage purchases. Third, they were also found 
to make more trips by bus and as car passengers. 
Both modes of transportation are, however, not 
very convenient to the elderly considering their 
reduced mobility and lower income levels. There 
are two possible ways of solving the 
transportation problem for the elderly. One way 
is to bring the elderly to the goods, and the 
other way is to bring the goods to the elderly. 

In North America, some supermarkets have already 
provided transportation to the elderly to bring 
them to the stores. However, this is a very 
expensive method as it adds to the costs of the 
retailers. Hence, a better method would be to 
bring the goods to the elderly. This can be done 
through mail-orders, telephone shopping or through 
door salesmen. However, from the findings, it was 
observed that the elderly generally preferred 
buying from the door salesmen than through other 
indirect means such as mail-orders or telephone 
shopping. Thus, using door salesmen would be more 
feasible. In addition, personal deliveries and 
mobile stores are also viable means of bringing 
the goods to the elderly. 

For new retail outlets that intend to target at 
the elderly segment, location may be one factor of 
consideration. The choice of a suitably located 
store is important as the elderly are restricted 
in their mobility. Hence, such stores should site 
their location where the elderly segment is 
concentrated. 

However, besides responding to such differences, 
marketers must also resist the temptation of over­
reacting to"self perceived differences" of older 
shoppers. In other words, while recognizing that 
older shoppers do differ in some aspects toward 
shopping -- which are created largely by mobility 
and lower income factors -- such differences must 
not be over exaggerated to the extent of believing 
that older shoppers are so distinctly different 
that they require entirely different marketing 
approaches and strategies. The findings of this 
study showed that, if any, there were more 
similarities among shoppers of all age groups than 
differences. For example, despite their mobility 
problems, older shoppers still made the bulk of 
their shopping trips by self-driving, they shopped 
alone most of the time, they visited an equally 
number of places in their shopping, they had many 
similar approaches toward shopping like the 
younger and middle-age shoppers. Thus, while 
recognizing physical differences that might arise 
as a result of aging, marketers must also pay 
close attention of other aspects benefits 
sought, lifestyle differences, and so on -- as 
additional ways to understand the shopper. 
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UTILIZATION OF DISTRIBUTION CHANNELS FOR MARKET ENTRY: 
The Case of Turkish Textiles and Apparel in Ger•any• 

Zeynep BILGIN, Marmara University 

Abstract 

One of the most fundamental decisions in 
internatlonal marketing revolves around the 
selection of the market entry strategy based 
on var1ous distribution alternat1ves available 
in the fore1gn market. The basic concern of this 
paper is to outline <1> the distribution channel 
network in Germany for t e><tile s and apparel, <2> 
the channels used for the distribution of 
Turkish apparel 1n this e><port market. 

Introduction 

Competition with various companies to reach 
different segments m many foreign markets 
makes it more and more difficult for firms to 
contact the end users directly. Distributors 
become the direct link of a firm in e><port market 
operations. Well informed about the 
e><pectations and needs in the market to be 
served, as well as about the capacities and 
requirements of producers, they serve as a 
bridge between the two groups and match the 
needs of both parties. 

As st'ilted by Toyne and Walters <1989l, 
companies involved in foreign market operations 
develop distribution arrangements and 
strategies for "each" of their foreign markets 
since the channels through which the goods flow 
and the roles of the channel members vary from 
one country to another and among industries 
depending on sectoral and customer 
characteristics. The variations may range from 
the direct, producer to consumer ones, to the 
elaborate, multilevel channels (Jain 1990, 
Czinkota and Ronkainen 1990, Toyne and Walters 
1989). Furthermore, the functions of channel 
members may also change over time as a result 
of changing socio-economic values affecting 
demand and channel organization <Rehmann and 
Gierl 1985, Walters 1977). 

The obvious implications of these findings is 
the the need for improvement and understanding 
of dlstribution activities on a country by 
country bas1s <Burt 1989, Terpstra 1987). 

In the channel literature, there are two major 
approaches to e><amlne d1s.tnbution channels: 
The structural, or economic approach covers 
the channel structure, design, flows in the 
channels, and differentiated functions of 
channel members. The behavioral approach views 
the channel as a social system and 
concentrates on d1fferent types of 
interactlons<Fraziet· and Kale 1989, Leonidou 
1989, Rosenbloom 1987, Johanson and Vahlne 
1977, Walters 1977). For firms mvolved 1n e><port 
marketing activlties, 1t is most essential to 
accumulate deta1led knowledge about the 
structut·al factors. 

*The empirical part of the study has been 
conducted in the former Federal Republic of 
Germany. 

This paper tries to give detailed information 
about functlons and utilization of the 
d1stribution channel members operating in the 
chosen sectors of te><tiles and apparel in 
Germany. 

The comparative advantages in the production 
of cotton based industry goods make e><ports of 
te><tiles and apparel attractive for Turkey. 
Te><tile-apparel e><ports constitute 35" of 
total e><ports of Turkey. The analysis of 
Turkey's foreign trade figures since 1980's 
indicate that e><ports of te><tiles and apparel to 
EC <European Community> countries have 
improved considerably. Turkey remains at third 
place in volume of te><tiles and apparel !!><ports 
to EC countries behind Hong Kong and South 
Korea <Balaban and Gi.illi.i 1990l. The statistical 
data compiled from Prime Ministry 
Undersecretariat of Treasury and Foreign 
Trade <1991l reveals that the major customer 
for Turkish te><tile-apparel products is 
Germany <58.8" of total e><ports to EC; 46.7" of 
total te><tiles and apparel e><ports of Turkey). 

In view of recent trends in globalization of 
fashion market, Tietz<1990l identifies four 
marketing zones in Europe. Based on suailarities 
in each zone, he proposes standardization 
within regions only. Germany falls within the 
same zone as Austria, Switzerland and Benelu>< 
countries. E><pectations of the German 11arket 
are also relevant for the other countries 
within this zone, since many German te><tile­
apparel flrms also operate in these countries. 

The trends in textile-apparel sectors in the 
world show that more and more developed 
countries prefer to import from countries 
characterized by low wages, relatively cheap 
raw material's sources and high product quality. 
This structural change is also relevant for the 
German market. Besides purchase of collections, 
channel members also prefer ordering and 
cutting making-trimming <CMTl abroad <Engel 
1985, Adler and Breitenacher 1984, Schulz 1983, 
Lanner 1981, Breitenacher 1975l. The 
distribution structure outlined helps Turkish 
firm~ to positlon their e><port marketing 
activities properly in the German market. 

Channel Structure for Textiles and Apparel in 
the Ger•an Market 

The distribution structure for textiles and 
apparel is highly complex in Germany. The 
multl-stage channel network is compo~ed of three 
main levels; Producers tage, wholesaler stage and 
retailer stage <Figure 1l: 

Producer Stage 

At Producer Stage are domestic/German 
manufacturers, the representatives of 
manufacturet·s abroad, as well as sourcing firms 
and franchislng firms. So urc1ng flrm s develop 
collect1ons and order for product1on 1n Germany 
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or at;lroa.d. Many compan1es pr·efer sourcing 
because of lower costs of pr·oduct10n <MMT 1989). 
:n l1ne with the United States case stated by 
Hester <1987l, more and more German retailers act 
like manufacturers making use of sourcing 
activities abroad. On the other hand, franchisors 
provide licence privileges and offer assistance in 
marketing and managerial activities to the 
franchisee on a continuous and contractual basis 
\ l'lannhardt 1984, Rosenbloom 1967 l. Benet ton, 
Stefanel, Boss, Esprit l'larc C'Polo are the major 
ones in Germany. They also present their products 
through shop in tte shop system in department and 
chain stores <I'II'IT 1969, l'lannhardt 1984>. 

l'lannhardt's <1984> study reveals that channel 
members at wholesaler and retailer stages operate 
either as full line, or as specialists carrying 
only textiles and apparel. The distribution takes 
place through direct marketing or though various 
channel members in the network. 

Besides the trade dealers located in fashion 
centers or trade fairs, wholesalers include two 
other groups: Independent textile-apparel 
wholesalers and cooperatives. Cooperatives among 
textile wholesalers <Zentral-grosshandell and 
cooperatives among textile retailers such as buying 
groups <Einkaufsverbaendel constitute the 
horizontal link among units of the same level. At 
wholesaler stage are also voluntary chains 
<Freivillige Kettenl, where wholesalers and 
retailers work together under a unique organization 
like SELDIS (ftannhardt 1984). Combining resources 
to realize economies of scale in purchasing vas the 
initial aim of cooperatives. They provide services 
for purchasing, distribution and other marketing 
activities to independent retailers and small 
chains. They contribute to the expansion of a 
centralized distribution system (Burt 1989, 
l'larketing in Europe 1988, Rosenbloom 19871. Today, 
25 big sized buying groups with 6000 member firms 
and 20 voluntary chains exist in Germany. The most 
important buying groups are Kaufring, Katag, KI'IT 
Rheintextil <I'II'IT 1989, TW Poster 1989, l'larketing in 
Europe 1988>. It vas the trade dealers' efforts 
which led to the establishment of fashion centers 
in big cities like Hamburg, Dusseldorf. l'lerchants, 
agents, brokers, sales representatives work at 
different channel directly or indirectly (Jain 
1990, Czinkota and Ronkainen 1990, Fitzpatrick and 
Zimmermann 19851. 

Retailer Stage 

Retailer Stage covers a variety of channel members 
in Germany. Redinbaugh (1976) stated that in the 
textile-apparel sector, in-store retailers like 
department sto1·es <Warenhausl, chain stores 
<Filialistl consumer markets <Verbrauchermarktl 
such as discount retailers, and mail order firms 
<Versenderl are the important ones. Department 
stores are increasingly building direct links with 
producers <l'larketing in Europe 19881. The major 
ones are Kaufhof, Karstadt, Hertie, Woolworth with 
more than 100 outlets. The first shop in the shop 
application vas introduced by Hertie and Harten 
<Robinson and Clarke-Hill 1990, I'II'IT 1989, TW Poster 
1'389, Taylor 1988, Aschenbach 1986, Rehmann and 
Gier 1 1985, l'lannhardt 1984 J. Around GO X of 
German mail order market is controlled by Quelle, 

Otto Versand and Neckermann. The geographical 
expansion of Otto Versand vas followed by Quelle, 
which also initiated tele-marketing for new product 
lines <Robinson and Clarke-Hill 1990, MilT 19891. 
Consumer l'larkets offer not fashionability, but low 
price. EDEKA is the major one in this group. They 
also organize in the direction of chain stores <I'II'IT 
19891. Moreover, retailers specialized in food 
<ALDIJ, furniture, sport articles <l'lannhardt 1984l 
carry textile-apparel goods <Branchenfremder 
Einzelhandel J. 
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At the retailer stage, one can observe a trend 
toward diversification and internationalization 
like the case for ALDI, Quelle, Otto Versand and 
Heckermann <Treadgold 1990, Jain 1990, Robinson and 
Clarke-Hill 1990, Hollender 1977J. In the latter 
efforts, some firms such as Benetton and Laura 
Ashley have chosen a standardization strategy as a 
globalization route; others such as C&A have opted 
for adaptation <Salmon and Tordjman 1989l. 

An overview of the channel structure indicates that 
the most important institutional member is the 
retailers. They are followed by cooperatives of 
wholesalers and buying groups, and independent 
textiles-apparel wholesalers in that order<Taylor 
1988l. Among retailers an expansion of market share 
is observed for consumer markets, chain stores, 
department stores and mail order firms <MMT 1989, 
Rehmann and Gierl 1985). 
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Research l'lethodology 

The purpose of this study 1s to outl1ne (1) the 
5tructure of d1str1but1on channel network for 
text lie apparel sectors 1n Germany, (2) the 
channel5 utlllzed for the d1str1but1on of apparel 
exported from Turkey. 

The network developed based on the review of 
var1ous secondary sources 1s further used to 
design the sample for primary data collection. The 
exploratory study conducted helps to identify 
the product flow among channel members. 

The population of the study is defined as firms 
selling apparel imported from Turkey in the 
German market. The unit of analysis is the firms 
at various stages in the channel network; 
primanly producers, sourcing firms, wholesalers, 
and reta1lers. 

Judgmental sampling was utilized to select firms 
representative of the population. The basis for 
their identification was interviews held with 
Turkish commerc1al attaches in Hamburg and Bonn, 
andw1threpresentatives ofvar1ous associat1ons 
of the sector. The sample firms were purposively 
selected. For the expansion of the sample size, 
snowball effect was utilized. The sample size was 
planned to be E.O f1rms; but owing to company 
problems, or a reluctance to spare time for 
interviews, the number of usable responses 
dropped to 45. The chosen firms are among the 
largest ones in terms of sales turnover and 
import volume. ~mong them Kaufring, Triangle, 
Cartoon, Kaufhof, Hertie, Harten, Peak and 
Cloppenburg, Neckermann, Otto Versand are worthy 
of special mention. 

The primary data were obtained through 
questionnaires administered to the managers of 
importing firms in Germany. The questionnaire was 
composed of structured undisguised questions. 
The data was collected during the summer of 1989 
via face to face or mail questionnaires. This 
paper encompasses only some sections of this 
broad study and probes in detail <1> the position 
of the firm in the channel network, <2> suppliers 
and customers for Turkish apparel products, <3> 
types of manufacturing activities for imported 
goods. After receiving the malled questionnaires, 
respondents were contacted by telephone in order 
to eliminate the non-response errors and to 
clarify unclear po1nts. 

The product flow relations of the channel members 
were then determ1ned by the use of SPSS PC+ 
Analys1s. 

Findings 

Based on the findings, a product flow cha>·t for 
the distribution of apparel imported from Turkey 
1nto the German market lS developed <F1gure 2>. 

Channel Position 

Channel Pos1tion of the contacted flrms was 
deflned on the basis of their ma1n act1vity areas. 
As g1ven in Table 1, among the 45 flrms contacted, 
scurc1ng fH·ms const1tute the laY'gest g"·oup <5€..5 

"> at pr-oducer stage. At wholesale stage, 
cooperat1ons like purchasing assoc1at1ons 
constitute the largest group. ~t retailer stage, 
cha1n stores are the largest group w1th 41.7 "· 
Some of these firms are involved 1n more than one 
channel activity: Among producers some operate 
as merchants, or are engaged in wholesale and 
retail activ1ties as well, just1fy1ng Mannhardt's 
<1984> study about the channel structure in 
Germany. 

Table 1 
Channel Position of Fir•s Contacted 

Categories !L ~ !L ~ 

Producer: 23 51.1 
.own plant in TR 8 34.8 
.own plant in Ger 2 8.7 
.sourcing firm 13 5E..5 

23 100.0 

Wholesaler: 10 22.2 
.cooperatives e. e.o.o 
.mdependent WS 4 40.0 

10 100.0 

Retailer: 12 26.7 
.chain store 5 41.7 
.department st. 3 25.0 
.mail order 2 1E..7 
.indep. ret. 1 8.3 
.non-specialized 1 8.3 

12 100.0 
Total: 45 100.0 

Custo•ers by Channel Types 

Customers by Channel Types analyzed shows that 
the firms contacted sell their product lines to 
various channel members. The maJOr customer 
group is retailers, followed by wholesalers. Among 
the respondents, 14 firms stated to be in direct 
contact with end users. 

When customers of the four major channel members 
are examined using the cross tabulation, 
following results are obtained <Table 2>: 
a.All producers with own plant sell their goods 
directly to retailers. 
b.Among the 13 sourcing firms contacted, 12 sell 
dil·ectly to retailers; six of them also sell to 
wholesalers. 
c.Wholesalers do not have a direct product flow 
to consumers. They all sell to retailers and three 
of them sell also to other wholesalers. 
d.All retailers reach consumers. Only one retailer 
also sold to other retailers. 

Suppliers by Channel Types 

Supphers by Channnel Types analyzed show that 
multiple sources are used to procure the 
purchase of Turkish apparel. Except for one 
sourc1ng firm, all have dir•ect contact with 
Turkey. In addit1on, ne<>rly 47 " of the flrms <21 
out of 45> purchase Turkish apparel from 
supplier-s 1n Germany. Among the latter, German 
lmpot·'t m er·chants are most preponderant; they are 
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Table 2 
Custo•ers by Channel Types 

Customers Channel Tl!Qes 
{1) (2) <3> (4) (5) 

.Producer 1 2 3 

.Wholesaler 8 6 3 17 

.Retailer 10 12 10 1 33 
• Consumer 1 - 12 14 

.Column Tot. 20 21 13 13 67 

.Number of 
Resp.Firms 10 12 10 12 44 
.Firms 
Contact. 10 13 10 12 45 

---------------
X= 53.73 d~f.= 9 p= 0.005 
Significance should be 1nterpreted with 
care s1nce cells with Expected Frequency 
<EFl < 5 = 62.5 " 

<l>Prod., <2>Sourcing Co., <3>Wholesaler 
<4>Retaller, <5>Row Total 

followed by Turkish export merchants. The major 
reasons for direct contacts w1th Turkey were 
stated as reasonable prices, good personal 
relations, and a high degree of cooperation. 
Those firms preferring to work with suppliers 
located in Germany do so primarily because of 
these suppliers' better sense for fashion and 
creativity, and their ability to offer collections 
that are easy to coordinate. 

Table 3 
Suppliers by Channel Types 

SUQQliers Channel Tl!Qes 
(1) (2) (3) (4) (5) 

Prod. in TR 2 12 10 12 36 
Plant 1n TR 8 8 
Turkish Exp. 
located in Ger.2 1 2 5 10 
Import Merch • 2 2 4 7 15 
Wholesaler 3 4 

Column Total 14 16 16 27 73 
Number of 
Re spon.Flrm s 10 12 10 12 44 
Firms 
Contact. 10 13 10 12 45 

---------------
X = 45.81 d.f = 2 p = 0.005 
Significance should be interpreted with 
care s1nce cells with Expected Freq. 
<EF> < 5 = 70.0 " 

<l>Prod., <2lSourcing Co., <3>Whole s. 
(4lRetailer, (5lRow Total 

The types of suppllers for Turkish apparel were 
cross tabulated with channel members. The 
findings as presented in Table 3 reveal: 
a.Out of ten producer firms, eight have their own 
plants in Turkey and import directly from this 
source. 

b.Sourc1ng f1rms ma1nly purchase Turkish apparel 
d1rectly from Turkish producers. 
c.For the wholesalers the maJor supplier is again 
the Turkish producer. 
d.Retailers demonstrate a quite different 
pattern for import1ng Turkish apparel. Although 
they all utillze the Turkish producers as a 
source of supply, they also contact several 
suppliers located in Germany • 

Procure•ent Types 

Procurement Types for Apparel utilized by channel 
members shows variations. The majority of the 
f1rms deals w1th more than one type of 
procurement alternatives such as own production, 
ordering, purchase of collections and/or CMT 
<Cutting-Making-Trimming>. 

The last column of Table 4 reveals that nearly 87 
"of the contacted firms chose "ordering" as the 
main type of production for supplies. All firms 
ordering abroad do order from Turkey. About half 
of the sample purchased collections; among these 
68.2 "did so from Turkey. Nearly 27 " preferred 
CMT; within this group 75 " operated in Turkey. 
"Own Production" was mentioned only by 24.4 " of 
the firms. 

Besides Turkey and Germany , Far East Region, 
Mediterranean Region, Asia, and East Europe 
cons tit ut e further targets for ordering; England, 
Italy, other EC countries and again Far East 
Region are contacted for purchase of collections, 
in descending order. If and when purchase of 
collection is done in Germany, it is not 
distinguishable whether the manufacturing took 
place in Germany or the product was 1mported 
based on ordering or CMT contract and sold as own 
collection of the German firm. For CMT, contacts 
are primarily built with south East Asia or with 
Thailand. 

Table 4 
Apparel Procureaent Types Utilized 

Turkey 

Pro c. 
...!l~ 

(1) 39 100.0 
<2> 15 68.2 
(3) 9 75.0 
<4> a 72.7 

Location * 

Germany other Re spon. 
count. Rate 

...!l~ ...!l~ ...!l~ 
15 38.5 34 87.2 39 a£.7 
12 54.5 12 54.5 23 51.1 
2 16.7 a 66.7 12 26.7 
3 27.3 11 24.4 

*The allocation of responses exceeds 
sample size s1nce mult1ple responses 
observed. 

(!)Ordering, <2lCollections Purchas e,<3>CMT, <4>0wn 
Product1on 

The replies reveal that six out of ten producers 
are involved in ordering activity. All Sourcing 
f1rms ot·der the1r pt·oduct llnes in Turkey and 1n 
other countries. Wholesalers mainly purchase 
collections or are involved in ordering activity. 
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Retallers obtain the1r supplies through ordet"lng 
1n Turkey and 1n other countr1es. In short, 
ordering is the most pervas1ve product1on 
activ1ty for apparel supplles for sourc1ng firms, 
retailers , and wholesalers in descending order. 

Conclusion and l•plications 

Export market entry pr1marily necess1tates a 
clear understanding about the structural 
aspects of the distribution channel network. 
S1nce channel configurat1ons show variat1ons 
from one industry to the other, it is deemed 
1mportant to analyze the distribuhon network of 
the export market on a sectoral basis. 
Avallabillty of such information helps firms to 
operationallze the channel alternatives in the 
most efflcient manner. 

The findings were helpful in de signing Figure 2 
which shows the flow of Turkish apparel in the 
German market: 

Nearly all sourcing firms, and all producers and 
wholesalers sell their apparel to retailers 
directly. This supports Taylors' <1988) view that 
retailers are of utmost importance in the German 
distribution channel network. Hence, firms 
exporting apparel have to first recognize 
retailer e>epectations and evaluations, for this 
group provides the feedback related to the 
changes occurring in consu11er attitudes and 
behavior. 

Suppliers of Turkish apparel are located in 
Turkey or in Germany. Following the producers in 
Turkey, merchants constitute the second largest 
source. Nearly all sourcing firms have a direct 
contact to producers located in Turkey, or they 
work with merchants. This fact supports the MMT 
<1989) study. All wholesalers and retailers :m the 
sample have also e>ehibited a direct contact with 
producers located in Turkey. Hence, it is 
recoauaended that Turkish firms visit fashion 
centers and fashion fairs in Germany, and contact 
German retailers' and wholesalers' associations 
through the help of Turkish commercial attaches 
in Germany. 

Producers in Turkey have a direct contact with 
German producers, import and export merchants, 
sourcing firms, wholesalers, and retallers 
individually. The different· contact offices 
located in Germany assist in reaching the German 
producers, wholesalers and retailers directly. 
Other major apparel flows are observed between 
wholesaler-sourcing firm, wholesalers, and 
retallers. 

Among the fouralternat1veprocurement types for 
the supply of Turkish apparel, ordering is the 
most widely utilized one, followed by the purchase 
of collections. 

Supporting MMT <1989> study and Hester <1987>, 
many German producers and retallers prefer 
Ot'der1ng, and hence act like sourcing flrms. In 
order to be competitive, Turk1sh apparel 
producers have to 1ncrease the1r efforts 1n 
developmg collections appealing to the export 
market. In this respect, it is highly important for 

·.,__to .. ....W.,·...,.; 
: ........... ~ ....... , 

·: I! ! l: ,, 
1 .,~ I =::.. ~ U 

I ,.,_ i :I 
1:

1 
I,_.., I •I 

l-f=#='.,: ====+'~~~:;:=:jt !: il f" !'"1 -·- J===trn 
1!' Ill [~· ~~::==r--_j!,li I 
ii !li rl ~Rrw :! \ 
i! lll j II I 

1.1 1:· 'v,· 
I :l ,., I 

1·,: !d ' ' - 11. 

;IL-...t-; ~ . 
:1 ii i ~------~~r---~~------~~ 

! jl ! i I I 

'I I. ' . 
I I Jl '---:1 
! jL..::::==:l----, I I ·~I ---r~---~---~ 
I t i 
I~!--------~ I 

firms to invest in creativity, hiring designer 
teams and following the fashion trends by 
attending international te>etile fabrics and 
fashion fairs on a more frequent basis. 

Through the distribution channel network 
developed for textiles and apparel sectors in 
Germany, and the stated functions the channel 
members perform, the study aims to help firms 
from different countries 1n their export 
activities to visualize the sector in great 
detail. Through the product flow detected based 
on supplier and customer relations of the firms 
contacted, the study also will help apparel 
exporting firms from different countries at which 
channel stages to concentrate the efforts in 
Germany, considering the different procurement 
activities utllized. Hav1ng this perspective will 
make it easy for the f1r111s involved in 
1nternational operations to detect channel 
member needs in detall fro11 the behavioral, 
interactional aspect in the long run. 
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REACTIONS TO DISSATISFACTION IN MARKETPLACE: COMPLAINT STYLES OF 
OPTIMIST AND PESSIMIST CONSUMERS 

Emin Babakus, Memphis State University 

Abstract 

A conceptual analysis indicates that the learned helpless­
ness paradigm is a promising explanatory framework to 
study consumer complaint behavior. The major proposition 
of this model is that consumers with pessimistic attributional 
styles choose passive means of dealing with dissatisfaction 
experiences in the marketplace. In addition, the study 
investigates differences in reactions to dissatisfaction with 
services versus tangible products. Initial empirical fmdings 
generally support the learned helplessness proposition. Re­
sults also identify significant differences between complaint 
actions of those who are dissatisfied with a service versus a 
product. Practical implications and future research needs 
are discussed. 

Introduction 

Consumer complaints are critical forms of feedback from 
the marketplace to businesses. They offer unique oppor­
tunities to correct problems, provide constructive and 
innovative ideas to improve products and services and help 
modify promotional efforts and product information 
(Sanders 1981). Evidence suggests that satisfactory com­
plaint resolution strengthens consumer brand loyalty and 
increases favorable word of mouth activity which is val­
uable promotion for the seller's products and services 
(Richins 1983a; TARP 1979, 1986). It has been estimated 
that, on the average, it costs five times more to attract a 
new customer compared to the cost of retaining an existing 
customer (TARP 1979). Therefore, a viable marketing strat­
egy is to "maximize the number of complaints from dissat-

. isfied customers" and resolve them satisfactorily to reduce 
"customer turnover" especially in highly competitive in­
dustries (Fornell and Wemerfelt 1987, p338). 

While it is important to have data on dissatisfaction in the 
marketplace, few consumers communicate dissatisfaction 
publicly. Most dissatisfied consumers either do nothing, or 
engage in negative word of mouth to express dissatisfaction 
(Richins 1983a, b; Singh 1988; TARP 1986). Unfortunately, 
such activities can be very damaging to the retailer or the 
manufacturer due to lack of opportunity to take corrective 
action. In addition, public and private agencies are deprived 
of information about the potential problems in the market. 

The purpose of this paper is to examine consumer complaint 
behavior within a theoretical framework known as the 
Learned Helplessness Paradigm (Abramson, Seligman, and 
Teasdale 1978). While there are a number of research 
traditions under the umbrella term "learned helplessness," 
the key proposition of the theory is that people (and 
animals) learn to expect response-outcome independence 
after successive failures as a consequence of uncontrollable 
events. Consequently, a passive behavioral pattern is de­
veloped and no attempt is made to respond and change out­
comes even when response-outcome independence no longer 
exists. 

The usefulness of this paradigm has been demonstrated in 
clinical psychology, mostly within controlled experimental 
environments. Recently, this theoretical framework has 
found applications in applied and uncontrolled real world 
settings (Seligman and Schulman 1986). In consumer be­
havior literature, learned helplessness explanations have 
been offered for information processing deficits and passive 
reactions to marketing communications efforts (Hart 1983; 
LaForge 1989; Motes 1982). However, empirical studies 
based on this paradigm are lacking (see Bush and Babakus 
1992 and Little 1984 for exceptions). 

In the present study, it is proposed that passive reactions to 
product and service failures, and more generally responses 
to dissatisfaction, can be adequately explained by the 
Learned Helplessness Model. Furthermore, passive behavior 
to market dissatisfactions can be predicted based on con­
sumers' attributional styles. Those who attribute'market 
failure to their inability (internal) are learned helpless 
consumers. In addition, the study examines potential dif­
ferences between services and tangible products with regard 
to complaint behavior. 

Conceptual Framework & Research Hypotheses 

Consider a hypothetical consumer who is in need of auto 
repair. After some information gathering effort, the con­
sumer selects a repair shop. The auto is repaired and the 
consumer picks up the car. The car's performance does not 
meet our consumer's expectations. He/she goes back to the 
shop and requests further service. After an exhaustive and 
fruitless struggle, the consumer takes the car to another shop 
but the results are still unsatisfactory. After repeating this 
cycle several times the consumer begins to develop expecta­
tions that no matier what, he/she cannot control the out­
comes despite efforts and complaints to control the situation. 

Consumers may frequently face situations similar to the one 
above, and learn to develop expectations of response­
outcome independency across various market transactions. 
As a result, coping skills with market transactions deteri­
orate and passive response patterns to marketing stimuli 
may develop, including passive response to market informa­
tion and dissatisfactory purchase experiences. The model 
suggests that learned helplessness phenomenon develops as 
a stable trait early in life as a general tendency and can 
explain passive responses in a marketing environment as a 
consequence of market specific failures along with other 
types of uncontrollable events. 

The Learned Helplessness Paradigm 

Learned helplessness phenomenon has its origin in animal 
learning experiments (Overmier and Seligman 1967; 
Seligman and Maler 1967). This phenomenon received 
great attention as a potential explanatory mechanism in 
various human behavioral deficits, including loss of self­
esteem and depression (Garber and Seligman 1980). AI-
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though the theoretical underpinnings have been reformulated 
(Abramson, Seligman, and Teasdale 1978), the major 
component of the paradigm remained the same: 
uncontrollable events -expectation of response-outcome 
independency - passive behavior and coping skills deficits. 

The reformulated learned helplessness model incorporates an 
individual's attributional style a~ an important component. 
Based on the new model, people develop attributional styles 
to explain failure or bad events (Seligman and Schulman 
1986). Those individuals with a "pessimist" explanatory 
style are more prone to the development of learned help­
lessness. A pessimistic style of explanation of failure has 
three distinguishing components. First, individuals who are 
pessimists attribute bad events to themselves as opposed 
external forces. Secondly pessimists have expectations that 
bad events are stable and continuing forever. Finally, pessi­
mists develop expectations of response-outcome indepen­
dency transferred across different contexts. That is, a pessi­
mist considers a bad event as his/her fault, will repeat itself 
no matter what response is given, and will happen in other 
situations as well (Seligman and Schulman 1986). 

In the context of consumer dissatisfaction and complaint, 
this translates into a pessimist consumer who interprets 
product/service failures as his/her inability, no matter what 
he/she does the consequences will not change, and failure is 
unavoidable across product/service categories. Therefore 
consumers with a pessimist attributional styles are expected · 
to respond dissatisfaction in the market place in a passive 
way such as doing nothing or engaging negative word of 
mouth as opposed to any action against the seller. 

Research on Consumer Complaint Behavior 

One of the key outcomes of the extensive research in con­
sumer satisfaction is that satisfaction is a function of the 
confirmation or disconfirrnation of the consumer expecta­
tions (eg., Oliver 1980; Woodruff, Cadotte, and Jenkins 
1983). If a purchase experience is perceived dissatisfactory 
consumers may engage in a number of alternative behaviors. 
These alternatives range from a very passive one such as 
"doing nothing and forgetting about the problem" to a very 
active and involving complaint process such as "resorting to 
courts" for redress. Engaging in negative word of mouth, 
complaining to the retailer or manufacturer, and complaining 
to third parties such as the Better Business Bureau, state and 
federal consumer protection agencies, and private consumer 
groups constitute an array of actions between the two 
extremes. 

While consumer researchers have generated a large volume 
of literature on the antecedents of satisfaction/dissatisfaction 
perceptions of consumers, there has been less focus on the 
consequences of dissatisfaction (Richins 1983a). the recent 
trend in consumer complaint behavior research, however, is 
such that this area of inquiry is now moving from a des­
criptive stage to a more theoretically grounded area of 
study. 

An area of major theoretical concern in consumer complaint 
research has been conceptualization, measurement, and 
classification issues related to the concept of complaint. In 

order to adequately investigate the complaint process, proper 
conceptualization and measurement of the concept is neces­
sary. Recently Singh (1988) reviewed this area of inquiry 
and developed an empirically supported classification 
scheme for consumer complaint behavior which appears to 
be superior to those of earlier efforts (i.e., Day 1980; Day 
and Landon 1977). His taxonomy of the underlying structure 
of responses to dissatisfaction is a three dimensional 
measurement model with "voice," "private," and "third 
party" response components. Voice dimension of complaint 
construct includes the no action or "do nothing" aspects as 
well as seeking redress from the seller. Private responses 
include word of mouth communications. Finally, the third 
party responses dimension includes actions such as com­
plaining to the Better Business Bureaus and taking legal 

· actions. The present study uses this classification scheme in 
the course of testing the learned helplessness paradigm. 

Another theoretical development in complaint research has 
been the utilization of the attribution theory as an ex­
planatory framework. In this research stream, various hy­
potheses have been derived from attribution theory to in­
vestigate issues such as responses to dissatisfaction when 
product failure is attributed to the buyer or seller (Richins 
1983a), control over failure, and the stability of failure 
(Folkes 1984; Folkes and Kotsos 1986; Folkes, Koletsky, 
and Graham 1987). The attributional approach to complaint 
behavior is a viable framework (Folkes 1988). Although 
studies using the attributional framework have not incor­
porated the learned helplessness modeJ, the concept of the 
attributional style is a common variable connecting the 
learned helplessness and attribution theories. The major 
distinguishing factor between the two approaches to study 
complaint behavior is that learned helplessness paradigm 
focuses on consumers' prior experiences leading to the 
development of a "trait" as opposed to situation specific 
application of the explanatory styles of consumers. 

Complaint behavior researchers have long recognized the 
role of the type of product or service in question (Day and 
Landon 1977). Recently, type of industry has been identified 
as an important factor in explaining complaint behaviors 
(Singh 1991). The current study extends the current lit­
erature by examining differences between reactions to ser­
vice and product dissatisfaction experiences. Due to the in­
tangible nature of services, it is reasonable to expect less 
complaint activity when dissatisfied with a service relative 
to a tangible product. In particular, services that require 
substantial effort to switch from one provider to another 
may create a psychological (if not financial) barrier, thereby 
limiting responses to dissatisfaction. 

Research Hypotheses 

Based on the preceding overview of the literature, the 
following hypotheses were developed and tested: 
H1: Dissatisfied consumers with a service are less likely 

to engage in public complaint (voice and third party) 
activities compared to consumers who are 
dissatisfied with a product. 

H2: Dissatisfied consumers with pessimist attributional 
styles are less likely to engage in public complaint 
(voice and third party) activities than those with 
optimist attributional styles. 
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Methodology 

Sampling Procedure 

The study was conducted using the Arkansas Household Re­
search Panel (AHRP) in the United States. The panel con­
sists of 600 households selected on the basis of a pro­
portionate stratified sampling method covering the state of 
Arkansas. The panel was randomly divided into two equal 
groups. Each group received a version of the measurement 
instrument which dealt with a variety of consumer behavior 
issues including the research issues addressed in this paper. 
The two versions of the questionnaire differed only on the 
type of product/service investigated. One group received a 
version that was built around a dissatisfactory TV purchase 
experience (hereafter called the TV sample), and the other 
dealt with dissatisfaction with a bank service encounter 
(hereafter called the bank sample). Of the 600 question­
naires mailed 389 were returned, providing 65% overall re­
sponse rate. The response rate was 66% for the TV sample 
and 64% for the bank sample. The two samples were not 
significantly different from each other on the basis of 
demographic characteristics of the respondents. 

Study Variables 

Learned helplessness was measured using the Attributional 
Style Questionnaire (ASQ) developed by Peterson et al., 
1982. This instrument contains 12 hypothetical events, six 
of which are negative and the other six are positive. The 
respondent is asked to name a cause for each event and then 
explain the cause on three dimensions: internal, stable, 
global. A rating from 1 to 7 is requested from the respon­
dent where a higher score indicates the attributional style is 
more internal, stable or, more global. An example of a neg-

, ative event is "You meet a friend who acts hostile towards 
you." Then the respondent explains the cause of this event 
whether he/she is the cause, if this cause will be present in 
the future, and ifsuch a situation is pervasive. A measure 
of learned helplessness is derived by taking the differences 
between the summated scores for positive events and sum­
mated scores for the negative events (Seligman and 
Schulman 1986). 

Complaint behavior was assessed using the behavioral in­
tentions scale developed by Singh ( 1988). Two additional 
items were added to the original 10-item scale. The scale 
has been shown to be a reliable and valid predictor of actual 
complaint behavior on the basis of three distinct dimensions: 
voice, private, and third party actions. A hypothetical 
dissatisfaction scenario, followed by a series of Likert-type 
statements was used to determine the behavioral intentions 
of the respondents in terms of the likelihood of taking 
various actions. For the TV sample, the scenario was as 
follows: "Consider that you just purchased a TV set. The 
product does not meet your expectations and you are dis­
satisfied. How likely is it that you would: "(followed by 6-
point scales with anchors "most likely=6 and least likely 
=1 "). Similarly, a dissatisfactory experience with bank 
services was described and the same set of items was pre­
sented. Examples of items from the scale are "Defmitely 
complain to store (branch) manager" (voice), "Decide not to 
use that store (branch) again" (private), and "Take some 

legal action against the store/manufacturer (bank)" (third 
party dimension). 

Results 

Properties of Measures 

The measurement scales were subjected to reliability anal­
ysis, separately for each sample. Reliability coefficients 
(alphas) for attributional styles regarding positive events 
were .792 (TV sample) and .736 (bank sample). Reliabili­
ties for the negative events were .666 (TV sample) and .687 
(bank sample). These values are consistent with those pre­
viously reported (e.g., Seligman and Schuman 1986). Relia­
bility coefficients for the voice, private, and third party 
components of the complaint intentions scale were .558, 
.794, .780 (fV sample) and .624, .873, .771 (bank sample) 
respectively. These estimates are also consistent with those 
reported previously (Singh 1988). 

Tests of Hypotheses 

The two research hypotheses were tested using a multivari­
ate analysis of variance (MANOV A) framework. Mean 
scores of items representing each of the three dimensions of 
complaint intentions (voice, private, and third party actions) 
were used as the dependent variables. Product type (service 
vs. tangible product) was used as the independent variable 
to test the first hypothesis. Results of the first hypothesis 
test are in Table 1. 
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MANOV A results indicate significant differences between 
the two groups (bank and TV groups) on public complaint 
dimensions of complaint intentions (voice and third party). 
Results support the first research hypothesis. In addition, 
while no hypothesis was advanced, there is also a significant 
difference between two groups on the "private" dimension 
of complaint intentions. These findings suggest that con­
sumers may find easier to complain and articulate dissatis­
faction when the experience has tangible aspects such as the 
case with a TV set. 

To test the second research hypothesis, respondents in both 
samples were classified as either "optimists" or "pessimists" 
using the overall median score on attributional style. At­
tributional style scores for the purpose of identifying the 
pessimists (learned helpless) and optimists were computed 
as the difference between composite scores for positive and 
negative events (i.e., composite positive - composite nega­
tive) as suggested by Seligman and Schulman (1986). A 
separate MANOV A was conducted for each sample date. 
Results are in Table 2. 
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Results in Table 2 provide support for H2 in the case of TV 
sample. Optimists had significantly higher scores than 
pessimists on voice and third party dimensions of complaint 
intentions. No Gignificant difference was obtained for 
private complaint intentions. H2 was not supported by bank 

data. There were no significant differences between opti­
~ists and pessimists on any dimension of complaint inten­
tions. In fact, a subsequent two-way MANOV A indicated 
the existence of a main effect due to the type of product/ 
service along with the main effect produced by learned 
helplessness (optimist vs pessimist). 

........ 
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Discussion and Implications 

The usefulness of the learned helplessness model was ex­
plored within consumer complaint behavior context. In 
addition, complaint behavior was examined within a service­
product dichotomy. It was found that, perhaps due to its 
intangible nature, dissatisfaction with a service encounter 
would less likely lead to a complaint action compared to a 
tangible product. 

Findings from this initial exploration suggest that the 
learned helplessness paradigm is a promising framework to 
understand and explain complaint behavior. Further re­
search is needed to develop a comprehensive model of com­
plaint behavior based on this theoretical perspective. Such a 

model may incorporate some critical demographic variables 
such as age and gender, related personality variables such as 
anxiety, and actual behavioral variables. The major impli­
cation of the learned helplessness perspective is that busi­
nesses and public policy agencies can help remove percep­
tions of effort-outcome independencies by educating con­
sumers and communicating responsiveness. 
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HONG KONG RETAILERS: THE EFFECTS OF PERCEIVED ENVIRONMENTAL HOSTILITY 
ON OPERATIONAL AND STRATEGIC PLANNING PROCESSES. 

Lisa A. Phillips, Michigan State University 
Brenda J. Sternquist, Michigan State University 

Abstract 

The purpose of this paper is to explore how 
Hong Kong retailers who do formal planning, 
versus those who do not do formal planning, 
perceive the present and post-1997 marketing 
environments. Planning implementation is also 
analyzed against several demographic factors. 
Camillus and Datta (1991) posit that 
organizations have felt the impact of 
unprecedented environmental uncertainty and 
how organizations cope with increasing 
dynamism and turbulence is probably the most 
important determinant of future success. 

Three-hundred questionnaires were distributed 
in either English or Chinese to accommodate 
Hong Kong's Chinese/English-speaking society. 
The six-page, 119-item survey was distributed 
to managers and owners of both small and 
large-scale retailers. Data collection 
occurred during Fall/Winter 1991-92 in both 
major and minor retail locales of Shatin, Tsim 
Sha Tsui, Central, Wan Chai, Jordan, Ya Mei 
Tai, Causeway Bay and Tseun Wan. Of the 300 
questionnaires distributed, 76 were returned. 
Seventy-two questionnaires were deemed usable, 
yielding a 24 percent response rate. 

In 1997, Hong Kong will become a Special 
Administrative Region ( SAR) of the People's 
Republic of China. This political change, 
from one of the most highly capitalistic 
markets to a centrally planned economy, 
creates a great deal of uncertainty for retail 
store owners. Previous studies have found 
that perceptions of environmental uncertainty 
are related to both short-term and long-term 
planning; the greater the perceived 
environmental uncertainty the more likely 
firms are to engage in planning. This study 
did not support previous findings. There was 
no difference in the views of the current or 
post-1997 environmental hostility between 
those firms doing long-term planning versus no 
long-term planning. The only significant 
difference was between the perceptions of 
environmental hostility in the current Hong 
Kong environment and the retailers who did 
short-term planning versus those who did not 
do short-term planning. Short-term planners 
viewed the environment as less hostile than 
those who did not do short-term planning. 
Chinese cultural values may help explain these 
findings and lack of support for the 
literature. 

Analyses of planning implementation 
strategies, while controlling for locus of 
control internality, revealed several 
interesting findings and directions for future 
research. Inconsistent with the literature, 
however, no significant differences in 
planning implementation on various environment 
and demographic factors were found to exist. 
Specifically, no differences were found in 
perceived environment hostility, age and 
gender. These findings lend some credence to 
Bond's (1991) premise that the Chinese are 
more influenced by external events. 
Unfortunately, no measure of respondent origin 
was included in the study, making a comparison 
of the locus of control orientations of Hong 
Kong-Chinese with non-Chinese groups not 
possible. 

When the owners/managers were asked to 
identify the extent to which specific 
environmental circumstances have affected 
their competitiveness, significant differences 
were found to exist between businesses of 
Chinese origin and businesses of Western 
origin (U.S., U.K., France and Italy). More 
specifically, Hong Kong retailers perceive 
both labor shortages and emigration as more 
detrimental than do the Western-based 
retailers. Broadly speaking, analysis of 
sample descriptives reveals that rising retail 
rates is the circumstance of paramount 
concern, followed by the 1997 transition, 
labor shortage, emigration and Hong Kong's 
relationship with China. 
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ETillCAL PERCEPTIONS OF RETAIL MANAGERS IN AUSTRALIA, 
SINGAPORE, SOUTH AFRICA AND ZIMBABWE 

Russell Abratt, University of the Witwatersrand, Johannesburg 
Nicola Higgs, University of the Witwatersrand, Johannesburg 

Deon Nel, Aston Business School 
Abstract 

This study examines the ethical perceptions of retail 
managers in four countries; Australia, South Africa, 
Singapore and Zimbabwe. A literature review of 
retailing ethics and cross-cultural studies of ethics was 
completed. The questionnaire used for this study was 
developed from previous studies. The results of this 
study suggest that retail managers are more ethical than 
retailing students, and that retail ethics perceptions 
differ in the four countries· studied. 

Introduction 

There has been a rise of interest in business ethics 
amongst ethicists and businessmen during recent years 
(Cooke 1986). Many academics and practitioners have 
justified the need for proper ethical conduct in business 
(Beversluis 1986; Laczniak, 1983; Lombard, 1985; and 
Martin, 1985). Several chief executive officers have 
reached the conclusion that ethical business is good 
business (Tsalikis and Fritzche, 1989). In spite of this, 
it has been suggested that the business community is 
troubled by ethical problems and ethical standards have 
declined over the last decade (Herman and Cullen, 
1986; Touche Ross 1987). 

According to Dubinsky and Levy (1985), the retail sales 
environment is particularly susceptible to the 
development of troublesome ethical situations. Retail 
salespeople must satisfy both the customer and their 
management They thus have a 'front-line' and 
'boundary-spanning' role (Donnelly and Ivancevich, 
1975). They thus have to perform a variety of tasks in 
order to satisfy both customer and management 

Relatively little research has been focused on retailing 
ethics and no cross-cultural retail ethic studies have 
been undertaken, and thus there is a reason to conduct 
this study. The objectives of this study were first, to 
investigate the perceptions of retail managers of 
potentially troublesome retailing situations, and 
secondly to compare the perceptions of retail managers 
in South Africa, Zimbabwe, Singapore and Australia. 

Literature Review 

Retail Ethics 

Few studies have been reported until recently with 
regard to ethical considerations of retail practices 
(Gifford and Norris, 1987). Ethical perceptual 
differences between speciality, discount and department 
store managers were examined by Domoff and 
Tankersley (1975-76). This study was replicated by 
Gifford and Norris (1987). They found that speciality, 
discount and department store managers are more 

'consumer-oriented' or 'ethically minded' today than 
were their counterparts a decade ago. Dubinsky and 
Levy (1985) investigated a number of potentially 
troublesome retail situations, and found that retail sales 
people did not consider a large number of the situations 
to reflect problems of ethical policies. Bums and Smith 
(1990) investigated ethical perceptions of retail students. 
They found that the ethical perceptions of retail students 
varied from that of retail practitioners. Students were 
'less ethically minded' than practising retailers. 

Cross Cultural Studies 

Academic literature addressing the topic of ethics has 
paid little attention to cross-cultural studies. 
International business and marketing textbooks, 
however, often cite the impact of culture on beliefs and 
behavior. Prasad and Rao (1982) state that although 
certain ethical norms such as honesty, integrity, self­
discipline, loyalty and compassion are widely 
proclaimed and are part of any civilization, the level of 
adherence to these standards varies greatly among 
people. 

A study of achievement incentives prompted 
McOelland (1961) to conclude that culture has an 
effect on business practices. According to England 
(1975), people raised in different cultures hold different 
values and ethical beliefs. 

In a major study in cross-cultural ethics, Lee (1981) 
examined the impact of culture and management level 
on ethics in marketing practices. The study compared 
the ethical beliefs of British managers working in Hong 
Kong with the ethical beliefs of Chinese managers. Lee 
(1981) concluded that the evaluation frameworks of 
British and Chinese managers were extremely similar 
and attributed this fmding to a possible acculturation of 
the British Managers. The results of the study therefore 
contradict those of England (1975) and McClelland 
(1961). Lee's (1981) findings have been supported by 
the result of later cross-cultural studies. Comparisons 
of the beliefs of American and Israeli business 
managers (lzraeli, 1988), black and white business 
students (Tsalikis and Nwachukwa, 1988), and Greek 
and American business students (Tsalikis and 
Nwachukwa, 1989), all found that ethical beliefs varies 
little from culture to culture. 

The Retailing Industry 

It is necessary to look at the retailing structure of the 
sample countries because it may influence the ethics of 
managers. 
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Retailing in Australia 

Retailing in Australia is an amalgamation of European 
and American practices. It is a highly concentrated 
industry, with the top twenty retailers accounting for 44 
percent of total retail turnover. There are however, a 
large number of small retailers. The departmental 
stores have lost market share over the past decades as 
discount departmental stores and speciality chains have 
expanded. Supermarkets in Australia are mature and 
now threatened by rapid expansion of Food 'Barns'. 
Australia has only one hypermarket (in Queensland), no 
warehouse type retail outlets and very few off-price 
outlets. 

Regional shopping centres dominate but are in the 
mature stage. The central business districts are being 
rejuvenated with retail developments and traditional 
strip shopping is struggling. Increased penetration by 
international retailers including the Japanese is 
occurring. 
The major players in Australian retailing included the 
dominant Coles Myer group. They include 
departmental stores Myer and Grace Bros., Target and 
K Mart discount stores and speciality store Katies and 
Red Rooster. The largest supermarket chain is 
Woolworths. Total retail sales in 1989/90 amounted to 
A$79313.7 mil (ABS, 1991) 

Retailing in Singapore 

Retailing in Singapore is influenced by United States 
and Europe mainly due to its dependence on foreign 
trade. It has one of the world's highest population 
densities. As a result of the lack of land, multistorey 
shopping centres are dominant (Sim and Way, 1989). 
There are many small retailers in the country as well as 
large departmental stores and supermarkets. According 
to the retail trade census of 1986 there was 15503 retail 
establishment doing a turnover of S$9,581,209,000. 
Departmental stores had a mllrket share of 20 percent, 
supermarkets 14 percent and the remaining market 
taken by mainly single-line retailers (Retail Trade 
International, 1989). Many international retailers have 
branches or franchises in Singapore, including 
McDonalds, Burger King and Toys R Us. 

Retailing in South Africa 

Retailing in South Africa compares with the best in 
Europe and the United States of America. It is an 
industry dominated by large chain store groups and 
therefore is highly concentrated. There are many 
smaller independent retailers as well. In the food 
business the top five percent of stores account for 61 
percent of the business (Financial Mail, Apri126, 1991). 
Shopping centres have grown over the last twenty years 
and new regional centres have been built recently. 
There are also projects to revitalise the central business 
districts of the major cities, Johannesburg, Cape Town, 
Durban and Pretoria. Departmental stores have not 

grown in recent years, but discount stores, hypennarkets 
and speciality goods chains have gained market share. 

The clothing chains that dominate the market are 
Edgars, Truworths and Foschini. Dominant food 
retailers include Pick n' Pay, Checkers and the O.K. 
Bazaars. The furniture industry is dominated by Amrel, 
Rusfurn and Joshua Doore. The market size in 1990 
for food was R21921 mil, for clothing R6008 mil, 
furniture R2209 mil, appliances R1011 mil and toys 

R171 mil (Financial Mail, Apri126, 1991). The future 
of retailing in South Africa is good mainly due to the 
increase in income of the numerically superior black 
consumer. 

Retailing in Zimbabwe 

Retailing in Zimbabwe follows South African trends. 
It is concentrated with a few dominant retailing groups 
but there are a large number of small retailers. The 
central business districts of the major cities and towns 
are the dominant retailing areas but shopping centres do 
exist Retailing is characterised by stock shortages due 
to the lack of foreign exchange to purchase imported 
items. The department stores are dominated by the 
O.K. Bazaars, supermarkets by the T.M. Group and 
clothing by Edgars. 

The retailing structure of all the countries studied, with 
the possible exception of Singapore, are very similar. 
Retail concentration prevails in all countries. 

Methodology 

Questionnaire 

The questionnaire used for this study was developed 
from previous studies relating to retailing ethics. It is 
comprised of a list of situations or practices which are 
viewed as potentially ethically troubling for retail 
salespeople. The list was developed by Levy and 
Dubinsky (1983) and Dubinsky and Levy (1985) via the 
nominal group technique (Delbecq, van de Ven and 
Gustafson, 1975). One item not included in the above 
mentioned studies was included and taken from the 
Burns and Smith (1990) study. For each of the 
situations and practices, respondents were asked to 
answer the following question : Does the situation 
present an ethical question for you? (Do you feel that 
the situation pressures you into taking actions that are 
inconsistent with what you feel is right?). 

Each question was scored using a seven-point Likert 
Scale on which 1 represented highly wrong and 7 
represented not wrong at all. 
The data was analysed using multivariate analysis of 
variance (MANOV A). Multivariate analysis provides 
for the simultaneous analysis of two or more response 
variables. Multivariate analysis parallels univariate 
analysis in many respects, but differs from repeating 
univariate analysis, because it accounts for the 
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correlation and covariances among the dependent 
variables. If the dependent variables are uncorrelated, 
then the results of multivariate analysis are identical to 
those obtained by separate univariate analysis. A 
strength of MANOV A is that is can identify a 
difference in a set of response data that is not detected 
by separate univariate analysis. The response for each 
question was assumed to approximate a continuous 
variable, an assumption that is typically made in social 
science when analysing ordered response categories. 

Sample 

The research was carried out by means of a mailing to 
senior retailing executives in department and/or chain 
stores in four countries, South Africa, Zimbabwe, 
Singapore and Australia. A list of the top two 
department chain stores (by sales volume) was obtained 
from each country. Fifteen questionnaires were sent to 
the chief executive of each organisation with a covering 
letter requesting senior executives to complete and 
return them to the authors. Thirty-two usable replies 
were received from South Africa, twenty-three from 
Zimbabwe, five from Singapore and twenty-two from 
Australia. A profile of the respondents is shown in 
table one. The sample conforms to the profile of chain 
store retail managers in the four countries. 

TABLE 1 

PROFILE OF RESPONDENTS 

AGE SOUTH AfRICA AUSTRAliA ZIMBABWE SlNGAPOR£ 
n = 32 n = 22 n = 23 n - 5 

20. 29 1 9 1 
30.39 19 5 - 14 1 
40.49 12 7 7 4 
50+ 1 1 

~ 
Mare 30 6 21 1 

Female 2 16 2 4 

Limitations 

The sample consisted .of managers from two major 
chain store groups in South Africa, Australia and 
Zimbabwe, as well as one chain store group in 
Singapore. Only five managers responded from the one 
chain store group in Singapore. It was decided to 
include the respondents from the Singapore group as it 
represents the largest chain store group in that country. 
The chain groups chosen for this study were the two 
largest groups (by sales volume) in each country. They 
are therefore successfully retail organisations. The 
results may be biased because it is unknown whether 
these groups represent typical retailers in the respective 

countries. There could be some difficulty therefore to 
make generalisations about the results, as they are 
applicable to professional chain store managers only. 

The instrument used in this study has not been clearly 
validated. As this research was based on previous 
studies, the same problem existed in those applications. 
Interstudy comparisons can be made. Another 
limitation concerns the situations or practices. Many 

items contained normative issues and therefore socially 
desirable responses could have been made. 

Findings 

The results of this survey are shown in Table 2 (raw 
scores) and Table 3 (means). The result of the Burns 
and Smith study (1990) are presented for comparison in 
Table 3. It is clear from these findings that the students 
in the Burns and Smith study are 'less ethical' than 
practising managers in South Africa, Australia, 
Zimbabwe and Singapore. The four countries studied, 
generally speaking, all view the situation/practices the 
same way. Singapore differs in situation/practices 
numbers 4, 12, 13, 15, 17, 21, 22, 30, 32 and 36 when 
compared to other countries in this study. These 
differences may be due to the relatively small sample 
obtained. However, the result of the multivariate 
statistics show that the four countries differ in terms of 
ethical perceptions at the 99 percent confidence interval. 

Discussion and Implications 

The similarity or difference in the ethical perceptions of 
retail managers in the four countries studied (with the 
obvious exceptions noted above) cannot be determined 
conclusively from the present study. Australia, South 
Africa and Singapore have capitalistic economic 
systems with a reasonable level of free markets. 
Zimbabwe, although officially a socialist state, has a 
reasonably free market economy and many capitalist 
ideals still prevail. So one reason for any similarity is 
that English is one of the official languages of all four 
countries and all were British colonies at some time. 
Thus past cultural tradition could have been handed 
down from generation to generation. 

The results of this study support the view that we need 
world-wide ethical conduct and codes of ethics in 
retailing. In English speaking countries, at least, a code 
of conduct for retailers can be, and should be drawn up. 
As reported in the Dubinsky and Levy (1985) study, 
salespeople wanted ethical issues to be covered in 
company policies. It is essential for retailers to draw up 
ethical codes to maintain ethical standards. 

The code should deal with a few major areas, customer 
service, merchandise, price and personnel policy. 

As far as customer service is concerned, the following 
should be included: 

All customers must be assisted even if they are 
less likely to buy. (This may not be applicable 
to self service retailers). 

No customer returns should be refused if you 
think that it should be accepted. 

Telephone customers should be assisted at all 
times. 
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The following merchandise issues should be included: 

No merchandise may be hidden in order to take 
advanJlge of a markdown later. 

Samples may not be hoarded that were meant 
for customers. 

All units available for sale must be sold to 
customers and not kept for personnel. 

All customers are entitled to the truth about the 
characteristics of a product 

Pricing issues that should be included are: 

No customer must be given the incorrect 
change. 

No people, including friends or family not 
entitled to a discount, must be given employee 
discounts. 

Full price must not be charged for a sale item 
without the customers knowledge. 

Personnel policy should include: 

Time sheets IJlUSt be signed correctly for time 
worked. 

All thefts must be reported even though there 
may be pressure from other employees not to 
do so. 

All salespeople must work to their full potential 
even though this may offend other employees. 

This list is by no means exhaustive. However, as these 
issues were said to be wrong by retailers in all the 
sample countries they should be included in all codes in 
all ~tail organisations. This does not stamp out 
unethical behavior in retailing, but clearly defines the 
boundaries for retail personnel. Thus, in turn, retail 
organisations can apply sanctions more effectively when 
this ethical code is breached. 

1) 

2) 

3) 

4) 
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TABLE 3 
ETHICAL PERCEPTIONS (MEANS) 

,~------F' --· ·----
SITUATION BURNS AND SOUTH AUSTRAliA ZIMBABWE SINGAf'ORE 

NUM8£R SMITH !USA! Af'RICA 

I 3 6 3,969 4.545 3.087 4.200 , •.o 3.813 4.364 - 4.91 J 3.600 
J J.B 1.!)63 1.364 1.696 1.400 . 3.1 3.188 3,045 -· 3.478 2.400 
5 ... 2. 781 3,091 2.957 2.600 
6 •.o 2.125 2.000 2.391 1,400 
7 3 3 5.938 5.864 5.957 5.200 
8 3 9 1.719 1.136 1,478 1.000 
9 <.2 2.219 1,727 2.522 1.400 
10 '-' 1,531 1,545 1 . .304 1.600 
II •. 1 3.281 3.409 3.522 J.600 
12 5.0 1.219 1.136 1.130 1.800 
13 •. 7 '· 719 1.727 1.696 3.400 

" '·' 2.125 2.364 2.261 2.200 
•5 3.1 2.438 2.636 2.435 1.600 
16 ... 1.906 2.727 2.217 1.800 
17 '· 7 1.688 1,227 1.870 2.400 
16 5.• 1.188 1.045 1.087 1.200 
19 •.3 1.406 1.273 1.261 1.000 
20 <.9 1.219 1.000 1.130 1.000 
21 3.9 2. 719 2.818 2.652 3.600 
22 3. 7 1.688 1,682 1.696 1.000 
23 '·' 1.688 1.455 1,522 1,400 
24 4,6 3,844 3.682 3.522 3.400 
25 4.2 1.844 1,364 1.217 1.800 
26 <.6 1.56.3 1.409 1.826 1.600 
27 5.1 1.563 1.045 1.4 78 1.200 
26 3.6 1,594 1.000 1.174 2,000 
29 <.6 2,688 1.682 2.696 2.000 
30 4.4 3.000 2.273 3,043 1,600 
31 <.2 2.563 1.545 2.067 1.600 
32 •.5 1,594 1,162 1.565 1.000 
33 5.0 2.531 2,136 3.913 1.600 
34 ... 1,750 1,455 1.870 1.800 
35 3.4 3,563 4.136 1.870 4,600 
36 3.1 4.031 4,909 <.000 5.200 
37 '· 7 2.156 1,818 2.391 5.200 
36 4,9 2.094 2,136 2,348 2.200 

n = 109 n ., 32 n "" 22 n c 23 n = 5 

Sc;ale H1ghly Wrong 5 Maybe Acceptable 
Wrong 6 Acceptable 
Maybe wrong 7 N01 Wrong At All 
Nevtral 

MANOVER RESUlTS 

Statistic Vaiu• d.t. F. Suni~tic Prob. 

Wilk's Lambda 0,0001 114 10.761 0.000 
Pillai"s Tuce 2.688 114 9.739 0.000 
Hotelling ·Lawley Trace 33.903 I 14 11.797 0.000 
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AN ANALYSIS OF THE RETAIL SECTOR IN THE RUSSIAN FEDERATION 

Donald F. Dixon, Penn State University 

Abstract 

Changes in Russian retail capacity and productivity are 
reviewed, and comparisons are made with members of the 
Commonwealth of Independent States and other nations. The 
data suggest that the Russian retail sector will require 
substantial new investment to meet the increased consumption 
demands anticipated from the market reforma that have bean 
Initiated. Such Investment Is unlikely In the foreseeable future. 

Introduction 

The formation of the Commonwealth of Independent States 
and ongoing market reform efforts have significant implications 
for marketing. Former Soviet republics, now national states, 
will develop according to their individual characteristics rather 
than in response to Soviet planning authorities. Although CIS 
members currently are in the midst of a severe economic 
decline, and living standards have fallen dramatically, it is 
assumed that market reform programs eventually will be 
successful. Subsequent economic development will depend in 
part on the existing distributive structure; an understanding of 
the distributive systems of individual CIS members is needed 
before future economic progress can be estimated. 

This paper examines the distribution system of the largest CIS 
member, Russia, which has over one half of the total 
population and occupies over three quarters of CIS territory. 
Because of vast uninhabited areas in the far north and eastern 
plains, Russia's population density, 22.4 parsons per square 
mile, is among the lowest in the world. Russia also accounted 
for 62% of CIS retail sales in 1990, the latest date for which 
Soviet data were published, and had the highest per capita 
sales, except for Belarus. !Table 11 

Table 1 

Retail Sales and Retail Sales Per Capita, 
Commonwealth of Independent States, by State, 1990• 

Retail Sales 

States (Million Share Per Capita 
rubles) (Percent! (Rubles I 

Russia 264.079 61.7 1,781 
Ukraine 79,806 18.7 1,538 
Kazakhstan 21,899 5.1 1,308 
Belarus 19,145 4.5 1,866 
Uzbekistan 18,605 4.3 907 
Moldova 6,604 1.5 1.513 
Armenia 4,790 1.1 1,436 
Kirghizia 4,697 1.1 1.069 
Tajikistan 4,326 1.0 815 
Turkmenistan 3,904 0.9 1,065 

Total 427,855 100.00 

Source: Narodnoe Khozlalstvo SSSR, 1990, pp. 121·122. 

' These data Include the sales of both retail establishments 
and public catering facilities. The latter represent approximately 
8% of total retail sales. 

Russia's retail structure is a legacy of the Stalinist planning 
model which emphasized investment in heavy industry and 
allocated very limited productive resources to agriculture, light 
industry and consumer goods. Consumption was considered an 
obstacle to economic objectives because resources used to 
pfoduce consumer goods reduced those available to heavy 
industry; worker motivation was achieved by political 
exhortation rather than by a rlalng standard of living. Bacauae 
of planning emphasis on heavy industry, the Soviet economy 
always was characterized by chronic shortages of consumer 
goods, and the situation deteriorated after Gorbachev came to 
power. A Soviet study estimated that unsatisfied demand 
increased by nearly one third in 1990. !Schroeder 1991, p. 41 

In many cases critical goods simply have been unobtainable. In 
early 1991 the Soviet Health Minister estimated that only thirty 
percent of the medicine needed would ba available during the 
year. (Clines 19911 Labor unrest among Russian medical 
workers in May 1992 was linked in part to shortages of 
medical supplies. (Erlanger 19921 Chronic shortages also have 
forced Russian shoppers to accept substitute goods and 
services. One Soviet author argued that: 

No ordinary Soviet citizen would plan to walk into a 
state store and buy a choice cut of meat. At best they 
would have a contingent plan to buy it if, by chance, it 
is available and the queue is not too long. IAiexeev 
1988, p. 201 

Under the Soviet system some goods and services were 
available from sources outside the official distribution system. 
Managers and employees of state enterprises selling consumer 
goods sat aside newly arrived stock for their use, for special 
customers, or for sharing with others. Some workers benefitted 
from enterprise supply schemes which supplied goods to 
workers at their place of employment, directly from producers. 
The privileged classes also purchased imported goorts and 
scarce items at stores that were closed to the public. 
Moreover, a vast network of unofficial markets, constituting a 
"second• or peripheral economy, was available to all. Estimates 
of the size of the second economy vary widely, but survey and 
anecdotal evidence suggests that it represents a substantial 
part of the economy. A Soviet survey conducted in 1989 
indicated that 63% of the responding families made purchases 
in unofficial markets. !Schroeder 1990, p. 611 An official 
Soviet publication reported that income from the ·shadow 
Economy" totaled nearly one hundred million rubles in 1990. 
(Narodnoe Khoziaistvo RFSFR 1990, p. 50) 

Russians have acquired many durable goods that are common 
in Western nations; households generally have television sets, 
radios and refrigerators, and three quarters have washing 
machines. However, the holdings of other durable goods are 
meager. (Table 21 The CIA estimated that consumption of 
durable goods in the USSR increased at a rate of 6-7% during 
the 1960's and 1970's, but fell to half this rate in the 1980's. 
(CIA 1991, p. 69) 

Simply expanding the ownership of basic goods will require an 
increase in retail output, but the need to imcrease the quality 
of goods and services will further increase the demand for retail 
services. Quality has been a serious problem for many years; 
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Table 2 

Durable Household Goods, per 100 families, Russia, 
1965- 1990 

1965 1970 1975 1980 1985 1990 

Television 27 52 79 91 103 111 
Radio 53 74 86 92 101 99 
Refrigerator 10 30 62 89 95 95 
Washing Machine 21 52 70 76 76 77 
Sewing Machine 51 58 64 67 67 61 
Bicycle 39 50 53 46 51 54 
Tape Recorder 9 28 40 58 
Vacuum Cleaner 7 11 19 32 43 51 
Camera 21 30 29 33 36 35 
Motorcycle 6 8 9 11 15 21 
Automobile 2 10 15 18 

Source: Narodnoe Khozlaistvo RFSFR 1975, p. 378; 
1980 p. 247; 1990, pp. 172·173. 

the Russian Ministry of Trade reported that in the first quarter 
of 1989 the proportion of goods inspected and rejected, or 
given a lower quality rating, was two or three times as high as 
in 1988. This was not a new problem: "The number of washing 
machines and vacuum cleaners rejected in quality inspections 
was more than 1.5 times as high in 1988 Ia time of shortages) 
as in 1985, and one out of every four television sets in 1988 
required repairs under warranty." IKonereva 1991, p. 151 
Consumer concern with quality and changing technology will 
increase the demand for wider assortments as well as the 
volume of retail services. The next section of the paper 
considers the question of the capacity of the Russian 
distribution system to provide retail services. 

Retail Capacity 

The capacity of Russian retailing, measured by the relative 
number of retail establishments, has not changed appreciably 
since 1950. The number of establishments per 10,000 persons 
rose more rapidly than the population in the 1950's and early 
1960's. However, the absolute number of establishments fell 
between 1975 and 1980, only returning to the 1975 level a 
decade later. Thus the number of establishments per 10,000 
persons fell during the 1980's. (Table 31 

1950 
1960 
1965 
1970 
1975 
1980 
1985 
1990 

Table 3 

Population, Number of Retail Establishments, 
end Retail Sales, Russia, 1950-1990. 

Population Establishments Retail Sales 

Total Total per Total per 
Number 10,000 (Billion Establishment 

(Million) (Million) persons rubles) (rubles) 

101.4 246.7 24 20.6 83,502 
118.9 311.5 26 44.5 142,857 
125.8 344.7 27 57.1 165,651 
130.1 357.2 27 82.4 230,683 
133.8 361.1 27 111.0 307,394 
138.4 358.9 26 141.2 393,424 
143.1 361.1 25 168.7 467,183 
148.5 367.4 25 243.9 663,854 

Source !Sales): Narodnoe Khoziaistvo RFSFR, 1965, p. 427; 
1978, p. 228; 1980, p. 263; 1990, p. 156. (Establishments): 
Narodnoe Khoziaistvo RFSFR, 1965, p. 417; 1978, p. 227; 1990, 
p. 154. (Population): Narodnoe Khoziaistvo RFSFR, 1965, p. 11; 
1978,p. 5; 1980.p. 5; 1990,p. 76. 

· These data exclude public catering establishments and sales. 

With the increase in total retail sales at current prices, and the 
relative stability in the number of establishments, average sales 
per establishment increased rapidly. However, the rate of 
increase has been declining since 1970, and this decline is 
more apparent when inflation is taken into account. Problems 
with Soviet price indexes make the calculation of real sales 
problematic; the CIA consumer price index for the USSR will be 
used to estimate changes in constant prices. (CIA 1991, p. 421 
These data suggest an annual inflation rate of less than one 
percent during the 1960's, an annual price increase of nearly 
two percent in the 1970's, and four percent in 1988. As a 
rough approximation, real sales per establishment rose at an 
average rate of six percent during the 1960's and 1970's; in 
the 1980's real growth ceased as the rate of inflation exceeded 
the growth in sales in current prices. 

The number of retail establishments and total retail sales 
provide only Hmited measures of retail capacity because retail 
establishment data include both retail stores and kiosks. The 
number of kiosks has fallen from 30% of total retail 
establishments in 1950 to 22% in 1990. The absolute number 
of kiosks began to fall in the 1970's but rose in the late 1980's 
as shortages of retail goods became more severe. (Table 41 
Despite their relatively small numbers, kiosks represent an 
important source of convenience goods, at least in the large 
cities. 

Table 4 

Number of Retail Establishments; Retail Stores and 
Kiosks, Russia, 1940-1990, (Thousands) 

Establishments Stores Kiosks 

1940 227.4 166.1 61.1 
1950 246.7 172.4 74.3 
1960 294.1 217.0 77.0 
1965 344.7 259.1 85.6 
1970 357.4 269.9 87.5 
1975 361.1 275.7 85.4 
1980 358.9 277.8 81.1 
1985 361.1 282.5 78.6 
1990 367.4 288.1 79.3 

Narodnoe Khoziaistvo RSFSR 1965. p. 417; 1980, 
p. 277; 1990,p. 183. 

The number of retail stores has increased steadily since 1950, 
but the growth has not kept pace with population; the number 
of stores per 10,000 persons rose in the 1950's and early 
1960's, but has decreased since 1980. (Table 511n contrast to 
the lack of growth in the relative number of stores, total sales 
area more thn doubled between 1965 and 1990; the size of 
the average store, measured by sales area, increased by 95%. 
Thus the average shopper has fewer, but larger stores available 
than in the past. 

An increase in store size would be anticipated because of the 
growth of self service stores in the 1970's and 1980's. Self 
service stores represented only 11% of total retail 
establishments in 1970, but grew to 43% by 1980 and 50% 
by 1990. An increase in store size also would be anticipated 
because of increasing urbanization; the urban population grew 
to nearly three quarters of the total in 1989; between 1965 
and 1990 the number of rural stores fell from 58.1 o/o of the 
total to 51.6 %. 

The increased size of stores has been accompanied by an 
increase in the average number of employees per store, from 
3.2 in 1950 to 7.5 in 1990. However, since 1975 the total 
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Tabla 5 

Number of Retail Stores and Salas Area, Russia, 1950-1990 

Retail Stores Sales Area 
(Square Maters) 

Total per 10,000 Total per per 10,000 
(000) persons (Million) Store Persons 

1950 172.4 17 
1960 230.0 19 
1965 259.1 21 14.2 55 1114 
1970 269.9 21 17.7 66 1357 
1975 275.7 21 22.6 79 1626 
1980 277.8 20 25.4 92 1829 
1985 282.5 20 28.6 101 1986 
1990 288.1 19 31.8 110 2143 

Source (Stores): Narodnoe Khozlaistvo RFSFR 1965, p. 417; 
1975, p. 392; 1978, p. 237; 1990, p. 183. (Selling Space) 
Narodnoe Khoziaistvo RFSFR 1975, p. 392; 1978, p. 238; 
1980,p. 2?6; 1990,p. 185. 

number of retail employees has grown at the same rata as the 
population, so that the number. of employees par 10.000 
parsons has stabilized. (Tabla 61 This stability, which may be 
attributed in part to the growth in self service retail stores, 
suggests a potential increase in productivity, an issue that is 
examined in the next part of this paper. 

Tabla 6 

Population and Number of Employees in Retail Establishments, 
Russia, 1970-1990 

Population Employees 

Total Total per 10,000 
(Million} (000) Persons 

1950 101.4 799 79 
1960 118.9 1371 115 
1965 125.8 1784 142 
1970 130.1 2158 166 
1975 133.8 2498 187 
1980 138.4 2602 189 
1985 143.1 2711 189 
1990 146.2 2768 187 

Source (Employment): Nmodnoe Khozlalstvo 
RFSFR, 1960.p. 450; 1965,p. 446; 1975, 
p. 388; 1988, p. 106; 1990, p. 183. 

Productivity 

Productivity in retailing may be analyzed in terms of sales per 
establishment, sales par employee, or the ratio of inventory to 
sales. A detailed analysis of sales per establishment is 
inappropriate in the absence of an adequate retail price index, 
and information about types of stores. The design of soma 
stores limit productivity; those provided on the first floor of 
apartment buildings fail to reflect customer requirements. When 
specialized stores ware constructed, their size was determined 
by the anticipated number of workers rather than the number 
of potential customers. Self service stores were built, but their 
operation has been limited in part because many goods still are 
not packaged. Thera also is a lack of equipment such as 
refrigeration units and cash registers, and available equipment 
is often obsolete end unreliable. Finally, with the severe 
shortages and rapidly rising prices of recant years, self service 
operation has ceased because of the threat of shoplifting. 

Changes in sales per employee represent a potentially useful 
measure of productivity. Between 1970 and 1988 retail sales 
in current prices increased by 130%, while the number of 
employees increased by 29%. (Table 71 Although sales per 
employee in current prices increased between 1970 and 1990, 
the rata of growth decreased from an annual rate of over 4% 
in the 1970's to 3% in the 1980's. If this rate of growth is 
adjusted for inflation, using the CIA price index for the USSR, 
real output per employee did not increase during the 1980's. 

Table 7 

Retail Sales, Number of Employees and Salas per Employee, 
Retail Establishments, Russia, 1970-1990 

Sales Employees Sales 
(Billion per 
Rubles) (000) Employee 

1950 20.6 799 25,782 
1960 44.5 1371 32,458 
1965 57.1 1784 32,007 
1970 82.4 2158 37,712 
1975 111.0 2498 44.436 
1980 141.2 2602 54.266 
1985 168.7 2711 62,228 
1990 243.9 2768 88,114 

Source (Employment): Narodnoe Khoziaistvo RFSFR, 
1970, p. 380; 1980 p. 106, 1990. p. 183. 

Another measure of productivity is provided by the ratio of 
inventory to sales. Inventories rosa rapidly from 1960-1985, at 
roughly the same rate as retail sales. (Table 81 The relative 
stability of the inventory/sales ratio during this period, 
reflecting inventory norms of the central planning authorities, 
offers no indication of changes in productivity. Similarly, the 
fall in the inventory /sales ratio after 1985 probably reflects 
increased shortages of consumer goods rather than conscious 
decisions to adjust inventory holdings. 

1960 
1970 
1980 
1985 
1986 
1987 
1988 
1989 
1990 

Table 8 

Retail Sales, Inventory and Inventory Sales Ratio, 
Russia, 1960-1990 

Retail Sales Retail Inventory 
(Billion Rubles) (Billion Rubles) 

44.5 
82.4 

141.2 
168.7 
172.2 
176.5 
189.6 
210.5 
243.9 

10.9 
20.1 
30.7 
41.9 
38.2 
35.3 
34.8 
34.7 
29.8 

Inventory/ 
Sales Ratio 

.245 

.244 

.217 

.248 

.222 

.200 

.184 

.165 

.122 

Source: Narodnoe Khoziaistvo RFSFR 1988, p. 1 06; 
1990. p. 176. 

Despite the relatively large inventory holdings of the distributive 
system Russian consumers faced substantial shortages of 
consumer goods throughout the period under study. Thus 
inventory either consisted of goods that did not meat consumer 
needs, or goods were held in inappropriate locations. The latter 
possibility is suggested by the channel stage at which 
inventory was held. Soviet planners traditionally placed little 
emphasis on wholesaling, so that the largest part of trade 
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inventories hes been held by retailers; throughout the period 
under study less than twenty percent of total trade inventory 
was in transit or held at wholesale or manufacturing levels. 
!Table 91 This concentration of inventories at the retail level 
suggests that system efficiency is relatively low because it 
conflicts with the principle of postponement; inventory 
shipments to retailers should occur at the latest possible time, 
in part to limit the risk that retailers will hold goods that are 
unsuitable for their customers. (Alderson 1957, p. 4241 

Table 9 

Trade and Retail Inventory, and 
Retail Inventory as a Percent of Total Inventory, 

Russia, 1950-1990 

Inventory Retell 
(Million Rubles) 
Total Retail (%) 

1960 13.2 10.9 83 
1965 16.7 15.5 93 
1970 24.4 20.1 85 
1975 31.1 25.5 81 
1980 35.6 30.7 86 
1985 49.8 41.9 84 
1990 35.6 29.8 84 

Source: Narodnoe Khozieistvo RFSFR 1975, 
p. 386; 1978,p. 227;1980,p. 262; 1988. 
p. 106; 1990,p. 154,176. 

Other factors affecting retail inventories have been the 
production of unwanted goods that was characteristic of 
central planning. and the practice of planning authorities to 
establish physical volume goals without regard to demand. 
Planning goals assigned to individual retail establishments also 
discouraged retail price adjustments to reduce inventories. 

A Comparative View 

It remains to consider the capacity and productivity of the retail 
trade sector in Russia in a comparative contellt. Compared to 
the other CIS members, the capacity of the Russian retail 
sector, measured by sales area par 10,000 persons, is the third 
highest. (Table 10) The divergence from the Central Asian 

Table 10 

Sales Area in Stores and Number of Retail Establishments, 
per 10,000 Persons, Commonwealth of Independent States, 

1990, by State 

Republic Sales Area Number of 
(Sq. M.) Establishments 

Russia 2143 25 
Ukraine 2166 28 
Uzbekistan 1371 22 
Kazakhstan 1997 26 
Belarus 2307 28 
Moldova 1924 26 
Tajikistan 1206 19 
Armenia 2047 28 
Kirghizia 149.7 21 
Turkmenistan 1422 23 

Total 2041 25 

Source: Narodnoe Khozlaistvo SSSR 1990, pp. 67, 
146, 148. 

states is substantial. On the other hand, if retail capacity is 
measured by the number of stores per 10,000 persons, 
Russia's retail sector is only average; the figure of 25 stores 
per 10,000 parsons is exceeded by that of five CIS members. 

Russian retail capacity also can be compared to that of nations 
outside the CIS. It is generally recognized that the Stalinist 
legacy has resulted in under investment in the trade sector. 
Distribution in the USSR has received only three percent of 
total investment. compared to four to nine percent in France, 
Germany, the United Kingdom, and the United States. IIMF, at. 
al. 1990, p. 381 One Soviet writer noted that: "In our economy 
today, there are only half as many workers in this sector as 
there are in tha developed countries of Europe, and we have 
only one-fourth to one-seventh as much retail store space per 
10,000 Inhabitants." IKiryukhln 1990, p. 251 A comparison 
of the USSR with some other nations is available from a Soviet 
statistical publication. (Table 11 I A ranking of countries by the 
number of employees per thousand persons places the USSR 
next to last; only Poland had a smaller number of employees. 
Comparisons must be made with great care because of 
questions regarding data comparability, but the order of 
magnitude is suggestive. For example, the ratio of retail 
employees to population in the former Soviet republics would 
have to increase by more than fifty percent to match the 
median number in Table 11. To match tha number given for 
Japan, the number of retail employees par ten thousand 
persons would have to be nearly three times as large. 

Table 11 

Number of Employees in Retail Establishments, 
and Share of Total Employment, Selected Countries 

Japan (19871 
USA (1987 
Norway (19861 
Switzerland I 1986) 
Czechoslovakia (19871 
Finland (19861 
Sweden (19861 
Hungary (19871 
USSR (19881 
Poland (19871 

Number of Employees Share of Total 
Employment 

Total 
(0001 

9,590 
18,812 

205 
299 
663 
204 
305 
314 

7,693 
802 

Number per 
10,000 Persons 

785 
772 
492 
460 
425 
415 
364 
296 
269 
213 

16.2 
16.7 
9.9 
9.3 
8.4 
8.4 
7.1 
6.4 
8.6 
4.5 

Source: Torgovlye USSR (19891, p. 12. 

Other data lead to similar conclusions. Russia has the least 
number of stores and employees per 10,000 persons in a list 
of European countries for which data era available. (Table 121 
Russia has less than one half the median number of 
estabHshments per 10,000 persons and approximately one half 
of the median number of employees per 10,000 persons. On 
the other hand, Russia has the largest number of employees 
per establishment. 

The Potential for Structural Change 

Perhaps the most striking result of an effort to analyze the 
capacity and productivity of the Russian retail sector is the 
limited data available. Nevertheless, some tentative findings are 
evident. First, despite substantial growth, the retail sector 
provides an inadequate foundation for an expansion of 
consumer services when compared with that of other nations. 
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Table 12 

Number of Retail Establishments and Retail Employees 
Per 10,000 Persons, and Number of Employees Per 

Retail Establishment, Selected Countries 

Establishments Employees Employees Per 
Establishment 

Belgium (1987) 115 248 2.2 
France (1989) 93 207 2.2 
Portugal (1987) 87 226 2.6 
United Kingdom (19871 61 408 6.7 
Hungary ( 1988) 60 321 5.4 
Sweden (19881 57 339 5.9 
Yugoslavia (1989) 40 224 6.0 
Russia (1990) 25 187 7.5 

Calculated from Eurooean Marketing Data and Statistics 1991, 
pp. 110 and 289 and Narodnoe Khoziaistvo RFSFR 1990, p. 183. 

Moreover, since a very large amount of retail service has been 
provided by the second economy and by other means of 
distribution, a significant increase in service will be demanded 
if market reform is to make alternative distribution methods 
unnecessary. The problem will be accentuated by increased 
demand for product assortments and retail services that have 
not been available in the shortage economy. Second, an 
increase in productivity will require investment, not only in 
retailing, but also in wholesale warehouse space to shift the 
balance of inventory holdings in the distribution channel. Third, 
retail employment must rise if the output of service is to match 
that expected in developed market economies. 

The current statistical publication of the Russian Federation 
!Rossiiskaya Federatsiya v Tsifrakh 19921 contains no 
information regarding retail structure. However, it is unlikely 
that significant structural changes have occurred In the 
tumultuous conditions of the past two years. As prices have 
risen much mora rapidly than wages, living standard's have 
fallen dramatically and demand for non-food goods has been 
significantly reduced. In September 1992 the Russian Minister 
of Economics reported that the incomes of over one third of 
the population were insufficient to "provide the necessary 
subsistence minimum." IKhubulava 19921 The incomes of 
another one third of the population are so low that these 
families are spending 78·80% of their income for food. 
Conditions worsened as prices continued to rise during the 
remainder of 1992 and early 1993. 

This situation has led to divergent developments in retailing. 
First, the small number of wealthy customers with access to 
dollars is being served by new Western boutiques such as 
those in Moscow's renovated GUM department store and 
Petrovski Passage, a restored arcade. On the other l)and, the 
more average purchaser finds informal food markets and street 
bazaars, where private sellers offer food products at prices that 
most people cannot afford. Other products, such as cigarettes, 
sodas, and candy bars are available in street kiosks, and flea 
markets where tong lines of people simply stand holding up 
small items waiting for someone to buy. It is probably the latter 
situation that Russia's new Prime Minister, Viktor S. 
Chernomyrdin was referring to in his statement that he wanted 
the country to move to a real market and not a 
"bazaar. "Increased efficiency Is expected from Privatization: 
retail stores and other small enterprises era to be sold by sealed 
bids or auctions. However, sources of investment funds are 
limited. Inflation has destroyed private savings, so that market· 
directed investment funds must be obtained from retained 
earnings or foreign investment.. The unsettled political and 
social situation does not encourage domestic investment; the 
flow of funds abroad has become a substantial economic 

prob~em for Russia. Furthermore, the expansion of expensive 
boutiques and private kiosks, which do not address the need 
for retail establishments selling staple goods, shows how 
current investment is distorted by the current pattern of 
demand. The acquisition and modernization of existing state 
stores, and the construction of modern stores to sell wide 
assortments of goods is not anticipated in the foreseeable 
future. 
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Abstract 

Marketing has a vital role to play 
in the economic and social changes 
of a nation. In this paper, the 
focus is on the relevance of 
marketing in establishing the 
national economic and social goals 
in the context of the Eastern 
European economy. Furthermore, the 
attempt is made to demonstrate the 
usefulness of the marketing approach 
to solving the macroeconomic social 
problems facing the region. Several 
barriers to marketing in Eastern 
European countries are enumerated, 
and emphasis needs to be placed on 
removing the barriers and promoting 
changes that will allow marketing to 
best perform its critical function 
of stimulating economic growth. 

Introduction 

The relationship of and the role 
played by marketing in the economic 
development of a country has long 
been a subject of debate. Some 
researchers feel that as a country 
develops economically, its marketing 
skills are forced to develop at the 
same time. This indicates that 
marketing skills area is a function 
of economic development. Others, 
however, feel that as a country's 
marketing skills become better, the 
country's economy will improve. 
Therefore, economic development, in 
the latter's view, is a function of 
marketing skills and application 
competence. 

Barksdale and Anderson (1982) feel 

that mark~ting is an important 
component ~n economic growth and 
that it should be given more study. 
However, there is not sufficient 
evidence to indicate exactly what 
role marketing does have in 
influencing and shaping the 
development processes. 

Leslie M. Dawson (1980) feels that 
the old theory, which holds that the 
central task of all developing 
countries is to use money, 
equipment, and technology through 
corporations to become more 
developed, is becoming obsolete. 
The developing countries are not 
more developed for three main 
reasons. First, advanced nations 
are progressing at a faster rate 
than the developing nations. 
Second, although the United States 
has less than six percent of the 
world population, it consumes one­
third of the world's goods and 
services. It would not be feasible 
for the rest of the world to catch 
up with the living standards of the 
United States. Last, the 
consequences of economic developJ11ent 
such as environmental pollution, 
etc. have made the unbridled pursuit 
of economic growth and development 
less desirable. 

Marketing and economic development 
are directly related. Therefore, a 
misguided or unorganized marketing 
strategy could lead to further 
underdevelopment. Wood and Vitell 
(1986) summarized the basic 
relationship between marketing and 
economic development, as well as 
gave some direction to where 
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research within this field should be 
directed in the future. Marketing 
within this context was referred to 
as "the creation and delivery of a 
standard of living." 

Marketing plays a significant role 
in bringing economic and social 
changes in the country. According 
to one researcher, "production may 
be the door to economic growth of 
the underdeveloped countries, but 
marketing is the key that turns the 
lock" (Woodruff 1958, 70). The 
developing countries' economics are 
characterized by low marketing and 
distribution efficiencies. The 
reviewed marketing literature 
attests that insufficient attention 
of marketing thought and 
methodologies were applied to the 
social and economic problems facing 
the developing nations. "The role 
of commodity distribution in 
economic growth of pre-industrial 
areas has been almost ignored in the 
growing body of literature devoted 
to nascent field of economic 
development of underdeveloped 
countries" (Holton, 344). 
Consumption efficiency is vital to 
reach economic stability. To reach 
full development within less­
developed countries (LDCs), target 
markets must be identified and 
marketing strategies set within the 
cultural guidelines presented. 
Varadarajan (1984) points out the 
importance of government 
intervention in accomplishing 
economic development. Well directed 
action strategy with governmental 
intervention. allows marketing to 
stimulate economic growth and, at 
the same time, work within the 
social guidelines set by the 
government. . Furthermore, such 
strategy can both improve the degree 
of information awareness within a 
society and can assist in creating 
a set of standards by which success 
can be measured (Varadarajan 1984). 

In a study by Olsen and Granzin 
(1988), the findings have 
empirically shown the 
interdependence of marketing 
structure and economic development. 
The authors have also recognized the 
significant role that public policy 
planners can play in anticipating 
change and facilitating evolution in 
the country's economy to a state 

characteristic of greater economic 
development (e.g., through 
appropriate tax measures and 
regulatory/deregulatory 
legislation) . 

The Case of Eastern Europe 

In some respects the Eastern 
European countries resemble Less 
Developed Countries (LDCs). First, 
their economies are still in the 
take-off stage. Furthermore, as in 
many LDCs, the government controls 
the economy in a system of 
socialism; it forecasts demand and 
then plans to produce products and 
services accordingly. In this 
process, however, the individual 
choice is restricted. Often basic 
commodities such as meat, milk, and 
bread or durable goods such as cars, 
telephones, and refrigerators are 
scarce or unavailable. 

Second, exports are the major source 
for foreign exchange earnings. The 
exchange reserves are usually in 
short supply. Thus, most Eastern 
European countries barter with each 
other and with the rest of the 
world. In addition, the currencies 
may not be convertible to purchase 
goods in international markets. 

Finally, government policies and 
procedures are somewhat similar to 
the democracies of the less 
developed countries where mixed 
economies exist. Due to lack of 
profit incentive, these industries 
often become inefficient and 
burdensome to their national 
economies. 

The u.s. Trade with Eastern Europe 
at a Glance 

A cursory glance at the 1988 u.s. 
trade with Eastern Europe, as shown 
in Table 1 (U.S. Foreign Trade 
Highlights 1988), reveals that the 
u.s. exports to Eastern Europe were 
less than a billion dollars while 
the imports were over one-and-a-half 
billion dollars. In fact, the u.s. 
trade with China and the U.S.S.R. 
was slightly more than the trade 
with Eastern Europe during 1988. 
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Table 1. U. 8. POREIGN TRADB WITH 
EASTERN EUROPE, CHINA, AND 
RUSSIA - 1988 (f.a.s. Value - IN 
MILLIONS OP DOLLARS) 

EASTERN EUROPE 

Bulgaria 
Czechoslovakia 
East Germany 
Hungary 
Yugoslavia 

CHINA 
U.S.S.R. 

Exports 

882 

127 
55 

109 
78 

531 

5,033 
2,767 

Imports 

1,580 

27 
88 

110 
294 
847 

8,512 
578 

Transition to Market-oriented 
Economics 

Transition to market oriented 
economics can be challenging. The 
transition problem can be three­
fold. First, the people must 
"unlearn" the past ways of life, 
then adjust to the free market 
system. Under the planned economic 
system education, employment, health 
care, etc. are usually provided free 
by the state. Second, it is 
difficult to persuade the well­
entrenched bureaucrats to move from 
a state-controlled economics to 
market-oriented economics. The 
entire governmental administration 
may require restructuring. 
Third, incentives for acquiring 
private property, wealth, and income 
need to be established. Also, 
procedures to collect taxes by the 
federal, state, and city governments 
need to be defined. The elected 
members must develop new laws and 
gain majority approval before they 
are implemented. Similarly, a host 
of policies and programs need to be 
adopted for the institution of tax 
revenues (income tax, sales tax, 
excise tax, custom duties, etc.) and 
a balanced budget. 

Barriers to Marketing 

Marketing practices, in Eastern 
Europe, might not reach the level of 
sophistication of market driven 
economies due to the following 
barriers: 

1. Lack of education about 
market orientation. It might not 

feasible to realize full benefits of 
marketing efforts without first 
establishing an education program 
about market driven systems. 

2. Lack of infrastructure and 
legal and contractual framework. 
Potential consumers are not tangible 
because of a poor or nonexistent 
distribution network. A legal and 
contractual framework for business 
is totally absent. These 
deficiencies must be addressed. 

3. Lack of convertible 
currency. Generally, the 
convertible feature of a country's 
currency depends on the trade 
balances, internal budget deficits, 
and other factors including how its 
currency is regarded by other 
countries. In the absence of 
convertibility, Eastern European 
countries will have to resort to the 
barter system (Matthews 1987). This 
means of trade is an inefficient 
method for realization of economic 
progress. 

4. Lack of entrepreneurs 
appropriate for market-driven 
economies. In the controlled 
economies of Eastern Europe, people 
may not be familiar with business 
practices that are necessary for 
conducting trade. A population 
struggling for survival tends to 
overlook the importance of private 
ownership of personal property. 
Business needs standards (e.g. , 
expertise and quality) for expansion 
to occur (Cateora 1990). 

5. Lack of demand forecasting 
mechanisms similar to market­
oriented economies. Researching the 
potential market in centrally 
planned and developing countries' 
economies is difficult. Common 
problems include limited contact 
with and knowledge of the market 
(i.e., the ultimate consumer). 
Another hindrance involves the lack 
of available data regarding the 
target market (Cateora 1990). In 
Eastern Europe, the demand for 
commodities and services is 
estimated by the centrally planned 
government. The government attempts 
to satisfy demand based on 
availability of products and 
services. Since consumption is 
subject to production in these 
economies, people learn to live in 
a seller's market. Furthermore, 
because of centralized planning, 
most trade is conducted by various 
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government-owned-and-operated 
trading organizations rather than by 
individual, profit-oriented end­
users (Cateora 1990). 

6. Difficult to conduct market 
research. People are either unaware 
of the significance of marketing 
research or may consider consumer 
surveys as methods in which the 
government tries to collect 
derogatory information about the 
citizens. Because of these fears, 
it is difficult to expect 
cooperation from the people in 
gathering valuable marketing 
research information. Although such 
fears might have lessened somewhat, 
suspicions about the role of 
marketing practices continue to 
exist. 

7. Lack of minimum level of 
technology. Low levels of 
technology prevent the collection, 
storage, retrieval, and analysis of 
information which is vital for 
marketing effectiveness. 

a. Lack of legal mechanisms 
for rapid expansion of businesses. 
There is a need to develop business 
laws and legal systems to stimulate 
successful implementation of market 
driven economies. 

9. Lack of consumer 
orientation. The consumer is in 
itself still in a stage of infancy. 
For rapid market-orientation, the 
presence of a reasonably 
sophisticated consumer is essential. 

10. Lack of basic resources to 
produce needed consumer products. 
Basic resources such as capital, 
skilled labor, and technology are 
very limited in these countries. 

11. The prevailing attitudes 
of other countries in the region may 
not be favorable for economic 
development. The.European Community 
(EC) is busy protecting markets from 
the u.s. and Japanese competitors 
(Quelch, et. al. 1990). Thus, in an 
environment of nationalism, it is 
difficult to expect assistance from 
other countries. 

12. Competition from 
Multinational corporation (MNCs) can 
prevent the formation and growth of 
independent Eastern European firms. 
MNCs from the U.S., Japan, and 
Europe have vast resources. They 
quickly establish subsidiaries and 
joint ventures preventing the 
formation and development of 
independent Eastern European firms. 

With enormous capital at their 
disposal, some large MNCs are able 
to play political games to achieve 
their selfish objectives. Also, 
MNCs that have mastered the four P's 
(product, preparation, persistence, 
and patience) quickly succeed in 
other 
socialist countries like China 
(Larson 1988). For these MNCs, 
Eastern Europe is another testing 
ground. 

13. Global markets are already 
flooded with goods from Des, LDCs, 
and NICs. To generate capital, 
Eastern European economies need to 
sell their products to other 
countries. However, they may fear 
fierce competition in global markets 
from the developed countries, less 
developed countries, and newly 
industrialized countries. 

Conclusion 

Unfortunately, the democratization 
of Eastern Europe did not arrive at 
an opportune moment in the global 
economy. The U. s. and other Western 
democracies are faced with an 
economic dilemma to balance their 
internal and external budgets by 
reducing spending and cutting 
imports. Also, the simultaneous 
demand for economic assistance from 
numerous countries limits the 
availability of economic aid. 
Eastern European countries must 
quickly learn how the market-driven 
economies operate. In order to do 
so, the role that marketing plays to 
stimulate rapid economic development 
must be understood. Countries of 
Eastern Europe must ensure that 
their citizens understand the 
concepts of a market driven system. 
These concepts must be explained to 
the consumer via education. 

It is clearly evident from the 
experiences of many LDC democracies 
such as India and Brazil that high 
corruption and/or public debt have 
been the primary reasons for lack of 
economic progress. Thus, there are 
lessons for the Eastern European 
countries to learn from the 
experiences of LDCs. The extent to 
which these lessons are learned and 
applied will determine the extent to 
which the economic development takes 
place. Marketing must play a 
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significant role in the economic 
development, and emphasis should be 
placed on removing barriers and 
promoting changes that will allow 
marketing to best perform its 
critical functions. 

Policy makers need to be aware of 
the link between economic 
development and the marketing 
system. In the public sector, 
planners would do well to provide 
advisory, extension, assistance, and 
research programs to help the 
business sector opera.te their 
business at higher levels of output 
and performance. For example, 
business managers must be provided 
with services for business risk 
reduction and access to modern 
communications and transportation 
systems. Public policy makers need 
to assist in eliminating barriers to 
international trade, sponsoring 
modern education and training 
programs, constructing new market 
areas and modernizing existing ones, 
and using such means as government 
management or financial subsidies to 
private sector (Olsen and Granzin, 
1988). 
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WINDWARD ISLANDS' MARKETING AND DEVELOPMENT: IMPLICATIONS FOR 
CANADIAN TRADE 

LIONEL A. MITCHELL, ACADIA UNIVERSITY 

Abstract 

Marketing should be at the forefront of 
development in all nations including the 
Windward Islands, West Indies. There is a 
desire in these small islands to emulate 
Singapore, which appears to be a shining 
example of marketing and development. 
However, an important obstacle to their 
achievement appears to be the decline in 
developed countries' aid and attention to 
them. This is happening at a time when 
Developed countries are exerting 
pressures on them to maintain democratic 
governments and practices. The attitudes 
and actions of those developed countries 
present Caribbean leaders with great 
barriers and challenges for charting 
courses in marketing and development. 

Introduction 

Acceleration in technology, speed in 
communication, and the demonstration 
effect have helped to raise questions 
about the Windward Islands' ability to 
emulate Singapore's rapid growth and 
development. Most business people and 
government officials in small, countries 
know little about marketing. Economic 
planning decisions are made largely by 
government economists. And yet, social 
and environmental criteria should play a 
central role in economic planning in 
Third World countries, but are often 
ignored by economic planners (Webb et al. 
1986, p.262). Marketing can help to 
eliminate some of the inefficiencies 
which sap the economies of underdeveloped 
countries and help to increase the size 
of existing markets (Cateora 1990, ch.9). 

Marketing and development in the 
Caribbean should go beyond the 
traditional organizing framework of the 4 
P' s and deal with politics, political 
events, conflict resolution, negotiation, 
different leaders self-interest, existing 
social structures, value systems and 
administrative procedures. The importance 
of politics in marketing and development 
is only just beginning to be understood 
by the Windward Islands as small, newly 
independent states (Mitchell 1991). 

There is a substantive literature on 
development referenced in the West Indian 
Commission report (1992, p. 554 -575). 
However, most of that literature does not 
cover the dual treatment of marketing and 
development and their interactive 
effects. Moreover, in spite of the 
growing global awareness of marketing 
(Kumcu and Firat 1988), there is an 
absence of appropriate studies of 

marketing and development to guide 
Caribbean countries actions and decision 
making (Wood and Vitell, 1985). About 
seventy percent of the more than 50 
Commonwealth countries are very small 
with populations under five million. 
Sixty percent of them have populations 
under one million. Their governments 
should be tapping the tools and 
techniques of marketing to devise 
competitive strategies to promote their 
total assets and capabilities. 

Objectives, Research Approach And 
Methodology 

This study is one of a multi-phase on­
going research by the author. The 
objectives are to develop theories of 
marketing and development and to increase 
the exposure to, and use and 
understanding of marketing in the 
Caribbean. The research approach is a 
chain linking one that goes from the 
Windward Islands to the Organisation of 
Eastern Caribbean States (OECS), made up 
of the Windward Islands and Leeward 
Islands, and finally to the Caribbean 
Community and Common Market (CARICOM), 
comprising the OECS countries plus the 
Bahamas, Belize, Guyana, Jamaica and 
Trinidad & Tobago). CARICOM was 
established in 1973. 
The research methodology consisted of 
personal interviews and case studies 
conducted during 1991 and 1992. More than 
150 business people, non-business 
executives, civil servants, union 
leaders, politicians, and embassy 
officials completed taped personal 
interviews. An interviewer 1 s guide was 
used and the interviews average~ 
approximately one hour. It covered 
twenty-one questions dealing with such 
subjects as objectives, goals and outlook 
of organizations; the influence of 
environmental factors on marketing and 
development; the roles of government and_:. 
the civil service; countries' trading ancl. 
attractiveness factors; relationship·. 
between Canada and Caribbean countries·:.· 
and understanding and use of marketing in·. · 
the caribbean. 

Defining Marketing and Development 

National development is a blending of the 
economic, social, and political processes 
within a specific framework and 
environmental context. Development 
concept and practice include many similar 
factors applied to marketing. This might 
be an indication of both marketing's 
recency, as well as, its ability to 
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borrow from other disciplines. 

Demas (1991) captures the essence of 
marketing and development in Towards West 
Indian Survival. He acknowledges that 
economic growth is a necessary but not 
sufficient condition for achieving a 
broader kind of development, and that 
marketing and development include broader 
societal aspects of political awareness, 
human growtrr and social well-being of the 
people (p.22). 

The Windward Islands, OECS, And CARICOM 

Grenada (133 sq. miles) is the smallest 
and most southerly of the Windward 
Islands. It gained independence from 
Britain in 1974. Dominica (289 sq. miles) 
is the largest and most northerly. It 
gained its independence in 1978. st. 
Lucia (238 sq. miles), the second 
largest, achieved independence in 1979. 
Finally, st. Vincent (150 sq. miles), 
located between St. Lucia in the north 
and Grenada in the South, became 
independent in 1979. The Windward Islands 
have had a history of being linked 
together by Britain for administrative 
purposes. 

Although it is the largest, Dominica 
(81, 000) is the least populated of the 
Windward Islands. Its present government 
has only a one seat majority, but it has 
been able to operate without any 
difficulty. St. Lucia (142, 000} is the 
most populated and is perceived as the 
most politically and economically stable 
of the group of islands. It has the 
longest serving elected prime minister in 
the region. St. Vincent (113,000) has a 
one party government as all but one seat 
was won by the governing party. Grenada's 
94,000 people are ruled by a government 
made up of a coalition of parties. 

The 810 square miles Windward Islands of 
the OECS are more than two and one half 
times larger than the 310 square miles 
Leeward Islands of Antigua, Montserrat, 
and St.Kitts-Nevis-Anguilla. Their 
population of 435,000 is also more than 
three and one quarter times greater than 
the 143, ooo population of the Leeward 
Islands. The tax burden in OECS 
countries, that is, ratio of government 
revenue to gross domestic product (GOP) 
in 1988 was the highest in St. Lucia at 
39.5% and lowest in Montserrat at 20.6%. 
The average for the Leeward Islands was 
24.2%, compared to 31.3% for the Windward 
Islands. 

The OECS was established in 1981 to 
enhance economic, political and 
functional cooperation among the 
countries of the Leeward Islands and 
Windward Islands. Although very much 
smaller than almost all the other CARICOM 
countries, the OECS countries, with the 

exception of St. Vincent, had higher GNP 
per capita in 1987 than Guyana and 
Jamaica. Their Eastern Caribbean currency 
is much stronger and more stable than the 
other larger and more populated CARICOM 
countries. 

The OECS Secretariat has been attempting 
to bring about an economic and political 
union of its member countries. However, 
there have been resistance to more formal 
integration by the Leeward Islands. The 
Windward Islands have been proceeding as 
the vanguard of the movement toward an 
integrated Caribbean, much like the EC 
when it began. They have made substantial 
progress including holding Constituent 
Assemblies in each island in the past 
four years. 

Many West Indians believe the caribbean 
countries should be able to replicate 
Singapore's developmental success. 
However, Griffith (1987) maintains that 
CARICOM countries cannot replicate it 
because of differences in the 
environment, timing, and other factors. 
Griffith's study reinforces Mitchell's 
(1991) comparative case study of Grenada 
and Singapore. 

Windward Islands Marketing: 
Implications For Canadian Trade. 

When the British Caribbean countries were 
perceived as one, West Indies, there was 
greater attention and more trade (in real 
terms) between them and Canada. There was 
a synergistic effect. This was lost with 
the demise of the West Indies Federation 
in 1962. This should not have been 
unexpected with the break up of the 
territories into small independent 
countries. The Windward Islands' weak 
economy, and doubtful social and 
political maturity, plus their low 
average per capita gross national product 
(US $1142) could hardly meet the country 
~ttractiveness measures of most foreign 
~nvestors. 

Those countries need a uniquely 
attractive proposition (UAP) that they 
could communicate to investors. A UAP 
does not appear to be on the horizon as 
independent units, but combined they 
could probably develop a strong one. Yet, 
because they have such a short history of 
political freedom and power they are 
reluctant to give up any of this to a 
regional body. Moreover, the regional 
organizations are weakened by the 
continued economic and implementation 
problems confronting them. 

The windward Islands economies are based 
mainly on agriculture and tourism. 
However, all of them are simultaneously 
trying to diversify their economic base. 
If instead of competing against each 
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other, they would pool their resources, 
they could achieve greater economies of 
scale and thus have greater marketing 
impact. They could accumulate the broader 
base for more effective and efficient 
development of ideas, products, and 
services, and be better able to implement 
and market them. Integrated agricultural 
and tourism programs should compliment 
rather than compete against each other. 
They should be better focused and better 
targeted. 

The windward Islands have for a long time 
been dependent on aid for growth and 
development. Donor countries have through 
the years been providing less and less. 
This has exacerbated their debt burden, 
and now they complain about IMF and World 
Bank imposed program. The total public 
debt of the islands in 1991 was EC$1,050 
million, whereas total estimated revenue 
was EC$786 million and debt servicing, 
allocation was EC$99 million. Yet, almost 
without exception all respondents 
preferred trade to aid. 

Trade between canada and the Wlndward 
Islands has been on the decline for a 
number of years. canada's ranking dropped 
from third in the 1970s to last or next 
to last, measured by the dollar value of 
trade, in every one of the islands in the 
last decade. Everyone interviewed desired 
a greater balance and more trade with 
Canada. The Canadian trade decline may be 
just one symptom of a broader problem and 
a reflection of canada's lost of 20' 
world market share during the last fiVE! 
years. Its world exports fell from 5' to 
4' (Gherson 1990). This could also 
indicate that Canada should perhaps now 
pay more attention to what was considered 
lesser markets. 

Canadian Exports To The Windward Islands 
declined steadily from $24 million in 
1988 to $23 million in 1989; $16 million 
in 1990; and $15 million in 1991. 
Comparable canadian imports were $6 
million in 1988; $2 million in 1989; $10 
million in 1990 (nine of which was 
accounted for by st. Lucia) : and $1 
million in 1991. Thus, the Windward 
Islands had serious balance of payments 
problems. This may account for some of 
the decline in trade between them and 
Canada and the negative attractiveness as 
a market. 

Nonetheless, Canada has retained some 
links with the commonwealth· caribbean. 
CARICOM citizens have strong positive 
feelings for and ties with Canada. They 
effuse appreciation for the aid and 
support Canada has been providing,· 
although it has been at a decreasing 
rate. Against this background, they have 
been wondering and questioning the 
decrease in trade and support from 
canada. They believe that Canada has very 
significant goodwill that it can 

capitalize upon in the region. 

Factors In Development In The Windward 
Islands 

Marketing and development in the Windward 
Islands require a knowledge and 
information base as well as a plan and 
program to overcome the limitations 
imposed by an unfavourable ratio of 
population to natural resources. The 
windward Islands possess very fertile and 
a fair amount of arable lands. Their 
percentage of arable lands is almost four 
times that of Singapore. However, 
although densely populated, the Windward 
Islands density of 540 persons per square 
mile is only about one fifth the density 
of Singapore which has more than two and 
one-half million people on 224 Sqltare 
1' \ .'.es ~.•f land. 

Good health and a positive mental 
attitude of a people are motivating 
factors in their development, growth and 
performance. A healthy populace and 
positive attitude are essential for 
attracting other people and resources to 
a country. This is also true of the 
Windward Islands which aspire to growth 
and development similar to singapore. 
Many of the respondents in the islands 
decry the health system and disparaging 
refer to the necessity to go abroad for 
even the most basic treatment. One 
wonders whether those governments are 
fully aware of the importance to 
investors of social , economic, and 
political factors as countries' 
attractiveness characteristics. 

The Windward Islands in 1987 had more 
live births, deaths, and infant mortality 
per 1000 of 26, 7 and 20 respectively 
than Singapore 17, 5, and 7 respectively. 
However, life expectancy in the Windward 
Island is less, 70 years, compared to 
Singapore 1 s 7 3 years. Unemployment is 
more than twice as high in the Windward 
Islands as in Singapore. The continuing 
high unemployment in the region means 
"the capacity of the Caribbean economies 
to provide higher standards of living for 
their peoples must be considered against 
the constraints that are imposed on 
economic growth by the small size of 
these territories" (Levitt and Mcintyre 
1967). This size factor has played a 
large role in the attempt to form larger 
units such as the Windward Islands, OECS, 
and CARICOM. 

Mitchell (1991) found treatment of 
underdeveloped and developing countries 
by developed ones quite often depended on 
hemispheric location, size, politics, 
ideological association and leadership. 
In turn, these factors were important to 
those countries in their marketing and 
development. For example, they were 
significant in ASEAN's concept of ZOPFAN 
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(Zone of Peace, Freedom and Neutrality) 
which provided the banding together and 
the environment for the growth of those 
countries (The Financial Post, May 1982, 
p.s3). West Indian islands, however, have 
not been able to demonstrate the same 
unity and strength. For example, During 
Maurice Bishop's regime in Grenada, 1979-
1983, Dominica and Jamaica were anxious 
to derive benefits from siding with the 
United States which was hostile to 
Grenada. 

Inadequate infrastructure in the Windward 
Islands add to the difficulty of 
achieving good export and growth 
performance because of damage to produce. 
The roads, hydro-electric, and 
telecommunication systems should be 
brought up to required standards to 
attract investors. Quality products and 
guaranteed supplies are important 
elements in maintaining exports, but the 
business people have no concept of this. 
Griffith (1987) describes the gravity of 
the situation: "the greatest constraint 
is the lack of an adequate social 
infrastructure and the clinging to an 
educational system that is inappropriate 
to a technologically dynamic world" 
(p.75-76). 

This shortcoming is now recognised by the 
CARICOM Heads of Government who declare: 
"All institutions of education and 
training have to gear themselves for an 
accelerated effort to equip the peoples 
of the region with the knowledge and 
skills necessary to function in a highly 
competitive and technology-driven world" 
(Demas 1991, p.24). 

Ross and McTavish (1987) make reference 
to education, knowledge and technology 
transfers as more promising means of 
stimulating development in Third World 
countries. The 1987 literacy rating of 
95% in the Windward Islands is somewhat 
above Singapore's 85%. However, the 
nature, content, and focus of education 
should be examined in light of existing 
circumstances and performance in the 
economy. Singapore, for example, has 
devoted a great deal of attention to its 
education, particularly to keep abreast 
in the new areas of technology. 

Most of the managers and executives 
interviewed in the Windward Islands point 
to the brain drain from each of their 
islands. However, the islands are 
establishing broadly based vocational 
schools, but in Grenada the government 
has refused to listen to the Board, whose 
members were chosen by government itself. 
Saint Lucia has just opened Sir Arthur 
Lewis Community College. 

Conclusions And Recommendations 

There are certain pre-requisites for 

attracting foreign investments. These 
include the type of government and its 
polices, the size and development 
potential of the country, the 
infrastructure, and the potential for 
returns on investment. Some of these 
elements might make certain segments of 
the population uneasy at different times 
because of natural self-interest above 
the overall interest of the particular 
country. Nevertheless, while these pre­
requisite remain absent in the individual 
islands, and there is no indication from 
the foreign investors• viewpoint of 
intelligent and strong leadership, the 
future will not be much brighter than the 
past for them. 

However, if there could be complete 
cooperation and coordination both among 
the islands as well as among the various 
segments in the economy, then the chances 
for the growth and development should 
improve. It would make a lot of 
difference with respect to the 
determination of the strategy to be 
employed, perhaps, for example, one of 
dual import substitution export drive 
(IS/ED). This would require a proper 
determination of tasks and allocation of 
resources in accordance with objectives. 

Marketers must be brought into more 
levels and areas of decision-making in 
both profit and not-for-profit 
organizations in the Windward Islands. 
This will reduce the risks and enhance 
the chances for maximization of short and 
long-term satisfaction, and therefore, 
achieve macro and micro objectives. 
This has been mainly a background, 
"situational analysis" and "problem 
definition" phase of the study. 
Alternatives and suggested implementation 
will be similarly developed in another 
report. However, it should be noted that 
implementation has always been a major 
weakness of the islands and the 
organisations to which they belong. This 
has hindered their growth and development 
in the past and will continue to do so. 
The lessons from Singapore's experience 
include, for example, determination of 
objectives and developing plans and 
programs for achieving them. More 
importantly, Singapore has demonstrated 
excellent execution and implementation of 
plans. If the islands truly wish to 
emulate Singapore they must give serious 
attention to these aspects of operation. 

The formulation of theories of marketing 
and development based on empirical 
research in the Caribbean should 
contribute toward better decision making 
in business and governments. These 
countries need to assess their strengths 
and weaknesses, opportunities and threats 
when developing plans for the cultural, 
economic, political and social 
development of their people. Generally, 
they should keep monitoring the external 
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environment, scouting for attractive 
economic and marketing opportunities. 
Given the past history and relationship 
Canada has had, there might be 
opportunities for mutual benefits in 
revival of trade between the two. 
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THE EFFICIENCY OF CHANNELS OF DISTRmUTION IN A DEVELOPING 
SOCIETY: THE CASE OF NIGERIAN DISTRmUTIVE SECTOR 

Joseph Fola Aiyeku, Lewis-Clark State College 

Abstract 

This study presents the results of an investigation on the effects of 
liberalization of trade channels on marketing activities in Nigeria. The 
study was based on a survey of the distributive trade sector of the Nigerian 
economy conducted in two commercial cities in Nigeria. The purpose was 
to evaluate the role of marketing in the development process in Nigeria, 
and also to examine the future role of marketing in developing countries, 
especially sub-sahara countries, as they enter another decade in search of 
solutions to their economic problems. 

Introduction 

Considerable debate has taken place on the role of the distributive trades 
in the economic development process. For many yean;, the role of 
commodity distribution in the economic growth ofLDCs was absent from 
the body of literature on economic development. Since marketing 
activities do not add value to the national output to the same extent as more 
dramatic changes in agriculture and industry, attention is often devoted 
almost exclusively to the problems of increasing production in the basic 
industries, correcting unfavorable balances of trade, relieving capital 
shortages and reducing unemployment (Kaynak 1982}. 

Many explanations exist for the neglect of marketing in LDCs. Collins 
and Horton (1970) argued that economists and policy planners are much 
more interested in increasing the production of physical goods than in 
intangible marketing services that are more easily associated with a rising 
real standard of living. Anderson (1970) argued the neglect may well be 
in the lack of theoretical understanding of the role of marketing in the 
various stages of development process. Mittendorf (1982) believes the 
lack of available personnel in developing countries is responsible for this. 

In recent yean;, however, the relationship between marketing and eco­
nomic development has begun to attract attention from both marketing 
scholars and development economists. Cundiff (1982), Lewis (1984}, 
McCarthy and Perreant (1984), Nason and White (1981), Shapiro (1983) 
and Ortiz Buonofma (1987), for the most part, see marketing institutions 
as a vital factor in the profitability of productive activities which influence 
investment decisions in LDCs. 

Several scholars have also challenged !he previously held contention that 
marketing is a passive element in development. Kaynak (1984), Elgar 
( 1983) and Aiyeku ( 1989} argued that marketing may be one of the most 
dynamic forces in facilitating technological change and more productive 
institutional arrangements for organizing and coordinating economic 
development activities. Etemad ( 1984 ), in his study of the catalytic role 
of marketing, concluded that certain positively charged goods and ser­
vices are necessary for economic growth. Even Drucker (1958), influ­
enced by Rostow 's stages of development, asserted that marketing is the 
most effective engine for economic development. It contributes to the 
foremost need of LDCs - the rapid development of entrepreneurs and 
managers for mobilizing latent economic resources. Moyer (1976) 
concluded in his extensive literature review that marketing contributes to 
economic growth in several ways, which include risk reduction, since it 
provides adequate information flow between the producers and final 
consumers and vice-versa. 

McCarthy and Shapiro (1979}, supported Moyer in a separate study, 
concluding that marketing is a key ingredient in economic growth and 
development because it stimulates research and innovation resulting in 
new products that, if found attractive by consumers, can lead to further 
employment, higher incomes and higher standards of living. 

The present study also joins the stream of literature that emphasizes the 
major problems common to most LDCs marketing channels. These range 
from high physical handling and transaction costs because of operational 

inefficiencies and lack of a grading system, to shortage of credit available 
to middlemen at reasonable interest rates, to lack of a dynamic and 
effectively competitive market structure, to severe price fluctuations. 
Anderson ( 1970), Lele ( 1971) and Aiyeku ( 1989) cited the importance of 
investment in storage and transportation to achieve more efficient chan­
nels of distribution in LDCs. Foggin ( 1980) emphasized the development 
of physical distribution facilities and infrastructure as a key to economic 
and market development. 

The present study addresses these concerns by examining the impact of 
liberalization of marketing board parastatals in Nigeria. The study sought 
( 1) to determine whether there was a difference in the channels of 
distribution before and after liberalization policy in Nigeria; (2) to identify 
who determines the grade standards for agricultural exports before and 
after liberalization policy; and (3) to examine the pricing policy before and 
after liberalization of the Marketing Board parastatals and the relationship 
with increased production of agricultural commodities afer liberalization. 

The Data and Methodological Considerations 

The analysis presented in this paper is based on two sources: a secondary 
source from literature on the role of marketing in economic development, 
especially in developing countries like Nigeria. Close attention was given 
the Marketing Board system, an Mengine" that was responsible for the 
marketing activities of all agricultural export commodities in Nigeria for 
many decades. 

The primary information source was a survey of the distribution trade 
sector of the Nigerian economy. It covered the activities of the wholesale 
and retail trades for agricultural export commodities. The reason for 
pursuing this strategy was to evaluate the impact of the government's 
liberalization of the marketing board system on agricultural export 
commodities. To narrow the scope of the study, two specific commodities 
were chosen: cocoa and groundnut. A structured self- administered 
questionnaire was carried out in two major commercial cities in the 
country. The enterprises interviewed were limited to those involved in 
both wholesaling and retailing of the commodity chosen for the study. A 
total of more than 85 private middlemen were interviewed at length. All 
respondents had at least five yean; experience in the business and had first­
hand knowledge of the distributive trades sector of the Nigerian economy 
prior to and after the liberalization of trade channels and dissolution of the 
Marketing Board system. 

Demographics of the Respondents 

The demography of the respondents varied. The group consists of 50% 
licensed buying agents, 30% wholesalers, 25% retailers and 5% traders. 
Out of the 85 respondents, 60% were engaged in cocoa products, 30% in 
groundnut and 10% in both groundnut and cocoa. About 70% of the 
respondents handle less than 5,000 tons of the products annually, 20% 
handle between 5,001 to 15,000 tons annually, and only 10% handle over 
15,000 tons of their respective products annually. 

Assumptions and Fmdings 

This study was based on three assumptions: 

A.1. There are differences in the channels of distribution before and after 
liberalization of the Marketing Board parastatals. 

The results of this survey show that the distribution of agricultural 
commodities for export prior to the liberalization policy in Nigeria was 
mainly through the Monopoly Marketing Board, a parastatal trading 
enterprise set up by the colonial government in English speaking sub-
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sahara countries, inherited and maintained by post-colonial governments, 
in the region, to buy and sell agricultural commodities. It was also the 
instrument used to control export commodities in the region. The board 
uses many intennediaries to carry out their functions. (Figure 1 ). Eighty­
eight percent of the respondents indicated that the channels of distribution 
were through the Marketing Board systems (Table 1). Only 10% 
indicated channels through the licensed agency, and 2% through indepen­
dent exporters. 

FIGURE! 
CHANNEL STRUCTURE UNDER MONOPOLY 

MARKETING BOARD 

Fanners/Producers 

..... 
Middlemen 

..... 
Buying Agents 

..... 
Buying Stations 

..... 
Regional Marketing Board 

..... 
Central Marketing Board 

..... 
Overseas Merchants 

After liberalization, however, 94% of the respondents indicated that the 
products were distributed through independent exporters, and only 6% 
through overseas merchants. The channel became shorter than before 
(Figure 2). 

TABLEt 
CHANNELS OF DISTRIBUTION ON '-' OF SAMPLE 

Before Liberalization 

Marketing Board 
Licensed Agency 
Overseas Merchants 
Independent Exporters 

~ 
88% 
10% 
0% 
2% 

After Liberalization 

n-85 
0% 
0% 
6% 

94% 

This supports the assumption that there was a great difference in the 
channels of distribution of agriculturalexport products after liberalization 
of Marketing Board Parastatals. 

FIGURE2 
CHANNEL STRUCTURE AFTER MARKETING BOARD 

SYSTEM 

Fanners/Producers 
..... 

Independent Exporter/Brokers 

..... 
Overseas Buyers 

A.2. There is a difference in who determined grade standards for 
agriculture exports before and after liberalization of the Marketing Board 
Parastatals. 

Prior to liberalization, the marketing board was responsible for setting the 
grade standard (Table 2). Twelve percent of the functions were delegated 
to the Ministry of Natural Resources, and six percent to Federal Produce 

Inspectors. 

TABLEZ 
WHO IS RESPONSIBLE FOR SETTING GRADE STAN­

DARDS? 

Before After 
Liberalization 

n-85 
12% 

Liberalization 
n-85 

Ministry of Natural Resources 
Ministry of Trade 
Marketing Board 
Federal Produce Inspector 

0% 
82% 
6% 

6% 
88% 
0% 
6% 

After liberalization, however, 88% of the same function became the sole 
responsibility of the Ministry of Trade with only six percent delegated to 
both the federal produce inspector and Ministry of Natural Resources 
respectively. 

A.3. There was a change in commodity prices of cocoa beans and 
groundnuts after liberalization of the Marketing Board Parastatals, and 
this change led to increased production of these commodities . 

Traditionally, the official purchasing prices for all agricultural export 
commodities were set by the Marketing Boards in Nigeria. Only 12% of 
this function was delegated to the Ministry of Trade (Table 3). Prior to 
liberalization, there was a free tnarket in a few agricultural products, but 
the board acted as the purchaser of the last resort, paying guaranteed 
minimum prices to the producer (Table 4). Both producer prices and 
guaranteed minimum prices were usually increased over the years (Gov­
ernment Gazette 1986); but these increases never kept pace with inflation. 
This resulted in a steady decline in the production of agricultural products. 

TABLE3 
ESTABLISHMENT OF DOMESTIC PRICES 

Marketing Board 
Ministry of Trade 
Open Competition 
Independent Agency 

With Marketing 
Board n-85 

88% 
12% 
0% 
0% 

TABLE4 

After Marketing 
Board n-85 

0% 
4% 
90% 
0% 

PRODUCER AND GUARANTEED MINIMUM PRICES 
FOR AGRICULTURAL COMMODITIES (S PER TON) 

~ucer Prices 1981182 1982/83 1983/84 1984/85 1985/86 

Cocoa beans, A 1,300 1,300 1,425 1,500 1,600 
Cocoa beans, B 1,270 1,270 1,395 1,470 1,470 
Coffee, arabica 1,155 1,155 1,155 1,405 1,450 
Coffee, robusta 998 998 998 1,248 1,250 
Coffee, liberia 924 924 924 1,166 1,166 
Tea 700 700 700 700 700 
Seed cotton 431 431 560 700 850 
Groundnuts (peanuts) 450 450 450 650 750 
Soybeans 155 175 230 300 500 
Sesame Seed 315 315 360 360 360 
Sheanuts 100 120 140 160 250 
Ginger, split 450 450 520 700 800 
Ginger, peeled 650 650 750 850 950 
Kenaf, retted 431 431 431 431 431 
Rubber 1,000 700 700 1,200 1,300 
Palm kernels 200 230 230 230 230 
Palmoil,B 495 495 495 600 600 
Palm oil, A 440 440 440 500 500 
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Guaranteed Maximum Prices 
Wheat 247 280 280 400 450 
Maize (com) 210 210 210 350 450 
Sorghum 220 220 220 360 500 
Millet 220 220 231 360 500 
Rice, paddy 345 400 480 500 700 
Rice, milled 596 596 596 596 596 
Beans 362 362 362 600 600 

Source: Federal Ministry of Agriculture and Rural Development. ( 1988) 

Results from this study show the liberalization policy dramatically 
increased the purchase prices offered to producers of agricultural products 
for exports. For example, the grade-one cocoa purchased at $600 per ton 
in the 1985/86 season became $4,000 per ton in the 1986/87 season as a 
result of a shift to free market. 

Under the liberalization policy, prices were established by open compe­
tition, with frequent intervention from the Ministry ofTrade to ensure free 
competitive trading and allow producers and consumers to hedge against 
price fluctuations. This is contrary to the monopoly Marketing Board 
which traded at fixed prices. It is also an indication of change in the 
establishment of prices before and after liberalization of the trade chan­
nels in the country. 

This survey revealed that since the abolition of the Marketing Boards, 
there has been a tremendous increase in the production of all rna jor 
agricultural export commodities, especially cocoa and groundnuts. The 
high prices offered by private traders in contrast to low prices paid by 
Marketing Boards have boosted output and provided major incentives to 
increase production. This has also helped to improve handling and 
fermenting procedures which, in tum, have resulted in a significant 
improvement in the quality of these products. For example, Nigeria 
produced and exported 65,000 tons of cocoa beans in 1984/85; 95,000 
tons in 1986/87 and 130,000 tons in 1987/88. 

This study also revealed the division of Nigerian marketing channels into 
three groups. Group One, to which the majority of the people belonged, 
is small and handled less than 5,000 tons of their selected commodities 
annually. This group has been in business for less than ten years, an 
important indication that a large percentage of the trade channels in 
Nigeria is handled by small retailers who are poor and still at great 
disadvantage under open competition. 

While the liberalization policy has opened the door for many new entrants 
into retail trading in agricultural export commodities, the size of their 
establishment makes it practically impossible for them to compete with 
large corporations. Since producers sell to higher bidders in an open 
competition, the small retailers face the same problems they had under 
Marketing Board. The banks· rules make it very difficult to raise money 
to expand operations. This group lacks all the purchasing power advan­
tages enjoyed by the big retail houses. The small scale of their business 
makes it very difficult to obtain credit. Despite the prodding of the 
Nigerian federal government, studies revealed that the commercial banks 
have been reluctant to give out loans to this sector because they consider 
it to be high risk. 

Group two consists of about 20 percent of the retailers. This group 
handled between 5,000 and 15,000 tons of their respective commodities 
annually and have been in business over ten but less than 30 years. The 
survey revealed that this group consists of multi-purpose retailers. They 
have several other establishments and are more organized than channel 
members in group one, possibly because of their many years of experience 
and fmancial advantages. 

Thethirdgroupisthesmallest. It consists of only 10percentofthechannel 
members. Though this group no longer dominates the institution, the 
survey revealed they still have both competitive and comparative advan­
tage over the other two groups. This indicates that even with liberaliza­
tion, the largest exporters of agricultural commodities continue to be the 
large organizations. 

The results of this study should help developing countries, especially 
those of sub-sahara regions, to realize the importance of efficient market­
ing activities in their economy. Many countries in the region still utilize 
Marketing Board system because they feel it is the only way to control 
their exports. This has led and continues to lead to decreases in agricul­
tural production. With the current food crisis in the region, it would be 
wise for the region to follow the Nigerian example and continue to 
stimulate agricultural production. This is the only way the region can feed 
its people and increase exports. 

Policy Suggestions 

Changes in distribution channels of agricultural export commodities 
alone cannot be the sole determinants of further growth and development. 
The integration of national and regional distribution or markets entails 
continued development of infrastructure. 

The development of rural transportation and communication systems 
linking these areas with urban centers, can facilitate the rationalization of 
marketing activities and a more efficient distributive network. 

Redistribution of income is an issue which must be faced, however, if the 
Nigerian society is to capitalize on its development potential, the socio­
economic structure in Nigeria has proven to be a limiting factor in the 
growth of aggregate demand and consumption. The formation of the 
regional market, the Economy Community of West African States 
(ECOW AS) does notappearto have expanded markets significantly since 
the same limiting conditions exist in other countries of the sub-sahara 
African region. 

Development strategies still need to be reoriented in order to meet the 
needs of the majority of the population. The Nigerian government should 
increase its efforts to ensure the economic integration of the sub-Sahara. 
Such an effort should include provisions for providing foreign aid to sub­
Sahara nations so that export markets can be expanded for Nigerian 
agricultural products. 

The government should ensure equal distribution of public infrastructure 
within the regions to ensure political and economic stability in the 
country. 
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ECONOMIC DEVELOPMENT: 
STRATEGIC CONSIDERATIONS ON PROJECT PORTFOLIOS 

Timothy Wilson, Clarion University, USA 1 

Abstract 

Universities have the potential to be a positive factor in 
economic development, and small business development 
centers have been established in many US universities to 
capitalize on the potential that may exist in this area. A 
model is introduced that permits strategic analysis of de­
velopment portfolios in such centers. The issue of portfo­
lio balance is discussed from an experiential base. Particu­
lar attention is paid to platform projects, which exist be­
tween derivative and breakthrough projects, and the poten­
tial they have for economic development. Although the 
treatment apparently presumes an existing portfolio, similar 
considerations would exist for establishing an initial strate­
gic portfolio. 

Introduction 

It is difficult to assess all the issues that may be important 
in discussing economic development. Network theory, for 
instance, has been developed to describe European industry 
(Hdkansson 1982). These networks have been seen as 
being important in providing insight into industry forma­
tion. That is, firms attempting to locate in regions with a 
weak industrial structure may be hampered in their devel­
opment. Likewise, such start-up firms may find difficulty 
in finding suppliers and core skills required for their exis­
tence (Christensen 1991). Thus, regional development 
expenditures may have a difficult time in affecting the 
spatial distribution of economic activities. 

Nevertheless, conscious attempts are made to encourage 
regional development. While his discussions were framed 
in terms of nations, Porter noted· that the geographic con­
centration of industries within nations needed to be ex­
plained. "Successful firms are frequently concentrated in 
particular cities or states within a nation. In the United 
States, for example, many of the nation's leading real 
estate developers are based in Dallas, Texas; oil and gas 
equipment suppliers in Houston; ... ; mobile home produc­
ers in Elkhart, Indiana, and minicomputer companies in 
Boston. Something about these locations provides a fertile 
environment for firms in these particular industries. Gov­
ernment policy at the state and local level has an important 

1 Visiting Professor of Marketing at the University of 
Umell at the time this article was prepared. The financial 
assistance of the Stiftlesen Seth M. Kempes Minne Foun­
dation and the support of the Umell Business School and 
Clarion University during the preparation of this paper is 
gratefully acknowledged. Also, the ongoing relationships 
with the Economic Development Center at Michigan Tech­
nological University and the Small Business Development 
Center at Clarion University are greatly appreciated. 

role to play in shaping national advantage" (Porter 1990). 

One vehicle employed at the state and local level to en­
courage business expansion has been the small business 
development centers in many U.S. universities.2 This 
practice is perhaps surprising because enterprise develop­
ment and academic scholarship traditionally have not been 
viewed as compatible. It has been suggested, "The funda­
mental forces affecting higher education institutions and 
new business ventures seem so dissimilar that, on the 
surface, the two worlds seem to be operating in different 
planetary systems. Experience has shown, however, that 
the two worlds' orbits do indeed intersect, albeit infre­
quently. When they do intersect, the interaction can result 
in considerable economic value" (Allen 1992). Small 
businesses, in particular, have been a focus because of the 
importance they appear to have in job creation. It has 
been suggested that between 1969 and 1984, 66 percent of 
the total jobs gained in the US economy between 1969 and 
1984 were provided by firms with less than 100 employees 
(Reynolds 1990). 

Within these centers, economic development may be 
thought of as a four pronged attack. A model that incorpo­
rated analyses of the sources of job gains and losses has 
been used to analyze Swedish data (Lindmark 1992, Davi­
dsson 1992). It suggests that 

Economic Growth= Job Gains (Business Births+ Business 
Expansions) - Job Losses (Business Deaths+ Business 
Contractions) (1) 

The function of economic development thus becomes one 
in which not only business births are encouraged, but 
business expansion as well. Similarly, attempts to mini­
mize job losses through business deaths and business 
contractions becomes part of the role of an economic 
development program. 

Projects and programs tend to be organizational features in 
these centers. The author has had experience in a number 
of projects associated with small business development 
centers' successful attempts to assist local economies 

2 Authorized by an act of U.S. Congress in 1980, the 
Small Business Development program was conceived as a 
jointly funded venture between the federal government, 
through the U.S. Small Business Administration, and pub­
lic and private sector agencies at the state and local level. 
In May 1992, there were 775 SBDC's in the 50 states, 2 
territories, and District of Columbia. Parties interested in 
the program might contact the Small Business Administra­
tion in Washington, DC. 
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(Musser 1990; Tieder 1989 a,b; Wilson 1989, 1991, 1992). 
One thing that became evident during this time was that it 
might prove useful to have some approach that assists 
strategic development of these efforts. In particular, the 
matter of a properly balanced portfolio of projects may be 
an issue. The purpose of this article is to introduce a 
model that may prove useful in making portfolio analyses 
and thus identifying steps toward development that might 
be addressed. These reflections may be of assistance to 
other practitioners, whether they are consultants to small 
business centers or economic development program manag­
ers. 

Conceptual Background 

In the absence of any external organization, a geographical 
area is left to develop its economy au nature. That is, 
development will proceed on the basis of opportunities that 
present themselves to individual companies and entrepre­
neurs. These opportunities may be the "something" pecu­
liar to some geographic areas to which Porter refers 
(1990). 

The existence of an assistance organization in a geographic 
area, however, suggests that the possibility exists for devel­
oping some strategy for economic development assistance. 
The first step in any planning process is generally an 
analysis stage. A means of analysis that may be relevant 
to this situation has been recently described (Wheelwright 
1992). It was observed that firms could be more effective 
if they attempted to "balance" their approach to develop­
ment by having a proper mix, or portfolio, of development 
projects. The analysis, as described in the literature, strict­
ly applied to product development efforts of firms. It is 
implicitly assumed here, however, that a very close analo­
gy exists between the -projects managed by a product de­
velopment manager in a firm and an economic develop­
ment manager in a region. Both individuals are held re­
sponsible for the long term health and vitality of their re­
spective areas of responsibility. The strategic importance 
of the project portfolio is thus important in both cases (1 ). 
The product development model will therefore be extended 
in this paper to function as a possible guide for economic 
development strategy. 

The initial step in the analysis of a regional economic 
development portfolio is the definition of a framework that 
will permit understanding of the type of work being pres­
ently done. Because the basic organizational unit of eco­
nomic development work tends to be projects, it is essen­
tial that the nature of these projects be understood. Two 
dimensions that suggest that they may be useful in under­
standing regional economic development projects are 

1.) the degree of change in composition of business that 
will occur in the geographic area in question, and 

2.) the degree of change in knowledge that must be imple­
mented within a firm as a consequence of the project. 

Generally, the greater the change along either dimension, 
the more resources that will be needed to implement the 
change. 

Composition of business means both the basic character of 
business, i.e., retailing, service, manufacturing, etc. and the 
nature that the basic business might take, i.e., basic, spe­
cialty, etc. For instance, the idea that a new or expanded 
manufacturing plant could stimulate a lagging economy has 
been a paramount theme of development interests in the 
US (Hunker 1974). Within manufacturing, "high tech" 
manufacturing has been particularly sought and has a 
certain natural association with university areas. 

Changes in business composition may be thought of as 
being of four types. In the simplest situation, derivatives 
and enhancement of a basic business may be produced. 
An example of this type change might be efforts to en­
hance the competitive position for a local food producer 
among local customers. At the other extreme, one can 
envision the addition of new core businesses in develop­
ment settings. An example of such an addition would be 
the addition of a ceramic manufacturing plant into a geo­
graphic area that had been previously wood, or metal, 
products oriented. In between, two additional changes are 
defined -- additions to business families, e.g., additions to 
existing businesses that serve additional segments and thus 
expands employment, and next generation businesses, e.g., 
employment growth through business growth into different 
product/market combinations from an existing business 
base. 

These next generation businesses may be most difficult to 
conceptualize because they exist between additions to a 
family and new core businesses. Obviously, shades of 
changes exist between these categories. An example that 
the author had experience with involved treatment of a 
waste stream that produced a new business potential for a 
client when the same process was used to treat other firms' 
wastes. This expansion involved both a new product 
(waste treatment) and new segments for the firm out of 
which the business grew. The original company thus went 
from a product producer to a service producer in part -- a 
next generation change. 

In general, economic development is concerned with job 
production as suggested by Equation l. As one goes along 
a change in composition axis from enhancement projects to 
new core business projects one goes from job protection to 
job creation. Also, as one goes from enhancements to new 
business formations, one obviously goes from relatively 
safe projects to relatively risky projects as far as economic 
enhancement is concerned. Thus, there are some obvious 
considerations on expected returned that might be dis­
cussed. 

Knowledge changes, the other dimension relevant in 
economic development portfolios, generally come in two 
forms. On the one hand, additions may be made to basic 
business knowledge. These additions may be as simple as 
helping a client find a supplier of material, or as complex 
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as assisting in a joint venture agreement. On the other 
hand, there is also a technological component of knowl­
edge. Changes in technology may manifest themselves in 
such ways as assisting a client in using the telephone more 
in promotion, computerizing an accounting system, or 
incorporating some new machine tools in production. 

Knowledge changes also may be considered as having a 
spectrum defined by four types of changes: 

incremental changes, e.g., the addition of some software to 
an existing system for a client. 

simple upgrades, e.g., training in how to utilize manufac­
turing representatives effectively in distributing a product 
for a manufacturer that had always been sold direct. 

next generation knowledge, e.g., instruction in quality 
assurance for a client considering a just-in-time agreement. 

new core knowledge, e.g., incorporation of computer assist­
ed design into an existing manufacturing scheme. 

Knowledge 
Change 

New Core 
Business 

Composition Change 

Next 
Clenaalion 
Business 

Addition lO 

Business 
Fomily 

New c... Breaktbrougb 
Kllowledae ProjeciS 

SUnple 
Upgrade 

Jncmnenlll 
Change 

Platform ProjeciS 

Figure 1 - Development Projects Map 
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Using this approach that considers business composition 
and knowledge changes as important in defining project 
types, three different types of projects may be defined in 
analogy with the original article (Wheelwright 1992). 
These typeS of projects are used to assess portfolio bal­
ance. They are derivative projects, breakthrough projects 
and platform projects. These different types of projects are 
shown in Figure 1, which illustrates the framework upon 
which development projects may be mapped. 

Derivative projects frequently result from requests from 
existing businesses. Any project that promises to make 
existing businesses more competitive within their existing 
sphere of business, i.e., better and faster tends to fall into 
this category. These projects range from time, or cost, 
reduction assistance to profit enhancement projects. For 
example, efforts to computerize a firm's files, or find more 
potential customers for a firm's output would be of this 
type. Much planning assistance also falls in this category 
because many plans are developed that merely formalize 

company's approaches to their existing business. Like­
wise, many of the seminars presented by centers may be of 
this project type because they are not designed to particu­
larly develop new businesses, but better business practices, 
i.e, stress management, time management, managing for 
effectiveness, or cost accounting seminars fall into this 
category. 

It should be noted that a value judgement is not being 
placed upon these types of projects. It is recognized that 
"before winning, one first has to assure that he/she does 
not lose." The harsh reality is that many development 
centers have arisen in geographic areas where manufactur­
ing plants have closed and basic industry has declined. A 
first priority in developing an economy must therefore be 
to preserve, to the extent possible, existing jobs while 
going about the work of creating new ones as suggested by 
Equation 1. 

Breakthrough projects represent the other extreme in devel­
opment activity and probably represent the second most 
frequent request for assistance in economic development 
centers. This project class is characterized by the familiar 
case where an entrepreneur comes to a center and says, "I 
have this terrific idea and I need some help in getting 
started. I also have no money." If the concept appears 
viable, personnel at the center may assist in (do) market 
research, assist in (do) planning, and assist in (get) start-up 
financing for the entrepreneur. If the start-up is successful, 
and if the business does not replicate existing business, 
then a new core business may enter the local economy. 
Business growth, either incremental or through firm forma­
tion, may be expected from the presence of this new firm. 
Seminars that assist this type of activity are "getting started 
in your own business," "women entrepreneurship," etc. 

Of course, much of what is known about new fum forma­
tion suggests that this area is a high risk area, and thus 
these projects are necessarily high risk. Again, no value 
judgement is being expressed here. It is also known that 
these efforts can be high reward when they are successful. 
Not only are real, new jobs created in the successful firm, 
but jobs are also created in supply and service firms for 
the new company itself and also for the new employees. 
Mission statements of development centers tend to specifi­
cally address these entrepreneurial start-ups be~:ause it is 
known that entrepreneurs are rare and starting a new busi­
ness is a tough job. Furthermore, anecdotal evidence of 
pay-offs tends to emphasize attractive situations and thus 
financial supporters of centers tend to place some priority 
on helping start-up projects. 

Platform projects represent the in-between situation and 
thus are harder to define. Platform projects can be gener­
ated by both existing firms and entrepreneurs. They tend 
to require more knowledge generation and also tend to 
require significant product modifications or access to new 
market segments than derivative projects. On the other 
hand, they do not introduce radically new knowledge or 
business changes for a given geographical area. For exam­
ple, a manufacturer may express an interest in opening up 
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a new production line to serve a previously unserved mar­
ket segment. Or, an entrepreneur may come to a center 
and say, "Look I think firm XYZ is missing an opportuni­
ty. They should be producing a product to satisfy the 
ABC segment, which they are now ignoring. I want to 
start a business to do that." 

Good platform projects will extend the economy of a given 
geographical area. They tend to create jobs in an incre­
mental manner when they derive from existing firms, and 
they tend to be rather "safe and secure" expansions because 
the company is expanding from some position of business 
strength and knowledge. Entrepreneurial type firms may 
generate a larger increment of jobs, but the expansion also 
carries some higher risk. Nevertheless, the risk may not be 
so extreme as with a new core business because the expan­
sion is undoubtedly from some position of production or 
market knowledge and thus expansion with these type 
projects may be very comfortable within a region. 

Applying the Approach 

To illustrate the approach outlined here, a conceptual 
portfolio has been constructed from projects with which 
the author has some familiarity (2). Twelve projects have 
been identified and their required knowledge input and 
expected business change noted. This information is 
shown in Table I. The information from Table I has, in 
turn, been plotted in Figure 2. It is this figure that will 
receive attention and subsequent discussion. 
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Table I - Hypothetical Portfolio for Analysis 

Application of the approach is a simple, seven-step process 

that involves: 

I. assigning a rating scale to each axes in Figure I. 
(For the portfolio considered here, a five point scale was 

used.) 

2. rating individual projects for their necessary knowledge 

input and consequent business change that might be ex­
pected. 

3. noting the resources allocated to each project, in man­
hours or dollars. 

4. posting the individual project information to a graph as 
shown in figure 2. 

5. characterizing the apparent strategy that the graph of the 
portfolio suggests. 

6. comparing the apparent strategy with the desired strate­
gy. 

7. making changes desired. 

The portfolio shown in Figure 2 is characterized as a 
portfolio that tends to have either breakthrough projects or 
derivative projects. Of the total resources allocated, over 
eighty percent of allocations go to these two type projects -
- 54% to breakthrough projects and 27% to derivative 
projects. Breakthrough projects tend to be fewer and 
bigger, as shown by the size of the allocation circles. 
There appears to be a gap in platform projects. The center 
manager would reflect on these characteristics and decide 
if it was the type of portfolio suitable for the role of the 
development center in the region. 
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Figure 2 - Conceptual Portfolio for Analysis 

The portfolio shown may not be necessarily bad. It may 
be that platform type projects are handled well by existing 
firms in the region. In this situation, the role of the devel­
opment center may thus be to assist small, local firms stay 
healthy and to attempt to bring in significantly new busi­
nesses to the region. If this were the case, the portfolio 
would indeed suit the needs of the region and the strategic 
emphasis of the center would unlikely be changed. If, on 
the other hand, the platform project gap was thought to be 
a significant deficiency in strategy, then changes would be 
warranted. 

Several different types of changes might be considered. 
In a fixed budget situation, some of the breakthrough 
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funding might be directed toward platform projects. Either 
existing entrepreneurs might be directed toward existing 
business situations, a change in their emphasis, or resourc­
es might be shaved from existing projects to support new 
ones. In this latter case, new projects would have to be 
generated. One source for these projects would be from 
existing businesses, which could require some marketing of 
the center itself to existing businesses. 

In an open budget situation, a specific, independent pro­
gram could designed in which the deficiency could be 
addressed. The program could be implemented without 
detracting from existing programs. 

Discussion 

An outline has been given for conducting a portfolio analy­
sis of projects in an existing development program, and an 
example has been given to illustrate how the analysis 
might be made. It is anticipated that the approach will 
have intuitive appeal for practitioners. Certainly, the idea 
of classifying projects has a strong fundamental bases, and 
the idea of using business composition change within a 
region and knowledge introduction appears well grounded 
in actual center operations. There may be some problems 
in initially assigning project ratings, but it is thought that 
since this approach is meant for self analyses, center man­
ager will work through this potential problem to their own 
satisfaction. 

Implicit in the approach is the recognition that the center 
manager is, in the final analysis, a project portfolio manag­
er. As a portfolio manager, proper balance should exist 
between existing project effort and strategy. At issue is 
portfolio balance and the correct composition for a given 
region. Proper response to this issue is, of course, situa­
tional. What is good for one region is not necessarily 
good for another. The balanced portfolio will depend upon 
regional needs, regional assets, and efforts expended by 
other development organizations. 

Nevertheless, platform projects, in particular, would appear 
especially important within a region's economic develop­
ment efforts. One danger of running a customer oriented 
center is that few requests for these type projects might be 
generated. That is, it may be easy for a business to identi­
fy particular needs for immediate operations. Likewise, 
entrepreneurs may show up with requests for assistance in 
developing quite different core businesses. 

Center managers in this situation could find themselves in 
a position of having to market their services. One target 
market would be existing businesses. The message would 
be, "We think strategic expansion of your business might 
be profitable. You might consider it. We could help." 
Benefits to the area could be worthwhile -- expansion 
would be from existing business strength, and perhaps 
some aspect of Porter's regional specialization could be 
gained. The potential pay-off in job development would 
appear to make the effort worthwhile. 

In closing it might be noted that this paper has been writ­
ten with an on-going center as its focus. This focus is a 
practical one because of the many existing centers in the 
US. Similar considerations, however, would exist for start­
up centers.. In fact, using a balanced portfolio approach 
would undoubtedly lead to the long term successful growth 
of the center and the region it impacted. 

End Notes 

I. R&D projects and strategic alliances, both of which fall 
outside of the portfolio analysis matrix, were considered in 
the Wheelwright/Clark article. Although conceptionally 
significant to development centers, they are not considered 
in this article. 

2. The nature and balance of this portfolio are not meant to 
reflect on any program with which the author has been 
associated. It is merely a collection of projects with which 
the author is familiar and has been assembled to illustrate 
how a portfolio approach may be used. 
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Abstract 

This paper deals with the impact of 
East European transforming markets on 
foreign investment strategies. Entry 
strategies by two Finnish service 
companies into Estonia are discussed 
in order to examine how service 
companies with previous international 
experience enter the markets. It is 
acknowledged that the entry strategies 
may be implemented differently from 
the entry strategies elsewhere in 
industrialized or developing count­
ries. Furthermore, it is argued that 
decisions to enter the transforming 
markets require more country-specific 
empirical research to indicate the 
reai state of the transforming East 
European markets. 

Introduction 

During the reorientation of Eastern 
Europe a number of foreign companies 
have established themselves in the 
Baltic states. The "joint venture 
decree", set in Jan. 13, 1987, was a 
major step toward development enabling 
foreign business activity in the 
former Soviet Union. Two other signi­
ficant developments in the legislation 
have been Dec. 22, 1988 when restric­
tions for foreign ownership were 
dissolved, and summer 1990, when the 
"joint stock company decree" was 
completed. The decree influenced 
foreign business activity directly by 
enabling the establisment of foreign­
owned joint stock companies which are 
easier to manage than the inflexible 
joint ventures. The indirect result 
was the growth of the private enter-

prise sector in Estonia; the number of 
Estonian enterprises doubled in two 
years. At present there are over 
40.000 established companies in 
Estonia (Liuhto 1992b). 

The impact of the joint-stock company 
decree can be noticed in the form of 
joint venturing boom. The result was 
that the number of foreign-owned 
companies increased tenfold in two 
years. At the end of 1992 the total 
number of foreign-owned companies 
reached almost 3000. Finland, followed 
by Sweden, Germany and USA, have been 
most interested in investing in 
Estonia. The number of cooperative 
ventures established by other Western 
countries is remarkably smaller. 

Perhaps more important than the number 
of ventures is the size of invest­
ments. The establisment capital of 
cooperative ventures is 6.835 million 
Estonian crowns. The amount of invest­
ments of foreign companies is 2. 050 
million. Swedish investments have 
~ormed nearly one third of all foreign 
~nvestments in Estonia. Many ventures 
have been established in order to look 
the development inside the country and 
only after real business opportunities 
arise, make further investments. This 
~tr~tegy could be labelled as "waiting 
~ns~de the gate", ie. to be in the 
market and to establish relations but 
to limit the risk. ' 

Internationalization of Services 

Although the strategic importance of 
the choice of an entry method has been 
emphasized also in the service sector 
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FIGURE 1 
FOREIGN INVESTMENTS IN ESTONIA (OCT. 1, 1992). 
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(e.g. Ohlsen & Markgraf 1991; Nicolaud 
1989;), empirical studies in the field 
are still rare. Because of the diffe­
rent nature and characteristics of 
service businesses, considering also 
their international aspect (see e.g. 
Thomas 1978; Gronroos 1979; Lovelock 
1981;), it has been argued that 
service firms must choose from fewer 
entry options because exporting of 
services is impossible (e.g. Carman & 
Langeard 1980). 

Vandermerwe & Chadwick ( 1989) have 
proposed a classification system which 
illustrates modes and strategies in 
service internationalization. They 
argued that services tend to cluster 
around three levels of internationali­
zation modes, which they call ( 1) 
"exportable", (2) "3rd parties", and 
(3) "FDis" (cf. classification by Root 
1983). Furthermore, they argued that 
service companies may be operating in 
more than one mode. 

Variation in entry mode choice across 
various service industries was stu­
died by Erramilli ( 1990) who made a 
distinction between "hard" services 
(the production and consumption of a 
service can be separated), and "soft" 
services (production and consumption 
occur simu1 taneously) . According to 
Erramilli, foreign market entry 
behaviour in "hard" service industries 
(e.g. packaged software, engineering 
design, R&D services,) appears to be 
similar to the manufacturing sector. 
On the other hand, "soft" service 
industries (e.g. advertising, consul­
ting, banking, insurance) differ from 
manufacturing firms and rely mostly on 
non-export modes of entry. 

Finland 22% 

The decision on an entry strategy is 
most closely related to the date when 
a service company first entered 
international business (Weinstein 
1977). For the earlier entrants moving 
into international business, the 
stimulus was usually the move of a 
large important client into interna­
tional markets. These are later called 
"client followers" (Erramilli 1990), 
firms going abroad primarily in order 
to serve their domestic clients also 
abroad. The later entrants usually 
entered international business because 
of the perceived opportunities, being 
thus "market seekers", firms going 
abroad in order to serve foreign 
customers. Weinstein argued that the 
earlier entrants almost exclusively 
chose wholly owned subsidiaries while 
the later entrants were more potential 
to form equity joint ventures. Furt­
hermore, a study concerning the 
internationalization of Dutch insuran­
ce companies (Eppink & Van Rhijn 
1988), showed that they preferred 
acquisition of an existing company 
over starting from scratch either 
alone or through an equity joint 
venture. 

Estonia from the Perspective of a 
Foreign Service Company 

Figure two illustrates the diversified 
interest in joint ventures. Joint 
stock companies are increasingly 
dealing with finance activities, trade 
and other services. Lately, indust­
rial services have also developed, 
e.g. consulting, forwarding & trans­
portation, credit, banking, and 
insurance services (Liuhto 1992a). 
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FIGURE 2 
THE DIVISION OF FOREIGN INVESTMENTS IN VARIOUS FIELDS OF BUSINESS. 
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An important question that arises from 
all this is: How do service companies 
with previous international experience 
enter into the Eastern transition 
markets? Therefore, we will compare 
entry mode choices by two Finnish 
insurance companies ( "Comp1" and 
"Comp2") in the Estonian markets. The 
empirical material consists of two 
types of material: on one hand, of 
interviews which were concerned with 
the foreign operations of the target 
companies and were conducted with the 
managers of both the senior and 
operative level. On the other hand, 
documents including annual reports and 
other corporate documents together 
with articles in business magazines 
and newspapers were also studied. 

The Insurance Industry in Estonia 

Development of the insurance business 
in Estonia was not very controlled in 
its early stages and the traditional 
insurance companies could not satisfy 
the increasing demands. The insuffi­
cient coordination in the insurance 
sector rapidly lead to the establish­
ment of insurance companies, which 
differ considerably in their resour­
ces. Their funding capital varies from 
2 500 crowns to 2. 5 million crowns 
(~ripaev 97/92; Kaubaleht 15/92). 
Among the companies, there are two 
foreign-owned enterprises. These two 
companies are partly owned by Finnish 
insurance companies. 
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Comparison of Two Finnish Insurance 
Companies Market Entry in Estonia 

Entry strategies of the companies were 
quite similar with one another. Both 
companies were involved in forming an 
equity joint venture (= a joint stock 
company), in which the Finnish part­
ners took a minority shareholder 
position. Furthermore, in both cases 
another foreign partner as well as 
local Estonian partners were involved. 
Both companies also had previous 
international experience of various 
kinds, and also had existing coopera­
tion with their respective partners 
prior to the establishment of the new 
joint venture in Estonia. In Estonia, 
both companies relied on a non-export 
mode of entry typical for "soft" 
service industries (Erramilli 1990). 
Furthermore, both companies preferred 
an investment entry over a plain 
contractual entry mode. 

"Comp2'" s activities can be seen as a 
natural consequence of the world-wide 
cooperation between them and a Swedish 
insurance company. This is natural 
since Finland and Sweden are the two 
major investors in Estonia. "Comp1" 
had existing cooperation with a 
Swedish insurance company and also 
with an American insurance company, 
but despite the potential Swedish 
interests in Estonia "Comp1" decided 
to undertake the joint venture with 
their American cooperation partner. 
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FIGURE 3 
FINNISH-ESTONIAN DUAL-GATEWAY BETWEEN EAST AND WEST (Liuhto 1992b, 16). 
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A major difference was the choice of 
partner, as well as motives, sizes and 
resources of the partner. "Comp2" 
chose a Scandinavian partner, although 
one with which they had an existing 
world-wide service network. "Comp1" 
chose a partner which had an interna­
tional service network of its own. In 
the terms of previous research, 
"Comp2"' s partner was definitely a 
"client follower", and the partners' 
motives were common. "Comp1"'s Ameri­
can partner was naturally interested 
in the ability to serve their interna­
tionalizing customers but in addition 
to that, their motives included a 
strong element of "market seeking". 
"Comp1"' s and their American partner's 
motives were thus not common but 
neither conflicting or complementary. 
Their motives were simply, at least to 
an extent, different. 

In "Comp2"'s joint venture the part­
ners rely totally on local management 
in the operative level. In "Comp1"' s 
joint venture, however, the managing 
director comes from the Finnish 
partner company. Based partly on this, 
the role of the Finnish parent company 
is more important in the case of 
"Comp1" than in the case of "Comp2". 

Considering future activities of the 
companies in the Baltic region, they 
regard Estonia as a part of the Baltic 
markets, and therefore intend to 
expand their operations. Estonia seems 
to serve as a "pilot" operation. 
Entries into other Baltic states and 

---i OS-market-lmowledge I 
1---i as-neighbour country I 

possibly to Russia are to be realized 
according to the same concept. 

Discussion 

Acquisition of an existing company has 
been virtually impossible because of 
the almost non-existent insurance 
markets in Estonia. The companies in 
an earlier study (Eppink & Van Rhijn 
1988) preferred starting from scratch 
alone over starting from scratch with 
one or more partners, whereas the com­
panies we have studied preferred to 
have not only local partners but also 
an additional foreign partner with 
whom they had cooperated earlier. This 
can be seen as a form of minimizing or 
sharing the risk. Because of the 
dynamic business environment and 
prevailing uncertainty, sharing of 
risks seems to be a dominant feature 
in business activities in Estonia. 

Because of the environmental factors 
it may also be argued that when a firm 
enters Baltic markets the situation is 
often the same as when the firm enters 
international markets for the first 
time. Then, according to Weinstein 
(1977), earlier entrants would choose 
wholly owned subsidiaries, and only 
later entrants would be willing to 
enter joint ventures. Moreover, the 
companies Weinstein studied entered 
into minority positions through a 
purchase whereas in our cases minority 
positions were entered into through 
starting from scratch. 
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Considering the partners' motives for 
forming a joint venture with a Finnish 
partner, certain facts make Finnish 
partners attractive in Estonia. The 
distance between Finland and Estonia 
is small in geographical as well as in 
cultural terms. Due to similarities in 
languages, various supporting activi­
ties can be provided from Finland. 

In the background of the partners' 
motives for the market entry may have 
been an idea of the Baltic states as a 
gateway and a test laboratory, from 
which to have a better view over the 
insurance markets of Russia and other 
CIS-countries. If so, service com­
panies seem to follow manufacturing 
companies in directing their activi­
ties towards East via Baltic States. 

The possibility of creating a dual 
gateway (Liuhto 1992b; figure 3) is a 
noteworthy characteristic in East­
West trade at the moment. The idea of 
a two-way bridge between East and West 
via Finland and Estonia is contributed 
by Estonia's experience from the 
Soviet system and Finland's experience 
in belonging to the Western system. 
Our empirical analysis of the two 
insurance companies operating in 
Estonia supports the idea of a dual­
gateway. 

Conclusions 

Empirical studies on entry mode 
choices in service industries are not 
very numerous. Especially this is true 
concerning Eastern Europe. The study 
indicates the fact that market entry 
strategies may look similar but a 
closer examination often indicates a 
number of differences, which have 
quite often been due to the characte­
ristics of the transforming markets in 
Eastern Europe. Moreover, entry 
strategies of service companies in 
these markets may be implemented 
differently and not necessarily based 
on the same arguments and reasoning as 
the entry strategies by the same 
companies elsewhere in industrialized 
or developing countries. 

Many similarities exist between the 
development stages of the Eastern 
markets. Nevertheless, it ought to be 
realized that the business abilities 
vary remarkably from market to market. 

It is important to analyze the actual 
developments and not only focus on the 
potential and future expectations of 
the Eastern transition markets, since 
there is a gap between the potential 
and the reality in these markets. 
Market entry decisions into Eastern 
transition markets require more 
country-specific empirical research to 
indicate what is the actual state of 
the specific market from the perspec­
tive of a foreign service company. 
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Abstract 

This paper analyzes the importance of "total quality 
export marketing" for developing countries. After brief 
reviews of the literature on quality and export mar­
keting, the paper examines Turkey, a country that has 
developed considerably in the last decade as a result 
of many liberal economic policies. At present, how­
ever, Turkey finds itself competing for export markets 
against other industrializing countries that are, like 
Turkey, good sources of labor-intensive products. Un­
less Turkey makes the customer the focus of its export 
marketing efforts to achieve global competitiveness, it 
may not be able to continue its export success. 

Introduction 

John Young (1985) defines competitiveness as 

the degree to which a nation can, under free and fair 
market conditions, produce goods and services that 
meet the test of international markets while at the 
same time maintaining or expanding the real incomes 
of its citizens. 

Competitive advantage is the key to success in gaining and 
maintaining market superiority. To become and to stay com­
petitive, companies with global strategies should put quality 
first. In today's interdependent global market place, quality 
has become the common denominator that ensures survival 
and success. 

Quality is the centerpiece of a developed marketing system. 
Recent years have witnessed an ever-increasing interest in 
total quality in managerial circles which tend to treat quality 
either as an issue of technical merit and contribution or as 
something relevant only to production. Thus, since the 
beginning of the quality revolution, managers and orga­
nizations in many countries have mostly improved quality from 
a "manufacturing" or a "product" perspective rather than from 
a "marketing" oriented perspective. The quality loop begins 
and ends with marketing. Drucker (1964) argues that both the 
market and the distributive channels are more important than 
the product: although management can change or modify 
products, it has almost no control over how the market 
behaves. 

In quality marketing, achieving customer satisfaction 
and sustaining resales become the key objectives. 
Companies have to satisfy the customers by antici­
pating their needs and by immediately responding to 
their expectations. Managers devise their strategic 
p1ann1ng in relation to customer wishes. Customer 
focus requires an empathy for the customer together 
with the desire and the strive to serve the customer's 
evolving needs and expectations. In other words, 
companies must define quality from the point of view of 
customers. Also, in the striving for customer satisfac­
tion, total quality is not an end in itself, but only a 
means to the end which is global competitiveness. 

For a country, economic development is not a domes­
tic issue that can be separated from the competitive 
global economy. Export growth is a crucial tool in eco­
nomic development. The transition from an indus­
trializing nation to an industrialized one requires export 
growth policies that emphasize quality for becoming 
and staying globally competitive. This paper discusses 
this issue in the context of Turkey. The realization of 
the importance of quality at every stage of marketing 

for continued export growth is not true only for Turkey 
but Turkey constitutes a relevant example for many ' 
industrializing nations. 

Export Growth In Industrializing Countries 

Among the many benefits of exporting on a country's 
development are increased sophistication of industrial 
structure due to increased competition, a more efficient 
resource aUocation, more domestic demand in sectors 
that supply materials to exported goods and services 
savings in capital leading to higher output through gr~ater 
employment, wider choice of consumer goods at lower 
prices, and increased foreign currency reserves easing the 
restraint of foreign exchange (Keesing 1979; Bal~ssa 1978). 

Some scholars argue that developing countries' primary ex­
ports face market limitations and their manufactured exports 
encounter high protection in exporting countries. However, 
s.alassa (1978) believes that most industrializing countries 
e1ther do not have enough supplies or their exports do not 
measure up to the requirements of importing countries. In 
manufacturing, newly industrializing countries rely mostly on 
cheap and not-highly skilled labor. However, labor-cost ad­
vant~ges do not necessarily provide them with enough eco­
nomic. advantage. any more. How can the industrializing 
countnes use the1r resources to their competitive advantage to 
adapt to the new wortd order? Moreover, how can these 
countries also extend into exporting services? The answer to 
ensuring competitiveness lies in quality export marketing. 

Quality Export Marketing 

Quality marketing is as important in export activities of a nation 
as it is in its domestic marketing policies. It is also crucial for 
individual exporters: 

Doing any type of marketing job well together 
with having a stronger andfor brand franchise 
means that a company can be better shielded 
from competition in export markets (Aibaum et 
al 1989). 

In developed economies, marketing has become the center of 
the entire business function: firms begin with consumers and 
work back to production (Moyer and Hutt 1978). 

However, for many industrializing nations, industrial production 
financing and exporting to improve the trade balance become ' 
the top priority whereas marketing hardly receives the attention 
that it deserves. Neither governments nor managers treat mar­
keting as important because the results may not be as tangi­
ble financially. Governments, by moving from inward-oriented 
import substitution to outward-oriented export strategies believe 
that the country's exports will increase automatically. Although 
liberalization policies initially increase a country;s exports, 
sustaining export growth requires an export marketing 
orientation based on satisfying the customer. 

For a country's exports to become and stay competitive, the 
government together with the private sector need to cooperate 
to ensure successful export marketing strategies. Indus­
trializing countries' governments have to help firms realize the 
importance of having a thorough export marketing program in 
which quality becomes the centerpiece. Governments need to 
help businesses realize that an exporting strategy based on 
consumer satisfaction will be sustainable and not a one-time 
opportunistic one. 
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Therefore, the government has three important roles. The first 
one is to create a domestic environment that favors and pro­
tects competition. Competition policy creates the environment 
tor a fair distribution of resources, products, and incomes be­
tween suppliers, producers, and consumers. Anti-monopoly 
and free trade laws prove important steps in achieving com­
petitive markets. For example, in 1981 Korea introduced the 
Anti-monopoly and Fair Trade Act along with liberalization and 
privatization policies. Although these policy changes have en­
countered setbacks from several industries, the Korean gov­
ernment has played an important role in promoting competi­
tion and enhancing efficiency (Han 1991). 

Secondly, the government should create an environment that 
encourages exporting and that helps exporters. Ideally, gov­
ernment export incentive schemes should ensure a free trade 
regime along with stability over the long run. Making the 
country's monetary unit convertible to other world currencies, 
allowing a realistic exchange rate mechanism, and export sub­
sidies are usually the first actions a government would take in 
its liberalization and export boosting policies. The government 
should also have an informational bureau that is active and 
that has good networking with potential and current exporters 
(Aibaum et al 1989). Additional services include setting up 
trade development offices abroad, sponsoring trade missions, 
and participating at trades and fairs. 

Finally, the government has to increase managers' under­
standing of the meaning and the importance of quality in both 
domestic and export marketing. Continuous workshops and 
seminars would help in this attempt. The government can also 
encourage and channel resources into technological research 
and development, improve distribution networks, set up na­
tional quality standards and national testing and standard­
registration agencies, and encourage or even make mandatory 
inspection of export products. For example, India's inspection 
agencies counsel manufacturers on production processes and 
standards and inspect exports (Asian Productivity Organization 
undated). Also, the government should continually strive to 
improve the general image of the country abroad. The efforts 
should include promotional offices abroad, advertising, and 
establishing good will. 

Despite a government's obligation to create a favorable en­
vironment encouraging exports, the private sector has an 
important role to play, too. Even though businesses are 
(justifiably) profit-driven, short-term profit orientation can only 
bring short-term success. As well as attaining organizational 
(financial) goals, exporters should strive for total quality mar­
keting in order to compete in markets abroad. Although 
success in export marketing requires competence in general 
marketing, export marketing also requires a thorough knowl­
edge of and an empathy for foreign markets and the con­
sumer. A company may not be able to control the competitive 
forces that determine the attractiveness of an export market. 
However, a company's competitive strategy could and would 
have enough power to make the market more attractive or to 
improve the position of the company (Porter 1985). 

Many country specific examples show the relevance of the 
simultaneous role of both the government and the private 
sector. Today, as one speaks of quality, one of the first 
countries to examine is Japan: at present, for many indus­
tries, Japanese products and services set the global stan­
dards. However, following World War II, Japanese products 
suffered from low product quality, many deficiencies, and lack 
of customer orientation. In the mid-1950's, following the advice 
of three U.S. scholars, Deming, Jansen, and Drucker, the 
Japanese chose the path to continual commitment to quality. 
They started with working on their manufacturing practices, 
striving for near-zero product deficiencies. Since then, the 
Japanese have also expanded the quality concept to sup­
pliers, subsidiaries, services, and customers (Starr 1991 ). 
The outcome has been a complete transformation of the the 
image of Japanese products and services. 

New Zealand constitutes another good example for countries 
facing the quality challenge. Until 1984, government inter-

vention and protectionism dominated the economic scene and 
this policy led to low productivity and mediocre produ~ qua.lity. 
However, starting in 1984, the government changed its poliCY •. 
introducing free market economics. At present, Ne"':' Z~aland IS 
still installing a program to improve and ensure quality 1n manu­
facturing and marketing and most importantly trying to increase 
awareness of quality within business circles. The government 
has established many educational and training courses and 
has encouraged the growth in the numbers of third party pro­
fessionals such as auditors, consultants, standard agenc1es, 
and information bureaus. The response of businesses to this 
attempt to increase understanding of the real meaning of 
quality has been very positive (Wenmoth 1987\. 

The next section studies Turkey and its expo~ promot.ion 
efforts as Turkey constitutes a. good. exa~ple .1n. study1~g the 
importance of a quality marketing onentat10n 1n 1ncreas1n9 
exports and sustaining export growth on a long-term bas1s. 

Turkey 

Like many developing countries before 1980, Turkey chose 
to isolate itseH from foreign competition and the r~st .of the 
world and based its development on import s~bs~it.utlon. 
During the last years of the 1970's, with. t~e ~~~ cn~1s of 
1973-74 the debt crisis, and the ever ns1ng 1nflat1on, the 
Turkish economy suffered considerably. On Janu.ary 24! 
1980, the government introduced a new. econom1c stabi­
lization and liberalization program to reviVe the stagnant 
economy. 

In terms of exporting, several important measures were 
taken. First of all, the government aimed to. create ~ . 
favorable environment to increase· exports v1~ a re~llstiC. 
exchange rate mechanism and many export mcent1ves like 
subsidies, tax rebates, and export credits. (OECD 1984; 
Milanovic 1986; Herschlag 1988). The ~overnment also 
began to provide public services to Turk1sh exporters. For 
example, IGEME (The Export Promotion Research. Center) 
was reorganized to better serve the needs of TurkiSh e~­
porters (Oktem 1986). In addition to the export promotiOn 
measures, there were several favorable exogenous fa<:~ors 
affecting the growth in Tu~ish exports. The 1979 lraman 
Islamic revolution cut supplies to Iran a~ Iran became a 
major export market for Turkey. Also dun~g the.long Iran­
Iraq war that started in 1980.' Turkey continued its neu­
trality with both nations and its exports to them. rose con­
siderably (Milanovic 1986; Herschlag 1988). S1.nce 1980, 
Turkish exports on the average have shown quite a re­
markable increase in volume and dollar amount terms. For 
example, total exports rose from US$ 2,261 billion .i~ 19!9 
to us$ 7,133 billion in 1984 and to US$ 11,627 b11l10n 1n 
1989 (OECD 1991). 

A closer look at the export performance on a sectoral and 
geographical basis reveals important non-market forc~s 
behind this success. When the initial export promot1on 

measures of 1980 were introduced, exports increased 
sharply. In 1980, everyone agreed that economic and 
financial incentives would be necessary to give a boost to 
Turkish exports. The 1980 economic report of OECD 
added that "the development of dynamic, export-oriented 
atti-tudes among Turkish firms and government institutions" 
would be necessary to succeed in increasing exports. Yet 
most of the time, Turkey achieved international competi­
tiveness through a "policy of persistent real depreciation 
of currency" (OECD 1988) and via export subsidies, tax 
rebates, and preferential credits (OECD 1989). Unfor­
tunately, the government could not make the full switch to 
non-price factors in increasing export share. These factors 
should have included differentiated products, more market 
outlets (OECD 1988), and improved product quality. The 
1990/1991 OECD Economic Survey on Turkey said that· 
[the] structural weakness ... could not be overcome by t~n 
years of adjustment effort ... [Therefore] further changes 10 

the structure of Turkish exports are required to improve the 
integration of Turkey into world markets." Thus, the country 
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still lacks the marketing orientation to be successfu I in glob: 
al international markets. 

Despite the substantial increase in exports over the last de­
cade, Turkey can still increase its exports quite considera­
bly. For example, although intermediate and capital goods 
exports have been increasing, the main stress is stiff on the 
food industry. The share of agriculture in exports has been 
falling; yet Turkey could export to many countries including 
the former Communist countries as well as other areas of 
the world. Similarly, except for oil, minerals produced ex­
ceed the domestic demand and thus there is room for in­
c(eased exports (Herschlag 1988). Furthermore, a constant 
share market analysis shows that the volume amount of 
Turkish manufactured exports of high and medium­
technology is quite low (OECD 1987). 

Hanson (1990) argues that Turkey needs to find alterna­
tives to Middle Eastern and North African export markets. 
As the decade has shown, Middle Eastern and North Af­
rican markets (both in terms of needs and being able to 
service their debts) are subject to internal developments 
(OECD 1986). Turkey needs to increase its exports to other 
OECD countries; however Turkey does not seem to be able 
to supply the OECD demands (OECD 1991). 

In short, since the early 1980's, although Turkey has been 
quite successful in increasing the volume of its exports, this 
increase has been as a result of governmental incentives 
and other favorable international developments. Because 
of the weakness in the structure of exports, Turkey is highly 
vulnerable to changes in world demand and to protection­
ism of other countries. In order for Turkey to ensure a 
continual export growth and competitiveness in international 
markets, especially in the industrialized world, quality export 
marketing is crucial. 

Total Quality Marketing And Government's Role 

Economically, Turkey is a country of contrasts. Economic 
performance declines from west to east. This economic 
contrast is also reflected in the development of marketing. 
In the west, the domestic marketing system is quite devel­
oped. However, export marketing measures involving pro­
motion, distribution networks, and transportation are not as 
developed as they would need to be (Bodur 1986). A 
study by Karabulut (1986) has concluded that even the 
large Turkish firms based in Istanbul lack marketing orien­
tation both in domestic and international activities. 

Eastern and southeastern Turkey have always been con­
sidered peripheral regions, experiencing exceptionally 
serious structural problems. In agriculture, a marketing 
scheme does not exist: whatever is produced is consumed 
within the family and locally. Prices of most agricultural 
commodities are set under the commodity price system that 
operates on the basis of production costs. Farmers tend to 
favor and select those crops that are more heavily subsi­
dized and whose purchases are guaranteed. Over­
production and the lack of sufficient storage facilities add to 
the marketing problem (Qzer 1990). The manufacturing in­
dustry in these regions is also immature due to the in­
sufficiency of entrepreneurship, capital accumulation, tech­
nical and managerial skills and communication facilities 
(Avcioglu 1987). Inadequate transportation and communi­
cation networks and high transportation costs are among 
the reasons why these regions cannot attract investment 
(Qzer 1990). 

Consequently, there is much room for marketing develop­
ment throughout the country. In the east and the south­
east, unless structural economic changes occur, micro­
marketing cannot develop. In the west, unless exporters 
adapt a quality export marketing mechanism, their exporting 
activities will be mainly opportunistic and short-term ori­
ented. In Turkey, export promotion has mostly been limited 
to financial and economic measures. Now it has to go fur­
ther to encompass quality marketing with the customer as 

the center piece. The government -should set the goals, 
define the direction, and work with private businesses. 
Then it is up to the private manufacturers and exporters to 
follow the lead. Therefore partnership between the govern­
ment and the private sector is very important. 

First of all, the government has the crucial role of improving 
the living, structural, and market conditions in the under­
developed east and the southeast. Despite their back­
wardness, Eastern and Southeastern Anatolia have many 
important assets, natural resources, and a potential for the 
development of livestock farming (Bayoglu 1984). In agri­
culture, through modernizing production techniques, pro­
ductivity may increase and output may diversify. The 
government should help extend the principles of market 
economy to agriculture by decreasing the role of govern­
ment and by encouraging private initiative. Although the 
South-East Anatolia Project (GAP) wiH generate opportu­
nities for development, the government should not wait until 
the completion of the project (which will be in 2005 by the 
most optimistic measures). The net result will be better and 
more agricultural produce and more competitive prices for 
consumers and increased revenues to farmers (OECD 
1984). This will create the base for agricultural exports. 
Then businesses will need to find out and utilize the market 
opportunities abroad. 

In developed parts of the country, firms lack export market­
ing orientation. Here the role of government is two-fold: 
first of all, it should help small and medium-sized enterprises 
become more competitive through modernization, better 
allocation of resources, and using up to date technology. 
The government should be able to channel the resources 
from increased foreign capital and technical and commercial 
know-how into bettering export marketing. Modernization 
policies that reward innovation and entrepreneurial action 
should be initiated and carried through. 

The government should also do a better job of increasing 
the awareness of businesses (both the small and medium­
size enterprises and the larger ones that are already es­
tablished in exporting) about the vital role of marketing in 
exports. Improved market research in international markets 
becomes very crucial if Turkey wants to increase its exports 
to industrialized countries as well as to other parts of the 
globe. For example, public services available to exporters 
need to be improved and made more effective. Commercial 
representation abroad needs to become much more active 
and better linked to trade organizations and to Chambers of 
Commerce within the country for prompt information ex­
changes, etc. 

Recently, the government has done quite an effective job 
of channelling attention to ISO 9000-9004 requirements 
and registration (Gec;gil 1992), but unfortunately not for the 
completely right reasons. The Geneva based International 
Standard Organization has developed ISO 90.00-9004 as 
international standards for quality systems. These stan­
dards prescribe how good organizations need to be 
organized and managed. ISO 9000-9004 address the 
issues concerning product development, installation, and 
servicing. Documentation of production techniques, of 
operations, and of quality systems and well-kept and 
accurate records need to become part of an organization 
that would like to be certified (Bone 1992). 

For almost about a year, The Institute of Turkish Standards 
(TSE) has been promoting the fact that companies need 
the ISO certification for survival in foreign and especially 
European markets. Thus most companies believe that if 
they have the ISO registration, then their products will not 
have a difficult time in finding and securing markets. How­
ever, ISO registration only ensures that a product or a 
service conforms to specified and internationally recognized 
standards. But quality marketing of those products far 
exceeds the regular standardization process. As a result of 
conforming to these standards, product quality improves 
(Katz 1988) and thus products become more marketable; 
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nonetheless this does not ensure sales, complete customer 
satisfaction, or repurchases. On the other hand, taking a 
marketing approach to quality not only addresses the is­
sues of product ~equirement to meet customer expecta­
tions, but also involves managerial, marketing, and after 
sales customer-satisfaction issues. Now, the government 
together with TSE should promote the importance of 
following ISO standards for achieving continual product 
quality which is a must for quality marketing. For com­
panies, receiving the certification should not become the 
mere end in itself. 

Conclusion 

Although both the Turkish government and ex-porters real­
ize the importance of exporting for the country and for in­
dividual businesses, ex-port incentives and export growth 
have been under the direct influence of fiscal and econo­
mic policies as well as international economic and trade de­
velopments. Export marketing targeted towards customer 
satisfaction is lacking in the Turkish export initiative. Un­
fortunately, this lack of customer orientation makes export­
ing more opportunistic than long-term based. Although a 
country should make use of the opportunities the inter­
national arena offers, given the importance of export earn­
ings on economic development, its products and services 
should be sought after no matter how world trade behaves 
in general. In order to achieve this success in global mar­
kets, the Turkish government and the private sector should 
cooperate continually to develop and sustain a marketing 
oriented exporting scheme. 
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DEVELOPING NATIONS' MARKETING DILEMMAS ARE 
IMP AIRING THE GLOBAL ECONOMIC DEVELOPMENT 

Hasan Tekeli , A.l. Baysal University 

Abstract 

The marketing dilemmas faced by the developing nations are 
not only a threat to their individual development schemes but 
also set barriers to the economic development on a global 
scale. The double standards inherent in their economic 
policies are contrary to the universally accepted rules of the 
global markets. This situation combined with the 
complexities encountered by such nations in global 
integration is a handicap for their global competitiveness. 
This paper attempts to analyse the marketing ditemmas 
witnessed in Turkey and proposes some research topics for 
matters in the interests of the political decision centres that 
are responsible for the formulation of the development 
strategies in the context global trends and marketing. 

Introduction 

It is forecasted that the coming century will witness 
increased interdependence and co-operation among all 
nations on a global nature revealing itself more in 
technological and economical terms than that of political or 
cultural. 

In the beginning, this internationalism has manifested itself 
by the multinational companies. Then came the birth of the 
European community representing regional economical 
development. In the end, the final goal of the world 
economic interdependence-the global integration has been 
reached. 

The global integration has a unique scope varying from that 
of the multinational companies or the regional economical 
co-operation. In this type of interdependence, a group of 
nations are integrated by a set of laws, regulations and 
procedures creating a common interest base while satisfying 
the fundamental needs of the business life (Winthrop 1978). 
Consequently, it is expected that the new laws and 
regulations set up by the blocks of nations in the course of 
global integration will be the essential causes of the legal and 
bureaucratic difficulties faced by the LDC's in their 
international marketing efforts. 

A primary condition for getting a bigger share of the world 
markets is the importance given to research and 
development in each industrial sector to keep pace with the 
acceleration of the developing technologies. When firms 
gain competence in the international markets, they can 
contribute more to the wealth of the society as they begin to 
produce goods and services at global market price levels 
(Isaiah 1980). 

As we advance toward the year 2000, a consensus has been 
reached among the leading nations of the world whereby 
utmost importance will be given to the following topics: 
democracy, the market economy, human rights, 
environmental concerns and the optimum utilisation of the 
information technology. These issues can be defined as the 
global infrastructure of the world today and those nations 
which are unable to comply to these basics will face more 
and more social and economical turbulence in the future. 

Recent Developments in Global Integration 

The world is in a transition process. As Europe's integration 
strategies are close to realisation, each nation or individual 
firm is bound to have intensive co-operation and solidarity 
with respect to the integration of specific technologies and 
cultures. Especially in the areas of politics, communication, 
technology and management, advances will be continuously 
observed. Technology will be more beneficial to the 
mankind and communication will be of primary concern. 

Today, competitiveness and creativity are the two major 
global issues in the international business arena influencing 
the business firms-public or private, to conceive the world as 
a single market and to formulate their competitive strategies 
in accordance with the global considerations (Tekeli 1992). 
Therefore, the success of the national economies at present 
are evaluated with respect to their competitive power, 
productivity and their effectiveness in adapting themselves to 
the technology of the global markets. 

The utilisation of the new technology in the traditional 
industries in achieving productivity increases and 
improvements in price-quality relationships is recognised 
through automation, robotics and the expert systems. The 
marketing practices are being affected by the new 
electronical industries while the basic innovations of the 
information age are having considerable impact in such areas 
as sales techniques, distribution systems, advertisement and 
other marketing functions like the marketing research. The 
intrafirm and individual relationships which occur on such a 
global context can only be conceived relevant to the above 
mentioned criteria and the marketing's role in the 
development of such a global integration can not be under­
estimated 

In the next I 0 years, competition will be even more intense 
due to the fact that current forecasts are revealing decreases 
in the national incomes of the affluent Western countries as 
well as increases anticipated in their labour and investment 
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costs. Thus, in the decisions and planning efforts of the 
corporate managers, consideration should be given to the 
sectoral risks and to the prevention of the potential revenue 
losses. 

However, It IS not yet certain that a complete world 
integration will be achieved. But, it is certain that a unilateral 
economic system is being created. Cause and effect 
relationship reveals that extensive cultural nationalist 
movements are occurring within those nations which are left 
blockless in such an integrated world. 

Global Marketing Considerations of the Developing Nations 

Developments in the information age have put the 
developing nations in a handicapped position and this 
challenge has to be met by self confidence, sufficient 
knowledge and by retaining a systematic and well planned 
development scheme. 

The developed nations and the multinational companies have 
unlimited access to the global information networks and thus 
control information and its dissemination. As a result of their 
competence in information technologies, they will be the 
representatives of real power in the economical and political 
arenas. 

The advances in telecommunications, electronics and 
transportation will motivate the high-tech nations like Japan 
and US to concentrate increasingly on the above mentioned 
industries, while the traditional ones are being transferred to 
the developing nations. As a consequence of this 
transformation, the interdependence among the developed 
and developing nations will increase considerably in the 
future. . 

It is a generally accepted fact that the information age has 
increased the importance of technology transfer to the 
developing nations underlining the prerequisites for 
adaptation to the new technological developments. As the 
technology brought in by the foreign investors finds 
alternative means of utilisation in the economy of the host 
country, the final outcomes will be cost economies and 
product improvements. 

Naturally, barriers are encountered during such 
developments, but nevertheless many firms will not be 
restraining themselves in trying these new approaches. 
Controversies more often will be experienced between the 
long-time standardisation efforts of the multinational 
corporations and the specific marketing strategies of the 
individual firms in the developing nations. 

Developing nations under the continuous pressure of the 
inflation-devaluation spiral are eventually realising that their 

national exports are getting everyday cheaper and greater 
deficits are being witnessed in their balance of payments. 
This situation obviously restricts their resource allocations to 
the high technology imports required for the functioning of 
the industrial and service operations. 

Such inadequacies in finances, combined with the lack of 
adequate access to global networks in maintaining the 
foreign trade operations, could further be a limiting factor in 
the realisation of their export potentials. Unless this vicious 
circle is broken, restrictions will be seen in the international 
marketing efforts of the developing nations causing 
considerable deficiencies in financing the new technology 
requirements essential for their development. 

Another limitation is the fact that in the developed nations 
per capita food production increases higher than the 
population increase so that a surplus of food items ready for 
exportation is accumulated. Just the contrary occurs in the 
case of the developing nations and the high rate of the 
population increase influences negatively the per capita 
production-consumption equilibrium. Therefore, increasing 
amounts of food exports to the developing nations from 
those having surpluses will be witnessed in the future. This 
will create opportunity cost to the developing nations 
limiting their potential resources for the technological 
imports. 

Turkey's Competitive Position in the Global Markets 

The information age's profound effects on the social and 
economical structures of developing nations like Turkey has 
to be researched widely in order to have sound policies by 
the decision makers. 

The macro-economic imbalances of Turkey today manifest 
themselves mainly through the high rate of inflation, high 
interest rates. high rate of unemployment and low level of 
investment which reflects itself in fluctuating growth rates. 
The fundamental reasons for these problems are the public 
sector deficits and the inability to find sound resources for 
the public sector whose management and technology is 
continuously deteriorating. Government intervention on the 
prices, exchange rates, interest rates and the wage structure 
is a practice quite contradictory to the philosophy of the 
market economy. 

In Turkey, monopolistic conditions still prevail. After half a 
century of existence, protectionism is still expected to be a 
support for agriculture and industry. According to a recent 
report by the Reformist Labour Union (DISK), the trend 
continues in the Turkish industrial concerns towards 
monopolistic competition. This is especially witnessed in 
manufacturing industries whereby out of 63 concerns, in 43 
of them production is maintained by 1 to 4 firms only. 
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Another monopolistic compettttve situation that impairs 
severely the concept of liberal economy is the huge amount 
of capital accumulated and controlled by the Turkish State. 
It is the proprietor of the 4 leading corporations and 70% of 
the banking enterprises in Turkey. State Economic 
Enterprises are 90 group of companies amounting to 300 
with its affiliates both in industry and services. The financing 
cost of these enterprises amounts to 18 billion dollars and the 
total loss incurred from them is the primary cause of inflation 
as it is reflected in the budgetary deficit. All these factors are 
considered on the negative side of Turkey's compatibility in 
the course of global integration. 

Similarly, the banking and stock market operations are 
manipulated by the state agencies impairing the competitive 
financial structure. Reforms are needed to eliminate the 
inequalities in the taxation and incentive systems. 
Extravagance in all sectors of the economy has to be 
prevented since this overspending is financed by the internal 
and external loans granted to the government. 

From the social, political and economical point of view, 
Turkey's entry to the European Economic Community at 
present is only wishful thinking. The present socio-economic 
problems of Turkey, i.e. the unbalanced yearly growth rates, 
limitations in per capita income due to the extraordinary rate 
of population increase, unequal distribution of income, high 
rate of unemployment, low level of production and most 
important of all, the 60-70% rate of chronic inflation are 
considered among the primary barriers delaying its European 
integration. 

On the social and political platforms: the human rights 
considerations, the quality of work life, poor social security 
and health systems, regional and ethnic problems and the 
politically oriented educational schemes have been the 
primary reasons for the unsuccessful attempts of Turkey in 
its integration with Europe. 

Conclusion 

Within the scope of global integration, uncompetitive forces 
which still exist in the socio-economic structures of the 
developing nations will always be setting barriers to their 
entry into the global markets. This situation combined with 
the technological complexities encountered by these nations 
in their global integration missions is a handicap for their 
competitive position in the global markets. Therefore, 
application of the scientific methods in the formulation of 
development strategies should be the rule not the exception 
accepted by the policy makers and the corporate managers 
operating in these nations. 

Thus, the information age's profound effects on the social 
and economical structures of the developing nations like 

Turkey are necessary to be researched widely in order to 
have sound policies by the decision makers. This research 
should be undertaken with respect to organisation and 
management structures, regional differences, education and 
training, employment levels, leisure time, women's liberation 
and ethnic considerations. Forecasts for future trends in the 
information technology effecting each of the above 
mentioned topics should be considered. Also, a series of 
research projects should be directed to the informal 
economic phenomena in Turkey and special techniques 
should be derived in the measurement and control of such 
informal economic activity. 

In Turkey, a framework should be found whereby prices, 
exchange rates, wages and interest rates are freely 
determined. The Turkish government should withdraw from 
the industry and services as quickly as possible. Privatisation 
should include small scale municipality enterprises, schools, 
insurance companies and health institutions limiting public 
economic activity. Removal of entry and exit barriers to the 
market should be reconsidered. Agricultural production 
should be transformed to adapt to market economy rules. 

The developing nations should attain a sustainable growth in 
the future. The sustainable development approach maintains 
economic growth by preserving human health and natural 
balance through the rational management of natural 
resources. This approach requires formulation of social and 
economic policies in combination with environmental 
policies in every stage of the development process. The 
whole concept obliges the marketing discipline to set the 
basis for this framework whereby in every management 
school a department dealing with these subjects has to be 
established. 

Similarly, the improvement of the social infrastructure with 
undue emphasis given to the social welfare and education is 
recognised as one of the most important parameters 
influencing the competitiveness in the foreign markets. Up to 
the present, the information technology has accumulated 
enough power to be able to affect the global social systems. 
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EXPLORING THE RELATIONSHIP BETWEEN 
CONSUMER PRODUCTIVITY AND THE SOCIO-ECONOMIC DEVELOPMENT 

OF LDCs 

Zoher E. Shipchandler, Indiana-Purdue University at Fort Wayne 

Abstract 

The socio-economic development of less developed 
countries can be accelerated by employing 
strategies that are designed to improve consumer 
productivity. Consumer productivity is defined 
as the ratio of total utility obtained by 
consumers to the total resources (i.e. 
financial, mental and physical) spent by 
consumers. The paper explores ways in which the 
government and business can improve consumer 
productivity to achieve national development 
goals. 

Introduction 

The subject of the role of marketing in economic 
development has attracted the attention of 
scholars since the late 1950s (Drucker, 1958; 
Rostow 1960 and 1965). Two schools of thought 
on the relationship between marketing and 
development appear to have emerged: the 
determinist and the activist school (Duhaime, 
McTavish, and Ross 1985; Hosley and Wee 1988). 
The determinists hold the belief that marketing 
responds to changes in the environment and thus 
plays a passive role in furthering development. 
The activists believe that marketing has the 
potential to influence the environment and hence 
can be a major force in initiating development 
and growth. While this issue can be the subject 
of a stimulating debate, the focus of this paper 
is to explore the activists' point of view. 

Further, recognizing the broader concept of 
marketing that includes the marketing of ideas 
and causes (Kotler 1982), in addition to 
products and services, this paper discusses the 
'role of marketing in the socio-economic 
development of countries and not just economic 
development. The role of marketing as an agent 
of cultural change and as a means of furthering 
societal goals is given explicit recognition 
(Dholakia and Sherry 1987; Joy and Ross 1989). 
Hence this paper takes more of a so-called 
radical approach as opposed to a narrow 
modernization approach or an institutional 
approach. 

Concept of Consumer Productivity 

The all-important question facing marketers then 
is: how can marketing be used to achieve 
societal goals, particularly in less developed 

countries? As suggested by Mcintyre and Kale 
(1986), developing and implementing strategies 
that are designed to improve consumer 
productivity is one generic approach LDCs could 
use in their quest for socio-economic 
development. Consumer productivity is defined 
in conventional terms i.e. as the ratio of 
output to input or, more specifically, as the 
ratio of total utility obtained to total 
resources spent. 

Mcintyre and Kale (1988) identify five 
dimensions of utility and three categories of 
resources expended. The five dimensions of 
utility are: functional, social-organizational, 
situational, emotional and curiosity. The three 
categories of resources expended are: financial, 
mental and physical. Consumer productivity can 
be increased by i) increasing output and holding 
inputs constant (e.g. improving product quality 
or adding a salient attribute), ii) holding 
output constant and reducing inputs (e.g. 
reducing price or arranging for a more 
convenient distribution of products), iii) 
increase output more than input (e.g. offer 
substantially better service at a slightly 
higher cost, and iv) decrease inputs more than 
output (e.g. introduce a basic stereo model at 
a significantly lower price). 

Changing from a Production to a 
Marketing Orientation 

Having introduced the concept of consumer 
productivity, the next step is to discuss how it 
can be maximized at the macro-policy making 
level and the micro-firm level in order to 
achieve socio-economic growth in LDCs. But 
first, governments as well as individual firms 
in LDCs must recognize and understand the 
beneficial (and at times detrimental) power of 
marketing in accomplishing societal goals. 
Unfortunately, with the existence of sellers 
markets in LDCs, manufacturing firms have tended 
to overlook marketing for production 
considerations in the pursuit of profits 
(Sherbini 1965). Marketing has been equated 
with sales and physical distribution and these 
have often been relegated to mere administrative 
functions devoid of creativity. Uneil recent 
times, the marketing of automobiles and scooters 
in India suffered from such practices. 

Governments in LDCs have typically embarked upon 
ambitious development plans that set production 
goals in both manufacturing and agricultural 
see tors. Marketing of the goods produced is 
assumed to occur in some shape or form. 
Unfortunately, it occurs with a high level of 
inefficiency. Abbot (1963) and McCarthy (1963) 
after investigating the loss of profits to the 
production sectors of LDCs due to inefficiencies 
in marketing institutions have concluded that 
more effective and efficient marketing channels 
are needed. Jhis production orientation has 
been equally prevalent in Eastern European 
countries. Recent discussions between the 
author and an American based East European trade 
expert reveal an abysmal ignorance of basic 
marketing methods on the part of government 
officials and managers of state owned 
enterprises in Czechoslovakia and Bulgaria. 

Decision-makers in LDCs and Eastern European 
countries need to be convinced of the positive 
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contributions of marketing. Empirical studies 
in this area are, however, far from abundant. 
Examples of studies that show a relationship 
between marketing and development include 
studies by Cundiff (1965), Preston (1968) and 
Holton (1980). Cundiff's (1965) study of 
distribution in several countries indicates that 
marketing innovations lead to economic 
development. Preston (1968) demonstrated a 
positive relationship between the GDP of LDCs 
and the percent of population employed in 
commercial marketing activities. Holton (1980) 
in reviewing the influence of advertising in 
LDCs noted that advertising reduced consumer 
search and resulted in higher profits for 
advertisers. 

In addition to the three examples cited above, 
Wood and Vitell (1986) in their excellent review 
article also note that marketing provides 
utility to consumers in LDCs; develops managers 
and entrepreneurs in LOGs and sets in motion a 
synergistic process that benefits both 
manufacturers and consumers. For instance, an 
efficient distribution system results in market 
expansion which encourages mass consumption and 
hence mass production. Mass production leads to 
economies of scale lowering the unit cost of the 
product. This can result in both savings for 
the consumer and enhanced profitability for the 
manufacturer. 

Role of Government in Increasing 
Consumer Productivity 

Mentzer and Samli (1981) have rightly emphasized 
the need for government involvement in 
developing a nation's infrastructure. A 
critical non-physical component of the 
infrastructure that is often ignored in LDCs is 
the timely collection, processing and 
dissemination of reliable information. Scarce 
and unreliable statistics may result in a 
misallocation of scarce resources by government 
and business and a less than optimal development 
of the physical infrastructure. In either case, 
consumer productivity is. hindered in the long 
run. 

The physical infrastructure consisting of 
transportation, communication, energy 
availability, educational institutions and the 
like exercise a major influence on consumer 
productivity. Improved transportation networks 
lead to market expansion and the growth of new 
and existing businesses. Market expansion 
increases product availability in non-urban 
areas (lessening the problem of a dual economy) 
and as a consequence of production economies of 
scale reduces consumer inputs in the form of a 
lower price. Improved communication systems 
enhance consumer learning and make the consumer 
search process more efficient thus increasing 
consumer productivity. Energy availability such 
as electricity makes it possible for consumers 
to enjoy products that previously could not be 
used. Literacy and better education help the 
consumer to become aware of and learn about a 
wider array of products and services and at the 
same time enable the government to more 
successfully (i.e. with a higher probability of 

success) promote socially desirable programs 
like health (vaccination, disease prevention, 
hygiene, nutrition) , family planning (e.g. in 
India, Thailand and Mexico), savings (e.g. 
savings bonds campaigns in India and the 
U.S.A.), energy conservation, use of fertilizers 
and pesticides, etc. 

The government can play a major role in 
enhancing consumer productivity in other 
significant ways also. The area of regulation 
is a double edged sword that has to be used very 
carefully. Minimum acceptable product standards 
in the pharmaceutical industry are relatively 
commonplace as are minimum qualifications in 

professions such as medicine and law across 
countries, both DCs and LDCs. 

Governments could also require firms to offer 
products and services in certain geographic 
areas (typically rural or backward areas) or to 
certain market segments in return for the 
privilege of operating in that industry. For 
instance, transportation companies, electric 
utilities and banks may be required to provide 
services to sparsely populated or remote areas. 
Rather than using regulatory measures, 
governments could also use a system of 
incentives in the form of tax breaks or 
disincentives in the form of penalties, 
restrictions on access to resources, etc. 
(Mcintyre and Kale (1988)). 

While the types of regulations discussed above 
may increase consumer productivity, others may, 
actually, reduce it. For instance, price 
controls while seemingly reducing consumer 
inputs in the short run may actually increase 
consumer inputs and decrease consumer output in 
the long run due to the disincentive it offers 
sellers. Similarly, too much regulation of 
industry (e. g. in the form of protection from 
imports) may result in unwittingly reducing 
consumer productivity by increasing consumer 
inputs and reducing consumer output. An example 
of the latter is the automobile industry in 
India. Domestic manufacturers failed to 
innovate while prices kept going higher. 

An interesting proposition advanced by Samli 
(1978) based upon his study of Eastern European 
countries is that economic development is 
related to a lessening of central government 
control over marketing activities. This 
proposition may apply to LDCs as well. The 
lesser centralized control encourages market­
sensitive entrepreneurial activity which in turn 
can increase consumer productivity. 

Role of Business in Increasing 
Consumer Productivity 

It is in the self-interest of profit max1m1z1ng 
firms to enable consumers to increase their 
productivity as consumers will buy from firms 
which enable them to attain the highest level of 
productivity. Firms that offer higher levels of 
consumer productivity will gain loyal customers 

and market share. The question then is: what 
can firms do to increase consumer productivity? 
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Product innovations in the form of introduction 
of new products and constant improvement of 
existing procucts will increase consumer output 
and enable the firm to gain competitive 
advantage. This, obviously, assumes that the 
firm is operating in a competitive environment 
and not functioning as a near monopoly. Even in 
a sellers mark~t, product innovation will enable 
a firm to enhance its long run profitability. 
The only caveat to consider is the possibility 
that a dominant market share or high 
profitability may invite government 
intervention. Extension of the product line 
will also enable the firm to increase consumer 
productivity in selected market segments. For 
instance, consumers need refrigerators in 
different sizes and stereos with different 
features. Offering just one model will 
suboptimize the productivity of a large number 
of consumers. 

Process innovations enable a firm to make the 
same product more efficiently i.e. at a lower 
cost. Sharing some of the savings with the 
customers in the form of a lower price will not 
only reduce consumer inputs but also result in 
market expansion thereby enabling the firm to 
enjoy further economies of scale and increasing 
profits. 

The opportunities for increasing consumer 
productivity are immense in the area of 
promotion. Advertising can be a powerful force 
in creating product awareness and in imparting 
information about product features and product 
use. This has the effect of reducing consumer 
inputs due to learning taking place in an 
efficient manner. In LDCs, advertising has 
enabled consumers to learn about a variety of 
processed foods and how they can become a part 
of the family's daily diet. Advertising and 
related promotional activities have also helped 
to create larger markets resulting in economies 
of scale for sellers. It should, however, be 
kept in mind that advertising can also encourage 
new behaviors that may . be detrimental to 
consumers in LDCs. The case of the promotion of 
infant formula resulting in its increased 
consumption in environments conducive to misuse 
has been well documented (Gilly and Graham 

1988). Advertising of cigarettes and alcoholic 
beverages may result in similar maleffects. 

Improvements in distribution provide the direct 
benefits of time and place utility to consumers. 
Consumer productivity increases as consumers 
expend less time and less effort in the buying 
process. Better distribution methods also 
result in cost savings for sellers, reduced 
spoilage of perishable items and expansion of 
markets. 

Conclusion 

Given the existence of sellers markets in many 
LDCs, consumer productivity has frequently been 
sacrificed in favor of seller productivity. 
Drawing upon the work of Mcintyre and Kale 
(1988), this article has focused upon the 
concept of consumer productivity as a means of 

increasing the socio-economic development of 
LDCs. The concept, of course, is generic enough 
to apply to DCs also. Increasing consumer 
productivity calls for an activist approach upon 
the part of government and business in order to 
achieve societal goals. 
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THE ROLE OF TURKISH WOMAN IN FAMILY"S CONSUMPTION 

MAHiR NAKiP 

ABSTRACT 

The purpose of this study is to determine the role of the 
wife in Turkish families during the purchasing process 
and to research whether the employment situat1on of the 
wife has any influence on this role_ In this study the purc­
hasing process consists of: the determining stage .. the 
deciding stage .. and the buying stage_ This study shows 
that the wife has an important role in the first two sta­
ges. In the third stage the wife"s importance diminishes 
to equal decision making or to the husband"s decision_ The 
statistical analysis that was carried out indicates that 
the decision maker Yoriable (wife-husband-together).. ond 
the employment situation of the wife Yariable (working 
wife-housewife) are independent in the first two stages. 
and dependent in the third stage. 

INTRODUCTION 

One of the most famous consumer purchasing processing 
models was deYeloped by Enge1-Biackwe11-Ko11at in 1978_ 
This model .. which was designed for indiYidual consumers 
as well as for families .. consisted of fiYe stages: problem 
recognition .. information research .. alternatiYe eYaluation .. 
choice and outcomes. 

Sema Tapan applied this model in Turkey by measuring 
the effect i Yeness of reference groups on youth when 
buying outfits (1979). This same researcher also used the 
model to measure the influence of' reference groups when 
purchasing conYenience and speciality goods( 1990). Alt­
hough there are some studies in Turkey about the role of 
family members in purchasing decisions (Koc: 1975).. the 
opplicat1on of Engel- Blackweli-Kollat"s model on family 
consumpt 1 on in Turkey was not done unt i 1 1980 by Mehmet 
Karafokiog1u _ 

In the beginning of this study_. the role of the wife in the 
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famny purchasing process is measured_ Subsequently .. 
within the framework of the model .. statistical analysis is 
used to understand whether the decision makers variable 
(wife-husband-together)_, employment situation variable 
(working wife-housewife) ore independent_ 

METHODOLOGY 

255 Turkish fomi1ies were selected for this research; 60 
of the wives worked in state sectors and 195 were hou­
sewives_ The fo11owing questions were directed to the fo­
m11ies: who determines needs .. who decides to buy .. and 
who buys ? By whom these decisions were made in each of 
these three stages important_ Therefore in the question­
naire .. three decision makers were indicated: wife .. hus­
band.. and together_ These questions were repeated for 
seven products: food.. white products.. furniture.. men·s 
clothes .. womon·s clothes .. ch11dren·s clothes .. and cleaning 
materials_ 

21 tables have resulted from this study_ These tables have 
been clHssified into three groups: determining .. deciding 
and buying_ EHch class forms three columns and two rows_ 
Columns display decision maker (wife-husband-together). 
rows display the employment situation of the wife (wor­
king wife-housewife)_ 

In each purchasing process stage. x2 analysis was used to 
discover whether the decision makers were dependent on 
the employment sitution of the wife_ To understand the 
strength of the relation .. o contingency test was carried 
out_ 

In cases when these two statistical tests ore inadequate; 
to comprehend which ce11 was more effective. o contribu­
tion test was applied and the sign of the ce11 was token 
into a consideration_ Tables were tested with two degrees 
of freedom at ZS level of significance_ Tobie values for X2 
W8s 5_99 .. for contingency Z71 and for contribution test 
was 3_64_ 



FINDINGS 
Need-Determining Stoge 

According to the results of the onolysis~ need for food~ 
cleaning moteriols .. women's ond children clothes wos de­
termined mostly by the wife_ On the other hond need for 
furniture~ ond white products wos determined mostly by 
wife ond husband together_ The husband determined only 
his own needs for clothes(Toble- 1)_ 

Table 1 
The Percentage of Deciders Due to Product Groups in Need­

Determining Stoge(Z) 

Products Wife Husband Together Toto I 
Food 66 12 22 100 
White Pro_ 23 18 59 100 
Furnitures 3 12 57 100 
Mole cloth_ 18 62 20 100 
Femole cloth 82 5 13 100 
Child.cloth_ 53 6 41 100 
Cleonig M. 86 7 7 100 

Six of seven X2 tests .. applied to eoch product group sepo­
rotly. showed that the job situation of the wife and deci­
sion makers ore independent_ Contingency coefficients for 
oil product groups were very low_ In other words~ the re­
lation between decision makers and the employment situo­
ti on is very weok_ 

Table 2 
Values of X2. Contengency~ Contribution Tests Due To Pro­
duct Groups in Need-Determining Stoge 

Products X2 Conting_ Effective 
Coeffl_ Cell ond Sign 

Food 4.46 0.12 

White Pro_ 4.02 0.12 

Furnitures 0.76 0.05 

male cloth_ 13.70* 0.23 ( + )(WW-T)** 

Female cloth_ 2.05 0.09 

Chi 1 d_c I oth_ 3.13 o_ 11 

Cleaning M_ 0.52 0.05 

*(P<O.O 1) 

**(Working Wife-Together )C e 11 
569
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According to the table above .. there is an exception in male 
clothes. A Statistical differentiation was observed bet­
ween two variables. That shows .. that there was a statis­
tical difference between employment situation of the 
wife and decision makers. 

Need-Deciding Stage 

According to product groups .. the results of this research 
indicates that the role of the decision makers in the se­
cond stage is almost similiar to the first one. 

Toble-3 
The Percentage of Deciders Due to Product Groups in Need­
Deciding Stage(Z). 

Products Wife Husband Equal Total 
Food 39 28 33 100 
White Prod. 9 29 62 100 
Furni tures 12 24 64 100 
Mole cloth. 8 68 24 100 
Female cloth. 66 10 24 100 
Child.Cloth. 48 20 32 100 
Cleaning M. 74 13 13 100 

In the second stage the X2 values were close to the first 

stage. The only difference between them was contingency 

coefficients.The values of contingency coefficient in se­

cond stage was relatively higher than the first stage. 
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Table 4 

Values of X2 .. Contingency Coefficient .. Contribution Tests 

Due to Product Groups in Need-Oeci ding Stage 

Products X2 

Food 5.15 

White Prod_ 4.70 

Furnitures 2.70 

Mole cloth_ 15.50* 

Female cloth. 4.12 

Chil d.c 1oth_ 4.64 

Cleaning M. 4.39 

*(P>O.O 1) 

Need•Buyi ng Stage 

Conting_ 

Coeffi_ 

0.14 

0.13 

0.12 

0.24 

0.13 

0.14 

0.14 

Effective 

Cell and Sign 

(+)(WW-T) 

The results of the analysis in this stage differed totally 

from the first two stages: While food products .. cleonning 

materials .. and mole clothes were bought by the husband; 

furniture .. white products .. women and children clothes 

were bought by the wife and husband together_ 
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Toblo 5 

The percentages of Deciders Due To Product Groups in 

Need-buying Stoge(S) 

Products Wife Husband Together Total 

Total 

Food 10 66 24 100 

White Prod_ 4 39 57 100 

Furnitures 4 45 51 100 

Mole cloth. 5 70 25 100 

Female cloth. 30 27 43 100 

Child.cloth_ 22 31 47 100 

Cleaning m_ 29 53 16 100 

All seven x2 tests were significant in this stage; this 

means that the job situation of the wife ond decision 

maker were dependent and that the job situation of the 

wife differed according to the decision maker. 

Toblo 6 

Values of x2 .. Contingency .. Contribution Tests Due To Pro 

duct Groups 1n Need-Buying Stage. 

Products X2 Conting. Effeclive 

Food 

White Prod. 

Furnitures 

Mole cloth_ 

Female cloth. 

Ch11d.cloth. 

Cleaning M. 

* (P<O.O 1) 

**(P<0.05) 

7.4 * 

11.2* 

6.1** 

20.7* 

16.2* 

10.9* 

14.4* 

Coeffi. 

0.17 

0.21 

0.15 

0.27 

0.26 

0.21 

0.23 

***(Working wHe-husb.and)ce11 

Cell and Sign 

(+)(WW-T) 

(+)(WW-T) 

(+)(WW-T) 

(-)(WW-H)*** 

(-)(WW-H) 

(+)(WW-T) 
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As displayed in Table-6.. the contingency coefficients 

were high also. This means that the relation between the 

two variables in this stage was strong .. compared with the 

first two stages. Keeping in mind that statistical methods 

ore insufficient in estimating purchasing behavior (Kurtu-

1 u~: 1987) and in order to know which ce 11 is more eff ecti­

ve in differenciotion between two variables .. o contribu­

tion test was also used _ As indicated in Tab1e-6 the most 

active role was played by the (working wife-together) 

ce11 in positive direction ot the third stage. There was on 

exception in purchasing women and children outfits during 

this stage_ The most active role played here wos by {wor­

king wife-husband )ce11 in o negative direction. 

CONCLUSION 

It con be concluded that in the first two steps of the 

purchasing stoge .. the wife hos on important role. In the 

third stage this importance disoppeors leaving its effec­

tiveness to equol decision moking or to the husbond"s de­

cision. This conclusion is in agreement with the reseorch 

done by Mehmet Korofokioglu at 1980. This means .. that 

there wos no chonge in the role of the Turkish wife in ef­

fecting the fomlly purchosing decision during the post 13 
years_ 

According to the x2 outcomes .. the employment situotion of 

the wife ond her role in purchosing decisions ore indepen­

dent. At the third stage the job situation is taken into 

considrotion ond differs from the decision makers va­

riable. 
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The outcome of the contribution tests, showed thot when o 

woman worked it resulted in equal decision moking in Tur­

kish fomilies during the third stoge. When a womon works 

the situation of making decisions together develops posi­

tively_ The source of the difference comes from the(wor­

king wife-husband)cell ond effects 1t in a negative woy_ 
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A STRATEGIC FRAMEWO~ FOR ANALYSING NEGATIVE RUMORS 
IN THE MARKET PLACE: THE CASE OF WASH & GO IN DENMARK 

Jan M0ller Jensen, Odense University 

Abstract 

The author proposes a classification system for the analysis 
and curbing of negative rumors in the market place. The 
classification system is useful for marketers as it does not 
only indicate the potential of a rumor to spread, but also 
suggests the response strategy appropriate in a specific 
rumor situation. To illustrate the relevance and applicability 
of the classification system the article will refer to an 
example recently seen in Denmark: the case of Wash & Go. 

Introduction 

Marketing and consumer behavior literature clearly 
emphasizes that great importance is usually attached to 
negative worth of mouth communication (WOM) regarding 
a company and/or its products in consumer decision making 
and hence is of major concern to business. Research 
provides evidence suggesting that negative WOM has 
greater impact on consumers than positive WOM and that 
the negative impact may persist even when it has been 
refuted {Arndt 1967; Weinberger, Allen and Dillon 1981). 
Furthermore, cases analyzing companies or products 
victimized by negative WOM information indicate that such 
influence is possible in the absence of substantive facts. In 
the U.S. for example, McDonald's fast food chain was 
rumored to be using red worm meat in its hamburgers. 
Although this rumor was not based on fact, McDonald's 
attempts to combat the rumor was less than effective and 
their sales went down as much as 30% in the areas where 
rumor circulated (Tybout et al 1981). And Sherry (1984) 
cites many other examples where negative WOM takes the 
form of untraceable rumors associating products with 
undesirable and even bizarre characteristics. A key question 
confronting the marketers when a negative rumor begins is, 
"how do we combat it?". Very little guidance is available as 
to what strategy might work best and many unsuccessful 
attempts to dispel rumors provide evidence that this question 
is very hard to answer. This paper attempts to provide some 
guidelines. The author points out some of the key factors 
determining the launch and diffusion of negative rumors in 
the market place and proposes a rumor classification system 
to determine how likely a specific rumor is to spread. 
Possible response strategies suggested in literature are 
highlighted and their appropriateness is discussed on the 
basis of the suggested classification system. The author 
approaches the subject from a managerial angle and no 
actual discussion of the theories on rumors is offered. To 
illustrate the relevance and applicability of the classifiation 
system a case recently experienced in Denmark will be set 
as an example. 

The Case of Wash & Go in Denmark 

In January 1990 the American company Procter & Gamble 

introduced a new combined shampoo and conditioner 
product on the Danish consumer market: the "Wash & Go" 
shampoo. The introduction was heavily promoted by 
emotionally appealing TV -advertising emphasizing youth 
and activeness, the advantages of only one bottle to handle 
and the saving of time in washing and conditioning the hair 
in one step. Later the advertising was followed by 
household-distributed free samples of Wash & Go. Within 
a few months Wash & Go gained a great market share 
culminating in September with a market share in terms of 
volume and value of 12.6% and 23.8% respectively. Late 
September the success turned owing to the launch of 
negative rumors about Wash & Go. Hairdressers all over 
the country complained about problems doing perms and 
colorings on clients using the new shampoo product of Wash 
& Go. Procter & Gamble responded with a prompt refusal, 
but did not manage to dispel the rumor. Indeed, very soon 
Procter & Gamble had to face a second rumor that the use 
of Wash & Go might cause severe hair loss. In a few 
months these negative rumors reduced the sales of Wash and 
Go from a market share of 20% to around 5%. 

Launch of Negative Rumors in the Market Place 

Greater insight into the factors determining the launch of 
negative rumors is obviously of importance when curbing 
negative rumors. After all, the best way to combat rumors 
is to avoid them. Rumor literature (e.g. Rosnow and Fine 
1976; Allport & Postman 1965) defines rumors as 
information without secure standards of evidence being 
present and suggests that most rumor activity derives from 
an attempt to reduce uncertainty and anxiety. Individuals 
may engage in rumor activity in order to simplify matters 
and to reduce anxiety. Hairdressers may for example 
attribute their problems in doing perms or coloring to the 
shampoo product of Wash & Go in order to explain their 
failure and to reduce anxiety. Similar to negative WOM in 
general, negative rumors in the market place are mostly 
launched by individuals experiencing some kind of 
dissatisfaction with a company or product (Richins 1984, 
p.699). In these cases, literature (Arndt 1967; Richins 1984, 
Sherry 1984) suggests three major motivations to engage in 
negative WOM; 1) an attempt to reduce emotional arousal 
by sharing verbally the experience with others; 2) an 
attempt to prevent others from experiencing a similar fate 
and 3) an attempt to "get even with" the offending 
marketing institution by turning other consumers against it. 
In the case of Wash & Go these motivations were all likely 
to be present. It should be noted that any rumor usually has 
a 'kernel of truth' and thus it is very important for 
marketers to detect the 'kernel of truth' from which the 
rumor probably developed. Not to say that Wash & Go 
actually is to blame for problems with perms and coloring 
as well as severe hair losses. The content of silicon in Wash 
& Go may, however, have caused problems in connection 



576

with some perm or coloring products. In order to delimit the 
rumor potential, Procter & Gamble should promptly have 
detected this 'kernel of truth'. As already known by the 
reader, Procter & Gamble denied any problem to be caused 
by Wash & Go. Their doing so without any substantial facts 
apparently started off the second rumor: individuals blaming 
Wash & Go for causing hair losses. Some individuals may 
actually have experienced some hair loss and thus attributed 
this (probably natural) hair loss to Wash & Go. 

This incident stresses the fact that content customer are a 
necessary, but not sufficient way to prevent the launch of 
negative rumors. Apart from negative experiences with a 
company or its products two other types of motivations 
should be noted. Firstly, the communicator may simply be 
seeking attention or status (being the one who knows), and 
secondly, and very common in the market place, there may 
be emotional or commercial motives for the launching of 
negative rumors against a particular product or company. 
For example, persons disliking big foreign companies for 
being successful or a competitor (e.g. another shampoo 
producer) may want to fight against the success of Wash & 
Go. Spreading negative rumors may simply be motivated by 
a need to justify or rationalize one's emotional interests or 
attitudes. In line with this Sherry (1984, p. 742-743) 
provides a list of areas which may be vulnerable to rumors. 
To mention a few: new products, mass-prepared food 
products, fast food products and big (especially foreign) 
companies are potential victims for rumor stories. Many of 
these areas may be related to the case of Wash & Go. 
Furthermore, hairdressers may have commercial interests in 

· blaming Wash & Go for problems with perms and 
colorings. Interestingly, another shampoo producer (located 
in the eastern part of Jutland) was about to launch a new 
2inl shampoo product; without silicon. Indeed, this 
upcoming product, in contrast to Wash & Go, was to be 
distributed through hairdressers. There is no evidence 
confirming such motives but, if existing, Procter & Gamble 
might combat the rumor by distributing the product through 
hairdressers. To conclude the above, insight into the 
motives behind negative rumor communication may help 
marketers prevent the launch of such rumors. 

Diffusion of Negative Rumors 
in the Market Place 

The impact of any negative rumor in the market place 
depends on how likely the rumor is to spread among 
potential customers. The diffusion of negative rumors is in 
many ways similar to the diffusion of new products or ideas 
in the market place. Hence, the theoretical foundation from 
this area seems valuable when analysing the diffusion of 
negative rumors. According to Rogers (1983) diffusion is 
defined as the process by which an innovation is 
communicated through certain channels over time among 
members of a social system. The adoption of an innovation 
is seen to be a sequence of events through which individual 
consumers pass over time. In this temporal context 
consumers are seen as moving from being unaware of the 
innovation through various stages ending with the decision 
to adopt or reject the innovation. The starting point in time 

as well as the speed of the adoption process may vary across 
segments of consumers. Literature (e.g. Sheth 1989) 
emphasizes various factors which may inhibit the diffusion 
process and further suggests strategies by which marketers 
are able to overcome these inhibitors. Marketers introducing 
new products obviously desire the innovation to spread 
rapidly, whereas marketers curbing rumors desire to 
eliminate the process. Yet, elements of the same framework 
may be valuable in developing effective strategies to combat 
negative rumors. For example, the notion of different 
adoption processes among various segments of potential 
adoptors suggests that marketers locate various segments 
and determine at which stage they are in the adoption 
process as well as how likely they are to adopt the rumor. 
If large segments of potential adoptors are unaware of the 
rumor, marketers should try to keep rumor information 
away from these segments in order not to move the 
segments further into the adoption process. Thus, the origin 
of the rumor has to be located as soon as possible and, if 
necessary, a very selective response strategy should be 
targeted at only the segments being aware of the rumor. In 
the case of Wash & Go, the rumor about problems with 
doing perms or colorings was for a long period limited to 
hairdressers located in the eastern part of Jutland. Hence, a 
selective response strategy targeted at this segment seemed 
appropriate. Apparently, Proctor & Gamble did choose a 
selective response strategy, but unfortunately the response 
was a pure denial without any substantial facts. 
Consequently, this response strategy did not succeed, and to 
make things even worse the denial itself may have motivated 
the hairdressers to more public communication in order to 
defend their status as experts. During the following week 
the information spread and was mentioned in newspapers all 
over the country. Furthermore, Wash & Go was very soon 
also blamed for severe hair losses. From this case, two 
important factors call for further attention: 1) the importance 
of the rumor to the target segments and 2) the lack of any 
substantive facts to support the refutation. Exactly these two 
dimensions are highlighted in rumor literature as necessary 
for rumors to occur and spread (Allport & Postman 1965). 
Their relevance for the analysis of negative rumors in the 
market place will be further clarified. 

Personal Importance of the Rumor (Involvement). 

In general, individuals may be motivated to engage in rumor 
communication by two main factors: the perceived risk 
associated with the rumor and the closeness of the rumor to 
personal values, interests, etc. The perceived risk has two 
facets. The negative consequences in case the rumor 
information is true and the probability of such an outcome 
to be perceived by the individual. In case that Wash & Go 
causes problems when hairdressers do perms or colorings, 
mainly hairdressers and customers having perms or 
colorings are affected. Thus, this rumor is less likely to 
spread into the entire shampoo market owing to the 
relatively low involvement among other segments. 
Obviously, the second rumor about severe hair loss is of 
major concern to almost any shampoo user, thereby making 
it more likely to spread across the entire market. The 
second dimension of rumor involvement depends on whether 
or not the rumor implies information that threatens or 
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strengthens existing values or attitudes held by the 
individual. In the case of Wash & Go hairdressers may 
engage in rumor communication in order to defend their 
image as experts on hair styling. This may explain, why 
many hairdressers were involved in the discussion when 
Proctor & Gamble denied the problems with perms and 
colorings. It is important to note that this need to defend 
existing values and interests may also inhibit rumor 
diffusion. Heavy users or very experienced customers using 
Wash & Go may for instance reject the rumor in order to 
protect their own attitudes and behavior. 

Lack of Substantive Facts (Ambiguity) 

Ambiguity is associated with two main factors. Firstly, the 
rumor object may itself be more or less tangible. And 
secondly, the amount of personal experience/ knowledge 
related to the rumor object is important. In the case of Wash 
and Go it should be relatively easy to provide substantive 
facts, at least for hairdressers, on whether or not the 
shampoo causes problems with perms and colorings. In 
contrast, it is very difficult for most individuals to provide 
objective evidence on whether Wash and Go causes hair loss 
or not. Further, while hairdressers, owing to their 
profession, can easily provide substantive facts on the rumor 
concerning perms and colorings, very few consumers have 
any experience/knowledge with the subject matter. The 
importance of experience/ knowledge with the rumor subject 
may explain why new products, like Wash & Go, are 
vulnerable to negative rumors. 

A Proposed Classification System 

The classification system proposed in figure 1 is an attempt 
toward a framework for mar~ters to analyze the potential 
of a rumor to spread. The classification model is built upon 
the two dimensions previously emphasized to be valuable in 
determing the potential of a specific rumor to spread: 1) 
rumor involvement and 2) rumor ambiguity. As will be seen 
later on, these dimensions also provide guidelines for deve­
loping appropriate response strategies to combat negative 
rumors. The most serious rumor situations to be confronted 
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with are those with high involvement and high ambiguity 
(quadrant n in figure 1). In contrast there should be no 
problems in curbing with rumor situations with low 
involvement and low ambiguity (quadrant lll). To illustrate 
the application of the classification system the most relevant 
rumor situations confronting Wash & Go are placed in 
figure 1. The rumor situation with hairdressers blaming 
Wash & Go for problems with perms and colorings is not 
very likely to spread. Firstly, it is of little concern to 
individuals not having perms or colorings (quadrant IV). 
Secondly, hairdressers, owing to their profession, should be 
able to accept substantive facts refuting the rumor. The 
customers having perms or coloring belong to the most 
serious rumor situation because of their relatively high 
involvement and lack of knowledge to evaluate substantive 
facts. Hairdressers are a very important segment to target, 
since they, in their capacity as opinion leaders, may be able 
to persuade their customers. Finally, the rumor concerning 
hair loss is of great risk to Wash & Go due to the very high 
involvement as well as ambiguity in almost the entire 
shampoo market. 

Combating Negative Rumors 

To deal with negative rumors four major strategies are 
suggested in literature; 1) ignoring the rumor; 2) refutation; 
3) storage and/or retrieval and 4) product recall (e.g. 
Tybout et al 1981; Weinberger & Dillon 1981; Sherry 
1984). Below, each strategy will be discussed in relation to 
the above four rumor situations. 

An 'i&norin&' strategy suggests that the victimized company 
refuses any problem and proceeds as if nothing happened. 
Evidence indicates that this strategy is rarely an effective 
course of action. In any case, the strategy may be employed 
only in relatively harmless rumor situations (low 
involvement). Furthermore, the strategy may be most 
effective when potential rumor adaptors are in possession of 
prior experience and/or substantive facts making them likely 
to refute the rumor (quadrant min figure 1). It is important 
to note that in rumor situations indicating high involvement 
(quadrant I and II}, pure denials without reasoning may 
increase the level of involvement making the spreading of 
the rumor even more likely. In the case of Wash & Go, the 
denial of any problem with perms and coloring was likely 
to increase the involvement among hairdressers owing to 
their position as 'experts' on hair styling. Thus, in any case 
an ignoring strategy has to be accompanied by careful 
monitoring trends in the individual situation. 

In a 'refutational' strategy the victimized company provides 
substantial facts in order to convince the potential rumor 
communicators that the negative information is not likely to 
be true. This strategy is useful in rumor situations with low 
ambiguity (quadrant I and Ill) and may take two directions; 
a 'cognitive route' or an 'affective route' (Petty and 
Cacioppo 1979). Refutation as a 'cognitive route' strategy 
should be accomplished in high involvement situations 
(quadrant 1). Informative, issue relevant counter arguments 
should be provided by a credible source to be effective. 
Here it is important to note that the victimized company is 
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rarely considered high in credibility itself. This explains 
why press meetings with the victimized company as one part 
are not very likely to refute negative rumors. In the case of 
Wash & Go, Procter & Gamble actually did invite to such 
a press meeting, apparently without any positive effect. In 
low involvement situations (quadrant Ill), the audiences are 
not expected to engage in much cognitive activity. In such 
cases an 'affective route' strategy, using the persuasiveness 
of emotionally appealing sources may be more likely to 
succeed. If not successful, it goes for both strategy 
directions that the refutation may have a negative impact in 
spreading rumor awareness or increasing involvement 
among potential adoptors, thus ·making a diffusion more 
likely. In order to minimize this risk, a selective refutation 
strategy may be employed. In the case of Wash & Go, the 
rumor concerning problems with perms or coloring did 
originate among hairdressers located in the eastern part of 
Jutland. Hence, an appropriate strategy for Procter & 
Gamble might have been a selective refutational strategy 
targeted at these hairdressers and their customers having 
problems with perms or colorings. First, the 'refutational' 
strategy, using substantive facts, may be targeted at hair­
dressers. Then, in their position as opinion leaders the 
hairdressers are likely to convince their customers. 

The stom" and retrieval strateeies take an informational 
processing approach (Bettman 1979; Grunert 1988; Tybout 
et al1981). In their classic labomtory experiment simulating 
the McDonald's worm rumor, Tybout et al (1981) 
concluded that these strategies under certain conditions are 
more effective than a refutational strategy. The information 
processing approach seeks a more mechanistic approach 
explaining behavior not only as a consequence of what 
people think about an object but also how they think about 
it (Tybout et al 1981). People are believed to store 
information about objects (e.g. a company or its products), 
associated attributes and consequenses as cognitive networks 
in a storage memory. Subsequent evaluation of the object 
(e.g. forming attitudes towards a product) requires retrieval 
of thoughts associated to the object. The overall evaluation 
of the object depends on the valens of thoughts retrieved 
from memory. To explain the theory consider the 
introduction of Wash & Go. The shampoo was heavily 
promoted with emotionally appealing TV-advertising 
emphasizing the positive attributes of youth and activeness, 
the advantages of a combined shampoo and conditioner in 
only one bottle as well as the associated consequences of 
feeling good and easy to handle. All positive associations in 
order to create a positive evaluation of Wash & Go. The 
rumor about problems with perms and coloring did add new 
and negative associations to Wash & Go thereby creating a 
less favomble attitude when retrieved for subsequent 
evaluation. Figure 2 may further illustrate the case. 

Note that consumers not attributing the problems with perms 
or coloring to silicon may add a new unknown attribute('?') 
to the network which may further have caused the rumor 
about hair loss. Tybout et al (1981) showed that consumers 
are affected . by processing such negative associations, 
whether they believe them or not. Fortunately, the 
information processing approach also suggests two strategies 
useful to limit the rumor effect. 

FIGURE 2 
COGNITIVE STRUCTURE 
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The storaee strateey (illustrated in figure 3,) suggests 
introducing a second object to be associated with the rumor 
attributes. For example, the individuals may be informed 
about the positive conseqences of using silicon or that 
silicon is also a component in other conditioning products. 
The stomge strategy intends to foster associations from the 
rumor attribute (silicon) with hair conditioner mther than 
with the object initially specified in the rumor (Wash & 
Go). Moreover, if hair conditioners are positively evaluated 
by rumor recipients, some of this effect is likely to be 
associated with the rumor attribute (silicon), making it less 
negative. Thus, if the silicon attribute is later retrieved in 

FIGURE3 
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FIGURE4 
COGNITIVE STRUCTURE: 
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the processing of Wash & Go, it will not have as negative 
an effect as in the absence of the storage strategy. 

The retrieval stratei:Y is an attempt to affect the information 
retrieval. The strategy is based on the notion that it is 
possible to 'direct' the retrieval of thoughts in memory away 
from rumor-stimulated associations by intensifying existing 
positive associations, (e.g. combined shampoo & conditioner 
/easy to handle; young and active I well being). Figure 4 
illustrates this strategy. Procter & Gamble might have 
employed this strategy by increasing the intensity of the 
emotionally appealing commercials stressing the product 
associations to the positive attributes and consequences. 
For some reasons the Wash & Go commercials were almost 
tuned down during the period with the highest level of 
rumor activity. 

The fourth and last strategy to be mentioned is ~ 
m;a!l according to which the company calls back the entire 
or part of a particular product line. Intuitively, this strategy 
seems very appropriate, especially if the product is said to 
have unacceptable/hazardous effects. However, some 
caution is important. Literature (Weinberger et al 1981) 
reveals evidence that, contrary to popular belief, a voluntary 
recall may lead to perception of greater fault, thereby 
having negative consequences for other product classes 
marketed by the company. 

Figure 5 sums up the four strategies as well as their 
applicability to the different rumor situations highlighted in 
figure 1. 

Conclusion 

The case of Wash & Go clearly emphasizes how a company 
or its products may be harmed by negative rumors in the 
market place. The author sums up some factors determining 
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the potential negative rumors to be created and suggests that 
some areas are more vulnerable as victims. More insight 
into such factors may help marketers prevent negative 
rumors. In case a company or its products are hit by 
negative rumors, this paper suggests a classification system 
to analyze how likely the rumor is to spread and further to 
evaluate which response strategy will be most likely to 
succeed. The classification system is a first attempt to 
provide an applicable framework for the analysis of negative 
rumors in the market place. Hopefully, this paper will 
motivate more marketing and consumer researchers to 
develop our knowledge further in this direction. 
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BUYERS' PERCEPTION OF THE PRICE-QUALITY 
RELATIONSHIP: THE TURKISH CASE 

Ugur Yucelt, Penn State Harrisburg 
Nadeem M. Firoz, Montclair State College 

ABSTRACT 

This study is contrived to evaluate the perceived 
price-quality connection in Turkey, which is 
among the world's industrializing nations. Data 
was collected in Istanbul, Turkey and analyzed 
using the Factor Analysis Techniques in the SPSSX 
routine. The study findings indicated that the 
price-quality relationship shows formations based 
upon socio-economic patterns, economic 
foundations, and value structure of a particular 
country. The interdependence of price and 
quality will motivate consumers to be particular 
about their choice and persuade manufacturers to 
produce and sell high quality products. Market 
success will depend upon how well price and 
quality are connected and how positive an opinion 
consumers have in this process. 

INTRODUCTION 

Pricing is one of the important strategic 
decision elements of the marketing mix which 
could be crucial in assuring the market success 
of new products. Information about pricing is 
not the single element which may sway the buyers' 
decision-making process and buying behaviors. 
Information about various qualities of different 
products may also help the purchasing decision. 
Buyers may compare the price along with other 
marketing mix variables to choose the best 
alternative which will satisfy their needs. As 
Jeuland and Dolan (1982) stated, the price may 
become a practical quality indicator and may help 
to position the product if quality information is 
not available or clear. The price in some 
situations may be used as a base in a purchasing 
decision. In order to make a correct choice, 
buyers must also have an acceptable reference 
price to determine whether the suggested price is 
too low or too high. 

Previous studies show evidence that there is a 
strong link between price and perceived quality 
of products. The findings of these studies 
concluded that high prices confirm high quality 
and low prices represent low quality of goods. 
Buyers' perception of a price-quality linkage is 
exercised as a base for a purchasing decision 
(Leavitt, 1954; Tull, Boring and Gonsior, 1964; 
Gabor and Granger, 1966; McConnell, 1968a; 1968b; 
1980; Taylor and Will, 1969; Lambert, 1970). 

Other studies showed evidence that price and 
quality are not linked directly, and price is not 
a sole indicative element that determines a 
purchasing decision of consumers. If additional 
information is available, the strength of the 
price-quality connection may diminish. In this 
sense, store image, product/company image, post­
purchase experiences, promotion and 
advertisements, word-of-mouth information, 
purchase frequency, and consumer demographic 
characteristics may become instrumental to the 
buyers' decision-making processes and buying 
behaviors (Doob, ~~. 1969; Jacoby, Olson and 

Haddock, 1971; Jacoby and Olson, 1985; Wheatley 
and Chiu, 1977; Stafford and En is, 1969; 
Paterson, 1970; Monroe, 1973; Gardner, 1971; 
Monroe and Petroshius, 1981; Riesz, 1980; 
Erickson and Johansson, 1985; Petroshius and 
Monroe, 1987; Rao, 1984; Levin and Johnson, 1984; 
Nagle, 1987). If buyers receive non-price 
information, they will evaluate this information 
and calculate the feasibility of their 
preference. The price-quality connection implies 
the fact that the products which are considered 
prestigious often carry higher price tags and are 
sold in more prestigious stores than the brands 
which do not have the same image. In the absence 
of pricing information, the product/company image 
may influence quality perception, and buyers may 
use company name and reputation to measure the 
quality of their selection (Erickson and 
Johansson, 1985). 

Frequency of purchase may also be used to measure 
the price-quality connection. The most 
frequently purchased product may be less costly, 
and its quality may be comparable with the 
quality of more costly and infrequently purchased 
products. Perceived quality has a different 
configuration if the product is only occasionally 
pruchased and buyers are willing to spend more 
time for evaluation and making a purchasing 
decision. 

Purpose of the Study 

The purpose of this study is to examine the 
perceived price-quality relationship in Turkey. 
Although earlier studies have used experimental 
research in a restructured environment 
(McConnell, 1968a; 1968b, 1980; Peterson, 1970), 
this study, as Monroe (1973) and Monroe and Dodds 
(1988) suggested, exercised an empirical 
investigation to measure consumers' judgement in 
regard to the relationship between price and 
quality. Indeed, the price-quality perception 
shows different formations based upon different 
cultures and economic conditions. consumers may 
have better chances for the best purchasing 
decision if they have plentiful selections from 
which to make choices. If the choices are 
limited, the quality may not be a critical issue. 
In these environments, the satisfaction of needs 
would be the first criterion of consumers. 

This study will attempt to investigate the 
influence of purchase frequency and the 
availability of additional information in the 
price-quality relationship and will present 
conclusions beneficial to effective marketing 
policy-making. The study attempts to find 
answers to the following questions: (1) What are 
the underlying determinants which may influence 
the price-quality linkage in different cultural,· 
social and economic environments? (2) Are 
additional information sources important in 
consumers' decision-making processes? (3) Does 
the price-quality connection show different 
formations according to purchase frequency and 
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cost of the product? 

Method 

This . study was conducted in Istanbul, Turkey 
using a total of 150 respondents. In the 
selection of the Turkish sample, the snowball 
sampling method was used. This method dictates 
that initial sampling units representative of the 
population are selected using a probability 
method. The additional units are then selected 
from information supplied by the initial units. 
The main advantages of snowball sampling are 
reduced sample size and costs and, if it is 
carefully controlled, reduced sampling bias (Luck 
and Rubin, 1987). This kind of sampling is also 
very appropriate in developing countries where 
the selection of probability sampling is rather 
difficult. Accordingly, a group of 30 
respondents were located to participate in this 
study. Additional respondents who are also 
representative of the population were then 
referred by the initial group. Everyone who was 
selected to be in the sample received a copy of 
the questionnaire. In this process, the 
questionnaires were dropped off and picked up a 
week later at respondents' residences in various 
boroughs of Istanbul, the largest city in Turky. 
After two pick-up attempts, 119 (79 percent) 
questionnaires were retrieved. 

Data were analyzed using the Factor Analysis 
Technique in the SPSSX routine. The factor 
analysis is a multivariate technique ideal for 
this type of study. It is designed to identify 
the underlying constructs of the data which might 
have practical and theoretical importance to 
social scientists, researchers and decision 
makers. Alternatively, the factor analysis is a 
data-reduction procedure and helps to remove 
redundancy from a set of correlated variables 
representing the smaller set of variables called 
factors (Aaker and Day, 1986; Cureton and 
D'Agostino, 1983; Hair, at. al., 1992). The 
factors may be obtained using orthogonal 
extraction and varimax rotation; these were the 
primary steps executed to. obtain the underlying 
factors of this study. 

Findings 

Demographic characteristics of the sample 
demonstrated that the majority of respondents 
were 36 years old and older (61.1 percent), 
female (51.3 percent), married (68.1 percent), 
and college educated (37.2 percent). Fifty seven 
percent of the Turkish respondents did not enjoy 
shopping and stated that improvements to the 
relationship between price and quality are a 
significant responsibility (76.5 percent). 
Before a purchasing decision is made, the price 
is always (31.9 percent) or often (17.6 percent) 
or sometimes (42 percent) discussed by Turkish 
consumers, and these consumers tend to buy again 
if quality is excellent (41.2 percent) or good 
(54.6 percent). Accordingly, they try to get 
advice for price and quality (81.5 percent), and 
they sometimes (48.7 percent) or often (36.1 
percent) are worried about buying a low-quality 
product (89.8 percent). 

The majority of the Turkish respondents perceived 

that price is either a good (49.6 percent) or a 
fair (26.1 percent) indication of qualtiy, 
despite the fact that they believe improvements 
are needed in the price-quality relationship in 
the Turkish market. Furthermore, the link 
between price and perceived quality was fairly 
strong for frequently purchased products such as 
shampoo, cleaners and detergent as well as for 
period~~ally purchased products such as 
shirts/blouses, cameras/film, shoes and 
cosmetics. This evidence exposes the reality 
that in Turkey a high price is relied upon as an 
indication of higher quality goods and as a 
protection against purchasing lower quality 
products, which are plentiful in less-developed 
markets. Although the Turkish respondents 
opposed repeat purchases of low-quality items 
(57 .1 percent) and agreed that product quality 
should be consistent over time (73.1 percent), on 
some occasions, some 91.6 percent of the 
respondents tended to sacrifice quality to low 
price. Figures 1,2, and 3 show behavioral 
characteristics of the Turkish respondents. 

FigLre 1 
Attltudhd Dlfferancea of Respondents 
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Figure 3 
Price and PerceiYed Quality In Turkey 
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When the factor analysis methodology was used to 
define the perceived relationship between price 
and quality within the Turkish context. a total 
of six factors were identified. and 40.5 percent 
of the variation explained. These factors may be 
described as: (1) perceived relationship between 
price and quality. (2) perception of price. (3) 
price-quality decision. (4) demographic factors. 
(5) shopping style. and (6) consistency in 
quality. 

The first factor characterized the perceived 
price-quality relationship. Although respondents 
observed the presence of a price-quality 
connection for frequently purchased items such as 
cleaners. detergent and shampoo as well as 
occasionally purchased products such as shoes. 
shirts/blouses and cameras/film. clearly they 
believed that the price is not directly related 
to quality. 

The second factor described perception of price 
by the Turkish consumers. Despite the fact that 
the Turkish consumers demonstrated only modest 
interest in shopping. they indicated that they 
would buy again if the prices reflect the 
quality. The reason for this kind of behavior is 
Turkey's high inflation rate. a critical problem 
that confuses consumers by producing high prices 
independent of quality. ·They would probably be 
frequent shoppers and would repeat their 
purchases if quality were enriched commensurate 
with high prices. 

The third factor describes the decision-making 
process relative to the price-quality 
relationship. The Turkish respondents have more 
confidence in word-of-mouth information than in 
the observed quality for frequently purchased 
products (shampoo) as well as occasionally 
purchased products (shirts/blouses. shoes). Due 
to previously high inflation rates. the Turkish 
consumers may most likely be skeptical about the 
quality of products which they intend to 
purchase. Therefore. they count on the opinion 
of others who already have experience or 
knowledge about different products. 

The fourth factor is primarily associated with 
the demographic background of the respondents • 
and the fifth factor characterizes the shopping 
styles of the Turkish consumers. The sixth 
factor identifies the consistency of the price-

quality relationship in the Turkish market. 
Accordingly • the factor scores showed that the 
price of a product is not an important concern 
for the educated and high-income Turkish 
consumers. In addition. they enjoy shopping. are 
willing to repurchase products of an acceptable 
quality. and are strongly inclined to demand 
consistent improvement of the price-quality 
relationship. Especially for cosmetic products. 
this link shows a strong pattern. Table 1 shows 
factor loadings. and Table 2 exhibits 
communalities and variations explained by each 
factor. 

P/Q h"•pt1on hice/Qulity o-ac-aph:lc Shoppi•l Conabtenc:y 

~ ..21..lWL -lllsi.WII..-~ .-.I1W... .l!!...!l!IIWL 

P/Q • ClUftllr: .75969 
P/Q ~ D.uqct . 75291 
P/Q · ShDu . 72493 
PIQ - Slwllpoo .61716 
P/Q • Shin/ 

ll.ouu .62450 
P/Q • lftd:le&tH 

of QuUt7 •,54415 
P/Q. c-r:a/ 

ru.. .•vou 
Worcl·of•Maucb 

c .... n/rua .57111 
Buy •1•1n • Price • 54518 
Frequency of 

Sboppiftl ·.5:&301 
Wori·of•Moutb • 

Sbirt/llouu 
OUal'ftd QuallCf • 

Shlrt./llouHs 
Word•of·Kou.tb • ....... 
Obaarved. Qualit7 -........ 
Obauftd Quality • ..... 
Observed Qu.al:Lty • 

Cle&nal' 
Db•atwld. Quality • 

Dauqea.t 
lduc.atlon 
Inc-
h ice of fn4uct. 

D:Lacuau4 
P/Q N...S. t.pro...at 
hpeat pucbua 

at accapt&bl• qaalltJ' 
I .njoy ahoppiq 
Word.•of•Hauth - Cluur: 
Obaan-ad. Quality - e-n/lila 
Quality cocuinent 

Owlr tiM ... 
PIQ eoa-uc. 

P/Q ~ Cleaftllc 
P/Q ~ n.tarpnt 
P/Q ~ Sbou 
P/Q ~ Sballpoo 
P/Q ~ Shirt/llou .. 
P/Q ~ lncUCAto'l' 
P/Q ~ c.ara/Pila 
Wo'l'd~of~Moutlt 

c-ra/!'1la 
luy •aai.n ~ Price 
!'nqueftc:y of 

ShoppinJ 
Wo'l'd-of~tb • 

Shirt./llouau 
Obaarved Qual1t1 ~ 

Shirt/BloUH& 
Wcml ~of ~Mou.th • ....... 
Ob .. 'l'VIIcl Quliey • ....... 
Ob .. rvect Qu&U.ty ~ 

Shooo 
Ob•arv.d. Qualit::J' • 

Cl..n.c 
Obsa'C'Ved Oll&lit:J' ~ 

Detsraant 
lclucat.1on 
Inc.-. 
Price of Procluc.t 

Discu:sH 
P/Q Nhds 

t.prov.Mt 
llepptp~&t 

&ecaptabla qulit:J' 
I .ajoy shoppina 
Worcl~of-Hout.h ~ 

Clunar 
Obsarved. Qulity ~ 

Caalra/!'11• 
Qualicy cons1stut 

OV&r tiM ... 
P/Q ~ co ... t.ics 

'2!1M11USX ~ b1l 
.61645 
.56942. 
.66203 
.52051 
.53108 
.39412 
.41675 
.46020 

.35374 

.48049 

.47151 

.41303 

.43033 

.46355 

.23374 

.60216 

.59523 

.41436 

.30510 

.26419 

.56994 

.54184 
,47182 

.42044 

.35240 

.46379 

.31904 

.49741 

.U990 

-.46915 

..aus 
-.45910 

•.4:U71 

Tabh 2 

-

.70170 

.69190 
-.49344 
-.44004 

•.41244 

~ 

3.92271 
3.23148 
3.21121 
2.65047 
2.23206 
2.16768 

.7127a ...... 

.55591 

.46232 

.448.52 

!CT of 
vart•s• 

9.1 

'·' '·' '·' '·' '·' 

-11.5177 
.49591 
.41119 

!i!!!!.m 

9.1 
16.6 
24.1 
30.3 
35.5 
40.5 



583

SUMMARY AND CONCLUSION 

The study's findings indicate that the price­
quality relationship shows different formations 
based upon cultures and national settings. 
Although the Turkish consumers agreed that there 
is not a direct linkage between price and quality 
and that a high price is not necessarily 
correlated with high quality, they recognized 
price as a good or fair indication of quality and 
stated that improvements to this linkage are 
imperative. Other factors that may affect the 
Turkish consumers' preferences and the decision­
making process were frequency of purchase, word­
of-mouth information, and demographic background 
of consumers. 

In a less-developed market, the market is not 
saturated, and the market forces may not impose 
any rule; therefore, the consumers are usually 
forced to use their past experiences and word-of­
mouth information. Should they be unable to get 
any information, the trial-error tactic would be 
the best alternative to evaluate the price­
quality relationship in their market and stated 
that they would probably be frequent shoppers and 
repeat purchasers if the quality of goods were 
improved as prices rose. However, the high 
inflation rate has a negative effect on the 
price-quality connection in the Turkish market; 
therefore, the economic condition may have a 
strong influence on perception of price-quality 
connection. 

Regardless of market structure and cultural 
influence, it is inevitable that the 
interdependence of price and quality will 
motivate consumers to be more particular about 
their choice and persuade manufacturers to 
produce and sell high-quality products if they 
are willing to ask higher prices in the less­
developed markets. Market success in most cases 
will depend upon how well price and quality 
relationships are maintained and how positive an 
opinion consumers have in this process. 
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Abstract 

As the Japanese life insurance industry expects 
severe competition among the companies as well 
as from the foreign companies due to the 
regulation by the Ministry of Finance, adopting 
marketing orientation is becoming increasingly 
important to protect the current customer base 
and to reach to the new customers. Corporate 
images of major life insurance companies were 
examined using a multidimensional scaling 
technique. It was found from this study that 
the corporate images of life insurance 
companies are affected mostly by the size of 
the company, along with the amount of 
advertising expenditure, the size of the 
salesforce and the number of office branches. 

Introduction 

As of 1989, there are thirty life insurance 
companies in operation in Japan including five 
foreign firms. Traditionally, life insurance 
policies have been sold by insurers, not 
purchased by customers, which means newly 
employed sales agents, usually female, try to 
get contracts with their friends, relatives, or 
neighbors. That is, life insurance policies 
have been sold mostly through agents' personal 
relationships. Therefore, Japanese life 
insurance companies have tried to employ as 
many sales people as possible because the 
larger salesforce the more sales the companies 
can get. In this sense the industry has been 
sales-oriented rather than adopting marketing 
orientation. 

However, the current situation will be changed 
soon as the life insurance market is becoming 
saturated. Ninety two percent of Japanese 
households currently have at least one life 
insurance policy (Japanese Institute of Life 
Insurance 1990). In addition, the life 
insurance industry will face severe competition 
from many foreign life insurance companies 
since they are expected to enter in the near 
future. Thus, it is becoming increasingly 
important for the Japanese companies to adopt a 
marketing orientation to protect the current 
customer base as well as to reach the potential 
customers by understanding their needs and 
wants. 

When we consider the life insurance marketing, 
we face some difficulties though. Intangible 
and complex products/services like life 
insurance are difficult to market because 

buyers seldom understand products themselves 
(i.e., attributes) and the benefits involved 
with the products. Often, price can be the 
only indicator of the product quality and 
consequently customers may make a choice among 
many alternatives based on the price. However, 
as for life insurance policies, the price 
(premium) is determined based on a mathematical 
method. Moreover, the industry has been 
strongly regulated by the Ministry of Finance 
in Japan. Under these circumstances, an 
insurance company can't easily differentiate 
itself from others on the basis of price only. 

One way a life insurance company can 
differentiate itself from others is by creating 
its own corporate image. Corporate images are 
expected to play a major role when customers 
consider purchasing some intangible products 
like a life insurance policy. Understanding of 
the corporate image of life insurance companies 
is important for developing an effective 
marketing strategy. The objective of this 
study is to examine corporate images of major 
Japanese life insurance companies perceived by 
customers. 

Methodology 

Selection of Life Insurance Companies and 
Attributes 

(1) Life Insurance Companies: We have chosen 
the largest seven life insurance companies in 
terms of the annual premiums revenue (Table 1). 
While there are thirty life insurance companies 
in Japan, the top seven companies occupy about 
65% of the market share (i.e., heavy half). 
This means that these top seven companies have 
strong impact on the life insurance market and 

·are expected to be well known among customers. 

TABLE 1 
TOP SEVEN LIFE INSURANCE COMPANIES IN JAPAN 

1. Nippon Life Insurance Co. 
2. The Dai-ichi Mutual Life Insurance Co. 
3. Sumitomo Life Insurance Co. 
4. The Meiji Mutual Life Insurance Co. 
5. Asahi Mutual Life Insurance Co. 
6. Mitsui Mutual Life Insurance Co. 
7. The Yasuda Mutual Life Insurance Co. 

* These seven life insurance companies are 
ranked in terms of their premiums revenue. 

(2) Attributes: We have chosen nine attributes 
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of life insurance companies which are expected 
to affect the corporate image. We provided our 
respondents with the meaning of each of the 
nine attributes before the questionnaire 
administration. Table 2 shows the attributes 
and their meanings. 

TABLE 2 
ATTRIBUTES AND THE EXPLANATIONS 

Attributes 

1. Product 
2. Salesforce 

3. Dividend 
4. Channel 

5. Advertisement 

6. Cultural Activities 

7. Office 

8. Service 
9. Reputation 

Meanings 

Variety of products 
Knowledge, attitude 
toward customer,the 
number of calls 
Policy dividend rate 
Variety of distribution 
channels 
Good impression to the 
advertisement 
Contribution to 
community 
Proximity to the office 
and the atmosphere of 
the office 
Variety of services 
Reputation from family 
member, friends and 
neighbors 

Saaple and Data Collection Procedure 

A sample of twenty eight MBA students at a 
business school in northwestern Japan 
participated in this study. Two out of 28 
respondents were dropped from further analyses 
because their responses were insufficient for 
the purpose of our study. Therefore, the data 
from the remaining 26 respondents were used in 
this study. All respondents were Japanese 
since non-Japanese students are expected to 
have little knowledge about the life insurance 
companies in Japan. 

We collected the company by attribute ratings 
data (i.e., rectangular·preference data) on a 
10-point scale through self-administered 
questionnaires. Some background information 
(i.e., life insurance ownerships and 
demographic characteristics) was also 
collected. In addition to the primary ratings 
data, we collected some secondary data from the 
industry sources. 

Analysis of Data and Results 

We analyzed the life insurance company by 
attribute ratings data via MDPREF (Chang and 
Carroll 1969). Figure 1 shows the scree plot 
of eigenvalues versus dimensionality. It seems 
from Figure 1 that the data can be represented 
in a 2-dimensional space (i.e., elbow point). 
Also, only dimensions 1 and 2 carry eigenvalues 

greater than 1.0 accounting 92% of the total 
variance in the data. Consequently, we focus 
our analysis on a 2-dimensional solution. 

FIGURE 1 
PLOT OF EIGENVALUES VS. DIMENSIONS 

Figure 2 shows the joint space of the life 
insurance companies and their attributes 
vectors. 

FIGURE 2 
PLOT OF LIFE INSURANCE COMPANIES AND 

ATTRIBUTE VECTORS IN A HDPREF JOINT SPACE 
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Comparison of HDPREF Space and Actual Data 

We compared the ranking on each attribute from 
the MDPREF space with the actual data from 
industry sources for the seven life insurance 
companies. The rankings ~n the MDPREF space 
were determined by drawing a perpendicular line 
from the company points to an attribute vector. 

(1) Product 
MPPREF ranking Actual rankingl 

Source: Summary of Life Insurance 
Business (1989) published by The 
Life Insurance Association of 
Japan, p. 302-16. 
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1. Nippon & Sumitomo 1. Yasuda (26 
products) 2 

3. Dai-ichi 2. Dai-ichi, Asahi & 
Meiji (22) 

4. Yasuda 5. Sumitomo (21) 
5. Asahi 6. Nippon & Mitsui (20) 
6. Meiji 
7. Mitsui 

The comparison shows that the perception of the 
respondents is quite the opposite of the actual 
situation. While Nippon and Sumitomo, which 
are the lowest in actual ranking, rank high in 
MDPREF space, the opposite is true for Yasuda, 
Asahi and Meiji. 

(2) Salesforce 
MPREF ranking Actual ranking3 

1. Nippon & Sumitomo 1. Nippon (82,067 
agents) 

3. Dai-ichi 2. Sumitomo (69,856) 
4. Meiji 3. Dai-ichi (68,365) 
5. Mitsui 4. Meiji (41,896) 
6. Asahi 5. Asahi (34,348) 
7. Yasuda 6. Mitsui (25,968) 

7. Yasuda (17,847) 

Because the attribute of salesforce is to some 
extent a combination of sub-attributes like 
knowledge, attitude toward the customers, and 
the number of calls, the size of salesforce 
(actual data) is not an exact measure of this 
attribute. However, the size has effect on the 
attribute to some extent. The comparison 
indicates that the MDPREF ranking reflects well 
the actual ranking suggesting that the 
respondents perceive the actual-situation quite 
accurately. 

(3) Dividend 
tmll,EF ranking Actual ranking4 

1989 1990 
1. Nippon, Sumitomo, & 1. Meiji Sumitomo 

Dai-ichi 
4. Meiji 2. Yasuda Mitsui 
5. Mitsui 3. Nippon Nippon 
6. Asahi 4. Asahi Yasuda 
7. Yasuda 5. Sumitomo Asahi 

6. Dai-ichi Dai-ichi 
7. Mitsui Meij i 

Note that the actual ranking is not ordered in 
terms of dividend but in terms of financial 

2 Product lines include group 
insurance. 

3 Source: Summary of Life Insurance 
Business (1989), p. 322. 

4 The Weekly Toyo Keizai Special 
Issue of Life Insurance, August 
31, 1990 (p. 113) and September 6, 
1991 (p. 144). 

performance. Because the policy dividend of 
each company is not clearly disclosed (Toyo 
Keizai 1991), we used the financial 
performance as a measure of policy dividend. 
The result is that the change of order wa.s 
drastic in comparison between 1989 and 1990. 
Only Sumitomo was ranked first in 1990 among 
the "top three" companies in terms of the total 
assets (Nippon, Sumitomo, and Dai-ichi), was 
ranked first in the MDPREF ranking. 

Interestingly, Nippon and Dai-ichi, which 
actually ranks third and sixth, respectively in 
both 1989 and 1990, were ranked first with 
Sumitomo in the MDPREF space indicating that 
the respondents' perception of these companies 
are very favorable. 

(4) Channel 
MPPREF ranking 

1. Nippon, Sumitomo & Dai-ichi 
4. Meiji 
5. Mitsui 
6. Asahi 
7. Yasuda 

Currently, life insurance companies do not have 
many distribution outlets. More than 80% of 
policy owners bought life insurance policies 
through sales agents and about 5% became policy 
owner through over-the-counter. Only around 8% 
purchased policy through other channels in 1989 
such as direct mail or department stores' 
counter (Japan Institute of Life Insurance 
1990). Nevertheless, the top three companies 
are ranked first. Respondents perceive the top 
three to have more diversified channels. 

(5) Advertisement 
MPPREF ranking 

1. Nippon & Sumitomo 
3 Dai-ichi 
4. Meiji 
5 Mitsui 
6. Asahi 
7. Yasuda 

Because most Japanese life insurance companies 
are mutual companies, they disclose less data 
than stock-issued companies. This presents 
some difficulty in obtaining an actual data 
such as the advertisement expenditures. 
Although advertisement expenditures are not 
directly related to the effectiveness of 
advertising, it may have some effect on this 
attribute. Therefore, we used the 
advertisement expenditures as an indicator of 
this attribute. 

Nikkei Koukoku Kenkyuujo (1991) provides some 
data regarding the advertisement expenditures 
of life insurance companies in 1990. Based on 
this data, Nippon was the first followed by 
Dai-ichi, Sumitomo and Meiji (1986.6M yen, 
991.2M yen, 585.6M yen and 29.1M yen, 
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respectively. Other companies' data were too 
small to show here). An important point is 
that Nippon spent on advertisement about twice 
as much as Dai-ichi, the second. Nippon 
dominated advertisement of life insurance 
companies. 

(6) Cultural activities 
MPPREF ranking 

1. Yasuda 
2. Nippon, Sumitomo & Asahi 
5. Dai-ichi & Mitsui 
7. Meiji 

We could not rank these companies in terms of 
actual data because all companies have been 
contributing to communities through various 
ways like construction of theaters, concert 
halls, or sponsorship of charity concerts. The 
important point is that Yasuda, not Nippon nor 
Suaitomo, comes first from the cultural 
activities' point of view. This is the first 
time for the respondents to demonstrate less 
favorable perceptions of the top three compared 
with the five previous attributes. 

(7) Office 
MPfREF Ranking 
1. Nippon & Sumitomo_ 

3. Dai-ichi 
4. Meiji 
5. Mitsui 
6. Asahi 
7. Yasuda 

Actual ranking5 

1. Sumitomo (2,287 
agents) 

2. Nippon (2,067) 
3. Dai-ichi (2,063) 
4. Meiji (1,538) 
5. Asahi (1,294) 
6. Mitsui (1,141) 
7. Yasuda (996) 

The real data ranking was collected in terms of 
the number of branches and sub-branches of each 
company. We recognize that those numbers is 
not directly related to the attribute 
(proximity to office and the atmosphere). In 
particular, the atmosphere of offices cannot be 
evaluated. In this sense the actual ranking 
reflects only the proximity aspect of the 
attribute. Even so, respondents' perception 
reflects the actual situation very accurately. 

(8) Service 
MPPREF ranking 

1. Nippon & Sumitomo 
3. Dai-ichi 
4. Meiji 
5. Mitsui 
6. Asahi 
7. Yasuda 

As in the case of the cultural activities, it 
is difficult to find an actual ranking for this 
attribute since there is no relevant data. As 
expected, however, the top three are ranked on 

5 Source: Summary of Life Insurance 
Business (1989), p. 322. 

top. This means respondents thought the top 
three offer better services than others. 

(9) Reputation 
MDPREF ranking 

1. Nippon & Sumitomo 
3. Dai-ichi 
4. Meiji 
5. Mitsui 
6. Asahi 
7. Yasuda 

We also faced difficulty to find actual ranking 
of reputation. There are not appropriate data 
to evaluate each company's reputation except 
Nikkei Business Publications data (1992). This 
data shows the ninety nine most favorite 
companies in Japan. Only two out of the 99 are 
life insurance companies, which are Nippon 
(27th) and Dai-ichi (94th) that are ranked on 
top in the MDPREF space. 

Discussions and Directions 
for Future Research 

Froa the results of our study, it seems that 
respondents evaluate life insurance companies 
.ostly in terms of their size. The bigger the 
company is, the more positive attitude the 
company can get from customers. Note that 
Nippon Life Insurance (the largest life 
insurance company in Japan, even in the world) 
was ranked first in all attributes' ranking 
except for the cultural activities in MDPREF 
ranking. The top three ranked on top in teras 
of only three attributes in actual ranking: (1) 
the size of the salesforce; (2) the number of 
offices; and (3) the advertising expenditures 
which all correlate highly with the size of the 
company. Even for these three attributes we do 
not have the data to indicate the quality 
aspect. We only have the quantitative data. 
Despite these facts, the top three dominate 
other companies on most attributes in the 
MDPREF space. It may be the case that the 
perception of the respondents were driven 
mostly by these three attributes in addition to 
the size of the companies. 

The following factors may provide some 
plausible explanations for the current 
situation in Japanese life insurance industry: 
(1) Complexity and intangibility of life 
insurance; (2) Homogeneity of product lines 
presented by each company; (3) Strong 
regulation over the industry; (4) Lack of 
marketing in the industry. 

Because a life insurance policy is not a 
product for consumers to understand easily and 
it is difficult for them to recognize its 
benefits, they want some indicator of the 
quality of the policy in the purchase process. 
Under these circumstances, the size of a 
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company is a good criterion for them in 
choosing on~ company over others. 

In addition, product lines offered by life 
insurance companies seem to be quite similar to 
consumers. This is partly due to the strong 
regulation by the Ministry of Finance over the 
industry. Therefore, the decision that which 
companies they choos_e is not important for 
them. 

The regulation has also prevented each company 
from differentiating one another and allows all 
companies to have the same management style. 
As a result, the regulation has been taking 
care of life insurance companies' management 
that means they have not or they do not have to 
try to make efforts to meet customers' needs 
and wants. 

A final and probably the most crucial reason 
why the size becomes the criterion is that a 
marketing orientation is completely missing in 
life insurance industry. Life insurance 
companies have not differentiated from one 
another and they do not have an unique 
"positioning". Rather, their efforts focused 
on only employing as many sales agents as 
possible, which completely ignored customers' 
points of view. 

Now an marketing orientation is becoming an 
imperative for the life insurance companies in 
Japan. They should find a unique positionins 
which emphasizes the strengths of the company 
by better understanding the perceptions of the 
current and potential customers. For example, 
Yasuda should emphasize its diverse product 
line as well as their contribution to the 
society. Also, customer education is needed by 
life insurance companies so that the customers 
can understand the attributes of life insurance 
policy and benefits associated with them, and 
use other attributes than the size of the 
company as major decision criteria. This will 
help them to make a better choice of a life 
insurance policy that fits their specific needs 
and wants. 

Much research is needed in this area. Future 
research should examine the preference for the 
attributes of the life insurance policy by 
using a procedure like conjoint analysis (Green 
and Srinivasan 1978; 1990), and consequently 
design a life insurance policy that can satisfy 
the largest number of customers. Possibility 
of segmenting policy owners should be explored 
which may provide important practical 
implications for the product line management. 
While we used a sample of MBA students in this 
study, a future study should use more relevant 
samples such as the current life insurance 
policy owners. 
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"THE KEY MEDIATING VARIBALES LINKING 
MARKETING STRATEGY AND PROFITABILITY: A 

STUDY OF INDIAN TEXTILE AND CLOTHING 
INDUSTRY"* 

ABSTRACT 

The authors argue that investment-intensity and gross 
margin rate act as mediating variables between 
marketing strategy elements and profitability. On the 
basis of multiple regression analysis, they develop 
results which go counter to the current theory that the 
effect of marketing strategy elements (e.g. product 
quality) on profitability is direct. They offer insights 
into the appropriateness of market share-building as a 
means of raising profitability in different situations and 
suggest the need for a trade off between market share 
building and maximising gross margin rate in order to 
achieve greater profitability. 

1. INTRODUCTION 

The marketing strategy bears a "direct impact" on a 
firm's profitability constitutes a key hypothesis in the 
strategic planning literature (cf Schoeffer, Buzzell and 
Heany 1974; Philips, Chang and Buzzell 1983; Buzzell 
and Gale 1987; Comanor and Wilson 1967; Gale 1972; 
Roach 1981; ). Conversely, "indirect effect" of marketing 
strategy on the profitability via certain mediating 
variables (e.g. price) has not been ruled out. For 
example, positive relationship between product quality 
and price has been established (Jacobson and Aaker 
1987; Buzzell and Gale 1987). 

Enough empirical evidence exists to support direct 
positive impact of market share on profitability (Gale 
1972; Schoeffer et al 1974; Buzzell and Gale 1987; 
Ravenscraft 1983). But studies do exist which challenge 
the existence of direct relationship (e.g. Hammermesh et 
al 1978; Woo and Cooper 1982). The evidence exists 
that marketing strategy elements influence the market 
share (Philips et al 1983; Jacobson and Aaker 1985). A 
study by Schul, Davis and Babakus (1991) has found 
that the effects of a differentiation strategy 
(differentiation being an outcome of large advertising 
expenditures and product development costs) on 
profitability are positive and indirect, mediated by 
market share. 

The purpose of this study is to pinpoint mediating 
variables between marketing strategy and profitability, 
and establish the relationships of those mediating 
variables with profitability. 

* By Subash C Davar and Shan Rajagopal 

Correspondence to: 

Department of Marketing, University of Strathclyde, 
173 Cathedral Street, Glasgow, G4 ORQ 

2. DEVELOPING AND HYPOTHESIS 

2.1 Marketing Strategy and Profitability 

Marketing strategy variables such as product quality 
have been found to bear direct impact on ROI (Schoeffer 
et al 1974; Jacobson and Aaker 1987; Buzzell and Gale 
1987). Some studies contrarywise, indicate the lack of 
direct relationship between marketing strategy 
variables and ROI. For example Philips et al (1983) find 
that product quality does not have a "consistent direct 
effect" on ROI. They discovered a significant 
relationship between product quality and ROI in case of 
only one-half of "business groupings" in their study. 
Srinivasan (1985) finds that there is no direct 
relationship between various elements of marketing 
strategy (product, promotion, and distribution) 
individually ot jointly on ROI. In the light of these 
studies following hypothesis may be developed: 

H1: Marketing strategy variables do not have a 
significant direct effect on ROI. 

2.2 Gross Margin Rate and Profitability 

Modern economic theory emphasises the discretionary 
nature of price-setting as a result of non-price 
competitive · factors such as product differentiation, 
innovations, reliability, prompt delivery, and after-sales 
service. The widespread practice of "cost plus" pricing 
suggests that pricing decisions involve an element of 
discretion i.e. mark-up leverage. After evaluating non­
price competitive factors a company fixes up the mark 
up which may be termed as a gross margin rate. From 
the viewpoint of marketing management, gross margin 
rate seems to be the only portion of product price which 
can be manipulated to the advantage of firm by making 
use of various marketing tools. Stout (1977 p.21) argues 
that profitability is affected by price level of products or 
services noting that "price is a means whereby inter­
temporal changes in profits can be brought about in 
relation to the firm's evaluation of present as against 
future gains in the light of its present and future 
financial needs." 

Indirect impact of marketing strategy variables on the 
profitability, was speculated by some studies on market 
share-profitability relationship. For example, Buzzell et 
al (1974) and Ravenscraft (1983) speculated the positive 
impact of product quality on the relative price of which 
gross margin rate is an important ingredient. Buzzell et 
al (1974, p.15) recorded that "Market leaders obtain 
higher prices, relative to competition, than do 
businesses with smaller market shares. A principal 
reason may lie in the fact that market leaders also tend 
to produce and sell significantly higher-quality 
products and services than those of their lower-share 
competitors." Similarly, Ravenscraft (1983) argued that 
market share is expected to be positively associated 
with profits for firms with large market share as this 
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results in better quality products or market power 
which may enable the firm to charge higher prices than 
their smaller rivals. Later empirical studies have 
confirmed positive quality-price relationship. Jacobson 
and Aaker (1987) utilising PIMS database and auto­
regressive modelling approach found the positive 
impact of quality on the relative price although they did 
not rul out possibility of the converse relationship i.e. 
price influencing the quality. Similarly, Buzzell and 
Gale (1987 pp.108-110) found that "quality affects 
relative price; but separate from quality, (market) share 
has little effect on price,". A study in the context of 
Indian apparel export industry (Khanna 1985, pp.294-
295) also pointed out that the firms expected a 
substantial increase in the f.o.b. price realisation as a 
result of the "product improvement". These studies 
clearly suggest a positive impact of relative product 
quality on the relative price and hence on gross margin 
rate. In accounting terms, after charging validy indirect 
expenses (marketing and administrative) against gross 
margin amount we get net profit figure which is used to 
compute ROI. Thus profitability can be assumed to be 
influenced by marketing strategy elements via gross 
margin rate. Thus following hypotheses can be 
formulated: 

Hz: Gross margin rate has a significant positive impact 
onROI. 

2.3 Investment-Intensity and Profitability 

Investment-intensity is, strictly speaking, ot a 
marketing variable. But, it does interact with the 
marketing strategy of the business firms since its value 
is generally a characteristic of product/market scope of 
the business (FitzRoy 1976). And it is deemed to be a 
measure of degree of operating effectiveness as well as 
difference in technology or distribution among 
competing firms (Buzzell and Gale 1987,p.145). Direct 
positive impact of market share on profitability of a 
firm has been found by many studies (Gale 1972; 
Schoeffer et al 1974; Ravenscraft 1983; Buzzell and Gale 
1987). But some studies (Woo and Cooper 1982; 
Hammermesh et al 1978) do suggest the non-existence 
of the "direct relationship" between market share and 
profitability. These studies however, do not rule out 
the possiblity of market share having an indirect effect 
through its effect on investment-intensity. Any increase 
in market share naturally adds to sales growth and 
eventually reduces the level of investment-intensity 
(ratio of investment to sales). We therefore contend that 
the impact of market share building (or sales growth) 
on ROI is relfected through the investment-intensity 
variable. The positive impact of marketing strategy 
variables such as product quality, and new product 
activity on market share (Buzzell and Wiersemma 1981; 
Philips et al 1983; Jacobson and Aaker 1985) is well 
established. Implicitly, marketing strategy influences 
investment-intensity (through market share building or 
sales growth) which consequently, has been found to 

cause variations in ROI with a negative impact 
(Schoeffer et al 1974; Buzzell and Gale 1987). Thus it 
may be proposed that investment-intensity acts as a 
mediating factor between marketing strategy and ROI. 
Keeping in line with past studies, a negative 
relationship betwen investment-intensity and ROI is 
proposed and following proposition is formulated. 

H3: The market share building reduces the level of 
investment-intensity and consequently there is an 
improvement in ROI. Similarly, losing market share 
has an adverse impact on investment-intensity and this 
leads to reduction in ROI. 

2.4 Non-Operating Profit and ROI 

In addition to impact of "direct sales operations", 
profitability of a firm may be influenced significantly 
by non-operating transactions. This type of transactions 
are commonly observable in the Indian apparel export 
industry. The net result of these transactions (e.g. sale 
or purchase of import/export entitlements; fluctuations 
in foreign exchange rates) may be positive (non­
operating profit) or negative (non-operating lollS) 
depending on extraneous factors and internal 
management skills of a firm. Strictly speaking these 
transactions may not be considered to have their origin 
in marketing. These transactions however have direct 
linkage to sales. And strategic planning linked to 
quotas could enable a firm to maximise positive impact 
and/or reduce negative effect of non-operating 
transactions. Therefore the following proposition was 
formulated: 
H 4: Non-operating profit (loss) has a significant 
impact on ROI. 

3. Scope of Study and Methodology (Measurement of 
Variables) 

The study confines to Indian apparel export industry. 
The special features of this industry included a fairly 
high growth rate resulting in a rising contribution to 
Indian exports, increasing share in world exports of 
clothing, a steep growth in export-orientation 
(exporting more than one-half of gross output) and 
development of U.S. and West European countries as 
major markets. Thus the industry operates in a highly 
co,mpetitive marketing environment dominated by 
fashion-conscious consumers and dominated by a 
unique export marketing environment comprising 
quotas and export incentives. 

The data used to test the hypotheses were collected as 
part of a larger study conducted with a view to 
investigate the general export marketing policies and 
their relationship with business performance. The data 
were collected from unpublished profit and loss 
accounts of non-randomly selected apparel export 
companies operating from Delhi. Initially the data were 
collected from 8 companies. However only 34 
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observations from 5 companies were found appropriate 
for the multiple regression analysis undertaken for 
testing our hypotheses. The time-series data belongs to 
the period from 1975-76 through 1986-87 and the 
average annual export size of a company comes to $1.95 
million which reflects that these companies are 
comparatively larger within the industry. In order to 
test our hypotheses both linear and curvilinear multiple 
regression analysis were conducted. Different sets of 
variables were introduced with a view to overcome the 
problem of multi-colllinearity. Furthermore, the use of 
curvilinear regression technique enabled us to capture 
non-linear relationships, if any, between proposed 
explanatory variables (marketing effort, gross margin 
rate, investment-intensity and non-operating profit) and 
profitability. 

Measurement of Variables 

Non-Operating Profit: The non-operating profit was 
computed by summing up items representing non­
operating income less sum total of items representing 
non-operating expenditure. 

Inyestffient-Intensity: The investment-intensity in our 
study means the ratio of investment (fixed assets) to 
export size. This measure reflects the effectiveness of 
operations and has been used in PIMS studies. 

Gross Margin Rate: We have computed it as a ratio of 
gross margin to export size. 

Return on Investment: In this study, ROI has been 
computed as ratio of net profit before taxes (NPBT) to 
total assets. 

Marketing Effort: The marketing effort has been 
defined in three different ways (M1, M2, M3,) in order 
to account for different groups of marketing expenses. 
M1 includes expenses on foreign tours, garment fairs, 
advertising, sales promotion, foreign buyers' 
entertainment, commission, maintenance of foreign 
office/branch. This variable primarily reflects 
promotion strategy and has been computed as a 
proportion of sales size. M2 comprises of design 
development, sample-making and packing and 
forwarding expenses in addition to those listed under 
M1 . This is however an absolute measure and not a 
ratio measure as M1 . This measure of marketing effort 
reflects promotion, product differentiation and physical 
distribution components of marketing mix. M3 
excludes distribution component and thus reflects 
promotion and product differentiation only. This is 
also an absolute measure. 

4. FINDINGS AND DISCUSSION 

Marketing Strategy- No Direct Impact on ROI 

Regression models (See Table-1 and Table-2) clearly 
show that marketing strategy or its elements do not 
have any direct impact on the ROI. Thus results 
support hypothesis H 1· This finding is supported by 
other studies analysing the relationship between these 
two variables (e.g. Srinivasan 1985, Philips et al 1983). 
The lack of direct relationship does not however rule 
out the "indirect" impact of marketing strategy (through 
gross margin rate and investment-intensity) on ROI. 

Gross Margin Rate: The results support the hypothesis 
H2 envisaging a direct positive relationship between 
gross margin rate and ROI. Both the linear and non­
linear regression coefficients of gross margin rate (see 
Table 1 and Table 2) were significant. It makes 
therefore evident that gross margin rate is an important 
predictor variable of the ROI, and further provides us 
with support for views of Ravenscraft (1983) that better 
price realisation (due to better product quality) has an 
impact on RQI. Further a comparison of the t-values 
indicates that gross margin rate influences ROI in a 
linear fashion. The results further suggest some degree 
of positive interaction between non-operating profit and 
gross margin rate. The positive interaction indicates 
that a firm may concurrently earn greater gross margin 
rate and greater non-operating profit. But this is 
contrary to the expectation that greater NOP would 
cause a firm to charge lesser gross margin rate. 

Investment-intensity: The proposition (H3) that a 
negative relationship exists between investment­
intensity and ROI is supported by results of our study. 
Further the results suggest a non-linear impact on ROI. 
The analysis thus shows that the investment-intensity is 
an important predictor variable of ROI with a non­
linear impact and its negative impact on ROI is in line 
with the previous studies (e.g. Schoeffer et al 1974; 
Buzzell and Gale 1987). 

An interaction between investment-intensity and gross 
margin rate may not be ruled out in the context of 
finding by Davar and Rajagopal (1992). They found 
significant negative and linear impact of the 
investment-intensity on gross margin rate. It means 
that an endeavour to reduce the level of investment­
intensity (i.e. to obtain higher turnover of investment) 
may cause a firm to reduce its relative price eventually 
reducing gross margin rate. So long as the price 
remains above the variable cost, this exercise may 
contribute to the profitability and at the same time, may 
help in achieving market penetration. Thus after 
reducing the product prices to a certain minimum level, 
the strategy of reducing investment-intensity via 
building of market share may not be useful. Barring the 
linkage between gross margin rate and investment­
intensity, a different situation can be simulated. Better 
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gross margin rate (through higher sales prices) can be 
realised through a special thrust on specialised 
products, narrow product lines, acceptance of small 
orders, product adaptation, better product quality, 
faster and timely delivery. The successful low-share 
businesses use some of these tactics (e.g. product­
quality) in order to improve their profitability (Woo 
and Cooper, 1982). Thus it is evident that independent 
of any change in investment-intensity, gross margin rate 
can be improved which has a positive impact on the 
ROI. 

Non-Operating Profit and ROI 

The basic hypothesis H4 that non-operating profit has a 
significant impact on ROI gains support from the results 
of this study. (As the impact of non-operating 
transactions on ROI could be positive or negative 
depending on profits or losses incurred on non­
operating transactions, a two tailed t-test was 
conducted). Linear regression coefficients of non­
operating profit varaible were significant as against the 
insignificant non-linear coefficients. It implies the 
existence of linear relationship between non-operating 
profit and ROI. The positive relationship suggests that 
alternative export orders may be accepted after 
examining their impact on non-operating profit as 
export benefits differ for different categories of 
products. Moreover, associated inflow of non-operating 
profit on account of acceptance of a particular export 
order should be considered in order to quote 
competitive prices. 

5. CONCLUSION 

The study proposed that gross margin rate and 
investment-intensity act as meadiating variables 
between marketing strategy and profitability. In order 
to test the hypotheses regarding the impact of the 
proposed mediating variables on ROI, empirical 
evidence from Indian apparel export industry was 
utilised. 

The study findings however must be assessed with 
certain caveats. First, limitations of certain 
methodological approaches (multiple regression 
technique, small sample, and construction of variables) 
could have caused some distortions in the results of 
study. Particularly interaction between gross margin 
rate and investment-intensity may not be ruled out in 
the light of argument by Buzzell and Gale (1987) that 
capital-intensity leads to aggresive competition, 
especially when the economic conditions are poor and 
plant loading is low because managers may be willing 
to accept any price above variable costs. Second, the 
findings based on a single industry data restrict the 
generalisation of findings especially with regard to non­
operating factor as they depend on industry-type and 
country of operations. 

This study lends support to the evidence that there does 
not exist any "direct relationship" between marketing 
strategy variables and ROI. Rather marketing strategy 
and profitability seem to be linked through gross 
margin rate and investment-intensity. Consequently 
strategic market planning may be utilised to improve 
the gross margin rate and investment turnover with a 
view to generate better ROI. The study further suggests 
that greater profitability via better gross margin rate can 
be achieved without having a recourse to the market 
share building. But the market share building strategy 
may be utilised to capture growing market potential 
and/or to establish a new product in a particular 
market. The results, thus, suggest that objective of 
'profitable market share' (Buckley et al 1990) may be 
pursued by effecting a trade off between gross margin 
rate and market share expansion. The significant 
impact of non-operating profit on ROI offers a 
challenging task to the export managers especially 
operating from a developing country base having 
numerous export-related benefits. 

6. MANAGERIAL IMPLICATIONS 

Along with need for market share building, our study 
highlights the need for due emphasis on raising gross 
margin rate through premium pricing by using 
marketing tools (e.g. product differentiation) or through 
lowering cost. Achieving greater profitability via 
improved gross margin rate may be especially suitable 
for those firms which are operating within mature and 
traditional industries. Similarly smaller firms may reap 
the benefits of their competitive advantages (speciality 
products with certain quality standards and product 
adaptation etc.) via premium prices resulting in better 
profits. On the other hand, greater profitability via 
market share building could be appropriate for growth 
industries but doing so by lowering prices may not 
always be a worthwhile exercise. The degree of 
emphasis on market share building and premium 
pricing may be laid with reference to the growth stage 
of product/firm, competitive pressure in particular 
markets and competitive advantages of the firm. 

The managers may use gross margin rate as a criterion 
variable to ascertain the pros and cons of strategic 
planning on ROI. Finally, the significant impact of 
"non-operating profit" on ROI suggests that export 
managers must keep track of exchange rates, export 
related benefits (e.g. import licenses), quota prices for 
buying or selling of the export product) and so on. 
Appropriate steps such as forward contracts in foreign 
exchange, and price variability clause in export 
contracts may be taken with a view to safeguard against 
impending danger of losses. 
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ARE GROCERY BRANDS INVOLVING? 

Dr Simon Knox, Cranfield School of Management 
David Walker, The Planning Business 

Charles Marshall, Silsoe College, Cranfield Institute of Technology 

Abstract 

This paper identifies bow consumer involvement measuring 
techniques can be adapted for use with fast-moving consumer goods. 
The discussion opens with a review of the recent theorettcal 
developments in involvement and their applications iJ?- a num?er of 
different product areas. A contemporary measunng devtce ts 
identified from the extant literature and applied to grocery products. 
The researchers report on a data reduction step which enabled us to 
eliminate over one third of the measured items without apparent loss 
in reliability. Using this modified approach, significant differences 
in the levels of involvement were found across grocery product 
categories. The managerial implications of these results are discussed 
and further uses of the measuring device suggested. 

Introduction 

The concept of involvement has played an increasingly important role 
in explaining consumer behavi_our. The )~vel of consumer 
involvement bas been hypothestzed as affectmg brand loyalty, 
information search, decision process complexity and the predi_ctive 
ability of attitude models (Assael 1987). Early att~mpts a_t ~mpmcal 
verification of the concept as a mediator of purchasmg dectstons have 
been of limited value. Problems in definition and measurement 
techniques have restricted much of this research to a qualita~iv~ level 
(Cohen 1983, Anti) 1984, Costley 1988). ~~ntly, stgru~~t 
progress bas been made in clarifying the definitton and provtdmg 
new methods of measurement (Bloch and Richin 1983, Laurent and 
Kapferer 1985, Mittal and Lee 1989, Mittal 198~). ~~~~ these 
measuring devices have proved to be robust, thetr apphcatton has 
been very limited, particularly in grocery product markets. 

The research question posed in this paper is_ whether _o_r not 
contemporary measurement techniques are suffictently ~nsthve to 
detect significant differences in consumer inv?lvement wtth grocery 
products. The paper opens with an ~valuatton _of t~e convergmg 
theory on consumer involvement and tis apphcatton. •J?- the _grocery 
sector. Whilst recognising that researchers are dtvtded m thetr 
opinions about bow involved consumers are with these products, we 
argue that, in principal, differing levels of involvement could be 
detected. 

In the second part of the paper, we discuss the research procedures 
that we used to measure consumer involvement across a number of 
grocery product categories. Initially, we present evidence to support 
the validity of the chosen model. Howe~e:, because o_f co~~:sumer 
fatigue (due to the length of the self-adnumstered queshonnatre),_ a 
data-reduction step was undertaken to shorten the questtonnatre 
whilst maintaining the structure of the original model. The reliability 
of this reduced-item measure is assessed. Involvement scores are 
then presented and cross-comparisons betwee~ products. discussed. 
Although the product categories were all constdere? medtum to low 
involvement, significant differences in the levels of mvolvement were 
found. 

Finally, we discuss how our approach to measuring ~nvolvement can 
be used by marketing management and acadenucs to advance 
understanding of grocery product purchasing. 

Consumer Involvement: A Converging Theory. 

Despite differences in nuances, t~er~ seem to. ?e some common 
threads emerging from the multtfanous defimttons of consumer 
involvement. A number of authors (Antil 1984, Zaichkowsky 1985, 
Celsi and Olson 1988) emphasise the importance of produ~t 
possession, usage and purchasing situation to th~ consu~r. This 
reflects the perceived value attached to the parttcular sttmulus or 
situation that manifests as consumer interest. Peter and Olson (1987) 

also recognize the saliency of perceived consequences that may result. 
Their definition of involvement is: "the degree of personal relevance 
which a stimulus or situation is perceived to help achieve 
consequences and values of importance to the consumer". _So 
involvement with a product can be regarded as the extent to which 
consumers' product knowledge is related to their self-knowledge 
about desirable values and needs. They argue that the more closely 
that product knowledge about attributes and functional consequences 
is connected to abstract psychosocial and value consequences, the 
more involved the consumer is with the product. Product 
involvement can thus be expressed as a means-end of product 
knowledge. Consumers probably perceive relatively few products to 
be directly linked to their terminal values. Most products are 
strongly linked to functional and psychosocial ends and, occasionally, 
instrumental values (de Chematony and Knox 1989). Product (or 
enduring) involvement develops as the means-end relationships are 
established through the experiences gained in possessing, using or 
consuming the product. Purchasing involvement (situational 
involvement), on the other band, is the interest taken in making the 
brand selection and is context specific. For instance, buying a gift 
may activate certain values and goals that are not relevant in other use 
situations. The level of situational involvement is temporarily felt 
and is fashioned by the association of brand knowledge (attributes 
and functional consequences) with relevant self-knowledge 
appropriate to the purchasing context. Consumer involvement is 
considered to be a function of the base level of enduring involvement 
interacting with the level of situational involvement ~used by the 
physical and social context of purchase (Bloch and Rtchins 1983). 

Involvement With Grocery Products 

Many marketing practitioners seem to believe that consumers choose 
their products and brands in a highly discriminating and deliberate 
fashion. None more so than marketers of grocery products. 
McKinsey have estimated that some 23% of costs for a major food 
manufacturer were directly or indirectly attributable to building their 
brands' added-values (Davis 1986). If consumers were not in some 
sense prepared to pay for that differentiating activity or if the brand 
differences were not sufficiently valued, they argue there would not 
be the economic justification for either manufacturers or retailers_ to 
engage in expensive branding exercises. Recent research on pnce 
recall of grocery brands and own labels sugg~ts that consumers _can 
readily discriminate between product categones m assessmg pnce­
perceived value relationships (de Chematony, Knox and Chedgey 
1992). Whether this level of discrimination exists between individual 
brands within product categories has yet to be reported for grocery 
products. Clearly, manufacturers and retailers sub~ribe to this ~ie:W 
(perhaps based on proprietary consumer research) smce brands wtthin 
product categories are differentially priced in store. McWilliam 
( 1991) presents a very strong argument for carrying out this type of 
research amongst consumers using involvement to establish whether 
brand differentiation translates into differentiated values based on 
brand knowledge. 

Academics do appear divided in their views about consumer 
involvement with grocery products. For instance, the Kassatjians 
have stated categorically that consumers simply "don't give a damn" 
about most grocery products (Kassatjian and Kassatjian 1979). 
Barwise and Ehrenberg are of a similar view (Barwise 1984). They 
argue that most grocery g_~ are so risk-free ~d, !~rough direct 
experience of them, so stnular that any percetved dtfference (no 
matter how trivial) is likely to generate some trial on a "why not" 
basis. In contrast, Kapferer and Laurent (1984) are able to 
distinguish between grocery product categories based on their 
involvement profile approach (see measuring involvement section). 
For instance, they found that consumers showed significant 
differences in the level of situational involvement when purchasing 
pasta or shampoo. The latter was found to ~ more high~y involvin¥. 
In a similar study, Mittal ( 1989) showed stgntficant dtfferences m 
situational involvement when wine was bought for a special occasion 
rather than as an ordinary purchase. However, neither researchers 
measure enduring involvement, so the level of felt involvement 
remains unclear. 
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In addition to enduring and situational involvement, there are a 
number of source influences that are regarded by academics as having 
an effect on the level of felt involvement with grocery products. 
They are categorised in Fig.1 according to the direction of influence 
on the involvement continuum and discussed in the next section. 

FIGURE 1 
INVOLVEMENT CONTINUUM FOR GROCERY PRODUCfS 

- . PRODUCT CATEGORY LEVEL N 0 .. u u .. .. . 0 S.ll-conoepl ag. Uta alyla Producla 
N --. . Special lnleraal eg. Hobby Producla N N 

" 
.. ... .. .. u Hadonlam eg. Plauure Producla " -- N ·-- 0 

Perceived Rlak eg. Paycho-aoolal Producla N -T . 
INV<LVEMENT COtmNUUM 

. -BRAND DECISION LEVEL . ... T 
u u .. -T 

Routine Selection eg. Staple a 
0 - -. .. 
N . 

Cognitive Efficiency eg. Houaehold Branda 
.. N .. " u -- .. 

" N -Satlalactory Choice eg. Unimportant Branda 0 -- N - T 

Source Influences and High Involvement. 

Source influences that contribute towards high involvement with 
grocery products have been discussed in the literature for the past 
twenty years. However, empirical validation is scant. There are 
only a few grocery product studies that provide evidence to support 
the argument. For example, Knox, Tait and Amps (1989) cite the 
case of UK mineral waters being positioned as "bistro • brands to 
exploit social recognition and sports drinks as being associated with 
fitness and health. Both are examples of lifestyle products that 
provide routes to self-concept enhancement through product 
symbolism (Lannon and Cooper, 1983). 

Laurent and Kapferer (1985) report differences in the pleasure values 
associated with chocolate and detergents, with high and low ratings 
respectively. In the same study, detergents were also found to be 
devoid of any risk components. 

·In his meta-analysis of risk and information search, Gemunden 
( 1985) concludes that, for convenience goods in general, perceived 
risk usually seems to remain below a tolerated threshold. This may 
be due to the fact that manufacturers of grocery products have clearly 
understood the importance of consistency and quality to remove the 
threat of adverse functional consequences. However, psycho-social 
risk may still remain within the family and among friends which 
could lead to increased consumer involvement with particular product 
categories. 

In contrast to the research on consumer durables, the evidence for 
grocery products points towards medium-low enduring involvement 
if the effects of source influences are any guide. However, it would 
be inappropriate to be too emphatic since consumer involvement is 
multifaceted and the source factors cited here do not take into 
consideration the situational influences discussed in the next section. 

Source Influences and Low Involvement 

The source influences which mediate low consumer involvement tend 
to be situational for grocery products. In other words, they relate 
more to the level of information processing associated with brand 
choice and purchasing decisions. However, there is an inh~~t 
paradox associated with each one of these source effects. Cogmttve 

efficiency, for example, implies that consumers strive to minimise 
effort in decision making, particularly when purcbaaing grocery 
products (Hoyer 1984); the role of the brand in this process is 
potentially considerable. Essentially this role is a re-coding process 
(Millar 1956) whereby each "bit" of information is organised by 
learning into "chunks". It is the "chunk" which is subsequently used 
as shorthand for a compendium of information; brands can be 
viewed as "informational chunks" for functional performance, 
pleasurable experiences, self-concept etc. Millar's logic suggests that 
the stronger the brand's added-values, the lower the situational 
involvement! It is quite possible that low situational involvement (in 
terms of cognitive effort) masks a good deal of enduring 
involvement. Routine purchasing, a consequence of routine 
selection, implies that repeat purchasing becomes the norm unless 
poor product performance or a simple desire for • change • forces a re­
analysis of the original decision. For example, a new advertising 
campaign from a competing staple (e.g. fruit sugar rather than 
common sugar) may just be sufficient to trigger such a purchasing 
switch and a new process of information "chunking" through user 
experiences. 

It would seem from this brief literature review that consumers could, 
in principal, exhibit differing levels of involvement with grocery 
products. What little empirical evidence there is seems to point 
towards some differences in both the enduring and situational forms, 
judging from the arguments presented about source influences. 
In carrying out the exploratory research reported in this paper, our 
main objective has been to determine whether significant variations in 
the levels of consumer involvement can be obtained for grocery 
products, i.e. to test the sensitivity of the most appropriate 
measurement device. We wished to measure both situational and 
enduring involvement directly, as well as the saliency of source 
influences, so it was necessary to validste not only the measurements 
across product categories but also at the brand-decision level. 

In the next section we review the measuring devices that have been 
developed in recent years and discuss their application to grocery 
products. 

Measuring Involvement 

In early research when quantitative indicators of involvement were 
used, the instruments were often single scale (Vaughn 1980; 
Zaichkowsky 1985) or a single-item measurement of perceived 
importance (Agostini 1978; Lastovicka and Bonfield 1982). More 
recently, in their seminal paper on involvement measurement, 
Laurent and Kapferer (1985) challenge this assumption and posit the 
idea of an "Involvement Profile" as a more appropriate measurement 
device. They argue that since their profile is multidimensional, it 
must provide a more complete description of the relationship between 
the consumer and the product. The authors identify four sources of 
involvement derived both from the literature and from interviews 
with marketing management; the profile is based on a measurement 
of each of these four sources. Whilst their work represents a 
significant step forward, their modelling approach is vulnerable to 
criticism. Mittal & Lee (1989) argue that because the researchers 
implicitly define involvement by source, there can be no distinction 
between situational and enduring involvement in their theory. This is 
important when considering products which are to be consumed in 
radically different situations. For instance, compare wine purchased 
by the layman for personal consumption to wine purchased by the 
same person for a dinner party or the wine purchased ·by a 
connoisseur. In each case, the characteristics of purchase are 
different yet the consumer remains the same in two out of the three 
cases. Mittal and Lee offer two further criticisms. Firstly, they 
argue that the perceived product importance measured by Laurent and 
Kapferer as a source is, in fact, a part-measure of enduring 
involvement itself. They give the example of a refrigerator which 
can be perceived as important but may not evoke much interest i.e. 
be involving. Secondly, they point out that it is artificial not to 
explicitly distinguish between ~ and forms of involvement. In 
their paper, Mittal and Lee present a causal model of involvement 
derived from the work of Laurent and Kapferer (1985) and Bloch and 
Richins (1983) but which takes into account both sources and forms 

of involvement. 

In their study, the levels of involvement across five products were 
measured amongst a convenience sample of 100 consumers. They 
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were then able to validate the causal network using LISREL VI for 
two consumer durable product groups. In essence, they recognise 
both forms of involvement and establish that enduring involvement is 
an antecedent of situational involvement. Their three source 
influences of enduring involvement are remarkably similar to three of 
the items identified previously by researchers (Fig.!). (Product 
utility in the causal model identifies category benefits and 
opportunity loss of not using these products rather than a direct 
measure of perceived risk). With regard to sources of situational 
involvement, the consumer's cognitive processing (or lack of it) is 
replaced by evaluations of functional and psychosocial consequences 
of brand selection and purchase. The researchers make no attempt to 
explicitly measure the extent of information processing or the degree 
of satisfaction in the choice procedure that have been identified in 
prior theory. Whilst we could level this as a criticism of the model, 
we also recognise the enormous complexity of providing suitable 
measuring devices. In the end, researchers need an instrument that is 
practicable, straightforward for consumers to understand and is quick 
to complete. 

Interestingly, the researchers were able to demonstrate that these 
source influences were able to explain a substantial portion of the 
variance in situational involvement for consumer durables; sufficient 
evidence to accept the model for our exploratory purposes. Measures 
of all eight involvement-related constructs (six source, two form) lead 
to the final identification of three scale items for each construct. So, 
in total, twenty-four items were measured in their self-administer 
questionnaire (p.389). 

Given that this questionnaire had been developed using involving 
products, our research objective was to adapt this measurement tool 
for use among grocery products. The research procedure described 
in the following two sections was designed, firstly, to validate the 
dimensionality of the model across several grocery product categories 
and, secondly, to determine whether significant differences in sources 
and forms of involvement could be detected. 

Research Procedures And Model Validation 

Seven high-penetration product categories were selected for inclusion 
in the research. They had previously been considered by expert 
opinion as representative of the full range of involvement levels 
amongst grocery products. They are grouped below according to 
how they had been categorised prior to field research: 

Low Level of 
involvement 

Kitchen towels detergents 
tinned tomatoes breakfast ceresls 

Medium 

newspapers cigarettes 
toothpaste 

For each of the seven product categories, a random, convenience 
sample of twenty-five respondents was asked to complete the Mittal 
and Lee questionnaire. This provided us with 168 usable cases for 
analysis. Respondents were selected only if they were responsible for 
the household grocery purchases and had bought/used the products in 
the last four weeks. The self-complete questionnaire (twenty-four 
items) was left with respondents and collected two days later. All 
items were recorded on a 7-point, bi-polar scale (strongly agree ... 
strongly disagree) and comments about the length and content of the 
questionnaire were collected in an open-ended question at the end. 
The data was then analysed using the Genstat 5.21 suite of 
programmes. 

In order to provide evidence in support of the dimensionality of the 
model for grocery products, • we examined the convergent and 
discriminant validity of the measured items. The Multitrait­
Multimethod Matrix (MT-MM) approach was used (Campbell and 
Fiske 1959). They suggest four criteria to imply convergent and 
discriminant validity from the correlation matrix. Table I shows the 
extent to which the data satisfy these four criteria. 

Whilst caution must be exercised in drawing categorical conclusions 
from this test (multiple item scales do not strictly qualify as 
maximally different methods), the analysis provides strong evidence 
to support the dimensional structure of the involvement model. 

Next, in assessing the reliability of the scale when applied to grocery 
products, Cronbach's coefficient alpha (a) was calculated for the 
items measuring each source and form of involvement. These 
reliability coefficients are shown in table 2. With the exception of 
the brand hedonic and brand risk items, the reliability coefficients are 
extremely goodl. 

I. 

2. 

3. 

4. 

I. 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

TABLE I 
VALIDITY MEASURES 

Criteria for Correlations 

Validity Coefficients: 
Significant and Sufficiently Large 

Validity Coefficients: 
Greater then all different trait, 
different method correlations in the 
same row and column 

Validity Coefficients: 
Greater than different trait same 
method variables 

Same pattern of correlations 
evidenced between all triangles 

TABLE 2 
RELIABILITY MEASURES 

Measurement Item 

Enduring Involvement 

Situational Involvement 

Product Utility 

Product Sign 

Brand Sign 

Product Hedonic 

Brand Hedonic 

Brand Risk 

Extent 
Criteria 

satisfied(%) 

100 

100 

94 

75 

a value 

.94 

.94 

.89 

.87 

.87 

.84 

.72 

.72 

A major problem we found with the questionnaire was that the 
number and similarity of the measured items (all relating to the 
underlying construct of involvement) led to a high level of 
respondent frustration. This was evidenced both through the 
difficulty in getting respondents to complete the questionnaire and 
through comments collected in the open-ended question at the end of 
the process. The problem of respondent fatigue is, perhaps, 
highlighted in our research since the sample we used was made up of 
householders rather than MBAs with whom the scale was originally 
developed. It was clear to us that for any large-scale survey of this 
type, the number of items in the questionnaire would have to be 
substantially reduced. This item-reduction process is briefly 
described below, prior to discussion of the involvement scores in the 
next section. 

In order to minimise the loss in reliability of either form or source of 

Nunnally (1967) argues that for basic research, reliability 
coefficients of. 7-.8 are sufficient. 
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involvement, only items showing very high convergence within a 
construct were removed (>.65, significant at p=.OOl). Using this 
criterion, ten item.> were dropped from the original questionnaire. 
For the two constructs with the lowest a coefficients (brand hedonic 
and risk), all three items remain. In contrast, only one item is 
retained within the three constructs with the highest a values. To 
allay any concern about loss of reliability, we carried out a test-retest 
analysis using this shortened questionnaire. A second convenience 
sample was asked to complete the questionnaire on two occasions, 
separated by two weeks, which provided us with 2 x 84 usable 
responses. The test-retest reliability coefficients are shown for each 
of the constructs in table 3. The figures strongly support the 
reliability of the measure in its reduced form. 

TABLE 3 
TEST-RETEST RELIABILITY COEFFICIENTS 

Measurement Item Reliability 
Coefficient ('"kk) 

l. Enduring Involvement .98 

2. Situational Involvement .91 

3. Product Utility .97 

4. Product Sign .99 

5. Brand Sign .99 

6. Product Hedonic .99 

7. Brand Hedonic .99 

8. Brand Risk .97 

In addition to these reliability calculations, a two-way ANOVA was 
undertaken on the test re-test data for individual products. No 
significant differences were found. Both tests together provide strong 
evidence to suggest that the measurement device is, indeed, robust. 
In subsequent involvement surveys of grocery products. we 
recommend that the shortened Mittal and Lee questionnaire is used. 

Measuring Involvement with Grocery Products 

Given that we now had a reliable measurement approach for grocery 
products, we wished to establish if significant differences in 
consumer involvement could be measured. From the data collected 
in the initial questionnaire (based on the fourteen-item measure), 
values for enduring and situational involvement were calculated using 
ANOVA for six of the seven product fields2. The three source 
values for both forms of involvement have also been reported (table 
4). Building upon the premise that enduring involvement is the more 
influential form of involvement (Mittal and Lee 1989), we anticipated 
significant differences in the scores between product groups for this 
construct. This was found to be the case for toothpaste, newspapers, 
detergents and cereals when compared to either tinned tomatoes or 
kitchen towels. However, there were no significant differences 
within these four product categories on this construct measurement. 
At the source level (product sign, hedonic and utility), the data is 
more revealing. For instance, the sign value of newspapers was 
significantly higher than for toothpaste, detergents or cereals which, 
in turn, were each significantly higher than for tinned tomatoes. 
Similarly, the product utility value of toothpaste was significantly 

2 Cigarettes were dropped from this part of the analysis since the 
dipolar responses, arising from health concerns, tended to 
confuse the results. 

above cereals (as was detergents). So our measurement of enduring 
involvement, when linked with source influences, indicates a 
hierarchy of product categories which are also reflected by the 
situational involvement measures. Toothpaste and newspapers with 
the highest situational interest, scored significantly higher than tinned 
tomatoes (or kitchen towels). At source level, broadly the same 
pattern emerges; newspapers have significantly higher brand sign 
and hedonic values than cereals which, in tum, have higher brand 
values across these constructs than tinned tomatoes (or kitchen 
towels). 

Whilst there are variations in the hierarchy of the product groupings 
due to source influences, there is an underlying consistency based on 
the measures of the two forms of involvement; both measures place 
each of the six products in an identical order. By considering both 
forms and sources of involvement, three clusters of product 
categories emerge on the involvement continuum (fig.2). Both tinned 
tomatoes and kitchen towels are low involvement categories 
according to either measure. Cereals can be distinguished as more 
involving, primarily due to attributed hedonic and sign values, whilst 
toothpaste, newspapers and detergents are the most involving of the 
six product categories. 

TABLE 4 
FORMS AND SOURCES OF INVOLVEMENT FOR GROCERY 

PRODUCTS 
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In comparison to the measurements of situational involvement carried 
out by Mittal (1989), all the six grocery product categories here have 
medium-to-high scores relative to the consumer durables in that 
particular study (e.g. eyeglasses (0.73); lawnmower (1.53); bicycle 
(1.97) .... toothpaste (2.71); kitchen towels (5.29)). This implies a 
medium-to-low level of situational involvement for grocery products. 
Intuitively, we would expect this to be the case but it is very 
reassuring to find this level of separation in the scores between 
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durables and groceries. We are not aware of any other empirical 
studies where such direct comparisons can be made (Laurent and 
Kapferer' s questionnaire approach and involvement profile scores 
remain unpublished). 

It is clear from this pilot study that the fourteen-item questionnaire is 
sufficiently sensitive to produce significant variations in the levels of 
influencing sources and forms of involvement across the grocery 
products in question. The managerially-derived involvement 
hierarchy (p.lS) for the product categories has been confirmed in 
four out of six cases. The measures of enduring involvement proved 
slightly Jess sensitive at the source level. Nonetheless, significant 
differences between product categories at the medium and low end of 
the involvement continuum were observed. These differences also 
correspond to prior expectations. So, within the confin~ of our 
research procedures (limited by sample size and representahveness), 
our research objective has been met. 

In the concluding comments, we draw together prior theory and 
discuss the practical implications of our findings for practitioners and 
academic researchers. 

Conclusions 

Recently, significant progress has been made by researchers both in 
reaching agreement about a suitable definition of consumer 
involvement and providing new methods of measuring it. Building 
on these recent works, Mittal and Lee have now developed a causal 
model that distinguishes between forms and sources of involvement 
which has been validated for consumer durables. The research 
question which we have addressed is whether or not this measurement 
device is sufficiently sensitive to detect significant differences in the 
levels of consumer involvement with grocery products. Prior theory 
suggested that, in principal, this should be possible d~ite the 
divided opinions that characterise the academic research in this area. 
Indeed, a number of individual researchers have identified differences 
in situational involvement and sources of enduring involvement in 
relation to grocery products. So far as we are aware, our exploratory 
study is the first time that both sources and forms of consumer 
involvement have been measured using a multi-dimensional device in 
grocery markets. Seven product categories were selected for testing 
and a twenty-four item questionnaire used to measure the 
involvement constructs. We have been able to confirm both the 
validity of the involvement model and the reliability of the 
measurement device when applied to grocery products. 
Subsequently, ten items were dropped from the questionnaire without 
apparent loss of reliability. Finally, using this fourteen-item 
questionnaire, we have shown that it is possible to measure 
significant differences in the sources and forms of <_:<>ns~mer 
involvement with grocery products. The measurement of situahonal 
involvement and its influencing sources was particularly sensitive. 
This finding will be of practical interest to practitioners since it 
relates to brand-decision involvement i.e. differences between brands 
within a product category. Eight of the fourteen items within the 
questionnaire relate to these constructs. Where appropriate, the 
questionnaire could be shortened in this way for use among 
consumers in developing promotional strategies to modify search and 
purchasing behaviour at the brand level. At the product category 
level, the fourteen-item questionnaire could be used to segment the 
market. Rather than merely indicating medium-low involvement 
divisions of the market (as per p.lS), the measuring device allows 
identification of consumers high on some source constructs but low 
on others. This provides a better understanding of the dynamics of 
consumer involvement i.e. a better understanding of where 
involvement originates and provides clues as to which types of 
appeals should be used in communications with each segment. 

At a broader level, as the measure of involvement becomes more 
finnly established, so can the causal relationships with behavioural 
consequences (such as purchase loyalty, purchase frequency and 
brand purchasing portfolios). In grocery product markets, such 
knowledge would undoubtedly become the key to effective and 
efficient management of brands and product groups. 
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UNILEVER: A MARKETING GIANT 
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Karin Holstius, Turku School of Economics and Business Administration, Finland 

Abstract 

This descriptive study looks at Unilever, 
a multinational corporation headquartered 
in two European countries, and how it mar­
kets so many different brand names in 
various parts of the world today. From 
our research, this is a task which prob­
ably only Nestle can beat. The sheer 
complexity of producing so many different 
types of products, and having so many 
brands, makes this a unique marketing 
study. 

Introduction 

This study is an outgrowth of previously 
unpublished information about Unilever, 
the giant multinational corporation uni­
quely headquartered in both the United 
Kingdom and the Netherlands. Its U.S. 
division is well known to most Americans 
as Lever Brothers. 

The authors, some of their colleagues, 
and students visited the leading grocery, 
drug and department stores in 51 countries 
of the world to record the brand names of 
products marketed by Unilever, as well as 
the company identification and country 
where manufactured. (We quickly learned 
that Unilever puts its name on a minority 
of the products it markets.) 

This is a summary of the countries we 
visited: 

North America 
South America 
Europe 
Australia and Asia 
Africa 

15 countries 
8 

15 
11 

2 

Results 

We found over 700 different brand names 
marketed by Unilever. This is second 
only to Nestle, with more than 1000, of 
the giant MNC's we have surveyed, but 
well ahead of Procter & Gamble, Colgate 
Palmolive, Kraft General Foods, and 
Quaker Oats. 

Unilever's largest product category is 
food, but because of recent acquisitions 
such as Chesebrough-Pond's, Calvin Klein, 
Faberge, etc., the company has become a 
giant in health and beauty aids, and in 
cosmetics. 

Table 1 
% of Brands in Product Grouping 

Food (ex. marg., tea) 
Health and beauty aids 
Cosmetics 
Detergents, cleaning 
Margarine 
Tea 
Soap bars 

Total brands 

24% 
19 
15 
15 
14 

8 
7 

TUU% 

A significant finding was the number of 
brands which Unilever markets in only 
one country: 

Table 2 
% of Brands Marketed in: 

1 country only 
2:..4 countries 
5 or more countries 

Total brands 

68% 
22 
10 

!1ro! 

A discussion of these findings follows. 

Use of Brand Names within Product Groups 

The employment of different brand names 
in the regions of the world varies by 
product group. 

Food (excluding margarine and tea) has 
a very high proportion of brands used in 
only one country, which is best explained 
by the fact that eating habits and tastes 
vary with different cultures. Of the 
Unilever food products: 

Table 3 
81% are marketed in only one country 
7% are manufactured in one country 

but are exported to additional ones 
11% are marketed in two or more 

An example is BIRDSEYE, a brand name be­
longing to Kraft General Foods in North 
America, but marketed by Unilever in the 
rest of the world. This brand is sold 
frozen in many developed countries, but 
where there is less refrigeration such 
as in India, Pakistan, Thailand and the 
Philippines, BIRDSEYE has been success­
ful selling dehydrated vegetables. 

Health and Beauty Aids show quite a dif­
ferent picture, since the basic needs of 
most countries seem to be more similar: 

Table 4 
55% are marketed in only one country 
12% are manufactured in one country 

but are exported to additional ones 
33% are marketed in two or more 
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An example is toothpaste, where Unilever 
markets 7 brands. CLOSE UP, PEPSODENT 
and SIGNAL are sold in much of the world 
but ZIEL was found only in Austria. 

Cosmetics show a similar breakdown, which 
~s not surprising, although a slightly 
higher proportion are made in only one 
country rather than in multiple manu­
facturing plants. 

Table 5 
58% are marketed in only one country 
13% are manufactured in only one but 

are exported to additional ones 
29% are marketed to two or more 

POND'S is the best known brand name in 
this product grouping, and of course was 
in wide distribution prior to its pur­
chase by Unilever in 1987. 

Detergents and Cleaning Products might 
be considered as universal in their 
appeal, but Unilever has chosen to market 
over one-third of its brands in one 
country only. This often gives a unique 
selling advantage that the detergent has 
been developed for, and is being sold 
only in the individual country. 

Table 6 
35% are marketed in only one country 
11% are manufactured in only one, but 

are exported to additional ones 
54% are marketed to two or more 

A classic case of country segmentation 
exists here. OMO laundry detergent is 
sold in most countries outside of the 
United States, and an almost identical 
product called SURF is marketed in the 
U.S. A few countries stock both, but 
largely the two brands supplement each 
other. We found OMO in 25 countries 
and SURF in 23. 

Procter and Gamble follows a similar 
pattern with TIDE and ARIEL. 

Margarine is a product Unilever helped 
to pioneer, and the company has become 
a world leader in its marketing. From 
a branding consideration, however, it 
appears wasteful that so many brands 
are confined to only one nation. It 
is hard to visualized that there can 
be that much difference in the basic 
product. 

Table 7 
70% are marketed in only one country 
11% are manufactured in only one but 

are exported to additional ones 
19% are marketed to two or more 

The only widespread brand names for 
Unilever's margarines are: 

Table 8 
BECEL, made in 9 countries 
BLUE BAND, made in 5 countries 

(called Blauband in Germany) 
FLORA, made in 6 countries 
RAMA, made in 5 countries 

None of these is found in the United 
States, where Unilever's main entries 
are IMPERIAL, PROMISE and COUNTRYCROCK. 

Tea is another product where Unilever's 
worldwide brands, LIPTON and BROOKE BOND, 
are the unquestioned leaders. But the con­
sumption of tea varies greatly by culture 
and the different brews of tea seem to 
appeal to very personal tastes. 

Table 9 
55% are marketed in only one country 
13% are manufactured in only one but 

are exported to additional ones 
32% are marketed in two or more 

India, where tea was introduced by the 
British, seems to hold the record for 
Unilever brand names. We found 20 
different brands, yet neighborhing 
Pakistan had only 7. 

Soap Bars might look like another homo­
geneous product, but our findings indi­
cate that perfume, color, deodorizing 
formula and brand name all appear to 
have special appeals to individual 
nations: 

Table 10 
46% are marketed in only one country 
21% are manufactured in only one but 

are exported to additional ones 
33% are marketed in two or more 

LUX is the best known and most widely 
distributed soap bar made by Unilever. 
It has spawned new varieties such as 
LUX LINE and INTERNATIONAL LUX. A 
second brand, REXONA, is made in 12 
countries and comes in facial soap, 
deodorant soap, and sport soap 
varieties. 

Company Identification 

Perhaps the most unusual feature of 
Unilever, among the giant MNC's we have 
surveyed, is its policy of identifying 
so many brand names with the major di­
visions of the corporation. We could 
find noone in the company who would 
defend this practice, but it does result 
in a lower profile. If the name "Uni­
lever" were on 700 different brand names, 
some consumer groups might start shouting 
"octopus" or some other uricomplimentary 
names, which is quite understandable. 
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These are the sources found on Unilever 
brands today: 

1. LEVER BROTHERS - U.S. soap products 
2. VAN DEN BERGH FOODS - on most food 
products in the U.S. and in many foreign 
countries. (Finland has just changed.) 
3. ELIDA GIBBS - widely used in Europe, 
Asia and Africa for toiletries. 
4. CHESEBROUGH-POND'S - a longstanding 
name, which still identifies most of its 
brands. Unilever has assigned other 
toiletries to this unit. 
5. UNILEVER - used outside of the U.S. on 
most soap products; on some they simply 
show "Lever". 
6. RAGU FOODS - for its products vs. the 
former legend, Chesebrough-Pond's. 
7. LEVER-POND'S -used in several Latin 
American nations. 
8. POND'S DE MEXICO is the official source 
in that country rather than Chesebrough. 
One some upscale brands the identification 
is simply "P. de M.", with the same ad­
dress. 
9. LIPTON has all along been separately 
identified. It has taken over LAWRY 
and SUNKIST fruit bars. 
10. ANDERSON CLAYTON was told to Unilever 
in Mexico, and is used for most food 
products there. 
11. UNION is the big name for margarine 
and other foods in Germany. 
12. PRINCE MATCHABELLI, FABERGE, CALVIN 
KLEIN, ELIZABETH ARDEN and ELIZABETH 
TAYLOR all continue to use their names as 
manufacturers. This likely adds prestige 
to these brands. 
13. KUNER is the food umbrella used in 
Austria. It also is a brand name. 
14. PAASIVAARA has a similar role in 
Finland. 
15. BROOKE BOND is the only source shown 
on its products. 
16. HINDUSTANI LEVER is the company of 
record for most Indian products, including 
those from Brooke Bond. · 
17. GOLD BOND ICE CREAM COMPANY is the 
designation shown on Unilever's ice 
cream novelties. 
18. SHEDD'S is still shown on some U.S. 
margarines, but most have beentransferred 
to Van den Bergh. 
19. CHARTER FOODS is used for a few spec­
ialty items made by Lawry but not identi­
fied with them. 

Does this multiple use of company di= 
*sions, as makers of the brands, confuse 
the public? Probably it does, but we 
could find no published research on con­
sumer awareness of Unilever brand names. 
Of course many of them have only been 
acquired in the past three or four years. 

~Y Worldwide Brands 

Reviewing all of the 700 plus brands 
found in our research, we can use the 
germ "truly worldwide" on very few: 

TABLE 11 
CLOSE UP toothpaste (weak in Europe) 
CUTEX nail products 
FABERGE toiletries 
IMPULSE body spray 
JIF cleaner (also Cif, Vif) 
LIFEBUOY deodorant soap 
LIPTON tea 
LUX soap and bath products 
OMO and SURF laundry detergents 
PEPSGDENT toothpaste 
POND's beauty products 
REXONA soap bars and deodorant 
RAGU spaghetti sauce 
SIGNAL toothpaste and mouthwash 
SUNLIGHT detergent 
TIMOTEI shampoo 
VASELINE medicated jelly 
VIM cleanser 

There are a few others which might be 
judged "also-rans", but at this time 
their distribution is more spotty: 

TABLE 12 
AXE men's toiletr~es 
DENIM toiletries 
DOVE soap bar 
ELIZABETH ARDEN cosmetics 
Q TIPS 
SUN specialty detergents 
SNUGGLE fabric softener 

Taking both lists toget&er (Tables 
11-12) this is only a handful of 
brand names which Unilever chooses 
to devote international marketing 
effort to. 

Local Language Adaptation 

We found little of this, perhaps because 
so many brand names are employed in 
only one country. The best example 
is fabric softener. Each label has 
the white teddy bear,is similar in 
appearance. 

TABLE 13 
SNUGGLE - North America 
BAMSELINE - Denmark 
COCCOLINO - Italy 
CAJOLINE - France 
KUSCHEL WEICH - Germany, Austria 
HUGGY - Australia 
MIMOSIN - Spain, Venezuela 
ROBIJN - Benelux. countries 

HANDY ANDY cleaner becomes simply ANDY 
in some countries, and in St. Maarten 
we found both brands side by side, 
one from the Netherlands and one from 
the Netherland Antilles. 

JIF cleaner uses that name in 15 
counties, CIF in 8 others, VISS in 
Germany, and VIF in Switzerland. 

BREEZE detergent has been renamed U.S.A. 
in Thailand, but packages show the 
6rmer brand name. 
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Exte~si?e Exporting 

A separate Tabulation showed 87 cases 
of Unilever shipping a brand across an 
ocean, v~. simply exporting to an adja­
cent country, or one on the same conti­
nent. There is no •imple explanation 
for this great expense of shipping time 
and cost, but often the product comes 
from a state-of-the-art plant in a de­
veloped country, going to markets which 
cannot yet justify local production, 
often of a complicated product. 

These are examples of the vast distances 
Unilever brands must travel to reach 
their customers: 

Table 14 
U.K. ships to 12 countries in 45 

documented long exports: 
St. Maarten 10 brands 
Hong Kong 9 
St. Lucia 8 
Bahamas 6 

(three of these leaders are current 
or former British possessions) 

France ships to 2 current colonies: 
St. Martin 15 brands 
St. Barthelemy 10 

Netherlands ships to 4 countries, in­
cluding: 
St. Maarten, a colony 7 brands 
Aruba, former colony 3 

We also found export situations to des­
tinations across an ocean from Germany, 
Belgium, Switzerland, Austria and Italy. 

Since Unilever is an European-based com­
pany, it follows that most of its long 
exports come from plants on that conti­
nent. We found very few brands being 
shipped from Unilever's U.S. plants, 
although there were small shipments to 
Bolivia, Hong Kong, Keyna and Thailand. 

If there is a choice for a product to be 
shipped from an European or an American 
plant to a destination which could be 
served by either, Unilever seems to 
prefer the European source most every 
time. 

Conclusions 

Unilever faces stiff competition of course 
for most every product made, but although 
it scores a poor second in the United 
States to Procter & Gamble in detergents, 
it is a formidable compeitor elsewhere. 
Even so it faces battles from Hankel in 
Germany and Kao in Japan, which have 
grown from smallcompanies to formidable 
rivals in both the cleaning and in the 
toiletries fields. 

Its strenghts, as pointed out, are in 
margarine, where its arch-rivals in the 

U.S. (Colgate and P&G) are not involved 
(as yet), and in tea, where P&G has only 
a weak entry in TENDER LEAF, a brand 
purchased from Standard Brands. Uni­
lever has largely avoided coffee, in 
which competitors Kraft General Foods 
and Procter & Gamble have large mar-
ket shares. 

The future may well be the war of the 
cosmetic industry. To date Unilever has 
purchased more "winners", it would ap­
pear, than have Colgate and P&G. But in 
this area, a non-soap competitor, has 
reared its head with a substantial in­
terest in LANCOME and L'OREAL, and that 
is Nestle. 

Discussion 

Many Americans probably associate Uni­
lever with its U.S. arm, Lever Brothers, 
and if asked to list its key brands, to 
come up with RINSO (no longer a giant), 
LUX, LIFEBUOY and PEPSODENT. In this 
paper we have seen that, worldwide, 
Unilever is more important in food than 
in detergents, and has become a giant in 
the beauty products group, largely 
through acquisitions. 

It would seem difficult to manage 700 
plus different brand names, but with key 
headquarters in London, Rotterdam and 
New York, the company seems to stay on 
top of all of these brands. 

Consolidation might bring more protests 
from previous customers in lands around 
the world than benefits from reducing 
the number of brand names. We found 
no evidence of brand contraction in the 
several years we have been researching 
these MNC's, and suspect Unilever will 
continue to keep current brand names, 
and to add more through purchases. 
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GLOBAL STRATEGY AND LOCAL MANAGEMENT: 

HOW DOES IT WORK? 

Tom Morris UniversHy of San Diego 
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ABSTRACT 

This study examines productivity and participatory management 
systems in similar plants located in five different countries. 
Likert's System 4 theory was used as an instrument to measure 
the extent of management participation within the foreign 
subsidiaries. All five plants engaged in identical operations that 
were designed and implemented by its U.S.-based owner. Each 
of the plants, however, were managed by host nationals. The 
data indicated that the degree of participation differed widely 
between the Italian, Mexican, Spanish, American and English 
plants. The data did not support Likert's contention that 
participation and productivity are linearly related. Rather. it 
appears that the management systems in each of the plants 
reflects the expectations of the local society and may not be 
directly related to productivity. 

GLOBAL STRATEGY AND LOCAL MANAGEMENT: 

HOW DOES IT WORK? 

One dilemma which faces all multinationals is the 
question of centralization or de-centralization of management 
controls in foreign subsidiaries. We know that national culture 
impacts upon the behavior of organizations and individuals within 
those organizations (Adler, 1991; Boyacigiller & Adler, 1991; 
Cox & Blake, 1991; Cox, Lober & Mcleod, 1991; Hofstede, 
1980a; Kleinberg, 1992). But it remains unclear as to whether 
the empowerment of local managers provides an overall benefit 
to the parent corporation. Comparative management studies 
implicitly or explicitly assume that organizations, in any society, 
tend to evolve management systems that are compatible with the 
values of the local society, not corporate values. It has been 
observed that people of different national backgrounds acquire 
different expectations about the formal structure of the 
organization and the informal patterns of interaction by which 
work is accomplished (Kleinberg, 1992; Osigweh, Yg., 1989). 
These observations are corroborated by Adler & Doktor (1989) 
who maintain that culture influences organizations through 
societal structures such as laws, politics, values. behaviors. goals 
and preferences of participants. The work of Kleinberg (1991) 
examines the impact of nation specific cultural differences on the 
emergence of organizational culture within a binational work 
setting. Specifically, she found that societal culture clearly 
helped shape organizational culture and the predominant style of 
management used within the organization. Adler and 
Bartholomew (1992) determined that 93.8 % of the 661 
international comparative management studies conducted from 
1985 to 1990 concluded that •culture makes a difference." 

Despite the acknowledgement of the influence of 
national culture on organizational phenomenon, the majority of 
our current knowledge about multinational organizations is built 
largely on studies conducted within one national culture - that of 
North America (Cox, et. al, 1991; Doktor, Tung & Van Glinow, 
1991). The purpose of our paper is to empirically examine the 
differences and productivity of locally determined management 
systems in four subsidiary organizations (Italy, Mexico,Spain and 
England) of a U.S. multinational. 

Since national culture has an impact on organizational 
phenomena and the theories that are subsequently derived from 
the study of those phenomena. it is instructive to describe some 
of tha predominant North American values to understand how 
they may influence management theory. Americans, while not 
entirely unique, do have cultural values that differ from those of 
peoples in other countries. One example of cultural differences 
was identified by Hofstede's landmark researcn and is discussed 
in Boyacigiller and Adler (1991) and Cox, et. al, (1991). 
Specifically, the North American culture places higher value on 
individualism than does any other culture. As a confirmation of 
this finding, Cox, et.al, (1991) conducted a lab study examining 
behavioral manifestations of individualism-collectivism among 
four ethnic groups within the United States. The findings clearly 
supported the hypothesis that groups composed of people from 
collectivist cultural traditions (Asians, Hispanics and 
African-Americans) displayed more cooperative behaviors than 
groups composed of people from individualistic cultural traditions 
(Anglo-Americans). Even though all participants were residing 
within the U.S., national cultural traditions from their country of 
origin, influenced their behavior. Other studies, such as those of 
Gudykunst, Gao, Schmidt, Bond, Leung, Wang and Barraclough 
(1992) and Lee and Boster (1992) clearly indicate that this value 
orientation affects both communication and perceptions. 
Individualism-collectivism has an impact on not only cooperation 
but also on concepts like organizational commitment, equity, 
managerial styles, and motivation. 

A second example of value differences, and one that is 
directly applicable to our research study, is the value that North 
Americans place on power distance (Hofstede, 1980b), free will, 
control, and dominance over the environment (Kiuckholn & 
Strodbeck, 1961). These orientations toward power and efficacy 
have influenced many of our theories of organizational design, 
change and behavior (Boyacigiller & Adler, 1991). Among the 
theories that appear to be based on these values are the 
normative theories of participation. The success of participatory 
management systems, which are advocated in the theories, 
seems to be predicated upon the assumption that people want a 
say in the decisions that affect them. People want to determine 
their future, they believe in personal efficacy and want control 
over their own circumstances and to a degree, their environment. 
According to Hofstede (1980b), one can understand the U.S.'s 
penchant for participatory management by examining its relative 
position on a value called power distance. The U.S. and Great 
Britain when compared with forty other countries. are in a middle 
position on power distance (briefly defined as the extent to which 
a society accepts the fact that power in institutions and 
organizations is distributed unequally). Larger power distance 
countries. such as Italy, Spain, Mexico, and France, seem to 
exhibit little concern for American style participatory management 
but show greater concern for locating the sources of power 
(Hofstede, 1980b). In contrast, countries, such as Sweden, 
Denmark and Austria, which exhibit smaller power distance 
scores than the U.S. and are known for their industrial democracy 
- a more extreme form of participation than is practiced in the 
U.S.or Great Britain. Japan, it should be noted, is an exception to 
this general hypothesis and is discussed in Hofstede & Bond, 
(1988). The combination of the U.S.'s wants, beliefs, and values 
serve as the foundation upon which participatory theories, such 
as Likert's System 4 or McGregor's Theory X-Theory Y, are built. 
While freewill is not solely a U.S. value, it does differentiate the 
U.S. from other cultures (Chikudate, 1991) 
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This paper examines the cross-national applicabifity of 
one relatively popular, intuitively appealing, American theory of 
participation. This theory, developed by R. Likert (Likert, 1976) 
and his colleagues at the University of Michigan Institute lor 
Social Research, is entitled System 4. Likert's System 4 theory 
of management assesses the degree of participatory 
management in leadership, motivation, communication, decision 
making, goal setting and control. The overall management 
system or management style is based upon the degree of 
participation across these six areas. Accordingly, Likert class~ies 
each organization or organizational unit into one of 4 "systems" 
that describe the general level of employee participation. For 
example, a System 1 organization is called ·exploitative 
authoritative" and is characterized by autocratic leadership, 
downward communication, and centralized decision making. 
System 2 is called "benevolent authoritative" and can be 
described as a paternalistic, authoritative system where 
employees are given a little more freedom than in a System 1 
organization. Within a System 2 organization, management 
defines the boundaries for interaction, communication, and 
decision making. A System 3 organization is "consultative". It is 
characterized by a moderate degree of employee participation. 
System 4 is the "participative group" style of management. This 
system makes extensive use of employee participation. 

Likert's theory is very normative because of the assertion 
that the use of a System 4 style is the best way to manage an 
organization. The theory also assumes applicability across 
cultures. It is prescriptive because it advocates using 
participation since this style is effective in the U.S. and in those 
cultures that have similar power distance values as does the U.S. 
(Hofstede, 1980b). While Likert qualifies the applicability 
somewhat by suggesting that the theory must be applied in a 
"culturally relevant manner", he concludes that a participative 
management system will be more productive in virtually any 
culture (Likert, 1976). Likert comments that "many persons 
believe that there are no universally applicable principles ... this 
conclusion is unwarranted" and "There is ample evidence that 
the general principles and models of System 4 can be applied 
universally and be of great value." (Likert, 1976, 51-55). The 
implication of these assertions is that participatively run 
organizations will be more productive than non-participative 
organizations regardless of cultural context. 

Many organizational science scholars and practitioners 
question the assumption that studies done in one culture can be 
equally applicable in other cultures unless proven so (Osigweh, 
Yg., 1989). Unlike Likert, we. believe in equifinality in the 
transnational application of management precepts, in the sense 
that specific management objectives, such as productivity, can 
be achieved in many culturally distinct ways (Bennett, 1977, 
Negandhi, 1975). Hence, the general hypotheses of our study 
is that there will be managerial style dmerences between the five 
countries in our study but these dnferences will not adversely 
impact productivity as predicted by Likert. 

This study is unique for three reasons. First, it takes 
advantage of a "naturally occurring" research opportunity by 
studying five plants owned by a U.S. multinational organization. 
The plants, which are located in the U.S., Mexico, Italy, Spain, 
and England. produce identical products. Second, our study 
empirically examines the applicability of Likert's System 4 theory 
in a transnational context to determine if participatively managed 
organizations perform at a higher productivity level than 

· non-participatively managed organizations. Third, it looks at 
national dnferences in managerial style and hopefully contributes 
to the body of knowledge in cross-cultural management. 

METHOD 

Site and Respondents 

The research was conducted at five plants owned by a 
U.S.based multinational corporation that produced disposable 
medical products. The plants in Mexico, Spain, England, Italy, 
and the U.S. produced identical products with an identical 
process. When setting up the production facilities in Mexico, 
England, Spain and Italy, the parent organization believed that 
the best way to assure a smooth transfer of technology was to 
avoid introducing changes in the production process. 
Consequently, a great deal of effort was made to exactly 
duplicate the structure and processes used at the U.S. plant. For 
example, the operating policies, product design, manufacturing 
methods, tooling, work place layout, packaging, and technical 
training were standardized across the four plants. The 
manufacturing methods were labor intensive and output was 
operator-paced rather than machine-paced. Demographically, 
the characteristics of the direct labor force in the four plants were 
similar. They were predominantly female, ages 17-24, with two 
years of experience. This demographic profile of direct labor 
workers is typical for most light manufacturing operations in 
Europe, North America and the Far East. 

The respondents consisted of all the management 
personnel in the five plants. These groups of managers included 
production supervisors, and office, engineering and technical 
managers. Surveys were filled out at each plant during a regularly 
scheduled management meeting. The author personally 
collected the surveys from the 43 respondents at the U.S. plant 
and the 37 respondents at the Mexican plant. Surveys from the 
51 Spanish, the 32 Italian and the 17 English nationals were 
collected by the plant mangers and sent to the researcher. 
Because of the data collection methods, all of the 180 managers 
from the 5 plants responded to the survey. Respondents were 
demographically similar with respect to age (32.6, s.d.= 7) and 
gender. Except for the U.S. plant where 40% (N=17) of the 
sample were female, all respondents were male. 

Survey 

The Profile of Organizational Characteristics, which is 
described in detail in Likert (1976), consists of 18 items, each 
with a 20-point, verbally anchored response scale. Between 2 
and 4 of these 18 items are used to measure the degree of 
participation in the six organizational dimensions of: leadership (3 
items), motivation (3 items), communication (4 items), decision 
making (3 items), goal setting (2 items), and control (3 items). For 
example, one of the four items that assesses communication is 
as follows: "How well do superiors know the problems faced by 
subordinates?". Responses range from 0 (not very well) to 20 
(very well). A low score, on any survey item, indicates an 
authoritative orientation (low participation) whereas a high score 
reflects a participative orientation. According to Likert, 
organizations are classified into one of 4 systems base upon the 
linear summation of the 18 items (0-4.9-Exploitative authoritative/ 
System 1; 5.0-9.9 - Benevolent authoritative/System 2; 10.0-
14.9 - Consultative/System 3; 15.0-20.0 - Participative group/ 
System 4). This summation is referred to as the overall 
management system. 

For purposes of our study, the original English language 
survey was translated into both Italian and Spanish. Following the 
advise of Brislin (1970), a back translation was conducted to 
assure identical meanings in both the original survey language 
and the native languages of the other research sites. Three 
Spanish and two Italian language consultants agree that the 
translations convey identical meanings in each language. 
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Labor Productivity 

In his writings, Likert does not offer an operational 
definition of prod:.Jctivity. As is commonly recognized, behavioral 
scientists, as well as economists, accountants, engineers, and 

managers, have difficulty agreeing on an operational definition of 
productivity. While the most widely used definition examines the 
ratio of inputs to outputs, there is not a universally accepted 
specification of meaning for these two terms. For example, input 
can be measured as either hours of human labor, total number of 
workers, capital expenditure, time, or plant or equipment that are 
used to produce a product or service. Output can be 
conceptualized as the quantity of goods or services produced, 
the quality of goods or services, the utility of these products, cost 
savings, shipments, sales or value added (Pavett, Broedling, & 
Huff, 1987). The exact definition of productivity varies across as 
well as within industries. This lack of consensus on the 
measurement of productivity is indirectly addressed in the 
present study by the fact that it used five plants that are owned 
by the same corporation and hence use the same operational 
definition of productivity. Labor productivity was defined as the 
number of units produced per hour. This definition was used, in 
part, because it is consistent with the company's standard cost 
accounting system. The data used to calculate productivity for 
each plant was obtained from corporate records. Data consisted 
of a random sampling of 50 day's worth of production data (direct 
labor hours and number of units produced) from a one year 
period for each plant. 

RESULTS 

Descriptive survey statistics for the combined sample 
indicated that the alpha coefficients (Cronbach, 1951) for the 
overall management system scale and most of the organizational 
dimensions are more than acceptable (.n-.91). However, the 
internal consistencies of the goal setting (alpha = .55) and control 
(alpha ... 67) scales were relatively low. In spite of these low 
reliabilities, these two scales were retained for purposes of 
theoretical consistency. Since our objective is to examine Likert's 
theory in a cross-national context, altering the operational 
definition of the theory would obfuscate the interpretation and 
comparative value of the results. 

TABLE 1 

Means, Standard Deviatione, 

F-statistic in the last column, strongly supports the hypothesized 
differences between countries across both the overall 
management systems and the organizational dimension. All of 
the F ratios are highly significant indicating differences among 
the four countries. Duncan's multiple range tests, which were 
conducted for each pair of means to determine precisely where 
differences existed, indicated that 65 of the possible 70 pairs of 
means were significantly different from each other. The pairs that 
are similar are indicated by a superscript c in Table 1. As an 
example, consider the means for the leadership dimension. The 
data indicate that the mean score for the U.S. is significantly 
different from those of England, Mexico, Spain, and Italy. Mexico' 
score is different from Italy's and the Spanish reported 
significantly lower levels of participation on the leadership 
dimension than did the Italians. The English reported significantly 
higher scores than all other countries. However, the scores from 
Mexico and Spain do not differ. Hence, nine of the ten pairs 
yielded significant differences. It should be noted that Mexico 
and Spain report similar scores on three - leadership, motivation, 
and control - of the six dimensions. In terms of Likert's four 
managerial system categories, the 
results suggest that both the U.S. and the English plants use a 
System 3 style while the plants from the other countries fall into 
System 2. 

Profile analysis was conducted on the scores associated 
with the six organizational dimensions to examine the similarity 
between the response profiles of the four plants. Specifically, we 
were interested in determining if the profile of means from the 
four groups were parallel. Profile analysis tests this parallel means 
(similarity of vectors) hypothesis along with the null hypotheses 
that (assuming parallelism): there is not a significant difference 
between the groups on the mean level of the dimensions 
(differences is vector elevation) and there are no significant 
differences between groups on the individual scales (differences 
in vector shape) (Bernstein, 1988). These results let to the 
rejection of all three profile analysis related hypotheses. The 
multivariate test of significance led to the rejection of the parallel 
hypotheses. Exact values for theses tests are as follows: Pillais = 
1.67; Hotellings .. 9.53; and Wilks= .04. All are significant at the 
.001 level indicating a lack of parallelism. The test of significant 
differences between groups on vector elevation indicated that 

and Univariate ra 
J'or The J'ive Countries 

Total Management 
System 

Dimension 

Leadership 

Motivation 

Corranunication 

Decision Making 

Goal Setting 

Control 

us 
Meane e.d. 

12.35 1.21 

11.97 1.55 

11.17 1. 78 

14.04'' 1.90 

12.87 1.55 

12.44 1. 78 

11.11 1. 60 

lll!l.i!&2 IRI.iD 
Me ana B.d. Keane B.d. 

7.89 1.26 8.65 .95 

8.42' 2.04 9.02' 1. 35 

8. 61~ 2.27 8.45' 1.34 

10.12 1.60 8.80 1. 35 

3.15 1.06 11.45 1. 28 

9. 55' 1. 55 6.92 1.66 

1. 30~ 1. 53 6.61' 2.02 

ltllX IDfiiiAn!il _1.__ 
Mean• e.d. Mean a B.d. 

9.23 .65 14.06 1.89 161.72 

10.39 1.41 15.30 2.46 48.67 

6.35 1.05 13.74 1.83 59.48 

11.43 1.38 13.01' 1.66 93.66 

9.87 1.06 14.93 2.03 452.51 

9. 28~ 1. 51 13.97 1. 67 95.21 

a. s1 1. 59 13.75 1.78 60.34 

• All pairs of groups are significantly (p S .05) different unless noted by superscript' 

"'All are ~Hgnificantly differnet at p S .001 1 d. f. = 4 1 175 

Scores of 0-4.9 = System 1; 5.0-9.9 "' System 2; 10.0-14.9 = System 3; 15.0-20.0 "' System 4 

One-way analysis of variance (ANOVA), Duncan's 
multiple range test, and profile analysis were used to examine the 
hypothesized differences between management systems. Table 
1 summarizes the results of the ANOVA and Duncan's tests. The 

t~e four plant were significantly (F=146.07; p=.OO; d.f.=4,175) 
different across the main levels of the dimensions. Lastly, when 
examining exactly where (among the six dimensions) the 
differences occurred, the results clearly indicated that all six 
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dimensions contribute to the overall difference between the data 
from the five plants. The F-Iest values here range from 8.90 to 
278.87. Given the lack of parallelism, this profile analysis is, in 
effect a simple MANOVA that confirms the results presented in 
Table 1. The lack of parallelism, however, is informative since it 
suggests that the differences between the four data sets are not 
caused by systematic response bias. That is, American managers 
did not systematically mark higher numbered responses than did, 
for example, the Mexican managers. 

Productivity comparisons among the five plants indicate 
t~at nine of the ten possible country pairs are significantly 
different from each other. These results are displayed in Table 2. 
The Italian and Mexican plants produced significantly more units 
per hour than the Spanish, English and the U.S. plants. 

Strodbeck, 1961). North Americans also tend to be "rights 
conscious" and want input on those decisions that affect them. It 
should be noted the individualism alone does not adequately 
explain the cultural congruency of participatory management 
systems. In fact, research indicates that collectivist cultures, such 
as the Latin cultures, place more emphasis on the needs of the 
group, social norms and duty, shared beliefs and cooperation 
than do members of individualistic societies such as North 
Americans (Triandis, 1989). Cox, et. al's (1991) research clearly 
showed that people from cultures with a collectivist tradition 
demonstrate more cooperative behaviors. Other researchers. 
like Leung (1988), supported these conclusions in the area of 
conflict resolution. So, while one would expect a greater 
proclivity toward group activities and participation in collectivist 
societies, such as Mexico, Spain and Italy, these cultures are not 

TABLE 2 

Productivity Comparisons - Units Per Hour 

Country Means S.d. Minimum 

u.s. 8.26 .223 7.87 

Mexico 8.46 .375 7.75 

Spain 8.21 .210 7.81 

Italy 8.48 .262 8.00 

England 7.87 .269 7.35 

*P s .05 two-tail probability 

Productivity in the U.S. plant was significantly different from all 
other plants. The direction of these 
differences, however, was not consistent. The English plant was 
consistent, it produced significantly fewer units per hour than the 
other four plants. 

DISCUSSION 

The findings of this study indicate that the management 
system used in the U.S. and the British plants were different from 
the systems used at the plants in Mexico, Spain and Italy. Within 
the context of Likert's System 4 theory of organizations, the U.S. 
and the English plants were unique both statistically and in terms 
of their classification. Statistically, the respondents at the U.S. 
and English plants reported using significantly more participation 
than the other three plants. According to the theory, the plants in 
Mexico, Spain and Italy employed the relatively autocratic 
"benevolent authoritative" management system while the U.S. 
plant used the more participative "consultative" system. It should 
be noted that while the British plant was technically classified as 
using the "consultative" system, its total management system 
score was less than one point away from the "participative" or 
System 4 organization. 

The differences in management systems imply that at the 
local plant level, there are varying degrees of centralization. In 
general, these differences appear to reflect cultural differences. 
Specifically, North Americans place relatively high value on both 
individualism (Hofstede, 1980a) and free will- with its attending 
emphasis on personal efficacy and control (Kiuckholn & 

Maximum t - values 

8.70 

9.09 

8.62 

8.93 

8.33 

u.s. Mexico S(2ain Italy 

2.84* 

2.02* 4.17* 

3.93* .75 5.22* 

7.84* 8.96* 6.99* 11. 50* 

known for their highly participative work systems. On the other 
hand, Norway, Sweden and Germany, which are individualistic, 
are models of industrial democracy. Hence, the 
individualist-collectivist orientation, which distinguishes the U.S. 
and England from the other three cultures in our study. in and of 
itself does not adequately explain the value placed on 
participation. However. when individualism is combined with the 
Anglo-Saxon view on the acceptance of authority (Hofstede's 
power distance) free will and self-determination, participatory 
management systems appear culturally congruent. As Hofstede 
(1980b) indicates, the initiative toward participation is supposed 
to be taken by the manager. Yet, the crucial fact about leadership 
in any culture is that it is a complement to subordinateship and its 
values. Managerial behaviors are learned behaviors that are 
based upon assumptions about one's place in the world (Harris & 
Moran, 1991) and the evidence presented here supports the 
idea that the management system reflects the culture. 

The same conclusion could be drawn for the use of the 
less participatory management styles in countries that place 
greater value on paternalism and acceptance of authority. First, 
Mexico, Spain, and Italy are three such countries. For example, 
the Mexican culture is typically characterized as paternalistic, yet 
fairly authoritarian (Kras, 1989). Secondly, Laurent's (1983) study 
clearly shows a strong authoritarian orientation among Italian 
managers. Lastly, according to Hofstede's (1980a) research, 
respondents in not only Italy and Mexico but also in Spain 
reported valuing larger power distances than did respondents in 
the USA or England. Given the acceptance of unequal power 
distribution within the organization and the possible attending 



611

expectation of hierarchical distinctions, it seems that a' less 
participative management style would be culturally congruent in 
the plants in these three countries. The data presented in our 
study do appear to corroborate the often made observation that 
cultural values impact upon organizational phenomenon. The 
locally determined management systems do differ from each 
other yet the differences appear to be consistent with cultural 
expectations. 

The second general purpose of our study was to 
examine if participation or empowerment of local managers 
provides an overall benefit to the parent corporation in terms of 
productivity. The assumption of a direct relationship between 
productivity and participation is derived, in part from Likert's 
contention that participation is desirable and participatively 
managed organizations will be more productive in virtually any 
culture . Our data, however, appear to refute this assumption. In 
fact, the data indicate that the most participative plant (England) 
had the lowest level of productivity. The least participative plant 
(Mexico) was one of the most productive plants. While it is difficult 
to totally recognize culture's influence on a theory (Triandis, 
1972), the data suggest that the assumed relationship between 
participation and productivity necessarily may reflect some 
element of the U.S. or Anglo-Saxon culture that is not present in 
other cultures in this study. In fact, both the popular press (e.g. "I 
came, I saw, I blundered", Time, October 9, 1989) and current 
research (e.g. Kleinberg 1991), exemplify the negative 
consequences of culturally insensitive applications of 
management techniques no matter how good they look in one's 
own culture. 

The current study does not imply that all U.S. 
behaviorally-based theories are culture bound. For example, the 
work of Lee and Green (1991) showed just the opposite. They 
tested the applicability of the Fishbein behavioral intentions 
model, which was developed in North America, in a Confucian 
culture. Students in both the U.S. and Korea responded to a 
series of questions about their intentions to purchase a specific 
product. The findings suggested the cross-cultural validity of the 
Fishbein model because a similarly good fit, of the model to the 
data, was found for both cultural samples. In the Korean sample, 
however, subjective mores (operationalized as the expectations 
of important referent others) were more important in forming 
behavioral intentions than they were in the U.S. sample where 
attitude toward the act (perceived consequences of an action) 
was the primary determent of intentions. Unlike Likert's theory, 
Fishbein's theory describes a process. It delineates some of the 
salient components involved in the process of forming a 
behavioral intention. The theory does not specify the relative 
contribution of each component to the formation of intentions. 
Essentially, the theory is not normative and hence it appears to 
be much less culture bound than Likert's relatively prescriptive 
theory. Hence, while our findings do not support the applicability 
of one particular U.S. generated theory, they do not obviate the 
universality of other theories. 

Our study has a number of limitations that future research 
should address. First, our results addressed only one behavioral 
manifestation of managerial style. Future research could 
enhance our understanding of cross-cultural similarities and 
differences in managerial styles by examining not only 
participation, but also other managerial behaviors that are 
commonly accepted in North America but may vary across 
cultures. For example, more cross national research is needed 
on managerial styles and personal efficacy (Boyacigiller & Adler, 
1991). empowerment, or leader reward behavior. Future 
research could also enhance our understanding of global 
management by addressing the second weakness of our study. 
Specifically, the current research implicitly assumed that value 
differences existed between the representatives of the four 
countries who participated in our study. Concurrently, it was 

implicitly assumed that the values of each country group were 
homogeneous. These assumptions were based upon the fact 
that each of the four plants was managed by and staffed with 
locals. Yet, future research would do well to explicitly examine 
values such as product quality (Kearns, 1990), individualism (Cox, 
et. al, 1991 ), and power distance (Hofstede, 1980a). to 
determine if managerial style differences in areas like participation 
are in fact influenced by values. Other interesting investigations 
many well include leader traits (Kirkpatrick & Locke, 1991) and 
how they vary across cultures. 

A third limitation of this study is that it is a cross-national 
rather than a cross-cultural study (Kleinberg, 1991 ). Since we 
neither defined nor measured culture, there is no empirical 
evidence that culture differs across the five countries 
represented in our study. The last, and perhaps most obvious 
limitation, is the fact that the study was quite limited in its scope. 
All five plants were small and represented only one multinational 
organization. Future research should attempt to survey several 
MNC's in a variety of industries so that each country would be 
represented by several firms. In spite of the limitations of the 
study, the conclusions suggest that American managers and 
academics should exercise great caution in the application of 
North American theories and practices to other countries. Our 
results suggest that managerial styles should be culturally 
congruent and that congruence may be one of the keys to 
cross-national managerial success. 
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Abstract 

Market orientation is rapidly becoming an 
important issue for multinational enterprises. 
Changes in the market place are forcing these 
enterprises to adopt market-orientation 
strategies that give them competitive advantages. 
Using international facility locations is an 
approach well suited for gaining competitive 
advantages. This paper develops a mathematical 
model to help multinational enterprises design a 
strategic location plan in the global economic 
system. The model developed here can be used to 
evaluate the profitability of international 
locations among several alternatives. 

Introduction 

In today's global economic system, 
enterprises must continuously adopt new 
strategies to keep up with the changes in the 
market place. Some of these changes could be due 
to the following factors (Walker, Boyd, and 
Larreche 1992 p.26-27): 

* Previously self-contained national 
markets being transformed into linked­
global markets. 

* OVercapacity intensifying competitive 
pressures by giving customers greater 
bargaining power. 

* New information technologies enabling 
closer links between customers and 
their suppliers and improving customers' 
ability to evaluate the performance of 
alternative suppliers. 

* Competitive advantages becoming 
harder to sustain as product life 
cycles shorten and global 
competitors contest more markets. 

These recent trends have resulted in a 
rapid increase of global markets which are 
already flourishing in many countries. These 
global markets are causing new competitive 
pressures on companies to engage in global 
production and service operations. For example, 
many companies in the U.S. , Japan, and other 
developed countries are manufacturing in 
countries with low labor costs in order to reduce 
their production costs. Transferring production 
to foreign locations is a viable alternative for 
lowering production costs, thereby providing 

enterprises with a competitive marketing 
advantage in domestic and global markets (Day and 
Wens ley 1988; Flores 1987; Haug 1985; Porter 
1985). 

Day and Wensley (1988) developed a 
framework for diagnosing competitive superiority. 
They believe that three elements make up the 
framework: source of advantage, positional 
advantage, and performance outcomes. Superior 
skills and resources provide the sources of 
advantage. Positional advantages refer to 
superior customer values and lower relative 
costs. Finally performance outcomes are measured 
via customer satisfaction, customer loyalty, 
marker share, and profitability. Porter (1985) 
makes a similar argument. He believes that 
superior resources are the prerequisites for 
gaining a competitive superiority. Further, he 
maintains that many firms underestimate the 
importance of facility locations in their 
strategic planning. 

Location has some influence on the 
cost of almost every value activity. 
Firms do not always understand the 
impact of location beyond obvious 
differences such as wage rates and 
taxes, however. Opportunities often 
exist for reducing cost through 
relocating value activities or by 
establishing new patterns of location 
of facilities relative to each other. 
The location of activities in 
relation to each other as well as to 
buyers and suppliers often 
contributes significantly to such 
things as labor rates, logistical 
efficiency, and supplier access. The 
firm that locates its facilities well 
will often gain a significant cost 
advantage. The optimal location of 
activities change over time .... (pp. 
83,105). 

The above discussion suggests the need for 
optimal-location strategies that provide 
competitive advantages for the firms. The purpose 
of this paper is to develop a mathematical model 
to help multinational enterprises achieve this 
goal. This paper is divided into three parts. In 
the first section, we discuss the advantages and 
disadvantages of international locations and the 
factors to be considered when locating 
internationally. OUr model is presented in the 
second section and finally third section presents 
conclusions of the paper. 

Advantages of International Facility Locations 

In the past, U.S. companies used 
manufacturing facilities in other countries for 
any one or a combination of the following reasons 
(Kogut 1984; Moxon 1975): (1) to extract raw 
materials, (2) to secure a foreign market, (3) to 
take advantage of certain resources, (4) to 
expand export markets, and (5) to be more 
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responsive to local markets. Today, in addition 
to the above reasons, many firms in the U.S. and 
other industrialized nations have manufacturing 
facilities b. countries where labor costs are 
inexpensive (See Tables 1, 2, and 3). 

**************************************** 
INSERT TABLES 1, 2, AND 3 ABOUT HERE 

**************************************** 

Tong and Walter (1980) indicate that 
foreign-owned manufacturing facilities in the 
U.S. increase the national employment level, help 
balance the U.S. international payments, reduce 
inflationary pressure, and induce the transfer of 
technology from abroad. According to Markides and 
Berg (1988), the Japanese are investing in the 
U.S. for four reasons: 
1. to increase their political clout and 

prevent further trade restrictions by 
creating jobs for Americans, 

2. to ensure access to the U.S. market in the 
event that exports to the U.S. are 
restricted further, 

3. to get a better feel for their most 
important export market so that they can be 
more responsive to it, and 

4. to hedge against fluctuations in the value 
of the dollar. 

The data in Tables 1, 2, and 3 suggest that 
we are living in a global economic system where 
companies are taking advantage of the 
opportunities provided to them. There are several 
disadvantages associated with international 
facility locations. 

Potential problems with International Facility 
Locations 

Markides and Berg (1988) argue that while 
American companies are claiming it is impossible 
for them to stay at home and be competitive, more 
Japanese companies are building manufacturing 
plants in the U.S. . They point out that the 
savings gained by locating in other countries can 
come at a great cost and argue that inventory, 
administrative, and quality costs may be higher. 
They also indicate that manufacturing in other 
countries may prevent the company from exploiting 
economies of scale at home as well as abroad, 
causing under-utilization of existing 
manufacturing capacity, and, ultimately, plant 
closings and layoffs. High inflation rates, 
volatile currency patterns, and economic 
uncertainties can also cause companies not to 
locate internationally. Welles (1982 p.235) 
states that companies which "go off and set up 
plants in locations that have low labor costs may 
be missing the great opportunity to automate and 
have no labor at home". 

Important Factors in International facility 
location decisions 

The timing of the decision to invest abroad 
and the choice of location(s) are certainly 
influenced by several factors. The major factors 
affecting site selection for international 
facilities obviously depend upon the nature of 
the industry being considered. In a survey of 
foreign location selections made by the U.S. 
companies in Europe, Latin America, and Asia, the 
following factors were found to be the most 
s1sn1f1cant.: (1) ~ccess to market 4n4 
transportation, (2) taxes, incentives, labor and 
site costs, and (3) host government attitudes 
(Bass, McGregor, and Walters 1977). 

In another study (Tong and Walter 1980), 
224 foreign companies which had at least one 
plant in the U.S. were studied and the results 
indicated that the following factors were the key 
issues: (1) availability of transportation 
services, (2) labor attitudes, (3) ample space 
for future expansion, (4) nearness to markets 
within the U.S., and (5) availability of suitable 
plant sites. 

The studies by Basset al., (1977) and by 
Tong and Walter (1980) indicate that the 
priorities of the above factors for the U.S. 
companies are different from those of foreign­
owned companies in the U.S. 

Literature Review 

For many years, the facilities location 
problem (FLP) has attracted a great deal of 
attention in the management science, and 
operations management literature. As a result, 
there are now a variety of methods for solving 
these problems. The facilities location 
literature dealing with quantitative modeling is 
quite extensive (for a comprehensive review see 
Brandeau and Chieu, 1989). Internstional 
facility location (IFL) can be viewed as an 
extension of the FLP. In the classic FLP, plants, 
facilities and customers are all assumed to be in 
the same country; whereas in IFL, plants and 
facilities are in different countries serving 
customers within the same country and other 
countries. There is very little research on the 
issues related to IFL problems, or on a framework 
required to deal with such problems. In"spite of 
the extensive modeling work done on FLP, not much 
modeling research exists on IFL problems either. 

The literature in IFL can be classified as 
consisting of descriptive and quantitative 
models. The descriptive models identify and 
discuss (1) the importance of the rapidly growing 
international markets (Levitt 1983, McDonald 
1986), (2) the factors to be incorporated in IFL 
decisions (Marshall 1983, Tong and Walter 1980), 
and (3) the steps required for the success of IFL 
decisions (Davis 1979, Hoch 1982). The 



614

quantitative IFL models formulated thus far are: 

1. Pomper's model (1976) which is based on a 
dynamic programming formulation and seeks 
to maximize profits; 

2. The study by Jucker (1977) generates a 
breakeven analysis which yields the timing 
for a manufacturing company to move its 
manufacturing facilities to a foreign 
country; 

3. The models developed by Hodder and Jucker 
(1985) and by Hodder and Dincer (1986) are 
quadratic programming formulations that 
focus on price and exchange rate 
uncertainties to maximize profits; 

4. The model by Haug (1985) utilizes a mixed­
integer programming formulation to maximize 
after-tax profits. 

The Model 

Figure 1 presents the framework for the 
model developed in this paper. The primary 
objectives of this mc.del are to determine in 
which countries to locate facilities and the 
timing for th~ location decisions such that 
either total costs are minimized or total profits 
are maximized. Several factors are considered in 
our model. Some of these factors are incorporated 
within the objective function and the constraints 
in the models d~veloped by Pomper (1976); Jucker 
(1977); Hodder and Jucker (1985); Haug (1985); 
and Hodder and ~incer (1986). 

The model an:i the formulation we propose 
for solving the IFL problem is based on the 
following physical flow: 

'~"' ~~~~ D POIIIIIGII ==- D JBI GUIIAL 
aun:D MUD 
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Plant (h), in this physical flow repre~ents 
the home country where the decision to locate 
facility(ies) in other foreign countries takes 
place. In this physical flow facilities f 
represent manufacturing locations or distribution 
centers, in countries f. We assume that facility 
f can ship the product to customers either within 
the same country or in another country (including 
h). Customers c in the global market represent 
the territory of the customers in the 
international market (for additional notation 
used in the formulation see Appendix) . In the 
following paragraphs the components of the 
objective function, the constraints, and 
assumptions are described. 

Components of the Objective Function 

1) INVESTMENT COSTS: Investment costs (INC6 ) are 
included in the following two categories: plant 

and equipment, and working capital. 
Plant and Equipment costs (PEC6 ) : This term shows 
the initial investment cost for the plant and 
equipment for facility f if opened in period t. 
Plant and equipment costs increase over time as a 
function of the rate of increase in the cost of 
equipment and inflation rate in the corresponding 
country. 
Working Capital (VCC6 ): Working capital is 
required as an initial capital investment, 
assuming operations at full capacity. Investment 
in working capital includes operating cash and 
inventories for raw materials, work in process 
and finished goods. 
Thus, investment costs are calculated as INCtt -
PECrt + WCCrt · 

2) OPERATING COSTS: Operating costs include both 
fixed (FCn) and variable (VCn) costs. 
Fized Costs (FCn): We assume that fixed costs at 
the potential facilities are composed of training 
costs, personnel costs and other administrative 
costs and are assumed to be known. 
VARIABLE COSTS: The variable costs include labor 
costs, material costs, utilities cost and other 
per unit costs. 
Labor Cost (LCn): Labor cost is reported as one 
of the primary reasons for locating outside the 
host country and is included by Pomper (1976), 
Jucker (1977), Hodder and Jucker (1985), Haug 
(1985) and Hodder and Dincer (1986). 
Materials Cost (MATCn): We assume that the 
decisions for materials sourcing are made after 
determining the locations for the manufacturing 
facilities. The increase in materials cost is 
based on the inflation rate in the corresponding 
country. 
Utilities Cost (UCn): Utilities cost increases 
over time according to the expected inflation 
rate. 
Other Costs (OCn): Any other cost besides labor, 
materials, and utilities, such as subcontracting 
for packaging, is included in this category. 
Thus, variable manufacturing cost per unit is 
defined as follows: 
VCn - LCn + MATCn + UCn + OCn 

3) TRANSFER COSTS (TFCrct): Transfer costs include 
all of the manufacturing and marketing related 
costs per unit of the product at a given facility 
and getting it to the market. Transfer costs are 
calculated after tax, and adjusted for factors 
such as export incentives and tariffs in both 
sending and receiving countries. In addition, 
they include transportation costs, marketing 
costs, management fees, royalty, and tariffs, 
transfer prices, ownership of the facility, the 
selling price, taxes, and weight of cash flow in 
different markets. Therefore, transfer costs can 
be calculated for sales to the local market and 
for exports. 
Transportation Cost (TCrct): This cost denotes the 
per unit transportation cost from f to c in time 
period t which includes shipments of raw 
materials from different sources to facility f. 
These costs vary depending on the access from the 
potential location to the markets. 
Marketing cost (MC0t): This cost is calculated as 
percentage of the selling price in market c in 
time period t. Thus, changes in selling price 
effect marketing cost. Marketing costs are 
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incorporated in the calculation transfer prices 
which in turn is used for the calculation of 
transfer costs. 
Tariffs (TRFrct.>: The incorporation of taxes in 
different countries necessitates the inclusion of 
tariff rates in the formulation of the model 
where the objective is to maximize profits. IJe 
assume that tariffs are known. 
Transfer prices (TPrct.): Transfer prices need to 
incorporate any export and import limitations 
that might be imposed by the countries involved 
in the IFL model. Transfer ?~ices from facility f 
to market c have to be determined such that they 
are greater than (1) a percentage (LTtt> of the 
market price in market c, and (2) a percentage 
(l+kft) of the manufacturing cost in country f. 
Thus, those restrictions imposed by the sending 
country imply the following constraint set which 
produces a lower bound on the transfer prices. 

In addition, ~he receiving country imposes 
restrictions based on its own market price for 
the product. The objective is to generate enough 
taxable income from local sales, which implies 
constraining the full cost to the marketing unit 
to be at most UT0 t. X of market price, i.e. 
mathematically: 
TPtct (1 + TRFtct) + TCtct :!> UTct SPct (1 - MC0 t). 

This results in the following upper bound on TPtct 

[UTct SPct (1 - MCct.) - TCtct.l/ (1 + TRFtct.). 
Thus, the value for TPtct has to be between the 
lower and upper bounds constructed above. 
Furthermore, raising transfer prices by $1, 
increases profits in country f by 
(1 + Eitt) (1 - TAXtt)OBJft. OIJNft.• dollars. 

At the same time, profits in country c decrease 
by (1 + TRFtct) (1 - TAX.t.) OBJet dollars. 
If the differer • .::e between these two quantities is 
positive, TPtct is set at its upper bound; and set 
to its lower bc~nd if it is negative. 
Direct export incentives (Ein) : Some countries 
regard exports to be significant to the country's 
economy and in order to encourage more exports 
from the country they provide financial 
incentives as a percentage of the transfer price 
of the product. 
Ownership of the facility (OVNft.): In some 
countries complete ownership of the foreign 
facilities is not permitted. Thus, profits 
generated in that country are shared by the 
partner(s) in that country. Therefore, a 
parameter indicating the percentage of the 
ownership is necessary for each potential 
facility. 
Selling Price (SP0 t.): It denotes the selling price 
in market c which will be different in different 
markets (countries). 
Taxes: The variation of tax rates in different 
countries necessitates its inclusion in IFL 
models. Accordingly in our model, tax rates for 
the countries where the manufacturing facilities 
are located (TAXn), for the home country (T~t.> 
and for other countries (TAX0 t.) are included in 
the objective function of the formulation. 
Weight of cash flow from foreign countries (OBJn, 
OB.J0 t.): As indicated in Pomper's model the weights 

for cash flows from foreign countries reflect the 
desirability to generate cash flow froiD those 
countries. The weights for cash flows from 
foreign countries to capture risks affecting the 
movements of funds due to government controls. 
For example, a weight of 0. 8 for one country 
indicates that one dollar cash flow generated in 
that country is actually worth 80 cents (Pomper, 
1976, page 140). 

Calculating transfer costs 

As a result of incorporating the components 
described above, transfer costs are determined 
for both local sales and exports. Thus, transfer 
costs for sales to the local market are 
calculated using the following formula (Pomper, 
1976, page 145): 

This cost includes variable manufacturing cost 
per unit and the marketing cost per unit adjusted 
for taxes, weight of cash flow and ownership of 
the facility. 
Transfer costs for exports are analyzed in two 
groups: 

(a) The cost of manufacturing per unit: 

This includes the variable cost of manufacturing 
one unit and the export incentives adjusted for 
taxes, weight of cash flow and ownership of the 
facility. 

(b) The cost of marketing per unit: 

This cost includes tariffs and duties, 
transportation costs, marketing costs, selling 
price in country c while incorporating taxes in 
country c, weight of cash flow and ownership of 
the facility. Thus, the total cost of transfer 
from country f to country c in time period t is 
the sum of components (a) and (b). 

4) SHORTAGE COSTS: The models constructed by 
~odder and .Jucker (1985), Hodder and Dincer 
(1986), and Haug (1985) assume that the 
facilities have sufficient capacity for 
satisfying demand from different markets. 
However, for purposes of completeness, a shortage 
cost is assigned for demand that is not 
satisfied. Thus, we define shortage cost as a 
percentage of its selling price as follows; 

5) INVENTORY HOLDING COSTS (IHft.): Inventories 
will occur if the facility is opened and 
production at facility f in time period t is 
greater than the quantities shipped from that 
facility to the customers in other countries 
and/or within the same country. IJe assume that 
production at facility f equals the capacity of 
that facility. 
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Financial Incentives (FI~~): This term represents 
the financial incentives that are provided by the 
host government if the facility is located in 
that country and are assumed to be known. 
Exchange rates: The revenues from sales and 
manufacturing related costs at facilities in 
different countries are converted into the home 
country's currency. Thus, a corresponding 
exchange rate (e~, and e~~) must be determined 
initially and forecasted for the future periods. 
Demand (D0~): Demand in the markets are assumed 
to vary over time based on the growth rate of 
that market. The model developed in this study is 
a multi-period model wh~ch takes the variations 
in demand into consideration, each period. The 
shifts in demand from one country to another is 
an important factor to be included in determining 
the location of facilities. One of the functions 
of the marketing department in the enterprises is 
to generate new customers for the products being 
offered and also maintain the existing customers. 
Capacities (CAPr.;): The size of local labor force 
and potential emyloyables by skill could present 
limitations for the capacities at each potential 
location. In cur formulation, capacities are 
assumed to be kncwn. 

The complete formulation of the IFL problem 
is given as foll~ws; 

~ 'f TFCrctX!ct -r SCc~QSct - t IHrtQI!t} (1) 

Subject to: 

E Xrct + QSct ~ Dct (for all f and t);(2) 
c 

E Xrct + Qift s CAPrtY!t (for all f and t);(3) 
c 

set S E X~ct (for all t); (4) 
c 

Zrt ~ Yrt - Yrct-ll (for all f and t);(5) 

Yrt 0 or 1 (for all f and t);(6) 

Zrt 0 or 1 (for all f and t); (7) 

Xrct• QSct ~ 0 (8) 

We express the objective of the IFL model 
as maximization of profits which incorporates the 
different prices in different markets. The costs 
incorporated in this objective function include 
investment, fixed, transfer, shortage, and 
inventory holding costs for the corresponding 
facilities in time periods t. The prices in 
markets and costs presented in this ,objective 
function are adjusted to incorporate factors such 
as ownership of the facilities, weight of cash 
flow from different countries and tax rates. In 
addition, prices and costs are converted to home 
country's currency. 

Constraint set 2 allows for shortages in 
markets and shows that it might be possible all 
market demands are not met. Capacity constraint 
set 3 requires that the total quantity shipped 

from facility f to market c and the inventories 
at facility f in time period t do not exceed the 
capacity at that facility for that product. 
Constraint set 4 is used to show that the 
quantities sold in market c in time period t will 
be less than or equal to the quantities shipped 
from facilities f to that market. Constraint set 
5 insures that the relationship between Zrt and 
Yrt from the initial period till the end of the 
planning horizon or the number of periods (T) is 
considered in the formulation. Constraint set 6 
is used to show that the fixed cost and the 
capacity for an opened facility will be included 
in the formulation and they are excluded from the 
formulation for an unopened facility. Constraint 
set 7 is used to show that the investment cost 
for facility f will be included if opened and 
excluded otherwise. Constraint set 8 indicates 
that the quantities shipped from facilities f to 
markets c, quantities that are short in markets 
c, and quantities sold in markets in time period 
t are to be non-negative. 

Assumptions 

The assumptions made in the development of 
the above formulation for this IFL model are 
summarized below: 
1. This IFL model considers the single-product 

case, which can be thought of as a 
composite product. 

2. The demand from the customers can be 
forecasted over the future time horizon. 

3. Capacity levels for each manufacturing 
facility can be estimated for the future 
time horizon. 

4. All of the relevant costs are estimated for 
the planning horizon including the effect 
of inflation and devaluation rates in the 
corresponding countries. 

5. Host government incentives via taxes, 
subsidies and sundry incentives are known. 

6. The exchange rates between the country 
where plant (h) is located and the 
countries f, and c corresponding to 
facilities, and customers are forecasted 
for the time horizon. 

7. Host government incentives via taxes, 
subsidies and financial incentives are 
known. 

8. 

9. 

10. 

ll. 
12. 

13. 

14. 

Production takes place at the selected 
facilities and is not subcontracted. 
The potential locations for the facilities 
in the different countries are 
predetermined. 
Inflation and devaluation rates are 
forecasted for countries f, and c 
corresponding to facilities, and customers. 
Transportation costs are linear. 
Terminal values of the facilities are not 
included in the model. 
Management fees, and royalties are not 
included in the model. 
Net present values of the cash flows are 
not incorporated in the model. 

COMPLETE PAPER IS AVAILABLE UPON REQUEST 
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STRATEGIC ALLIANCES: A NEW WAY FORWARD FOR BUSINESS EDUCATION 

Philip A. Dover, Babson College 
Aydin Muderrisoglu, Babson College 

Abstract 

Strategic alliances are proposed as an 
important way for business schools to 
face the challenges of a "new world 
order" that includes intensified com­
petition, changing educational re­
quirements and increasingly global 
marketplaces. Partnerships between in­
dividual business schools, and between 
business schools and corporations, on 
a regional, national, and interna­
tional basis are suggested. 

Introduction 

Every generation feels that the world 
is changing faster during their watch 
than the previous generation. While 
this may be generally true, the events 
of the last several decades suggest 
that the pace of the socio-economic 
and political changes around us have 
been faster than ever. Advances in 
technology have led us into the infor­
mation age, where effective and timely 
utilization of ever-increasing amounts 
of data is critical for strategic suc­
cess. The management of our public and 
private institutions requires a broad­
ening, more global perspective, con­
tinuous and accelerated innovation in 
ideas, products and services, and con­
stant revaluation of competitive com­
petencies. The world we live in is be­
ing shaped and changed by an exciting 
but volatile confluence of factors 
that must be carefully and constantly 
monitored. 

For example, political and economic 
liberalization has been blossoming all 
over the world recently -- witness the 
fall of communism and the progress 
with trade negotiations within the EC, 
NAFTA and GATT. A "new world order" is 
emerging in which power is increas­
ingly vested in the hands of the Triad 
of North America, Western Europe, and 
the Pacific rim. New challenges emerge 
as the countries of the Eastern block 
struggle with embryonic free market 
systems and NICs such as Turkey, India 
and Pakistan try to shake off the yoke 
of insularity and protectionism. This 
global marketplace needs companies and 
nations to carefully identify their 
comparative advantages and to invest 
heavily in infrastructure and technol­
ogy to retain such benefits. In 
essence, achieving success within the 
transformation we are witnessing de­
mands growing interdependencies be­
tween companies/countries. It is be­
coming harder and harder to "go it 
alone." Moreover, such upheaval is not 
confined to commercial entities as or­
ganizations such as educational insti­
tutions also face the same cold winds 
of economic and political change. 

Nowhere is this more evident than in 
the shifting world of business 
schools. 

This paper examines the potential role 
of strategic alliances in business 
schools. It is argued that the new 
economic order calls into question the 
efficacy with which traditional busi­
ness schools train the manager of the 
future. Such concerns are particularly 
acute in NICs and LDCs where programs 
must fit the specialized needs of 
their own regions while adjusting to 
the realities of globalization. We 
will look first at the generic concept 
of strategic alliances and try to un­
derstand its enormous growth in popu­
larity as a management tool. We will 
then turn to its applicability to the 
business school environment, providing 
examples of different forms of collab­
oration. 

The Role of Strategic Alliances 

Companies (and universities) are just 
beginning to learn what nations have 
always known: in a complex, uncertain 
world filled with dangerous opponents, 
it is best not to go it alone (Ohmae, 
1989). While there can be no question 
about the growing importance of the 
concept of strategic alliances there 
remains considerable semantic confu­
sion about its definition. There are 
those that take a broad view: 

"Strategic alliance is an 
umbrella term (that) de­
scribes a menu of relation­
ships that is more subtle 
than vendor-customer rela­
tions yet less formal than 
the rights of ownership. 
These arrangements take on 
many shapes: joint ventures 
licensing agreements, R&D 
consortia or reciprocal mar­
keting deals." (Lorinc, 
1990) 

Taking a narrower view, Baranson 
( 1990) identifies fundamental differ­
ences between traditional joint ven­
ture agreements and strategic al­
liances: 

"International joint ven­
tures are legally binding 
agreements stipulating re­
source commitments, finan­
cial investments, management 
structures and profit 
shares. Strategic alliances 
are more in the nature of 
'memoranda of understanding' 
which both set forth basic 
business objectives to co­
market, co-develop andjor 
co-produce products and ser-
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vices and outline decision 
making mechanisms on busi­
ness agendas, resource com­
mitment and distribution of 
returns." 

There are undoubtedly many similari­
ties between strategic alliances and 
more 'conventional' forms of business 
collaboration. Strategic alliances are 
only one of a range of business devel­
opment routes for firms. But the dif­
ferences between 'strategic' and 
'conventional' partnerships are crit­
ical. Traditional linkages are usually 
'tactical' in nature. For example, 
these could be limited linkages be­
tween multinationals and local firms 
primarily to gain market access or to 
transfer existing technology. Strate­
gic alliances, on the other hand, are 
longer term commitments among partici­
pants in an industry. These commit­
ments can have a significant effect on 
competitiveness and business practise. 
Failure of such strategic alliances 
may have an adverse effect not only on 
short-run financial performance but 
may threaten a firms' regional and 
global competitive position (Hamill & 
El-Hajjar, 1990). It is suggested we 
adopt the following working defini­
tion, devised by Devlin and Bleackley 
(1988): 

"Strategic alliances take 
place in the context of a 
company's long-term strate­
gic plan and seek to improve 
or dramatically change a 
company's competitive posi­
tion." 

Strategic Alliance Motivations 

Why has it become necessary for busi­
nesses to consider strategic alliances 
as an indispensable operational mode? 
Why can a company not simply develop 
in-house the necessary steps in the 
value-added chain? The following fac­
tors have been major contributors: 

Globalization 

Markets have become increasingly 
global, stemming in part from advances 
in transportation and communications 
systems. Although markets have become 
larger, growth in size has often been 
accompanied by proliferation of seg­
mented market demand. Strategic al­
liances give access to important mar­
kets, which if a firm cannot serve by 
itself leaves it at a major disadvan­
tage vis-a-vis competitors. 

Technology 

As competition has grown, engineering 
and design cycles have had to become 

more condensed and R&D costs have in­
creased. Shorter product life cycles 
have continued to accelerate the de­
mand for new technologies. such de­
mands on capital and human resources 
have set cost limitations on even the 
largest companies. 

Competition 

Intensified competition among compa­
nies requires rapid and flexible re­
sponse to new entries and changing 
market demands. There is an increas­
ingly limited window of opportunity to 
develop a new product and access a new 
market opening. 

Even though partners may enter an al­
liance for a variety of reasons they 
are likely to seek one or more of the 
following benefits (Day 1990): 

Access Benefits 

These are realized when one partner 
has something the other needs, such as 
local credibility, channel coverage, 
capital or technology know-how. 

Economies of Scale 

Being the low cost producer is criti­
cal in providing goods and services. 
Economies and accelerated learning by 
experience are gained by combining the 
manufacturing, development, or market­
ing activities of the two partners, 
having a profound effect on its cost 
structures. 

Speed of Entry 

Speed of entry involves the swapping 
of new products and models among firms 
that have established strong distribu­
tion coverage in each major market. In 
this way the high front- end costs of 
new products can be recouped quickly. 

Sharing of Risk 

companies can forge alliances to share 
the risks and rewards of very large 
projects, that are beyond the capacity 
of any one firm to absorb. 

Without doubt the next few years will 
see a further growth in strategic al­
liance formation for many of the rea­
sons listed above. Many of these al­
liances will be formed between high 
technology companies where costs and 
risks are particularly high. However, 
there is a growing number of examples 
of strategic alliances among low tech­
nology and service organizations as 
the recent Nestle/Walt Disney agree­
ment and KLM/NorthWest Orient collabo­
ration testify. What then about educa­
tional institutions? Does it make 
sense for universities and colleges to 
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strategically pool resources in order 
to exploit market opportunities and to 
face changing market conditions? The 
remainder of this paper will explore 
this premise from the perspective of 
the business school. 

Strategic Alliances 
in Business Schools 

Certainly the conditions conducive to 
alliance formation appear evident in 
the field of business education. Some 
recent trends are as follows: 

1. Business education has become a 
global industry. Excellent schools 
have emerged in Western Europe and 
south East Asia, offering growing com­
petition to traditional North American 
institutions, as students at the un­
dergraduate, graduate andjor executive 
levels increasingly scan all parts of 
the triad before making a choice. 

2. There has been a tremendous expan­
sion in the number of business pro­
grams available worldwide. In the 
United States alone it was estimated 
that in 1989-90 24% of undergraduate 
degrees earned were in business and 
manag~ment studies, while in 1991 
7 0, 000 MBA degrees were awarded from 
some 750 different colleges. The dan­
ger of market saturation is exacer­
bated by the presence of a "baby bust" 
where the number of potential students 
in the age category 16-29 continues to 
decline. The U.S. Census Bureau pre­
dicts, for example, that the popula­
tion aged 25-29 will fall from 22 mil­
lion in 1985 to 17 million in 2001. 
These trends have resulted in declin­
ing enrollments in many colleges with 
accompanying soul searching on their 
future strategic direction. 

3. At least in North America there 
has been growing disillusionment with 
the products of undergraduate and MBA 
programs. Businessmen are increasingly 
questioning the relevance of tradi­
tional business school training which 
for decades has concentrated on the 
acquisition of self-contained, func­
tional skills. Such discontent has ad­
versely impacted recruitment activi­
ties, forcing business schools to 
reevaluate their programs and become 
more market oriented. Such trends are 
not as strong in Europe where there 
are fewer business schools and greater 
flexibility regarding curriculum de­
velopment. 

These are difficult times for business 
schools. Competition is intensifying 
and becoming increasingly interna­
tional. Improved and updated products 
are needed, requiring significant in­
vestment in underlying "technologies" 

(teaching materials; faculty training, 
etc.,). All of this at a time when re­
sources are shrinking and market de­
mand is becoming more focused and seg­
mented. It would appear that the time 
is right for business schools to share 
capabilities as they seek to succeed 
in a complex and rapidly changing en­
vironment. 

And yet there is only limited us evi­
dence of the formation of strategic 
partnerships between business schools. 
Europeans appear to be ahead·of their 
North American colleagues in the pur­
suit of competitive collaboration. For 
example, multi-lingual, multi-country 
MBA degrees, as illustrated by the 
joint program development at Cranfield 
School of Business (UK) and ESC Lyon 
(France) , are gaining in popularity. 
Why have US schools lagged in the 
adoption of such trends? First, it is 
important to note that in the business 
community at large Japanese and Euro­
pean companies have shown much greater 
enthusiasm for strategic alliances 
than have US firms. Here the prevail­
ing business culture has long stressed 
control and independence, treating 
with suspicion collaboration and re­
source sharing. This attitude is 
slowly changing as leading companies 
such as Corning, AT&T and General 
Electric become major players of the 
alliance game. But there is much 
ground to be covered. 

U.S. business schools mirror their 
corporate counterparts strong desire 
for autonomy. This is accentuated by 
most leading schools being privately 
owned, success being measured by the 
response of Boards of Trustees and 
alumni to the individual institutions 
"bottom line" performance on revenues, 
enrollment, placement and rankings. 
European schools, on the other hand, 
are largely public and, at least in 
theory, better able to take an "across 
institution" pers11ective of changing 
educational needs. 

The design of the business school cur­
riculum in the United States has 
remained largely unaltered for the 
last thirty or so years. This induc­
tive model of functional specializa­
tion has received much financial and 
intellectual investment and has become 
highly resistant to change. Con­
versely, the better European and Asian 
schools, without such long operational 
histories, have shown greater flexi­
bility in adjusting to shifting market 
requirements. 

1. Strong parallels appear to exist 
with the public/private dichotomy 
evident in other professions, 
such as law and medicine. 
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Finally, it is notoriously difficult 
to get academics to work together. 
Fierce independence, ego and the not­
invented-here (NIH) syndrome are just 
some of the barriers that have slowed 
progress towards inter-institutional 
collaboration. However, innovative 
thinking must be employed to overcome 
these barriers to strategic alliance 
formation. 

Strategic Alliance Alternatives 

Lei and Slocum (1991), adopting a 
broad definition of the concept, iden­
tified three types of strategic al­
liances. These are licensing arrange­
ments, joint ventures, and consortia. 
It would be illuminating to examine 
educational cooperation within this 
same framework. 

Licensing 

These represent the least sophisti­
cated form of strategic alliance be­
cause the partners involved do not 
take an "equity" position in one an­
other. In the case of service organi­
zations like business schools what is 
being sold is access to distribution 
systems. Hence Beaver College uses fa­
cilities at London University and sim­
ilar sites in other major capitals to 
create the "American Campus Abroad". 
Northeastern University offers a two­
week intensive program in interna­
tional business at ESC Reims (France) 
to its MBA students. 

Licensing offers a number of benefits: 

1. Establishes a fast market presence 
with relatively little direct invest­
ment. 

2. Helps schools confront and out­
flank their domestic rivals through 
swift reaction to market trends (e.g., 
growth in internationalization) 

3. Permits standardization and con­
trol of activities. A distinctive 
school image can thus be cultivated 
over time. 

There are, however, pitfalls associ­
ated with licensing. Tight performance 
standards must be adhered to by li­
censees who must share their partners' 
philosophies and values. More seri­
ously, while licensing expands geo­
graphic scope it allows only very lim­
ited access to external intellectual 
capabilities. The program offered, 
say, in Madrid remains largely the 
creation of the originating institu­
tion. The emphasis is on market rather 
than product development and must be 
seen as only the first tentative steps 
into collaborative venturing. 

Joint Ventures 

Unlike licensing agreements, joint 
ventures involve creating a new entity 
in which the originating partners take 
active roles in formulating strategy 
and making decisions. Lei and Slocum 
(1991) have categorized joint ventures 
as either specialized ventures or 
shared value-adding ventures. Although 
many academic alliances involve a com­
bination of both, the distinction acts 
as a useful starting point. 

Specialization ventures are those to 
which each partner brings and con­
tributes a distinctive competency in a 
particular value-adding activity. The 
major goal is to seek access to a 
partner's accumulated learning, pro­
prietary knowledge, and market posi­
tion while shaping the basis for fu­
ture competition in the industry. The 
result is a venture characterized by 
the division of labour. As views on 
the appropriate composition of a busi­
ness program have shifted from a func­
tional approach (the largely indepen­
dent study of finance, marketing, man­
ufacturing etc.,) toward an inte­
grated, topical perspective (e.g., the 
management of innovation in a global 
economy) the need for institutional 
expertise sharing has clearly grown. 
Some examples show the breadth of pos­
sible collaboration. 

1. Joint ventures formed inside insti­
tutions. This is no easy task as ter­
ritorial disputes and philosophical 
differences often keep university de­
partments apart. The Lauder Institute 
of Management and International Stud­
ies at the university of Pennsylvania 
appears to have overcome such barri­
ers. The School of Arts and Sciences 
and the Wharton School have come to­
gether to build a program that "offers 
an innovative approach to interna­
tional management education and in­
cludes: internationalized management 
courses; social science and humanity 
courses which focus on cultural under­
standing; advanced language training 
on the campus and abroad." 

2. Joint ventures between academic in­
stitutions. The Graduate School of 
Business at Babson College, a leading 
US business school, is in the early 
stage of an agreement with the Lemberg 
Program in International Economics and 
Finance at Brandeis University, a 
highly regarded liberal arts college, 
to strengthen international business 
curricula at each of the schools and 
to enhance the export capabilities of 
New England's smaller high technology 
companies. Babson and Brandeis-located 
minutes apart in the western suburbs 
of Boston-have strongly complementary 
fields of expertise: Babson in applied 
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business education, and Brandeis in 
academic research in world trade and 
finance. This project will enable the 
schools to share resources that nei­
ther could afford alone, and to de­
liver more effective and more visible 
services to the New England business 
community. Similarly, Babson is in­
volved in exploratory discussions with 
a leading engineering school with the 
aim of forging a joint venture to 
develop an integrated management/ 
engineering program. 

3. Joint ventures between academic in­
Rt: i t:nt: ions and cornorations. An in­
creasing number of business schools 
provide customized educational pro­
grams for corporations. Babson Col­
lege, for instance, has made a long 
term commitment to Digital and New 
England Telephone for the development 
and delivery of company specific 
training. An extensive example of 
such collaboration in the UK is at 
Lancaster University, which has de­
signed a tailored MBA program for 
British Airways. There is a strong in­
teractive element to these ventures, 
with each side fully employing the 
other's core competencies -- business 
school faculty providing research, 
consulting and training expertise; 
corporations offering curriculum and 
governance guidance, course develop­
ment materials, and funding. As these 
relationships deepen, they may change 
from simple contractual arrangements 
to bona fide strategic alliances. 

In the shared value-adding ventures, 
partners participate and share in the 
value-adding activity together (e.g., 
both design and produce programs 
jointly). Participative and sharing 
types of ventures usually result when 
both parties have strong but related 
skills in the same value-added activ­
ity. European business schools are in­
creasingly joining forces to build 
strong core MBA programs which are 
then experienced in two or more coun­
tries and/or two or more languages. 
Students at the Ecole Europeenne des 
Affaires (EAP) must study for at least 
one semester at three of the following 
four locations before earning their 
European Master's in International 
Business: Oxford, Berlin, Paris, and 
Milan. A simpler form of collaboration 
would result from a number of schools 
pooling their resources to build the 
best possible international marketing 
course or graduate internship program. 
In each of these cases partners need 
to share and lower the costs of risky, 
resource intensive development pro­
jects and gain economies of scale and 
scope by spreading value-adding activ­
ities on as broad as possible a basis. 
It must be noted that despite the al­
lure of alliances their track record 

has not been exceptional. Day (1990) 
estimates that as many as seven out of 
ten commercial joint ventures have 
been judged to fall short of expecta­
tions or been disbanded. The reasons 
generally quoted for disappointment 
and frustration are equally evident 
for academic alliances. Four basic 
causes are cited. 

The first problem is shifting strate­
gic requirements. An alliance is based 
on shared power and a sensible divi­
sion of tasks. If these shared rela­
tionships have to be continually al­
tered as conditions change, or the 
market doesn't materialize as ex­
pected, the stress may be intolerable. 
SDA Bocconi, an Italian business 
school, has constantly changed the na­
ture of its alliances with other busi­
ness schools as its position shifted 
from a strong national program to a 
leading international institution. 
This has led to much consternation 
among its often erstwhile partners. 

The second pitfall is a lack of clear 
decision-making responsibility, lead­
ing to conflicts over who is in con­
trol. Academics are notoriously weak 
at giving up cont~ol or establishing 
unambiguous areas of authority. Am­
bivalence quickly erodes trust between 
partners. Consequently, strategic al­
liances must be accorded high priority 
by top administrators who must ensure 
clarity of objectives and operating 
procedures. 

A third class of problem stems from 
conflicts in objectives, cultures, and 
style of making decisions. While these 
should be dealt with early in the ne­
gotiations, they are often deferred. 
The cross-cultural challenges of work­
ing with, say, Finns or Italians are 
radically different as are the weltan­
schauung of engineering and business 
faculty. Conflict and divergent inter­
ests are especially likely when two 
institutions of different size and 
culture are allied. 

Finally, there will be problems if 
long-term interest and commitment 
wanes on either side. Top administra­
tors are often to blame, when they de­
vote all their time to setting up the 
alliance and then devote little energy 
to monitoring it to be sure the ex­
pected benefits are being realized. 
Schools must be continually prepared 
to adjust the conditions of their 
agreements to fit prevailing circum­
stances. 

Consortia 

These are the most sophisticated form 
of strategic alliance. Such structures 
are designed to maximize all of the 
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benefits of joint ventures risk 
sharing, cost reduction, economies of 
scale -- while allowing for industry 
specialization. Commercial efforts to 
build such consortia in the United 
States (e.g., MCC, u.s. Memories) have 
largely spluttered because of the 
great difficulties involved in getting 
the firms to pool their resources int~ 
an integrative organizational design. 

Involvement of business schools in 
consortia remains embryonic although a 
few interesting examples have emerged 
of participation in high technology 
"incubators" (e.g., The case [Computer 
Applications & Software Engineering) 
Center at Syracuse University). Here 
the business school joins with other 
academic institutions, research labo­
ratories and industrial sponsors to 
assess the technical and market poten­
tial of innovative new products and 
accelerate their transfer to the mar­
ketplace. Such activities are much 
more prevalent and developed in parts 
of Europe and the Far East. For exam­
ple, Finland runs a government funded 
venture capital organization (SITRA -
the Finnish National Fund for Research 
and Development) that collaborates 
with universities and start-up compa­
nies to build a strong technical and 
market presence in select markets. Re­
alistically, business schools will not 
be the lead players in such consortia 
as the critical success factor must 
rest with government encouragement and 
direction. 

Conclusion 

Business schools are under tremendous 
competitive pressures in a rapidly 
changing and expanding environment. 
Responding to such challenges requires 
the assumption of considerable risk 
and the investment of significant re­
sources. Although the surrender of any 
autonomy and independence remains 
anathema to most academics, much more 
consideration must be given to the 
role of strategic alliances as a com­
petitive tool that permits risk and 
cost sharing. The explosive surge in 
the number and types of strategic al­
liances formed between multinational 
corporations across many industries 
should be studied for their relevance 
to the field of business education. It 
is the premise of this paper that 

2 This attitude may now be changing 
following the recent success of 
Sematech, a collaborative effort 
between the government and the 
nation's semiconductor 
manufacturers, to regain control 
of the industry from the 
Japanese. 

there are many similarities that 
should encourage formation of more 
academic alliances. 

One final point. Taucher (1988) states 
that "alliances should be treated as 
transitional arrangements, analogous 
to courtship that ultimately results 
in either marriage and the procreation 
of an autonomous entity, or breakup". 
If alliances have a limited life at 
best, is merger and acquisition a vi­
able long-term option for business 
schools? It can be strongly argued 
that at least in the United states 
consolidation is urgently required as 
too many schools chase too few stu­
dents. Strategic alliances could be 
one such "stepping stone" in this con­
solidation process 
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MARKETING DIFFERENCES BETWEEN HIGH AND LOW PERFORMING FIRMS 

Ven Sriram, Morgan state University 

Abstract 

As the pressure to cut costs and thereby 
increase profitability mounts, all aspects of a 
business will come under close scrutiny. 
Marketing managers will need to undertake a 
thorough analysis of their various activities to 
determine which to retain, which to reduce, and 
which to eliminate. In most cases, the 
activities which are shown to positively impact 
performance will be the ones which will be 
continued. This study investigated high and low 
performing firms in order to determine which 
marketing variables were associated with higher 
performance. It was found that market research 
and product quality were emphasized by high 
performers. The implications of these findings 
are discussed. 

Introduction 

The global recession of the past few years has 
only served to accelerate the attempts by many 
companies to improve their performance. As 
companies prune their overheads, switch to 
cheaper suppliers, shift production to lower­
cost countries, and find other ways to "trim the 
fat", a careful scrutiny of their marketing 
programs is inevitable. This drive for a 
healthy corporate performance in what is an 
intensively competitive environment will 
ultimately mean that only those marketing 
efforts which have a proven positive impact on 
performance will be supported. 

There have been some studies which have 
indicated that marketing mix variables have an 
impact on market share and ROI. Findings based 
on the PIMS data base have shown that 
investments in product quality and research and 
development are associated with higher market 
share and ROI (e.g., Buzzell, Gale, and Sultan 
1975; Craig and Douglas 1982; Phillips, Chang, 
and Buzzell 1983). Others have suggested that 
there is a relationship between various 
marketing tactics and performance among u.s. 
firms (e.g., Buzzell and Wiersema 1981). In 
their analysis of the impact of marketing 
strategy on performance in groups of foreign 
markets, Fraser and Hits (1990) found that the 
nature of these relationships was different from 
those found in the u.s. There were also some 
differences among the foreign markets they 
studied. 

This study seeks to identify the marketing 
variables which differentiate high performing 
firms from low performers and the results of 
this study may add to the body of information 
currently used by marketing decision-makers as 
they attempt to identify potentially successful 
strategies. 

This paper begins with a review of some of the 
major findings regarding the relationship 
between marketing variables and firm 
performance. This is followed by a discussion 
of the specific research questions to be 
examined by this study. An empirical analysis 
of these questions is presented and the 
implications of the findings are discussed. 
Finally, some directions for future research are 
suggested. 

Prior Research 

Strategy and Performance 

There has been a substantial body of research on 
the issue of the impact of strategy on 
performance. However, some of the results may 
change based on how performance is defined 
profitability and market share can be 
conflicting goals in the short-term, for 
example. Miles and Snow (1978) identified four 
strategy types (Defender, Prospector, Analyzer, 
Reactor) and suggested that with the exception 
of Reactors, none of the other three types was 
inherently a better performer. This assertion 
was supported by the findings of Snow and 
Hrebiniak's (1980) study but Hambrick (1983) 
found, in a study of Defenders and Prospectors, 
that there were performance differences between 
the two types in certain situations. Namiki 
(1989) investigated the impact of strategy on 
performance in export operations and found a 
significant relationship in that firms with a 
clear and consistent strategy outperformed the 
inconsistent ones. Aaby and Slater (1989), 
after reviewing previous studies on the issue, 
found that firms with an international vision, 
consistent export goals, and with a willingness 
to take risks were more likely to enjoy export 
success. 

Porter (1980) distinguished three strategies 
(cost leadership, differentiation, focus), any 
of which if firms clearly followed would result 
in a higher performance than firms which.were 
"stuck-in-the-middle". some empirical studies 
(e.g., Dess and Davis 1984) have found support 
for Porter's contention. 

While much of the early work investigating the 
determinants of performance focused on corporate 
or business unit strategy and not on functional 
areas such as marketing, recent work has begun 
to address the issue of the role of marketing in 
the implementation of business strategy. Walker 
and ·auekert (1987), for instance, reviewed the 
literature on strategy and suggested marketing 
policies and programs which would be appropriate 
for a given strategy which would distinguish 
high performers from lees efficient firms. 
Namiki (1989), among others, has provided 
empirical support for the role of marketing by 
pointing out that a firm's export performance 
was a function of both its competitive strategy 
and its export marketing activities. 

Marketing and Performance 

several studies have revealed the existence of a 
positive association between higher product 
quality and market share (Buzzell and Wiersema 
1981; Douglas and craig 1983; Jacobson and Aaker 
1987). Jacobson and Aaker (1987) show that 
perceived product quality leads to higher share 
and prices, and has a direct impact on ROI. A 
focus on quality can also reduce coste (Young 
1985). 

The impact of other marketing variables on 
performance is more uncertain. Some studies 
report that R&D expenses are associated with 
reduced profitability (Craig and Douglas 1982) 
whereas others report that the relationship 
changes over the product's life cycle (Holak, 
Parry, and Song 1991). Koh (1991) found that a 
high export price (relative to the domestic 
price) led to a financially better export 
pesformance but Craig and Douglas (1982) found 
that relative prices did not affect 
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profitability in the u.s. The findings on the 
impact of sales force expenses on performance 
are inconsistent, with some studies reporting a 
positive relationship with domestic market share 
(Buzzell and Wiersema 1981) and others a neutral 
or negative relationship (Jacobson and Aaker 
1985). Similar uncertainty exists regarding the 
strength and the direction of the relationship 
between advertising expenditure and performance 
with some researchers finding a positive 
association between advertising and market share 
(Lambin 1972), and others reporting neutral or 
negative relationships (Craig and Douglas 1982). 
Madsen (1989), in a study of Danish exporters 
found that export marketing policy had the 
largest impact on export performance. 

Research Questions 

As stated earlier, the purpose of this study is 
to add to the existing body of knowledge on the 
relationship between marketing variables and 
performance. Understanding this relationship is 
of particular importance in today•s 
environment-- characterized by a·heightened 
desire for profitable operations and the 
resulting elimination of all inefficient 
expenditures. While this study focuses on some 
of the marketing issues where previous research 
findings have been inconclusive and others which 
have not been specifically investigated before 
(e.g., the effectiveness of trade shows' and POP 
material), it is an initial and exploratory 
effort. 

Based on the preceding discussion, the major 
question which this research attempts to address 
is: 

Sample 

What are the marketing areas in which high 
and low performing firms are different 
from each other in terms of their 
emphasis, and in the importance they 
attach to these activities? 

Research Methodology 

A mailing list of approximately 2200 names was 
obtained from a commercial list broker. These 
were marketing officers/marketing directors from 
firms across the u.s. with annual sales over $10 
million. A mail questionnaire was sent to 1000 
names on this list at random, along with a self­
addressed, reply-paid envelope. This 
questionnaire was pre-tested on a convenience 
sample of eight executives in the consumer 
electronics industry to assess clarity and 
readability and to ensure that the questionnaire 
items tapped issues of importance to the firms. 
A total of 160 responses were received, of which 
143 were deemed usable, thus providing a usable 
response rate of 14.3\ which was comparable with 
similar efforts. 

Constructs and Measures 

Performance has been defined and measured in 
many different ways in previous studies, Given 
the fact that it is indeed a multi-dimensional 
construct, this seems appropriate. This study 
draws upon the work of Walker and Ruekert (1987) 
who identified three performance dimensions -­
effectiveness, efficiency, and adaptability. 
For the purposes of this study, two of the 
dimensions identified by Walker and Ruekert 
(1987) were used and were measured as suggested 
in their paper; 1) effectiveness, measured by 
the percentage change in market share over the 
previous 3 years, and 2) efficiency, measured by 
the average percentage return on investment 

(ROI) over the previous 3 years. 

A firm's marketing activity was measured by 
items asking respondents to indicate their 
company's expenses relative to their primary 
competitor in each of the following areas: 
advertising, sales training, market research, 
customer information systems, trade shows, sales 
force (salaries/expenses), product quality, 
point-of-purchase material, new product 
development, and packaging. Bach item was 
measured on a 5-point scale anchored by (1) 
"substantially less" and (5) "substantially 
mora". 

Analytical Techniques 

In the absence of any universally accepted cut­
off for differentiating between high and low 
performers in terms of market share growth and 
ROI, firms in the bottom third of the sample for 
each performance measure were categorized as low 
performers and those in the top third as high 
performers. This categorization resulted in the 
low performers being defined as firma with a 
share growth of 3\ or leas and a ROI of 8\ or 
leas, and high performers as firms with a 13\ or 
more share growth and an average ROI of 18\ or 
greater. Discriminant analysis was then used to 
identify those marketing variables on which the 
two groups were different. 

Results 

Tables 1 and 2 provide the means and standard 
deviations for the marketing variables of 
interest for the overall sample and for each of 
the two groups categorized by each performance 
measure. 

~B 1 
DBBCRIPTIVB STNrlSTICSI OYIIAALL IWIPLB 

Variable ~ Standard~ 

I w PerfoilDBnce Meaaur• 

Market Share Qrowth a. 76 6.38 
Return on Inv•taent 11.66 5.82 

II. Marketing Meaaurea 

Advartiaing 2.69 1.32 

Sal• Training 3.19 1.15 
Market Research 3.06 1.06 
Cueto.r Information Syat• 3.28 1.09 
Trade Showll 2.70 1.21 

Salea Force 3.35 1.07 
Product Quality 3. 72 1.04 
Point-of-Purchase 2.90 .94 
New Product Develop•nt 3.17 1.16 

Packaging 2,99 1.05 

Variable ~!!!!!! ~ 

!!!i!! Law !!!i!! Law 
(n•40) (n•51) (n•37) (n~) 

Aclvartieing 2.88 2.58 2.95 2.53 
Sal• Training 3.35 3,00 3.36 3.05 
Market Research 3.30 2.84 3.JJ 2.80 
cuato.r Information syat• 3.31 3.28 3.21 3.03 
Trade Shad 2.88 2.44 2.59 2.68 
Sal• Force 3.34 3.12 3.31 3.35 
Product Quality 3.78 3.44 4.11 3.48 
Point-of-PurchaM 2.95 2.85 3.19 2.74 
J(ew Product D..vel~nt 3.33 3.09 3.46 2.88 
Pac:kaging 3.33 2.93 3.24 2.91 
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Table 3 presents the results of the discriminant 
analysis using market share growth as the basis 
of categorization into high and low performers. 
From these results, it appears that the two 
groups are different (Chi-square•l7.6, p < .06). 
The magnitude of the standardized discriminant 
coefficients and the univariate P values 
indicate that the high performers (in terms of 
share growth) emphasize market research, product 
quality, trade shows, and packaging 
significantly more than the low performers do. 
The results also indicate that 67.7\ of the 
cases were correctly classified, thereby 
attesting to the accuracy of the discriminant 
function. 

TABLB 3 

VARIABLES DISCRDIIBATIJIG BB'l'WEBR 
HIGH AIID WW SIIARB GliOWTII PBRFOH411RS 

~ Standardized Coefficient 

Advertiaing 
Sal• Training 
Market Research 
Information System 
Trade Showa 
Sal.• Fore. 
Product Quality 
Point-of-Purchaaa 
RIIW Product Development 
Packaging 

Chi-Square: 17.60 
d.f. : 10 
Significance Lev111: • 06 
Canonical Correlation: .42 

-.10 
-.09 

.81 
-. 76 
•• 5 
.20 
.51 

-.21 
-.-05 

.33 

c.- correctly Claaeifiad: 67. 7\ 

!'. 

2.U 
1.97 
6.68 

.09 

'·'a 
1.36 
2.83 ... 

.35 
3.88 

1! 

.15 

.16 

.01 

.76 

.Of 

.25 

.09 

.51 

.55 

.05 

Table 4  presents the results of the discriminant 
analysis where the sample was categorized as 
high or low performers based on their average 
ROI over the previous 3 years. This function 
has a chi-square of 20.53 (p < .02) with a ratio 
of 70.97\ of the cases being correctly 
classified. The two groups are significantly 
different (baaed on the univariate F values) in 
the importance they attach to four marketing 
variables! market research, product quality, new 
product development, and point-of-purchase 
advertising material. In each case, the high 
ROI group emphasize these activities more than 
the low ROI performers. 

TABLB f 
VARIABLES DISCRIMIIIATIBG BB'l'WEBR 

BIClll AIID LOW ROI PBRFOIIMBRS 

Standardized Coefficient 

Advertioing • 07 

Sal eo Training -. 05 

Market Reoearcb • 53 

Cua'tcJalr Information Syat• -. 34 
Trade ShoWII -. 30 
Sales Force -. 29 

!'. 

2. 76 
1. 79 
7.32 

.58 

.32 

.03 
Product Quality .61 11.69 
Point-of-PurchaM .43 

llew Prcduct Devel-nt .23 
Packaging -. 07 

Discriminant Function Statiatice 

Chi-Square: 20.53 
d.f. : 10 
Significance Level: .02 
Canonical Correlation: .46 
Caaee Correctly Claaai!ied: 70.9' 

Discussion 

5.93 
6.12 
2.13 

1! 

.10 

.18 

.01 

.45 

.57 

.87 

.oo 

.02 

.02 

.15 

From the above analysis it seems quite clear 
that certain marketing variables are associated 
with high performance. The results point fairly 

strongly to the benefits of higher expenditures 
(relative to competition) in market research and 
product quality, areas which were associated 
with both high share growth and high average 
ROI. The finding regarding product quality 
lends support to the findings of other studies 
baaed on the PIMS data which have indicated that 
high product quality is a predictor of high ROI. 
Proponents of a product differentiation strategy 
have argued that product quality can lead to 
perceived product differentiation and, as a 
result, brand loyalty and market share gains. 
The market share benefits of market research 
spending have been well documented but it 
appears that market research, while an expense, 
may be a long-term investment since it is also 
associated with high ROI. 

The association between new product development 
spending and high ROI, if duplicated in future 
studies, will come as welcome vindication for 
the proponents of new product development 
programs. Anecdotal evidence from companies 
such as Compaq (Business Week, November 2, 1992) 
suggests that R & D expenses are all to often 
the target of budgetary cute by companies 
seeking to improve their profit performance, 
probably because they are seen as investments 
with uncertain future payoffs. If the findings 
of this study are an indication, the payoff may 
not be as uncertain as some managers believe. 
The association between point-of-purchase 
spending and a high ROI is difficult to explain 
because it seems like a marketing tactic whose 
primary impact, if any, would be on market 
share. 

Trade shows are of immense value to firms, 
particularly industrial marketers, as a means of 
generating sales leads and demonstrating the 
product. The presence of such firms in the 
sample may explain the association between trade 
show spending and market share growth. 
Packaging has value, for consumer products 
particularly, as a means of differentiation and 
this benefit often results in share gains for 
some products. 

Conclusions 

While the results of this exploratory study 
offer some useful insights for managers 
interested in assessing the performance impact 
of certain marketing efforts, the findings need 
to be interpreted with care. The results only 
indicate association, not causality. In 
addition, since the analysis is based on a 
convenience sample, the results must be regarded 
as preliminary. Also, future studies will need 
to control for other, non-marketing, correlates 
of high share growth and high ROI. For 
instance, high share growth performers may be 
larger firma who "buy" market share by out­
spending their rivals in marketing expenditure 
and high ROI can result from coat-cutting and 
downsizing programs. While this study relied on 
the respondents' knowledge about their 
competitors' relative marketing expenditures, 
the accuracy of this information may need to be 
validated through other sources. Future studies 
should also measure the marketing variables of 
interest using multiple items, thereby improving 
measurement validity and reliability. However, 
given the goal of this research of adding to the 
existing knowledge base regarding the 
association between marketing efforts and 
performance, the findings are of value. As 
managers continue to attempt to isolate the 
marketing activities which "work", studies such 
as this will help them make better and more 
~ccurate decisions. 
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AWAKENING THE SLEEPING GIANT: MARKET ORIENTED 
REFORMS IN BRAZIL 

Raul de Gouvea Neto, University of New Mexico, Albuquerque, NM 87131 

Abstract 

The 1990s are seeing a business revolution tak­
ing place south of the Rio Grande border (Baker 
et al. 1992). Latin American countries are 
making strong efforts to recuperate the ground 
lost in the 1980s, the "lost decade." The in­
ward economic growth model pursued by these 
countries show clear signs of exhaustion in the 
1980s, with Latin American economies lagging 
behind South East Asian tigers. 

The Initiative for the Americas and the prospect 
of a North American Free Trade Area (NAFTA) have 
largely contributed to renewed hopes of Latin 
American countries that growth and development 
are again at arm's length. The Initiative for 
the Americas has also raised expectations among 
other Latin American countries about a "domino 
effect," i.e. , a free trade area agreement being 
extended to the remaining Latin American coun­
tries (Federal Reserve Bank of Dallas 1991). 

These developments have raised increasing inter­
est in market driven solutions to move economies 
away from economic stagnation. This renewed 
interest in market-driven forces is exhibited by 
privatization efforts, trade liberalization 
policies, and policies aimed at attracting for­
eign direct investment (Dupas and Suzigan 1991). 

Brazil is following this modernization trend by 
dismantling much of its protectionist apparatus 
and is embarking on market driven reforms. This 
paper will discuss the current market driven 
reforms being implemented in Brazil and pros­
pects for further internationalization of the 
Brazilian economy. 

From lSI to Market Driven Forces 

The Brazilian economy has been protected from 
external competition for several decades. The 
1990s impose the challenge of an alternative 
modus operandi: the insertion of the Brazilian 
economy in the global economy. Efforts in this 
direction are taking shape in the early 1990s. 
Moving the Brazilian economy towards a market 
economy is shaking the foundations and challeng­
ing habits well established in the land of the 
"sleeping giant." 

Strategies and policies aimed at breaking the 
vicious import-substitution habits are being 
orchestrated under the umbrella of an industrial 
policy. After several attempts in the second 
half of the 1980s to implement an industrial 
policy, such as COPAG and 1/PND/NR (see Braga 
1989), the Brazilian government in the early 
1990s introduced a new industrial policy: In-

dustrial Policy and Foreign Trade - PICE (DIG 
199la). 

The need for a new economic design for the Bra­
zilian economy was the result of a lack of ex­
plicit long-term goals for the economy, coupled 
with strict trade policies, a stabilization 
crisis, an exhaustion of the import substitution 
model, a lack of stimulus for private sector 
investments, and decreased investment in R&D. 
All these factors led the Brazilian economy to 
show mediocre growth rates in the 1980s. 

The new industrial policy design being promoted 
by the Industrial Policy and Foreign Trade (DIG 
199la) intends to "promote higher levels of 
efficiency and commercialization of goods and 
services, by modernizing and restructuring the 
economy" (DIG 1991). This proposed technologi­
cal deepening would promote improvements in the 
quality of Brazilian products, improvements in 
productivity, and improvements towards overall 
industrial modernization. Furthermore, diffu­
sion of technology would promote the establish­
ment of modern structures of production. 

These economic reforms are supported by a posi­
tive correlation between the growth of produc­
tivity and the growth of output, and measures 
taken towards further economic reforms that 
encompass trade liberalization strategies. As a 
result of X-efficiencies, domestic efficiency 
can be promoted and reduce domestic costs of 
production. And third, policies that induce the 
dissemination of technical advances and break­
throughs via importation of imported capital and 
intermediate goods can also contribute to eco­
nomic growth and development (Bonelli l99la). 

Removing Business Hurdles 

In the 1990s, industrial policies have received 
a great deal of attention by the developed and 
the newly industrialized countries. The central 
focus of attention has been the redesign of the 
role of the State in the economy, after in­
creased questioning about the role government 
should play in the economy. 

Industrial policy guided by policy-makers with a 
self-righteous attitude has proved in the Bra­
zilian case to be quite misleading. For in­
stance, the industrial policies pursued by CA­
CEX, the trade agency of the Banco do Brasil, 
have proven very costly to a large segment of 
the Brazilian economy. 

The Collor government has placed a high priority 
on the modernization of the Brazilian industrial 
parks and on foreign trade. These two areas are 
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the basis for the structural changes that the 
government is pursuing. The understanding that 
the Brazilian economy is in need of new economic 
growth paradigms is the major motivation for the 
structural changes being advocated by the Collor 
government. Thus, new forms of state interven­
tion, such as financing, technological deepen­
ing, efforts in R&D assimilation and diffusion, 
and efforts to upgrade the quality of Brazilian 
products are all objectives of these structural 
changes. 

A current analysis of the Brazilian economy 
points up the current bottlenecks experienced by 
the Brazilian economy as a direct result of pol­
icies implemented in the 1970s and 1980s. High 
levels of protection to domestic producers, the 
ever increasing and indiscriminate participation 
of the Brazilian government in the economy, and 
high levels of incentives and subsidies, caused 
losses of productivity experienced by the Bra­
zilian economy in the 1980s. 

Thus, according to the general guidelines the 
new Brazilian Industrial Policy will target two 
goals: 
a) industrial and commercial modernization, 

to achieve an increased overall in produc­
tivity, following world class quality 
standards. 

b) implementation of modern production and 
consumption structures of goods and ser­
vices, and the diffusion of new technolog­
ical standards. 

The implementation of the Brazilian Industrial 
Policy and Foreign Trade Policies demand a new 
institutional framework quite different from the 
one which existed until recently (Rattner 1990). 
In order to achieve these objectives, the Bra­
zilian government has devised, as mentioned by 
Erber (1991), the carrot and stick policy, i.e., 
a combination on one hand of instruments of 
pressure leading to higher levels of competi­
tiveness and ont he other hand the creation of a 
favorable domestic environment which will allow 
Brazilian firms to be more competitive and pro­
ductive. 

With these goals in mind the following strate­
gies have been devised and are being implement­
ed: 
a) tariff reform and the elimination of sub­

sidies and incentives; 
b) competitive restructuring of the industry, 

through credit lines and an upgrade of the 
Brazilian technological infrastructure; 

c) development of new sectors and strengthen­
ing of those sectors which show interna­
tionally competitive potential; 

d) planned exposure of the Brazilian economy 
to international competition, progressive 
improvement of the quality of goods and 
s~rvices, and an increase in competition 
i.1 these segments of the industry that 
show a high degree of oligopolization; 

e) improvements in the technological capacity 
of Brazilian firms where technological 
capacity is being understood as the abili­
ty to select, absorb, improve or develop 
know-why. Selective tariff protection of 

the high-tech segments of the Brazilian 
economy will be used towards this purpose. 

Moving Towards a Market Economy 

The Brazilian Industrial Policy reforms are 
being designed on two fronts: domestic and 
external. 

On the domestic side the structural reforms 
involved in the Industrial Policy assign a much 
lower level of intervention by the Brazilian 
State. Among several measures that reaffirm the 
increasing role of markets in the Brazilian 
economy, the privatization program is the most 
noticeable one. 

(a) Privatization 

The Brazilian privatization program has been 
designed to redefine the role of the state in 
the Brazilian economy, divorcing the state from 
its role as entrepreneur, instead emphasizing 
the state's role as an inducer of development 
and as a rule maker. As stated by the National 
Development Bank (BNDES 1992): 'Making it [the 
state] lighter, more dynamic, and to give prior­
ity to typical government activities in areas 
such as health, education and housing." 

BNDES itself is the target 
this new economic design. 
rules for the economy, and 
it did in the past. 

of major changes in 
BNDES no longer sets 
does not intervene as 

As of May of 1992 the Brazilian privatization 
program has been effective in reducing the Bra­
zilian internal and external debt by US$ 3 bil­
lion or 0.75% of the Brazilian GDP. In addi­
tion, 25,000 direct jobs and 125,000 indirect 
jobs have been transferred from the government 
to the private sector. Between 1991 and 1992, 
nine companies were sold. It is expected that 
by August 1992 four more will have been auc­
tioned. Another eight SOEs have had their tech­
nical appraisal completed by May 1992. In all, 
eleven SOEs will have been privatized by the end 
of 1992: Enasa, CST, Alcalis, Nitriflex, Fos­
fertil, PPH, Polisul, Acesita, Ultrafertil, 
Petroquimica Uniao, and Arafertil. 

In 1992, the Brazilian privatization program 
also introduced changes in the level of partici­
pation of foreign capital in privatization pro­
jects. The participation of foreign capital is 
limited to 40% of voting capital, but is without 
limit for non-voting capital. Other changes 
include a reduction in the amount of time that 
capital must stay in Brazil from 12 years to 6 
years. The restrictions on sales of shares 
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after two years were eliminated as well as re­
strictions on the remittance of profits and 
dividends after only two years (BNDES 1992). 

(b) Trade Liberalization 

On the external side a number of reforms have 
been devised, such as: trade liberalization 
·~odificati?ns in the law of informatics, cha~ges 
~n the leg~slation concerning foreign direct 

investment (FDI), and a new Industrial and Prop­
erty Law. 

The need for trade reforms became undeniably 
apparent in the early 1990s. Protectionist 
measures implemented in the 1970s and 1980s 
like the law of similars, compromised Braziiian 
products' external competitiveness. In this 
vein, it is important to open the economy in 
order to benefit from new technologies to keep 
segments of the Brazilian industry competitive 
in the world markets. In addition, it became 
readily apparent to Brazilian policy-makers in 
the late 1980s that the gap between the Brazil­
ian economy and the South East Asian economies 
had widened considerably in the 1980s. More­
over, the Brazilian economy was also experienc­
ing lower levels of insertion in the global 
economy (Valls Pereira 1992). These perceptions 
led the Collor government to implement a number 
of trade reforms in 1992. 

Several measures were taken by the current ad­
ministration to facilitate imports and exports. 
On February 18, 1992, the Collor government 
introduced a number of modifications in Brazil­
ian trade regimes and policies aimed at facili­
tating and expediting foreign trade transac­
tions. 

A) Tariff Reduction: the government chose to 
reschedule the tariff reduction from January 1, 
1993, to October 1, 1992. The reduction will 
cover 13,000 items, which will have an average 
reduction in tariffs from 21.2% to 17.3%. Fur­
ther reductions to 14.2% are also anticipated to 
July 1993. Some sectors like informatics and 
microelectronics, however, will face maximum 
tariffs of 35% by January 1, 1994, the highest 
observed in 1994. 

B) SISCOMEX: One important component of 
these measures is the SISCOMEX (Sistema Inte­
grado de Comercio Exterior), that will inte­
grate, via computers, the several agencies that 
are involved in foreign trade operations: Coor­
denadoria Tecnica de Intercambio Comercial 
(CTIC), Decex, Bacen and DRF. The "Alice" sys­
tem is in the process of being enlarged to in­
clude information on the Merconsul (Ferrari 
1992). 

C) Trading Companies (TC): In May 1992, the 
Government introduced changes allowing trading 
companies to engage in drawback operations such 
as the verde-amarelo. According to the old 

legislation, only the manufacturing sector could 
operate drawback transactions. This was a five 
year demand by the Brazilian trading companies. 
This measure will invigorate the role played by 
TCs in expanding trade (Carvalho 1992). 

(c) Informatics 

Several modifications have been made in the law 
of informatics (Evans 1986; Tigre 1991). Up to 
October 1992, 42 products will still need previ­
ous approval by the Technology & Science Secre­
tariat. After October 1992, tariffs will be the 
o~ly import barriers. The 8.248 Law also pro­
v~des a number of incentives for the industry. 
For instance, firms in the informatics industry 
will be allowed to deduct up to 50% of income 
taxes of the value spent on R&D. And in a re­
cent development, joint-ventures between Brazil­
ian and foreign firms are also taking place, 
such as Digital with Microtec and IBM with Vill­
ares. 

The new software law eliminates the restrictions 
on foreign firms to market and distribute for­
eign software in Brazil. The new software law 
also proposes the elimination of the exam of 
similarity. 

(d) Foreign Direct Investment 

Foreign investment will be an important element 
in helping to reestablish historic rates of in­
vestment, to increase Brazilian trade, and to 
facilitate access to technology. In this re­

_spect, the Brazilian government will promote a 
~igher degree of involvement of foreign capital 
~n R&D activities in Brazil. The Program to 
Upgrade the Technological Capacity of the. Indus­
try (PACT!) mentions that transnational compa­
nies (TNCs) would be stimulated to do research 
and development (R&D) in Brazil, possible with 
the collaboration of Brazilian universities and 
technological center (DIC 199lb, p. 12). The 
Program for Industrial Competitiveness (DIC 
199lc) stipulates that modifications in the 
treatment of foreign capital will be proposed by 
a working group on foreign investment, coordi­
nated by the National Secretariat of Economics. 

TNCs from the first time in 40 years will also 
be allowed to benefit from the financial opera­
tions of the National Development Bank (PIC, 
p.ll). BNDES has already approved 14 projects 
out of 30 submitted by TNCS. The resources 
available to finance TNCs' projects will come 
from lines of credit supplied by international 
organizations such as the IDB and IRDB. As of 

January 1992, BNDES had US$ 330 million avail­
able to finance such projects. According to 
Erber (1991, p. 309), there are proposals to 
eliminate the distinctions between Brazilian and 
foreign firms that favor the former in terms of 
government procurement policies and in terms of 
industrial policies and technological projects 
and programs. 
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(e) Patents and Trademarks 

For foreign direct investment to increase, chan­
ges in the laws regarding patents and trademarks 
is imperative to protect all investment. There­
fore the New Industrial Property Law is an im­
portant component in the external design of the 
Brazilian Industrial Policy. According to Law 
No. 5772 of 1971, copies of products and pro­
cesses are not currently considered piracy by 
the Brazilian government. The New Industrial 
Law will reverse this approach, securing protec­
tion for processes and products in the pharma­
ceutical industry. 

According to Lopes (1992), the main focus and 
polemic of this law is to define what can or 
cannot be patented. Thus, processes and prod­
ucts that are now not protected by patents in 
the Brazilian economy, such as chemicals and 
pharmaceuticals, could be under this new law. 
This is treated in Article 18 of the Industrial 
Property Law. 

The new law has provLsLons for the protection of 
trademarks as well. According to Article 124: 
"A mark registered in Brazil and regarded as a 
well known mark will be assured special protec­
tion in all marketing segments to prevent the 
registration of another mark reproducing or 
imitating it, in whole or in part ... " And Arti­
cle 132 states that: "The owner of a widely 
known mark that is registered abroad will be 
entitled to precedence in registration." 

Technological Bottlenecks 

In the early 1990s, several segments of Brazil­
ian industry have been showing signs of techno­
logical backwardness resulting in low levels of 
quality and productivity in the Brazilian pri­
vate sector due mainly to high levels of protec­
tion. 

The FIESP (1990) survey, Manufatura de Classe 
Mundial no Brasil, comments on the state of the 
art of Brazilian industry. The results of the 
survey are grim. According to this survey, only 
10% of Brazilian firms are operating at levels 
compatible with world class manufacturing. For 
example, the results of the survey point out 
that on average, Brazilian firms show 25,700 
defective parts per million, while the world 
class standard is 200 parts per million. 

Another important dimension of the survey is an 
analysis of the state of manufacturing tech­
niques and methods being used by Brazilian in­
dustry. According to the survey, only 3% of 
Brazilian firms use the Taguchi methods, 6% use 
CAD (Computer Aided Design), 4% use CAE (Comput­
er Aided Engineering) methods, 5% use CAPP (Com­
puter Aided Process Planning), 8% use WCDP (Work 
Cell Device Programming), 2% use some form of 
robot technology, and only 7% use Programmable 
Logic Controllers. The survey also states that 

few Brazilian firms are establishing the techno­
logical foundations necessary to compete in the 
year 2000 (Haguenauer 1991). 

Future Challenges 

The Brazilian economy, like most other Latin 
American economies, is at a turning point in the 
early 1990s. There is a widely recognized need 
to leave old habits behind and move towards a 
market economy paradigm. In spite of the recent 
implemented changes, the Brazilian economy still 
faces a number of uncertainties. The nature of 
these uncertainties is twofold: external and 
internal. 

On the external side, the liberalization poli­
cies implemented by Brazilian policy-makers are 
based on expectations that the Brazilian economy 
will be able to insert itself in the global 
economy. In other words, that there will not be 
a resurgence of protectionism in the world mar­
kets. Second, that the Initiative for the Amer­
icas will not only be rhetorical but rather a 
firm commitment to liberalize and induce Latin 
American economies to further modernize their 
economies. In this sense, the "domino effect," 
i.e., an extension of the NAFTA to other Latin 
American economies, will have a decisive impact 
in securing a stable transition to market driven 
economies. 

On the internal side, there are also many chal­
lenges facing the current reforms. First, one 
of the challenges of this new paradigm is the 
reassessment of the role of the Brazilian state, 
i.e., what role the Brazilian state should play 
in the 1990s. The PICE assigns a demand role to 
the Brazilian state, where the State uses pro­
curement policies to pursue industrial policy 
goals. This is a major departure from the past, 
when the State was primarily a supplier of in­
puts and services. So far, one can still find 
contradictions in the guidelines of this para­
digm leading one to believe that not all seg­
ments of the State apparatus have been convinced 
that the new approach is the one that offers the 
most feasible approach to solve Brazilian busi­
ness environment bottlenecks. 

Second, there are also contradictions as to what 
type of growth model should be pursued. On one 
hand, increasing specialization of the Brazilian 
economy is being proposed; on the other hand, 
establishment of new industries is also being 
proposed. How can we reconcile both models? 
The industrial policy calls for the establish­
ment of dynamic industries such as biotechnology 
and microelectronics. These dynamic industries 
would boost the competitiveness of currently 
competitive industries. In this way, this model 
assumes that these Brazilian industries will 
remain competitive in the long-run. Moreover, 
mbst of the industries that are currently com­
petitive internationally derived most of their 
competitive advantage from natural resources, 
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cheap labor and export promotion policies. This 
"competitive tripod" is a very unstable competi­
tive mix in the 1990s. 

Fine chemicals is also one of the high-tech 
industries targeted by the industrial policy. 
The feasibility of this proposal faces, however, 
a number of constraints. For instance, first 
the R&D efforts by the Braziltan pharmaceutical 
industry are largely restricted to chemical 
analysis: research aimed at finding suitable 
products that can be copied, and research to 
evaluate the feasibility of ut~lizing medicinal 
plants. Brazilian firms in the sector lack the 
economic might to follow the path of MNCs in the 
industry. And second, the Brazilian pharmaceu­
tical industry suffers a lack of alternatives of 
growth and development to circumvent the high 
costs of developing new products and processes. 
The development of a new product technology 
·costs on average US$ 230 million in a period of 
ten years. The largest Brazilian laboratory 
made in total sales US$ 120 million, the second 
largest US$ 26 million (Moura 1992). 

This state of affairs is further aggravated by a 
constant reduction on research funds. The Na­
tional Council for Research and Development 
(CNPq) and Financing Agency for Research and 
Projects (FINEP) have faced constant reductions 
in their budgets for the past fifteen years. 
For instance, the National Fund for Scientific 
Development has been reduced by 88% in the past 
fifteen years, from US$ 250 million in 1975 to 
US$ 30 million in 1990. Moreover, the lack of 
trained personnel to advise Brazilian firms how 
to upgrade the quality of their goods is also 
imposing further obstacles. 

In sum, the Brazilian industrial policy is rich 
in contradictions between its strategies and 
policies. The top-bottom approach, where the 
State picks winners, restructures industries, 
and decides for the private sector the best 
course to be taken, may prove to be extremely 
costly for Brazilian society. The surveys cov­
ered in the section on technological bottlenecks 
point to less emphasis on incentives and struc­
tural guidance, rather proposing ways of improv­
ing Brazilian production and productivity lev­
els. Along these lines expenditures on educa­
tion have also been extremely limited, further 
aggravating the state of affairs of the Brazil­
ian strategy. 

Final Comments 

In the early 1990s Latin American countries are 
undertaking major structural changes in their 
economies. The economic liberalization policies 
implemented will open numerous opportunities for 
U.S. companies. Brazil is following the trend 
of removing business barriers that have been 
isolating the Brazilian economy from the global 
economy. The conjunctural and structural chang­
es being implemented by the Collor government 
will have dramatic impacts on the way Brazil 

competes in the world economy. As a result of 
these recent changes in the business environ­
ment, Brazil may be able to repeat in the 1990s 
the high growth rates experienced in the early 
1970s. 

It is important to remember, however, that eco­
nomic liberalization in Latin American countries 
will be largely influenced by the external busi­
ness environment these countries are facing. 
During the transition period they will need 
assurances from economies like the U.S. that 
these reforms will be followed by reciprocal 
movements. The Initiative for the Americas, 
thus, will play a vital role in keeping the 
flame of economic liberalization alive in Latin 
America. Latin American countries, like Brazil, 
more than ever need the economic leadership that 
the U.S. economy can provide. 
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Research in Progress 

WASTES EXCHANGES: MARKETING INTERMEDIARIES BRIDGING THE GAP 
BETWEEN ECONOMIC DEVELOPMENT AND THE NATURAL ENVIRONMENT 

M. B. Neace, Mercer University 

A two-pronged problem faced by developing 
economies, particularly those of Central 
and Eastern European, is building an 
economic infrastructure based on free­
market principles to rejuvenate their 
fractured economies while simultaneously 
upgrading many of their practices in 
mining, agriculture, manufacturing, 
forestry, energy generation and 
transportation to reverse the rate of 
degradation of their natural 
environments. 

Material/technology exchanges (known as 
waste exchanges today) are investigated 
in regard to their potential as 
intermediaries enhancing economic 
development while also playing a vital 
role in attaining and maintaining a 
delicate balance with the natural 
environment. Economic development 
without a sustainable biosphere is not 
possible. 

Material/technology exchanges (MTEs) in 
the u.S. and Western Europe are used 
primarily as passive information 
catalysts between waste generators and 
purchasers of raw materials. There's 
potential for a much broader range of 
activities for WTEs in developing 
economies as they build their economic 
infrastructures. Their greatest 
potential is in regions with diverse, 
high density, industrial operations. The 
functions of any particular WTE depends 
on the character of local economic wasta 
streams and natural environment 
conditions. 

WTEs will evolve overtime paralleling 
development of their economies; beginning 
as simple brokers they will add a variety 
bases connected to national and even 
global waste networks and professional 
education and training as rules and 
regulations regarding waste become 
evermore stringent. For small quantity 
generators they also have the potential 
of aggregating, classifying, and 
assorting materials for further 
processing and distribution. 

WTEs are viewed as an institution that 
can aid in achieving the goal of 
sustainable development. 
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mE PRICE OF PEACE: 

Adjustment Strategies for Reductions in Defense Spending 
in the United States 

by 
Avraham Shama 

Professor of Management, University of New Mexico 

I. INTRODUCI'ION 
All wars command a great many people and resources, 

affecting the nature and structure of the economies of the countries 
involved. The conclusions of wars free these quantitities of people 
and resources for other uses, again affecting the nature, structure 
and growth of the economies of their countries. Such was the case 
after World War II and such has been the case in the aftermath of 
the Cold War. 

It is by now widely accepted that the Cold War was won by 
the U.S. in 1989. In eastern Europe, this bewildering and 
tumultuous ending has been followed by an equally historic process 
of economic and political democratization, which might take a few 
decades to fully materialize. This change has been so rapid and 
unexpected that it has caught many policy makers and analysts, 
wedded to more than forty years of cold war ideology, by surprise. 
Others see this change as the beginning of a "new spring of nations," 
a "new world concert," or even "the end of history• (see Fukuyama 
1992 and Shama 1992a). 

In the United States, the end of the Cold War has brought 
about planned and actual reductions in the defense budget, as well 
as concern about the overall effects of such reductions and their 
implications for employment and economic well-being in the 
different regions and states of the Union. For example, the 
Administration's 1992-1997 budget reflects a total of 19.9 percent 
real reduction in the defense budget over these five years. As a 
result, by 1997 defense spending is projected to constitute 3.6 
percent of the gross national product, compared to 6.4 percent a 
decade earlier -- a reduction of 43 percent! (See Budget of the 
United States, FY93-FY97). 

Reductions in the defense budget mean unemployment and 
reduced economic growth, affecting different parts of the country 
differently. A recent study by the Congressional Budget Office 
(CBO), The Economic Effects of Reduced Defense Spending 
(February 1992), suggests that while cutting the defense budget will 
reduce the U.S. GNP by only 0.7 percent by the mid-1990's, the 
gross state product (GSP) of eight states and the district of 
Columbia will shrink by up to 2.6%. While these figures may seem 
small, they translate into large sums of money and many jobs. For 
example, a 0.7 percent reduction of the U.S. GNP translates into a 
M$326.389 decline in GNP and 822,400 lost jobs. · 

Other analyses of the unemployment effects of cuts in 
defense spending portray a similar picture. The Defense Budget 
Project estimates that between FY92 and FY97, a total of 900 
thousand jobs will be cut as a result of projected reductions in the 
defense budget. According to Meckstroth (1992), "Over the four 
year period 1990 to 1994, the private economy is expected to lose 
a total of 650,000 jobs" as well as an annual reduction of 119,000 in 
the defense work force (active duty military plus DOD civilians). 

An even more serious picture emerges when the effects of 
the defense budget reductions on industry are measured. The CBO 
study estimates that curtailed defense orders will reduce the tank 
and tank components industry by 17 percent, the shipbuilding and 
repair industry by 6 percent, the communications equipment 
industry by 3 percent, and the aircraft industry by 1 percent. A 
more focused industry-by-industry study (Meckstroth, 1992) reports 
that the sectors of metals, nonelectrical machinery, and electrical 
machinery, as well as transportation equipment catering to defense, 
will lose proportinately more jobs than will the sectors of chemicals, 
rubber and plastic. Again, while these numbers may seem small, 
they translate into reduced sales ranging from 5 percent to 50 

percent in the industries most affected. Furthermore, when the 
impact of cuts in the defense budget is examined by region and 
industry combined, some locations pay a heavy price for peace. For 
example, a recent study of the impact of the defense budget suggests 
that the cost of peace to Los Angeles may be as high as 420,000 
jobs and $84.6 billion in reduced personal income by 1995. 

Finally, if one assumes progressively larger reductions in the 
defense budget, as some policymakers seem to wish, the ensuing 
impact becomes progressively more serious. The goals of this paper 
are to answer the following questions: 

1) How many jobs and how much income will each 
state lose when the Administration's plan is 
implemented? 

2) How many jobs, and how much, will be lost if the 
Administration's plan is roughly doubled if DOE 
defense expenditures shrink by a total of 14.39% 
by 1997? 

3) What strategies can the U.S., the states, and 
affected industries use to exploit their new 
realities? 

II. METIIODOLOGY 
To address these questions, I pursued two scenarios: 

Administration cuts 
fl'93..D'97 in 'is 

"Doubling" Administration 
t:;uh FY?J-97 in ~95 

Military Personnel • 19.22 -40.00 
Operations and Maintenance - 18.58 -40.00 
Procurement • 29.38 ·50.00 
RDT&E · 14.39 ·30.00 
DOE Defense Programs + 4.89 ·14.39 

Baseline data on the size of the economy in each of the fifty 
states and the District of Columbia, and on the importance of 
defense spending on payroll, operations and maintenance, 
procurement, research development testing and evaluation by state, 
were gathered from the U.S. Department of Commerce, from the 
DOD Atlas/Data Abstract for the U.S., and from the Department 
of Energy (DOE). It should be noted here that the only DOE 
items included in this study are those regarded by DOE as defense 
spending. 

To analyze the economic impact of the Bush 
Administration's proposed FY93-FY97 defense cuts by employment 
and also state gross product and state personal income, which are 
not reported here, baseline data were projected to the proposed 
budget of the United States FY93-FY97. 

The rationale for using the "Administration Plan• and 
"Double the Administration Plan•, is that the Administration plan 
is likely to reflect the minimum acceptable cuts in defense spending, 
while doubling the cuts of the Administration plan reflects very 
aggressive reductions in defense spending. More specifically, while 
presidential candidate and present President George Bush plans to 
cut the defense budget by 19.96 perc-~nt by 1997, presidential 
candidate Bill Clinton plans to cut it by 30 percent during the same 
period, and many senators and representatives advocate reducing it 
by as much as 50 percent over the same time. Whether the future 
will conform with the Administration plan, twice the Administration 
plan, or something in between, the findings of this study give the 
reader information about what might happen to the economy of the 
United States and to the economy of each of the fifty states and the 
District of Columbia as a result of such reductions in defense 
spending. Finally, I doubled the number of jobs lost in defense to 
reflect their ripple effects. 
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III. FINDINGS 
So, what is the price of peace? Peace will cost the United 

States up to 4.38 million jobs and $261.394 billion in lost income by 
19?:. This represents a 50% increase in today's unemployment, 
dnvmg the number of unemployed from 9.5 to 13.93 million 
Americans, and reducing the U.S. standard of living significantly. 

1he Administrarion plan 
Direct cost 
Total cost (direct cost x 2) 

"Doubling" the AdmilllstraJion plan 
Direct cost 
Total cost (direct x 2) 

THE PRICE OF PEACE 

1,044,026 
2,088,052 

Income lost 
iiUl!illil!m 

61.148 
122.296 

2,188,051 130.697 
4,376,102 261.394 

However, the planned reductions in defense spending will 
not affect all states and industries equally. The ten states expected 
to lose the most jobs are California, Texas, Virginia, Florida, New 
York, Pennsylvania, Georgia, Nonh Carolina, Maryland and Ohio. 
The ten states expected to lose the fewest jobs are Vermont, 
Wyoming, Idaho, New Hampshire, Montana, Delaware, South 
Dakota, Nevada, West Virginia and Rhode Island. Tables A and B 
show detailed state-by-state direct and total job losses under the two 
scenarios. At the same time, when cuts in defense spending are 
measured in relation to the size of the economy of a state, the ten 
most affected states are Virginia, Colorado, Missouri, New Mexico, 
Arizona, Hawaii, Massachusetts, Maryland the District of Columbia, 
and Mississippi. 

IV. ADJUSTMENT STRATEGIES 
The high cost of peace may be avoided if the U.S. and 

affected states and industries treat the post-cold-war era as an 
opportunity for growth and rejuvenation, and capitalize on such an 
opportunity by developing and implementing strategies in a 
businesslike manner. 

Basic to all national, state and industry strategies to adapt 
to and exploit this new situation is the realization that the end of 
the Cold War has drastically changed both the environment and the 
game played. 

On the national level, the mission to remove the communist 
threat of the former Eastern Bloc countries has been accomplished. 
A new mission must now be carefully developed and implemented 
in the decade ahead. Two diametrically opposed alternatives are: 

Invest in deficit reductions, i.e., use the reductions 
in the defense budget to reduce the approximately 
$400 billion deficit in the national budget. 
Invest in national economic competitiveness, i.e., 
invest defense budget reductions in social and 
economic growth programs geared to increasing 
the economic competitiveness of the U.S. 

As might be expected, these options have different short 
and long-term effects. In the short term, investing savings from 
defense spending in reducing the deficit will increase unemployment 
and reduce the GNP; in the long term, such action will increase 
national savings and investment and stimulate economic growth. 
On the other hand, in the short term, investing savings from defense 
spending in national competitiveness will not reduce the deficit but 
will reduce unemployment and increase the GNP; in the longer 
term it may result in greater economic growth and in a stronger 
U.S. position on the global economic map. Choosing between the 
two options requires a careful identification and match of global 
opportunities with the national goals sought by this country's 
leaders. For example, it has been suggested that the U.S. should 
develop a more competitive economic posture and use the national 
laboratories as the champions of its industrial policy. However, a 
conversion from guns to butter may be a tall order for the national 
laboratories. Conscious choice of a national mission and 
implementation strategies, based on a careful and systematic 
analysis, must be made or action will be dictated by the 
circumstances of the moment. 

Indeed, if politics is the authoritative allocation of 
resources, how to reallocate savings from defense spending is 
politics in the making. 

On the state level, affected states have two complementary 
strategies available to adapt to the new situation: 

Diversify, i.e., look at reductions in defense 
spending as an opportunity to change a state's 
employment mix and to widen its economic base. 
Helping existing companies within the state grow, 
and recruiting out-of-state companies are the two 
main modes of this strategy. 
Increase market share, i.e., develop a persuasive 
strategy to get a larger share of shrinking defense 
spending, by becoming a niching and/or low cost 
producer, while developing a reputation for quality 
and experience unmatched by other states. For 
example, a military installation or a national 
laboratory already known for a certain specialty, 
can position itself as the only viable quality and 
relatively low-cost leader for that specialty. And 
given the cost structure of many of the national 
laboratories, meaningful cost cutting of 10-20% 
can be easily accomplished to realize this strategy. 
In line with this, Kentucky has passed a law 
creating a military affairs commission charged with 
procuring more business from the military. 

On the industry level, affected industries are those 
dependent on selling their products and services to the defense 
programs of DOD and DOE, e.g., McDonnell Douglas, General 
Dynamics, Raytheon and Lockheed . 

. Sue~ companies can now exploit the new economic agenda 
and. ~djust m other profitable ways. First, they are uniquely 
po~llJOned to shape the evolving economic policy of the new 
Clinton administration to their own advantage. They can help 
define the strategies that the U.S. will take from guns to butter in 
their areas of expertise and relative advantage. For example, they 
can call for a large investment in infrastructure, and end up bidding 
on projects to build and upgrade roads, bridges, sewer systems, and 
so on. 

Second, they can take the following strategic measures to 
adjust to the declining defense market in the U.S. (see Exhibit 1): 

1. Downsize to meet demand, i.e. stick to areas of 
core competence and shed everything else. 
General Dynamics is a company using this strategy, 
following its chairman, William A Andres', strong 
beliefthat "If we have cash General Dynamics can't 
invest in good, attractive core defense programs 
with decent return, rather than add diversified 
volume just to look bigger, I believe we should 
return excess cash to shareholders. • 

2. Diversify into related specialties. An example is 
that of Science and Engineering Associates, Inc. 
(SEA), a small defense consulting firm in 
Albuquerque. When, in the fall of 1989, SEA 
realized that defense business would be shrinking, 
its management began analyzing its business and 
looking for stable profitable areas. As Gilbert L. 
Ziegler, SEA's senior scientific engineer, explains, 
"We had two choices. We could exhibit the desert 
spider synd;ome, staying in our hole and reacting 
to muffled cha.1ges coming to our hole, or stick 
our head out, make sense of the changes we see, 
and take a beneficial course of action. Ziegler's 
group was successful in specializing in the 
regulatory aspects of the same design services it 
previously provided for DOD. . 

3. Commercialize. Raytheon's decision to continue 
to produce guns and a lot more butter fits this 
strate~ as ~cscribed in the five-year plan of 
DenniS J. Ptcard, Raytheon's chairman. Other 
exa~p~es include ARO Corporation, which 
capttahzed on its technology to market a product 
that tests the strength of seals on plastic packages 
for sterilized medical tools; the defense group of 
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4. 

5. 

6. 

7. 

8. 

Westinghouse Electric, which adapted its military 
aircraft sensor for air traffic control and for speed 
sorting of mail; and the electronic systems sector 
of Harris Corporation, which drew on its military 
high-frequency radio equipment to sell air traffic 
control systems to the Federal Aviation 
Administration. Some other companies using the 
commercialization strategy are Frisby Airborne 
Hydraulics, Reidville Tool and Manufacturing, and 
Fail-Safe Technology Corporation. 
Export: use some of the production capacity idled 
by DOD to produce and sell abroad. Lora! is a 
good example of a company which has increased its 
export of arms to 22% of sales and intends to raise 
this figure to 28%. Recent customers include 
Sweden and Canada. Sweden is buying a $40 
million combat flight simulator to train its pilots, 
and Canada is buying a $3 million gunnery 
simulator. 
Joint venture. As a fitting end to the cold war era, 
Lockheed Corp. recently formed a joint venture 
with the Russian aerospace firm Khrunichev 
Enterprise to market the Russian-built Proton 
rocket for commercial satellite launches. And 
because of the relatively low cost of the Proton 
rocket, the joint venture is expected to have a 
competitive advantage in the marketplace. 
Rockwell International Corp. followed a similar 
strategy and formed a joint venture with Russia's 
NPO Energia. 
Be a leader in a declining market. For example, 
Martin Marietta's purchase of G.E.'s aerospace 
business for $1.8 billion is a perfect example of the 
use of this strategy. If it wins federal antitrust 
clearance, the deal will make Martin Marietta a 
much stronger competitor in the aerospace 
industry. 
Get export assistance from the government. For 
example, ailing McDonnell Douglas is expecting 
federal approval to sell 72 F-15s to Saudi Arabia 
for $8 billion, and Kaman will sell 12 anti­
submarine helicopters to Taiwan for $161 million. 
Such sales can become easier in the future if 
complex federal export rules are streamlined to 
help U.S. companies compete in foreign markets. 
Lobby for smaller, more gradual cuts in the 
defense budget while implementing the above 
strategies. Such military contractors as General 
Dynamics, McDonnell Douglas, Boeing, Northrop, 
Raytheon and United Technologies employ a 
significant number of people. If they were to cut 
their labor forces rapidly, the potential for high 
unemployment rates in some states, such as 
California, New York, Virginia and Florida, could 
be dangerous and socially and economically 
undesirable, a situation which provides a rationale 
for buying time. An example is McDonnell 
Douglas, which was supported by the State of 
Texas in getting approval from the federal 
government for the sale of F-15s to Saudi Arabia. 

Again, a choice among these strategies or a mix of 
strategies involves a systematic analysis of external factors such as 
changes in customer needs and wants, demand, market size, 
competition, and economic, technical and political conditions, and 
of internal factors such as the company's financial health, market 
share,. areas of distinctive competence, etc. These external and 
internal analyses might result in a new mission statement and lead 
to the development and implementation of new goals, objectives 
and strategies. 

Exhibit I. Strategic options fur defense contra~tors 

QfiiQ!i UAMfi,J;; 

Downsizing General Dynamics 

Diversifying Rockwell, Science Engineering Associates 

Commercializing ARO. Harris, Frisby Airborne Hydraulic, 

Reidville Tool Manufacturing 

Exporting Loral 

Joint venturing Lockheed. Rockwell International 

Lead in declining market Some national laboratories 

Obtain federal help McDoMell Douglas. Kaman 

Lobby federal govem1!Jent Boeing. Raytheon, United Technologies 

Form alliance with swes Mt.:Donnell Douglas 

Set national economic agenda Sone 
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Abstract 

This paper examines how the attitude towards 
marketing, the organization of marketing and 
the practice of marketing differ between 
profitable and unprofitable companies. The 
data were collected by means of personal 
interviews with the Marketing Director of 40 
profitable and 30 unprofitable Greek manufa­
cturing companies. The findings show that 
profitable companies differ from unprofitable 
ones in all three aspects of Marketing that 
were examined. 1 

Introduction 

Given its widely acknowledged importance 
during the last forty years, one might imagine 
that the concept of marketing orientation 
would have a clear. straight forward. meaning 
to the practitioners of the business community 
as a whole. However. little empirical data 
exist that could provide a sound back-up of 
this expectation (Kohli and Jaworski. 1990). 

In addition. it is only recently that 
researchers have attempted to raise the issue 
and put together empirical evidence which 
provides support to the notion that market 
orientation leads to greater performance 
levels (Chaganti and Chaganti 1983. Hooley, 
Lynch and Shepherd. 1990. Narver and Slater 
1990). 

This paper presents some relevant evidence 
from the Greek manufacturing sector. It 
examines the potential association between 
company performance and the possession of 
specific attitudinal. organisational and pra­
ctical marketing characteristics. The data 
for this paper are derived from field research 
that falls in the context of the "Internatio­
nal Marketing Effectiveness Project" initiated 
by professor G. Hooley of the Aston Business· 
School and in which the authors of this paper 
participate. This program, which is based on 
a wide international network of marketing and 
economic scholars. seeks to compare and 
contrast marketing attitudes, organisation and 
practices in many diverse countries and 
cultures. 

BACKGROUND AND HYPOTHESES 

Company Approach Towards Marketing 

Despite the lack of a single definition of 
marketing, it is generally perceived as a 
distinctive company philosophy. This philoso­
phy renders the customer the pivot around whom 
all business activity develops (Druker 1954. 
Baker 1989, Witcher 1990) and promotes the 

1 The authors would like to acknowdedge the 
financial assistance provided by the 
Research Center of the Athens University 
of Economics & Business. 

notion that the company should be driven 
towards increasing its level of closeness-to­
the-market. When this has been accomplished. 
the company is capable of understanding better 
both the expressed and the dromant needs of 
its customers (Houston 1986). Then. the entire 
effort centers around moving the organisation. 
as a whole. towards offering specific outputs 
that satisfy these needs in a profitable way 
(Barksdale and Darden. 1971). 

In the work of Hooley. Lynch and Shepherd 
(1990) four different types of companies were 
identified. One of these types was named 
"Marketing Philosophers" based on their 
attitude towards marketing. These companies 
were found to approach marketing as a company­
wide endeavour of creating products that 
satisfy specific costomer demands. This 
approach manifests acceptance of the basic 
elements that compile the definition of the 
marketing concept as a business philosophy and 
was associated with the best performance in 
the market. 

The above discussion leads to the development 
of the following hypothesis: 

U+: The diffusion of marketing philosophy 
w1thin the organisation is associated with 
profitable companies. 

Marketing Organisation 

Since Marketing has been granted a philosophi­
cal foundation regarding the way a company 
perceives the environment and responds to the 
stimuli it receives, it is only natural to 
expect that the espousal of such philosophy 
will have an impact on the organisational 
design the company elaborates for structuring 
its marketing activities. 

Davis. Morris and Allen (1991) for instance 
showed that in cases where increased emphasis 
was given to marketing, structure was corres­
pondingly adapted to promote this enhan~ed 
importance of marketing through the adoption 
of more marketing oriented designs. In the 
work of Hooley, Lynch and Shepherd (1990). the 
"Marketing Philosophers". who are the top 
performing companies. are characterised by 
greater levels of significance attached to 
Marketing in their organisational designs. 
Based on the previous discussion we hypothe­
size: 

U.: The profitable companies tend to . atta~h 
greater significance to Marketing in the1r 
organisational structure than do the 
unprofitable ones. 

Practice of Marketing 

With the proper state of mind developed and 
the organisational structure reflecting it. 
the practice of marketing is facilitated, with 
the collection of market information being the 
starting point. 
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Intelligence gathering, processing and disse­
mination to every functional area. as well as 
the company's ability to respond to this 
information. are of such a paramount importan­
ce when explaining marketing philosophy (Shap­
piro. 1988). that the construct of marketing 
philosophy has been explicated on the grounds 
of these pillars (Kohli and Jaworski, 1990). 

In that framework. it is no surprise that 
better performing companies are reported to 
maintain and use an ongoing marketing 
intelligence gathering system (Brooksbank. 
1990). They are found to be far more 
competitor-focused and much more committed in 
doing so when compared to the non-profitable 
ones. Evidence also exists that specifically 
relate the execution of formal market research 
to company performance (Schlegelmilch, Boyle 
and Therivel, 1985). Hence, we propose: 

Ha: Greater commitment to 
collection is associated with 
companies. 

intelligence 
profitable 

A direct consequence of the possession of the 
kind of information described in the previous 
paragraphs, is that the company is able to 
break down the demand of the market in 
smaller. more meaningful segments. Thus. the 
company is capable of better matching its 
products to the requirements of individual 
segments of the market (Dickson and Ginter, 
1987). In other words. the company is in 
position to carry out market segmentation and 
apply differentiated marketing according to 
the characteristics of its target market. 

Successful companies, in the USA (Peters and 
Waterman, 1982) and in the UK (Chaganti and 
Chaganti, 1983), use market segmentation and 
targeting in creative and meaningful ways. 
Also, research in the UK has shown that 
profitable companies tend to serve specific 
segments while at the same time avoid head-on 
competition (Modiano and NiChionna, 1986). 

On the basis of the above discussion we 
hypothesize: 

H4: The implementation of market segmentation 
strategies is associated with profitable 
companies. 

Market segmentation is usually linked with a 
commitment to new product development. Despite 
the large number of studies that have been 
undertaken during the last 20 years regarding 
the new product development problems, the 
percentages of new product failures is still 
high. Studies focusing on product failures and 
what separates in general a "successful" 
product from a "washout", have showed that a 
better understanding of (a) the customer's 
needs and behaviour. (b) the competitive 
situation and (c) the market in general (size. 
growth etc.) is a basic attribute characte­
rizing successful new product development 
(Cooper. Kleinshmidt, 1991). On these 
grounds, we hypothesize: 

~: The use of criteria, that communicate a 
market orientation adoption, for evaluating 
potential new products during the new product 
development process is associated with 
profitable companies. 

Once the information of the market needs and 
customers' wants has been put together into 
the form of a new product, its availability 
has to be communicated to the target market. 
Thus the company gets involved in a 

communication process with advertising being 
one of the most frequently used tools for 
doing so. 

Recent studies show that, although simplistic 
techniques are still in use, a shift towards 
more sophisticated ways for deciding on the 
advertising budget e.g. the objective-and-task 
method, is observed (Lynch and Hooley 1989). 
This shift in the methods used for setting the 
advertising budgets is reasonable to assume 
that will first occur among those companies 
that are willing to try and experiment with 
novel techniques and business practices as a 
study by Cavanagh and Clifford (1986) has 
shown. On these grounds. we hypothesize: 

~: The use of more sophisticated methods for 
setting the advertising budget, in which the 
market situation and the objectives of the 
product are considered, is associated with 
profitable companies. 

However. the time and the financial resources 
that are necessary to carry out the activities 
included in new product development and its 
communication to the target market. render 
them a time and money consuming effort that 
calls for long term perspective in marketing. 
Thus. long-term planning becomes a mandatory 
requirement for effective new product 
development and launching. 

Indeed, it has been shown that successful 
companies exhibit a long-term approach in 
planning. A study focusing on the practices 
of the most successful companies in the UK 
(Saunders and Wong, 1985) showed that, on the 
whole, a greater orientation towards long-term 
Planning was evident in these companies. 
Also, Hooley and Jobber (1986) showed that 
their "top performing" companies were much 
more proactive in behaviour using scenario­
planning techniques in an attempt to "mould" 
the future themselves. On these bases we 
hypothesize: 

HZ: A longer-term perspective in marketing 
Planning is associated with profitable 
companies. 

METIIODOLOGY 

Sample 

A purposive sample was drawn from population 
of 200 companies consisting of the 100 most 
profitable and the 100 most unprofitable 
companies of the Greek manufacturing sector 
for the period between 1985 and 1989, listed 
in the ICAP directories. From each group, a 
quota sample of 50 companies was selected so 
that both industrial and consumer companies 
would be included as well as a crossection of 
various sizes. Overall. 40 profitable and 30 
unprofitable companies responded and 
participated in the study. 

The data of the study were secured by means of 
personal interviews with the Marketing 
Director of the selected companies. 

Variables and Their Measures 

Marketing Philosophy: The extent to which 
marketing philosophy is diffused at a company­
wide level was measured by asking the 
respondents to indicate using a 3-point scale 
(l•"Not at all". 2•"Part ly" and 3•"Precisely") 
the degree to which "marketing philosophy 
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pervades the entire organisation and all 
employees regardless of their functional 
position". 

Significance Attached to Marketing: Two items 
were used to asses the significance attached 
to Marketing: the participation of Marketing 
in the company's planning process and the 
number of activities that fall in Marketing's 
domain. 

ParticiPation of Marketing in the Compapy's 
Planning Process: The respondents were asked 
to indicate on a 3-point scale (l•"Limited. 
2="Adequate", 3•"Extensive") the role that 
Marketing played in their planning process. 

Activities that Fall in Marketing's Domain: 
The respondents were given a list of 12 
marketing activities (eg. advertising, market 
research. sales promotion etc.) and were asked 
to indicate ( "Yes"•l. "No"•Ol which of these 
activities were the responsibility of 
Marketing. The "Yes" answers were sUDJDed up 
for each case in the sample and a new variable 
was created consisting of two categories: the 
companies whose sum of marketing activities 
was above the sample average were placed in 
one category while those whose sum of 
marketing activities was below the sample 
average were placed in the other category. 

Commitment to Intelligence Collection: Two 
variables were used to assess the commitment 
exhibited by the respondents to intelligence 
collection: a) the comprehensiveness of their 
Marketing Management Information System (MMIS) 
and b) the extent to which they carry-out up­
to-date marketing research. 

MMIS Comprehensiveness: Using a 3-point scale 
(l•"Limi ted". 2="Adequate". 3•"Extensive") we 
asked the respondents to indicate their 
knowledge on a list of topics that included: 
suppliers related issues. market segments' 
sales potentiality, return on investment­
investment-profits. customers' needs, order 
size per customer. customers' buying habits. 
issues concerning the members of the 
distribution system, alternative distribution 
systems, competitors' distribution systems, 
relationships between main competitors' and 
the members of their distribution system. 
competitors' marketing strategies. size of 
total market. trends on their basic market. 
barriers to entry or exit. prices. technologi­
cal issues and economic figures influencing 
their markets. The responses were added and 
averaged for each company in the sample 
(Cronbach's Alpha•.9074). Then, a new variable 
was created which consisted of two categories: 
the companies which scored above the sample 
average in the additive scale were placed in 
one category and those that scored below the 
sample average in the additive scale were 
placed in the other category. 

Up-to-Date Marketing Research: The respondents 
were asked to state the year that they had 
conducted their latest formal market research. 
Their answers were then coded from 1 to 5 
( 1•"Never of Before 1988", 5•"1991" l . 

Market Segmentation: The extent to which the 
respondents attempt to segment their markets 
was measured through a 3-point scale ranging 
from 1 to 3 (1•"We address the total Market". 
2•"We address the total Market with some minor 
modifications" and 3•"We significantly 
differentiate our marketing plans depending on 
the segments we address"). 

I 

Criteria Employed During the New Product 
Development Process: The respondents were 
asked to name the criteria they use to 
evaluate an idea for a new product during the 
development process and particularly in the 
stages of idea screening and business 
analysis. Their answers were recorded and all 
the criteria that were mentioned were put 
together. Then, each criterion was treated as 
a dichotomous variable (0/1) and if it was 
mentioned it was coded as '1'. otherwise it 
was coded as "0". 

Advertising Budgeting Methods: The respondents 
were asked to name the factors that they 
consider when setting the advertising budget. 
Their answers were recorded and all the 
factors that were mentioned were put together. 
Then. each factor was treated as a dichotomous 
variable (0/1) and if it was mentioned it was 
coded as '1'. otherwise it was coded as "0". 

Time Span of Marketing Plans: The respondents 
were asked to state the nature of their 
marketing plans using the following scale: 
1-"Limited", 2•"A Simple Budget", 3•"Annual 
Plans", 4="Annual and Long-Term Planning". 

DATA ANALYSIS 

Approach Towards Marketing - Diffusion of 
Marketing Philosophy 

As Table 1 shows. the rate of diffusion of 
marketing philosophy within the organisation 
was found to be much higher among the 
profitable companie~. In fact, 60% of the 
profitable compan1es claimed that the 
marketing philosophy is partly adopted by all 
company employees and another 25% conceded 
that the marketing philosophy was indeed a 

TABLE 1 
DIFFUSION OF MARKETING PHILOSOPHY 

PROFIT ABLE UNPROFITABLE 
n=40 n=30 CHI-

YES !%l YES Ill Smll!Rt Y.J.... 516N. 

l'"arketing Phi I osophy 
pervades the entire 
organisation and all 
e1ployees, regardless 
of their functional 
position'. 

24.21717 2 • 0000 

• Not at all 
• Part! y 
• Precisely 

15.0 
bO.O 
25.0 

70.0 
30.0 
0.0 

concept accepted by all their employees. On 
the other hand. the vast majority of the 
unprofitable companies (70%) stated that the 
philosophy of marketing was not sound among 
all their employees and certainly not among 
the non-marketing ones. This evidence supports 
Hl. 

Marketing Organisation - Significance Attached 
to Marketing 

With regard to the significance attached to 
M~rketing, the evidence suggests that 
profitable companies, as it was hypothesized, 
tend to attach greater significance to Market­
ing than do the unprofitable ones. As Table 2 
shows, profitable companies, in comparison 
with the unprofitable ones. (a) exhibit a 
greater participation of Marketing in the 
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company's planning process and. (b) are 
involved in a larger number of activities that 
fall in Marketing's domain. Thus, H2 of the 
study is also supported by the data. 

TABLE 2 

SIGNIFICANCE ATTACHED TO MARKETING 

PROFITABLE UNPROFITABLE 
n=40 n=30 CHI-

YES tll YES(%) SQUARE !hL_ SIGN. 

PARTICIPATION IN 25.95679 2 .0000 
COKPANY' S PLANNING 
• Li1i ted/Excluded 12.5 66.6 
• Adequate 25.0 26.6 
• Extensive 62.5 6.6 

ACTIVITIES THAT FALL 
IN "ARKETING'S OOKAIN 
• Above the sa1ple 

average 80.00 23.3 20.07289 1 .0000 
• Below the sa1ple 

average 20.0 76.7 

Marketing Practice 

Our initial hypothesis that profitable 
companies. when compared to the unprofitable 
ones. would demonstrate a greater commitment 
to intelligence collection. was also supported 
by the data. More specifically, as Table 3 
shows, the vast majority of the profitable 
companies are well informed on a large number 
of marketing issues. since 70% of them scored 
above the sample average in the pertinent 
scale. Also. profitable companies are involved 
to a larger extent in up-to-date marketing 

TABLE 3 
COMMITMENT TO INTELLIGENCE COLLECTION 

PROFITABLE UNPROFITABLE 
n=40 n=30 CHI-

YES !Zl YES m SQUARE !hL_ SIGN. 

""IS CO"PREHENSlVENESS 18.61639 1 .0000 
• Above the saaple 

average 75.0 20.0 
• Below the saaple 

average 25.0 80.0 

UP-TO-DATA KARKET 
RESEARCH 
• 1988 or never 20.0 63.3 16.33850 3 .0010 
• 1989 2. 5 3.3 
• 1990 30.0 23.3 
• 1991 47.5 10.0 

research. Indeed, 47.5% of them had carried 
out a formal market research in 1991 (the year 
when the data were collected) a much larger 
proportion when compared to the 10% of the 
unprofitable companies. On these grounds we 
accept H3. 

When examining the segmentation practices of 
the sample, it was revealed that the 
profitable companies are more keen in the use 
of segmentation strategies. Specifically, as 
Table 4 shows. only a tiny minority of the 
profitable companies is not involved in 
segmentation, while most of them stated that 
they tend to "significantly differentiate 
their marketing plans depending on the 
segments they address". On the other hand, 
only a small proportion of the unprofitable 

companies gets intensively involved in market 
segmentation. while most companies in that 
group address the total market with some minor 
modification of their plans. On these grounds. 
we accept H4. 

TABLE 4 
USE OF SEGMENTATION STRATEGIES 

• 'Me address the 
total 1arket' 

'Me address the 
total 1arket with 
so1e 1inor 

PROFITABLE UNPROFITABLE 
n=40 n=30 CHI-

YES !%l YES (%) SQUARE !hL_ SIGN. 

12.5 30.0 21.64240 2 .0000 

aodifications' 15.0 53.3 

'Me significantly 
differentiate our 
aarketing plans 
depending on the 
segaent we address' 72.5 16.6 

When examining the criteria under which ideas 
for new products are evaluated during the 
stages of idea screening and business 
analysis, it was divulged that profitable 
companies employ criteria which reflect the 
adoption of market orientation. 

TABLE 5 
CRITERIA EMPLOYED FOR THE EVALUATION 

OF IDEAS FOR NEW PRODUCTS 

PROFITABLE UNPROFITABLE 
n=371 n=201 

YES NO YES NO CHI-
ill..ill ill..ill SQUARE !hL_ SIGN. 

IDEA SCREENINIG 
• Product's strate-

gi c objective 51.3 48.7 10.0 90.0 7.84598 .0051 
• Custoaers' needs 62.1 37.9 30.0 70.0 4.16347 .0413 
• Product's concept 40.5 59.5 00.0 100.0 9.01244 .0027 

BUS I NESS ANALYSIS 
• Karket potential 51.3 48.7 15.0 85.0 5. 78606 .0162 
• Forecasted Sales 

Voluae 29.7 70.3 00.0 100.0 5. 58252 .0181 
• Technical chara-

cteristics of the 
product 29.7 70.3 00.0 100.0 5.58252 .0181 

I Nuaber of co1panies that had developed a new product during the 
last 10 years. 

In fact, as Table 5 shows, it appears that 
profitable companies appreciate the 
significance of examining in detail the ideas 
for new products before the latter enter the 
development phase. In doing so, they evaluate 
the new product ideas with such criteria as 
the new product's strategic objectives, its 
ability to satisfy specific customer needs. 
the market's potential and the like, all of 
which reflect adoption of market orientation. 
Contrary to the practice of the profitable 
companies, the unprofitable ones appear to 
ignore the stages of idea screening and 
business analysis of the new product develop­
ment process. On these grounds, we accept H5. 

With respect to the factors considered for 
setting the advertising budget. it was 
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revealed that the use of more sophisticated 
factors in doing so. e.g. competitive situa­
tion. stage of the PLC. strategic objectives 
etc.. is associated with the profitable 
companies. 

TABLE 6 
FACTORS CONSIDERED WHEN SETTING 

THE ADVERTISING BUDGET 

PROFIT ABLE UN PROFIT ABLE 
n=40 n=30 

YES NO YES NO CHI-
I X l l%l .l1L.ill SQUARE M., SIGN. 

· Coapeti ti ve si tua­
ti on and stage of 
the P.L.C. 50.0 50.0 16.6 83.4 6.90796 I .0086 

· Strategic objecti­
ves of the product 
in the .arket 57.5 42.5 13.3 86.7 12.31105 .0005 

• PreviOUS 
experience 10.0 90.0 43.3 56.7 8, 62537 .0033 

· Technical rhara-
rteristirs of the 
product 00.0 100.0 13.3 86.73 .45249 I .0632 

The unprofitable companies on the other hand. 
base the setting of their advertising budget 
mainly on their previous experience (see Table 
6 ). On these grounds we accept H6. 

Finally, examination of the marketing planning 
approaches indicated that a long-term perspe­
ctive is adopted by the profitable group of 
companies. Specifically, as Table 7 exhibits. 
67.5% of the profitable companies designed 
long-term marketing plans whereas only a small 
proportion (13%) of the unprofitable companies 
followed a similar pattern. Thus. we accept H7. 

TABLE 7 
TIME HORIZON OF THE MARKETING PLANS 

PROFITABLE UNPROFITABLE 
n=40 n=30 CHI-

YES m YES IXl SQUARE M., SIGN. 

• Liai ted 5.0 46.6 29.71608 3 .0000 
• Siapl y a Budget 0.0 13.3 
• Annual plans 27.5 26.6 
· Annual and I ong-

tera planning 67.5 13.3 

CONCLUSIONS AND IMPLICATIONS 

As the evidence of the study suggests. 
profitable companies. when compared to the 
unprofitable ones. have a clearer under­
standing of marketing and exhibit a marketing 
approach that signalizes adoption of market 
orientation. Thus a more positive attitude 
towards marketing is evident among profitable 
companies which is spread throughout the 
company as the guiding culture that directs 
all company activities. 

As far as the practical implications of this 
study are concerned. probably the most 
important one is the importance of developing 
a marketing culture before marketing 
orientation can flourish. Having said this. 
for those companies that already exhibit such 
a culture. the efforts should be directed 

towards sustaining, and possibly "fine­
tuning", the signals that are conmunicated to. 
both the management and the company employees 
by the Top Management. so that any distortion 
of the marketing culture is deterred. 

As far as those companies that have not yet 
developed a marketing culture are concerned. 
the gravity of their efforts should be on 
reshaping the existing system of beliefs that 
characterises them. The burden of this effort 
will unavoidable bear upon the shoulders of 
the Top Management team as its importance is 
mountainous when it comes to cultural 
transformations. Changing the management style 
is a first. and certainly a painful. step to 
be taken. In addition, internal marketing and 
the importance of viewing other employees as 
"internal customers". if the company's 
customers are to receive the best service. 
should be accentuated. Seminars directed 
towards all the employees by marketing 
promoting Institutes and/or external 
consultants can help in this direction. Also. 
marketing audits could be frequently conducted 
so that it is secured that (a) the attitude 
towards marketing is being built. (b) the 
existing organisation of the marketing 
activities facilitates the exercise of the 
practical aspects of marketing and (c) the 
actual practices of the company do indeed 
conmunicate its commitment to developing a 
market orientation. 
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SPECTATORS AS CONSUMERS 
-THE MOTIVATING FORCES 

Sean de Burca, University College Dublin 
Teresa Brannick, University College Dublin 
Tony Meenaghan, University College Dublin 

Abstract 

This paper attempts to understand sport spectators as buyers of a 
product in traditional marketing terms. Research on spectators and 
their behaviour patterns has been neglected by marketers, but has been 
extensively researched by sociologists and psychologists. The fmdings 
in this paper are based on a survey of 493 spectators. Information was 
collected on their attendance record at games and their loyalty to the 
product. 

Introduction 

The development of marketing thought has been marked by an 
expanding domain within which the application of marketing 
principles is deemed appropriate. This broadening scope for 
marketing, which generated considerable contentious debate (Luck 
1969), moved from a very narrow view, which regarded marketing as 
properly applicable only to goods (Nystrom 1954 ), to the "goods and 
services" view which existed until the meta-marketing schism heralded 
by Kotler and Levy in 1969. The eventual acceptance of this position 
officially sanctioned the diffusion of marketing technology to 
exchange situations previously ignored by theoreticians. Such 
developments, however, merely served to recognise current practice 
"on the ground" in that practitioners outside the official domain of 
marketing had been utilising marketing technology, even if in a 
somewhat disjointed and sporadic fashion. This paper which examines 
the phenomenon of sports spectatorship draws its theoretical 
sustenance from meta-marketing, which licences research in the area 
of sports. 

A second major feature of the development of marketing has been the 
evolving schools of explanation central to which is the buyer 
behaviour school which seeks to provide explanations for the thoughts 
and actions of the consuming public. The buyer behaviour school of 
marketing questions "why" customers behave the way they do in the 
market place. Consumer products such as packaged goods and 
consumer durables have been overwhelmingly the focus of the "why" 
question. This emphasis had led to a somewhat narrow focus of the 
consumer. This paper attempts to look at the consumer in a broader 
context. Too often the consumer is considered in such narrow 
purchasing terms, in particular some professionals refer to their 
consumers as patients or clients. In the world of sport, consumers are 
likewise narrowly defmed as spectators and are often not considered as 
consumers, as understood in marketing terms. 

The Sports Market 

While the origins of the sports product are probably lost in time, it is 
evident that the consumption of this product has long generated a mass 
consuming public. Greek civilisation, regarded as "the cradle of 
enlightened sports spectatorship" (Zillman and Paulus 1993) gave us 
the oldest and most venerable sports/spectator institution, the Olympic 
Garnes, which continued from 776 BC to 393 AD. Greek reverence 
for artistic grace and participation were replaced by the Roman desire 

for "blood sports" and a "must win" orientation. The Coliseum, the 
centre piece of Roman sports spectatorship, accommodated more than 
40,000 sports spectators while Rome's largest racetrack drew crowds 
to chariot races of approximately 250,000 sports consumers (Harris 
1972). 

In more recent times large numbers of sports spectators were to be 
observed at soccer matches in the industrialised nations of Europe. In 
190 I some II 0,000 soccer fans attended the Cup Final between 
Tottenharn Hotspur and Sheffield United (Midwinter 1986). More 
recently the communications/transportation revolution has elevated the 
sports product to a global level, with the result that the sports product 
is more likely to be delivered to the consuming public via broadcasting 
developments. For example the 1986 World Cup in soccer was seen in 
166 different countries with a gross cumulative audience of 13 billion 
consumers (ISL Marketing 1988) while the 1992 Barcelona Olympics 
was seen by a cumulative audience of 1.26 billion viewers in Japan 
alone (Sports Marketing Surveys 1992). Worldwide the appeal of 
sports as a product is evidenced by the ever increasing percentage of 
total broadcast hours dedicated to sports programming. 

Sports As A .Product 

While the marketing discipline recognises the product in both 
functional and symbolic attributes, the sports product in terms of what 
it is that the sports consumers buys, is largely concerned with the 
symbolic aspects of purchase. To date research in the marketing 
tradition has paid scant attention to the business of sport and it is 
therefore necessary to go outside this tradition to provide the necessary 
contextual backdrop to this paper. 

Concepts developed in other disciplines, especially psychology and 
sociology are particularly useful to apply in sports marketing. These 
traditions have written about the symbolic aspects of sports and about 
the various emotional and social functions it serves in modern society 
(Dunning 1971; Elias 1971; Guttmann 1978; Sloan 1979). However, 
relatively little research focuses directly on spectators (sports fans) and 
that which does concentrates on manifestations of violence. 

The existing empirical research on spectators (sports fans) focuses on 
both emotional reactions and cognitive distortions. Cialdini, Borden, 
Thorne, Walker, Freeman, and Sloan (1976) studied the phenomenon 
of "basking in reflected glory", showing the differential use of "we" 
and "they" among fans. Sloan (1979) showed the effects of winning 
and losing on fans' moods and emotional reactions. Goldstein and 
Arms ( 1971) examined the effects of winning and losing on fans' 
hostility. Zillman et al. (1979) analysed fans' satisfaction and 
disappointment in reaction to specific plays in a game. Mann ( 1974) 
wrote "on being a sore loser" - how fans react to their team's failure by 
distorted judgements which serve to rationalise and reduce the 
bitterness of defeat. 

Various insights are provided by both the sociology and psychology 
disciplines into the purchasing of the sports product. Inevitably in 
such a complex area of buyer behaviour a variety of overlapping views 
of what it is the sports consumer buys are now presented. 
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Vicarious Combat 

Spectator sports represent a particular kind of "playful" experience, 
vicarious combat, which can satisfy the needs of the spectators 
(Spinrad 1981 ). The most obvious is that ~pectat~r sports ~low an 
immersion in vigorous physical contest m which one IS never 

personally hurt. The delight in physical destruction may be a 
dominant part of the appeal, as in automobile "demolition derby's", 
and personal armihilation may be an ever present danger, as in the case 
of auto racing. 

The spectators at most sports possess neither the desire for bloodletting 
of the gladiatorial enthusiast nor the fascination with death of the bull 
fighting audience. They want to see the opponent bested. This may 
involve some physical violence, but maiming for its own sake is not 
the typical objective. Home team fans will applaud when an injury to 
an opposing player turns out to be minor. 

These comments capture the uniqueness of spectating. Unlike what is 
typical of many other rivalries, one wants the opponent to be as 
capable as possible in order for victory to be meaningful. The 
spectator is indeed vicariously involved in a public drama, but one 
without a precise script and, thus, one with an element of genuine 
suspense. It is, in this sense, more akin to the real world than any 
prewritten drama. 

Product Involvement 

Although the contest is so vicarious, removed and peripheral, the fan is 
personally involved in many other ways. He participates through his 
identification with specific heroes and particular teams, his assumption 
of expertise in folklore and a multiplicity of statistics, his experiences 
in mock rational arguments and his efforts at mock administration 
(Spinrad 1981 ). 

Hero Identification 

Much of the popularity of spectator sports is obviously based on 
psychological gratification derived from identifying with sports heroes 
as well as with particular teams. One widespread interpretation 
emphasises the common objects of identification for many - the "super 
star" who is a folk hero, frequently extolling the person from a humble 
background who achieves widespread fame (Andreano 1965). 

This does not explain the heroes of the genuine "fan", whose personal 
heroes may not even be celebrities under any defmition. The fan's 
choice of heroes is actually quite personal, even idiosyncratic. The 
supposed basis is achievement, which, as a presumed expert the fan is 
supposed to know something about. Hero identification is specific 
rather than diffuse. It is, in most instances, completely situational. 
The hero is not a model for anything apart from the contest itself, and 
the vicarious empathy is usually limited to his supposed achievements. 

One generic basic of personal hero identification does exist; the ethnic 
factor. It can perhaps be considered a special manifestation of the 
humble background theme. The psychic gratification that comes from 
having a similar background to the great performer is very widespread. 
That professional athletics often offer one of the most available 
methods of upward social mobility for a relatively deprived group has 
been sufficiently noted. Boxing champion Joe Louis was probably the 
most important symbol for many young American Blacks in his day. 

A variation on the hero identification theme is that of "basking in the 
reflected glory" which proposes that spectators/fans affiliate 
themselves with particular performers/teams to satisfy motives of self­
presentation and image management. More specifically it is argued 
that persons in need of enhancing their public image may accomplish 
their goal by associating themselves with other successful persons, in 
this case, sports performers and teams (Cialdini et al 1976). 

Participation in Folklore 

The fan participates in a special sub-cultural folklore, which is media 
induced and reinforced by personal conversations. 

This includes an acute awareness of particular contests, particular 
players and teams, the organisation of the sports themselves 
throughout their histories and vast numbers of statistical details. 

A serious mistake about time factors is a mark of incompetence in 
fandom. An important feature of history is the list of legends, about a 
season, a game, a series of game or a particular moment. The contest 
itself contains its intrinsic lore - the rules, the rituals and the inside 
details. The fan participates, or feels he participates, in all of this. 

The Comprehensive Lore of Statistics 

Without the complex and varied set of statistics, a sport does not 
possess a sufficient hold for genuine fandom. The rest of the folklore 
is insufficient. The basis for conversation and argument is reduced. 
Media discussion is limited. Efforts at mock rational appraisals 
become more difficult. 

Statistics describe the individual game, the player, the team, the season 
and the long range trend. Furthermore, each statistic is more than an 
entity unto itself. It becomes part of the historical lore of players and 
teams and provides the legitimation of mock rational arguments. some 
statistics however, assume a transcendental aura because they become 
a "record", i.e. a mathematical expression for some all-time 
achievement. 

Mock Rational Argumentation 

Statistics supply the objective rational justifications for sentimental 
choices of players and teams. No matter who your favourite is you 
can fmd the appropriate statistics. 

Arguments include more than mere aff'mnations of faith or personal 
idiosyncrasy. They assume the character of rational dialogues, 
conducted with playful fervour but typically without any sense of 
genuine ego involvement in the outcome. Some rational justification 
is always available. If the statistics seem to bolster the other side's 
position one can always fmd some less measurable but seemingly 
rational argument. 

Playing at Mock Administration 

The fan participates in one other mock experience. He plays at being 
an administrator. He simulates running the team, tries to design the 
appropriate strategy of the game or moment, decides which players 
should be playing, who should be dropped or transferred for whom. A 
more elaborate form of mock administration is the selection of "all 
star" teams, permitting the realisation of the functions of both mock 
administration and mock rational argumentation. 

Spectator's Activities at Games 

March, Rosser and Harre, categorised significant roles in organised fan 
activity. These categories are helpful in understanding the fme 
balance between supporters and disorderly behaviour. The fan roles 

are categorised as the "aggro" leaders, the "hard" men, the "chant 
enthusiast", and the "comedian". 
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One feature of the above situation which is worth attention (Sports 
Council UK, 1978) is the virtual absence of adults, who might restrain 
the worst excesses of violence from the "Ends". Not only do the 
young now form a larger part of the crowd, they congregate in certain 
areas and enjoy a sense of their own control of those areas. 

It may never have been common for fathers to take their sons to 
football, but it is certainly rare today (and more likely in the stands 
than on the terraces). 

The only adults in the "Ends" are either the "hard men" who are 
looking for trouble, or the police whose presence may be regarded as 
provocation. 

Another obvious feature of the crowd, according to the Sports Council 
UK, is the relative absence of women on the terraces; an element 
whose presence elsewhere in working class company is usually a 
marked restraint on bad language. The girls who are in the fan group 
in the "Ends" tend to be immature and deviant, and swear as freely as 
the boys. Their presence is more likely to be an incitement to 
exhibitionism than a restraint. 

Speetator Research 

Spectatorship i.e. the attendance at particular sports events represents a 
key element in the on-going sports fan's relationship with the product. 
While the behaviour of the sports fan is driven by a complex interplay 
of soeio-psychological factors, the fact of attendance at particular 
games represents an opportunity to provide a tangible and public 
manifestation offan loyalty. 

Some of the most important agents in providing an initial experience 
of sport and spectating are amateur sport clubs. Such clubs have 
several advantages in sports promotion, being close to their actual and 
potential membership both physically and socially, for such reasons, 
clubs are often popular with sportsmen and women as an 
organisational focus of their activities (Boothby and Tungatt 1977). 

As expected research into the motivation for attendance at particular 
sports events is virtually non-existent in the marketing tradition. 
Soeiological research into the motivation for spectatorship has been 
undertaken at several levels of analysis, i.e. all sport, particular codes 
of sport and demand for attendance at the games of individual 
performers/teams (Hansen and Gauthier, 1989). 

The Research Study 

The current research study was concerned with identifying the motives 
for attendance at the All-Ireland semi-fmals games in Gaelic Football 
and Hurling in Ireland. At the level of the sports code Gaelic Games 
represent the dominant sport product in Ireland. These Games 
pervade all corners of the island of Ireland with 32 county teams 
involved in a Championship in both Hurling and Gaelic Football. 
Winning teams from each of four provinces meet in an All-Ireland 
semi-final to decide eventual fmalists. 

In order to examine the motives for attendance at the semi-stage 
games a prepared questionnaire based on issues generated in informal 
research, was administered at each provincial fmal, with a 
questionnaire allocated to Provincial match attendees. The total 
number of returned questionnaires was 493, giving a response rate of 
27%. 

Findings 

Profile of Respondents 

The majority of respondents are male, aged between 35-50 and are 
married. Membership of the GAA is high and a large number of 
respondents are past or present players of GAA games. 

EXHIBIT I 
PROFILE OF RESPONDENTS 

Sex Male Female 
86% 13% 

Age U21 21-35 36-50 51+ 
8% 31% 41% 17% 

Marital Status Single Married 
32% 66% 

Membership of GAA Yes No 
70% 28% 

Past/Present Player Yes No 
86% 13% 

The overall high level of attendance is shown in Exhibit 2. 

EXHIBITl 
LEVEL OF ATTENDANCE 

Attendance 
At Croke Park 98% 
(National Stadium) 

At Semi-fmal in last 5 95% 
years 

With whom most Family 49% 
often attended 

Friends 43% 

Accompanied by 50% 
children in last 5 years 

Average number of Football 3.2 
Semi-fmals in last 5 
years 

Hurling 1.7 

Spectators as Consumer Groups 

While it is possible to examine the motivating structure of the 
individual spectator it was decided to examine the motivating forces of 
spectators as buyers by looking at spectators as groups, i.e. groups of 
consumers. The research analysis constructed three groups of 
consumers. This was achieved by clustering a number of loyalty 
variables together and then categorising the spectators into groups 
based on their responses to these loyalty variables. The loyalty 
variables are shown in Exhibit 3. 
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Loyalty 
Variables 

I. 
2. 
3. 
4. 
516 

EXHIBIT3 
CONSUMER GROUPS 

Membership of GAA Club 
Past/Present Player 
Ever attended Croke Park 
Ever attended Semi-fmal 
Number of inter-county games 
attended in football and hurlinl!. 

A profile of the Consumer groups is shown in Exhibit 4 

EXHIBIT4 
CONSUMER GROUPS DEGREE OF LOYALTY BY GENDER 

Consumer Total Gender 
Loyalty 

o/o Mo/o F% 
Low 29.1 23.2 68.4 
Medium 28.7 29.0 26.3 
High 42.4 47.8 5.3 

Just over 42% of the spectators are consumers with high product 
loyalty and this is predominately a male characteristic. The age of the 
consumers is not related to their degree of loyalty. 

Motivating factors for Attendance and Non Attendance 

The main conclusions are as follows. The "game itselr' and "County 
Team Support" are the prime motivating factors for attendance and the 
"County team not playing" is the major motivating force for non 
attendance. 

EXHIBITS 
REASONS FOR ATTENDANCE BY CONSUMER WYALTY 

Percentage* 
Loyalty 

Reason Total Low Medium High 

Game itself 89.0 82.6 89.8 91.7** 
County 79.4 82.1 78.2 78.6 
team 
support 
Entertain- 31.1 28.4 35.2 30.1 
ment 
A~out 13.7 20.5 11.5 10.8 

Percentage of respondents who ranked item I st or 2nd 
** Significant at the I Oo/o level 

The relative importance of the various reasons for attendance at games 
is very similar for both the medium and high loyalty groups, with the 
"game itselr' being, by far, the most important motivating force. 
Despite the evident similarities across the three groups, respondents in 
the low loyalty group are twice as likely to consider "a day out" as an 
important reason for attendance. 

EXHIBIT6 
REASONS FOR NON ATTENDANCE BY CONSUMER 

LOYALTY 

Percentage• 
Loyalty 

Reason Total Low Medium H.!8!!_ 
County team 48.6 62.3 51.4 33.9** 
not playing 
Holidays 34.5 34.0 43.2 29.3 
coincidence 
Working 31.2 21.6 21.6 47.2** 
Too costly 28.9 29.4 29.7 27.8 
Live TV 28.4 26.0 32.4 27.8 
coverage 
Predictability 16.3 10.0 10.8 2'.9** 
of result 
Lack of interest 12.5 19.6 8.1 8.9 
Poor facilities 5.8 4.0 8.1 5.8 

•• 
Percentage of respondents who ranked item I st or 2nd 
Significant at the 5% level (chi square statistic) 

The most important reason for non attendance at games is "County 
team not playing" and the least significant is "poor facilities". The 
analysis of reasons for non attendance by degree of product loyalty. 
show great similarity and some diversity . Consumers with low and 
medium degrees of brand loyalty are more likely not to attend because 
"their team was not playing" and "holiday coincidence". Consumers 
exhibiting high levels of loyalty are more likely not to attend a semi­
fmal game because "they were working" and the "predictability of 
result". 

The consumer groups with different degrees of loyalty are 
significantly different in their attendance at other sports codes such as 
soccer and rugby internationals. 

Games 

Soccer 

Rugby 

EXHIBIT7 
ATTENDANCE AT SOCCER AND RUGBY 

INTERNATIONALS BY CONSUMER LOYALTY 

Total Percentage Yes 
LQ}'IIltY 

Low Medium His!!. 
44.7 39.1 47.2 47.0 

44.0 40.9 40.0 48.9 

Consumers with low product loyalty are less likely to attend soccer 
internationals and consumers with high product loyalty are more likely 
to attend rugby internationals. In summary, consumers with high 
levels of loyalty to the GAA are also very likely to have a high degree 
of interest in spectator sports in general. 

EXHIBITS 
RESPONDENTS COMPANY WHEN ATTENDING GAMES BY 

DEGREE OF LOYALTY 

Companions % 
Loyalty 

Total Low Medium High 
Family 49.0 53.3 53.6 43.5 
Friends 43.2 39.0 36.8 50.0 
Aldne 7.7 7.7 9.6 6.5 
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Exhibit 8 shows that consumers with high levels of product loyalty are 
more likely to attend games with their friends whereas consumers with 
low and medium levels of loyalty are more likely to attend games with 

their family. 

Conclusions 

Sports as a product represents a much neglected area of marketing 
inquiry, with explanation for the behaviour of sports fans being of 
necessity imported from outside the marketing tradition. Spectatorship 
represents a key manifestation of sports fan behaviour with a complex 
interplay of motives being responsible for actual behaviour. This 
paper has sought to highlight the importance of the sports market as a 
consumption phenomenon, and the dearth of marketing attention to the 
phenomena occurring therein. More particularly it contains the results 
of a large scale consumer survey of spectators and their motivation for 

attendance at particular games. 

The findings from this research shows that spectators are a diverse 
group of consumers in relation to their level of loyalty to the GAA 
product. Overall the evidence shows that depending on their level of 
loyalty the motivating forces differed, in relation to consumers their 
reasons for attendance and non-attendance, their choice of company at 
games and involvement in sport spectatorship in general. 
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REGIONAL ECONOMIC DEVELOPMENT: THE S1RUCTURE OF THE PUBLIC AND 
PRIVATE CONTRIBUTIONS 

James Beckman, California State University, San Bernardino 

As McKee established in his article on Area Economic Development 
(1989), the marketing of geographic areas to industry is in the domain 
of macromarketing, in that such marketing involves marketing sys­
tems, and the interaction of such marketing systems with society. In 
stating this he follows Hunt (1983). Accordingly, we approach this 
su~ect as one akin to business-to-business service marketing, and not 
economics or planning or geography of a regional persuasion. 

In her article upon State Economic Development Programs (1987), 
Goeke observes that such programs tend to be dominated by political 
considerations, and not the private sector behavior which we associate 
with the building and implementation of a marketing plan. Nason, 
Dholakia and McLeavey (1987) speak to the need for studies of Reg­
ional Development Agencies, to compare their politics, marketing 
skills and effectiveness. This research project offers such a study. 

San Bernardino and Riverside Counties, with a combined population 
of about 2.3 million, lie just east of the coastal California counties of 
Los Angeles and Orange, with their estimated total population of 12 
million. The former political subdivisions in many ways serve as 
"feeders" to the latter, in providing bedroom communities, logistical 
support, and recreation. As Los Angeles and Orange Counties suf­
fered defense-related job losses at the conclusion of the Cold War, so 
also did the two inland counties~y and otherwise. Directly, both 
employees and suppliers were squeezed. Indirectly, subsequent ex­
penditures to others were greatly diminished. 

In January of 1993 two public-private partnerships, one for each of the 
inland counties, joined forces as the Inland Empire Economic Partner­
ship. Both inland counties, a number of their included cities, many lo­
cal Chambers of Commerce, and nearly 100 businesses are members. 
The presentation will provide latest information and observations upon 
the performance of the lEEP. It appears likely, however, that the fol­
lowing will hold, in comparison with other Regional Development 
Agencies in California: JOINT PUBLIC/PRIVATE ROC's DO MAKE 
MARKETING SENSE. They draw upon the strengths of each entity. 

The private sector must be resul~ented, meaning in this context 
that jobs must be created by bringing in new business. The public sec­
tor too often relies upon words, in part because it fears the reaction of 
voting and vote-financing blocks when concrete action is taken. How­
ever, the private sector needs the public-both the elected and admin­
istrative-for supportive action, as well as public relations. A melding 
of the two sectors can work, as will be detailed. For instance, we will 
note that full-time private employment within such ROC's provides the 
private-sector "oomph", when under the watchful eyes of a Board of 
Directors containing important local political and business figures. 

The concept of "competive advantage" (Porter 1990) has drawn much 
interest in the social and business sciences. While Porter speaks of 
nations, the concept appears applicable in a regional setting. First, 
regions are now competing against one another for business and em­
ployment. Second, Porter allows for literally any human or material 
element to provide an advantage (or, implicitly, a disadvantage). He 
notes that "Differences in national economic structures, values, cul­
tures, institutions, and histories contribute profoundly to competitive 
success" (p. 19). Elsewhere he includes geography, climate, and e~ 
orations upon the traditional economic factors of land-labor-capital, 
among other considerations. 

With this mind-set, we will note what comparative advantages in our 
estimation are possessed by the counties of San Bernardino and 
Riverside. Foremost must be plentiful amounts of inexpensive land 
lN CLOSE PROXIMITY to Los Angeles and Orange Counties. This 
land provides for the housing tracts, shopping centers, distribution 
sites, truck parks, and the recreational mountains and deserts. In time 

it may generate back-office support facilities. It already has provided 
for low-tech fabrication, e.g., container manufacturing and bottling. 

A second comparative advantage for firms which wish to locate or re­
locate in the greater Los Angeles' area, is the plentiful labor supply of 
the two inland counties. In saying this, we assume employer-accept­
able skills, attitudes and ~pensation rates. 

For the United States, interregional contests for additional employment 
always include consideration of land and labor costs, where for each 
traditional factor the following are implicitly and/or explicitly exam­
ined: attributes/characteristics, quantity, quality, compensation. We 
will review a number of these in the delivered paper. 

The closure of the George and Norton Airbases in San Bernardino 
County offers further opportunities in this close proximity/cheap Iandi 
plentiful labor situation. The public and business leadership around 
each desire business parks, chiefly for service providers and 
low-tech fabricators. George-out in the High Desert--seems best cut 
out for a Federal prison, while Norton-within the boundaries of the 
county seat, the City of San Bernardino-seeks firms who depend upon 
a runway and control tower. More will be known by Ju}y. 

The other "competitive advantage" available to these counties, and 
their IEEP, is one available to ALL competing regions: neighborly 
cooperative action. For the sake ofbrevity, we will term it "NCA". 
The introduction of NCA into Regional Development Agencies seems 
to explain in part why Riverside County was more successsful than San 
Bernardino in attracting new business. NCA seems highly rele-
vant in explaining why the New Mexican city of Rio Grande has just 
attracted a $I billion investment from the very high-tech Intel Corp. 
It is useful in examining the regional economic growth of the Rocky 
Mountain States of Utah, Colorado, Idaho, Montana and Wyoming. 
NCA also is appropriate in noting the failure of the State of California, 
and local jurisdictions such as the City and County of Los Angeles, in 
mitigating massive business-flight andjotHoss. As indicated earlier, 
the response of political organizations-as opposed to public-private 
partnerships, operated as private businesses-seems normally to fail. 

Thusfar we have examined the benefits of a public/private structure for 
a Regional Development Agency. Ullder the rubric of competitive ad­
vantage we have spoken otiocauon, land, labor and NCA--neighborly 
cooperative action. Haider (1992) in an article which summarizes 
much of what is contained in the forthcoming PLACE WARS, co­
authored with Philip Kotler, addresses matters of image and what I 
would term "value-adding". These issues will be addressed also. 
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AUSTRIA AND SOME EXPLORATORY CROSS­

NATIONAL COMPARISONS 
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Abstract 

The paper gives empirical evidence that a 
widely used scale of consumer sentiment 
toward marketing could be transfered in 
another national context without losing 
its reliability and validity. Based on re­
actance theory first exploratory cross-na­
tional comparisons are made between the 
USA and Austria as well as Hong Kong and 
Australia. 

Conceptual Framework and Goals 

The measurement of general consumer atti­
tudes and sentiment has been of interest 
to academic and commercial researchers for 
many years. Gaski & Etzel (1986) developed 
and validated an index of general consumer 
sentiment toward marketing practice in the 
USA. The intention of their study was to 
provide a measurement instrument which 
'permits monitoring of the basic public 
perception of and satisfaction with the 
marketing establishment in a country. 

From an international marketing perspec­
tive, the instrument seems also suitable 
for the measurement of consumer sentiment 
towards marketing in different countries. 
Information of such type could be used to 
assess the marketing environment in cer­
tain markets abroad, and thus be used in 
international marketing decision making 
like country selection, marketing budget­
ing and advertising planning. 

The cross-national application of the con­
sumer sentiment toward marketing could 
also contribute to theory development and 
testing in comparative marketing. For in­
stance, a reactance-theory-approach could 
be used to analyze cross-national differ­
ences in the consumer sentiment. The re­
actance theory is based on the principle 
that if a person perceives a threat of 
limitation to his/her freedom, he/she 
shows a motivation, so-called reactance, 
which leads to the person railing against 
the barrier (Brehm 1966). Using this fra­
mework, it could be hypothesized that 
markets with a more competitive environ­
ment and therefore higher marketing inten­
sity lead to negative consumer sentiments 
toward marketing compared to markets with 
less marketing intensity. 

The goal of this paper is twofold: 

1) The Gaski & Etzel-Index should be used 
in the Austrian context to find out wheth-

er it is transferable and meaningful in 
another marketing environment that shows 
a typical low marketing intensity situa­
tion. 

2) Following the reactance-theory-ap­
proach, the Austrian findings should be 
compared in an exploratory way with data 
from the USA (Gaski & Etzel 1986), Hong 
Kong (Wee & Chan 1989) and Australia 
(Chan, Yau & Chan 1990). 

Methodology 

The original questionnaire of Gaski & 
Etzel ( 1986) was translated into German 
using a parallel forward/backward trans­
lation procedure. This helped to provide 
an instrument that ensured identical mean­
ing but was nonetheless contextually ap­
propriate to the Austrian environment 
(functional and conceptual equivalence). 

In order to control for sample effects the 
instrument was administered in two waves 
in 1988 and 1990. Both times a ques­
tionnaire drop-in technique was used. Re­
search assistants distributed question­
naires to people in their circles of ac­
quaintance, and collected them, once they 
had been completed. Quotas were used to 
ensure that the samples related to the to­
tal population in terms of age, sex and 
level of education. The sample of the 
first wave contained 323 persons (response 
rate 81%) and the second 280 persons (re­
sponse rate 88%). The size of the samples 
are large enough and the composition cor­
responds to the structure of the popula­
tion so that it is possible to draw relia­
ble conclusions for the Austrian popu­
lation. 

The following measures were taken to 
establish cross-national comparability 
(Douglas & Craig 1984): 

- test of the viability of the construct 
- use of a sophisticated translation 

procedure 
- refined sampling procedure to avoid 

sampling effects 
- coordinated seasonal timing in relation 

to US study. 

The subscales of the instrument were puri­
fied according to the item-to-total cor­
relation as in the Gaski & Etzel paper 
(1986). This procedure guarantees for 
higher cross-national comparability. 
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Findings 

In a first step, the measurement instru­
ment was revalidated in both samples in 
the Austrian context. Reliability was 
determined by internal consistency as well 
as test-retest reliability. To assess the 
validity of the Index of Consumer Senti­
ment toward Marketing criterion validity, 
confirmatory factor analysis and known­
group comparisons were used. The measure­
ment quality of the Austrian version of 
the index turned out to be on the same 
high level as in the original study (Gaski 
& Etzel 1986). 

As no opposite indication was identified, 
it can be assumed that the cross-national 
comparison with the Austrian data is per­
mitted. Therefore, we compared our find­
ings to results in the USA (Gaski & Etzel 
1986), Hong Kong (Wee & Chan 1989) and 
Australia (Chan, Yau & Chan 1990). Using 
the reactance theory framework, the coun­
tries under investigation were ranked 
according to the marketing intensity, us­
ing per capita advertising expenditures 
and per capita expenditures for market re­
search as indicators. 

The exploratory cross-national comparison 
showed the following main findings: 

1. There is a strong negative correlation 
between the Index of Consumer Sentiment 
towards Marketing and the marketing inten­
sity in the markets under investigation. 
This result supports the underlying react­
ance-theory based assumption that higher 
marketing pressure leads to less positive 
sentiment towards marketing. 

2. In contradiction to the basic hypo­
thesis there is a strong positive corre­
lation between the national consumer sen­
timent towards advertising and the nation­
al marketing intensity, i.e. people hold 
a more positive attitude toward advertis­
ing as a part of marketing in countries 
with higher per capita advertising expend­
itures. Obviously, the scores in the ad­
vertising subscale are influenced by other 
ideosyncratic national factors. 

Conclusions 

It was demonstrated that the Index of 
Consumer Sentiment toward Marketing (Gaski 
& Etzel 1986) is a measurement instrument 
which could be transfered into another na­
tional context with very different market­
ing environment without losing its relia­
bility and validity. This guarantees a 
sound basis for drawing cross-national 
comparisons. 

There are two main implications for 
marketing practitioners: 

1. The index provides additional informa­
tion for international and export market­
ing decisions, especially for market se­
lection. 

2. The index offers descriptive feedback 
on public perceptions of marketing and the 
differences of these perceptions among the 
marketing instruments. Thus it might be 
used as a monitoring device on an inter­
national scale. 

From a theoretical, macromarketing per­
spective it is viable that the construct 
of consumer sentiment toward marketing 
could be used for theory developement. our 
exploratory cross-national findings indi­
cate that reactance theory might be a use­
ful framework to explain the effects of 
marketing practices on society across 
countries. 
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REDUCING QUESTIONNAIRE lENGTH BY INCIDENCE SAMPLING: 
BALANCED INCOMPLETE BLOCK DESIGNS VERSUS 
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Abstract 

The length of a questionnaire is sometimes a major 
source of concern for marketing researchers because 
long questionnaires may affect the rate of response to 
a survey, prevent the researchers from using a quicker 
or less costly interview method such as a telephone 
interview, and generate noisy data due to respondent 
fatigue and boredom. Incidence sampling, that is, 
sampling of the questions as well as the respondents, 
has been suggested as a way of dealing with these 
potential problems. The researcher simply partitions 
the original questionnaire by selecting samples of a set 
of questions and then administers each partition to a 
sample of respondents. 

Various incidence sampling plans are possible for the 
selection of the questions depending on the number of 
partitions of the questionnaire, number of questions per 
partition, and whether the sampling plan is with 
replacement. Balanced incomplete block (BIB) designs 
have been suggested in the literature as a . sampling 
plan because these designs ensure that each pair of 
questions is sampled an equal number of times, and 
therefore, the covariance of every pair of questions 
(variables) can be estimated. Potentially, all plans of 
sampling from a finite population with replacement can 
be considered as long as the plan selects each pair of 
questions a sufficient number of times to permit the 
estimation of the related covariances. 

Despite the theoretical appeal of the BIB designs, there 
are reasons to consider random sampling of questions 
as a rival sampling plan. Given v questions k of which 
can be included in a partition, an important 
disadvantage of incomplete block designs is that 
sampling plans are possible only for certain 
combinations of k and v because of combinatorial 

constraints. However, the random incidence sampling 
plans are very flexible in this regard. For example, in a 
computer assisted telephone interview, various 
combinations of v and k are possible. 

This study proposes the EM algorithm as an estimation 
method for some practically relevant incidence 
sampling problems, and compares, by simulation, the 
effects of random sampling of questions versus 
sampling plans based on balanced incomplete block 
designs. 

The Monte Carlo experiment to be reported involves 
a (2x3x2x3x4x2) full factorial design with six 
experimental factors and five replications per cell. The 
first three factors and their levels are the sampling plan 
for question selection (BIB versus random sampling), 
the number of questions per partition, k, (10, 6, 4), and 
(k/v), the relative length of each partition (0.50, 0.55, 
0.60-0.67). The fourth experimental factor which will 
manipulate the strength of the covariance structure has 
three levels: multiple factors, two factors, and no factor 
pattern. The last two factors of the simulation 
manipulates the absolute and relative sample sizes of 
incidence and respondent sampling. The sample size 
for the traditional respondent sampling will be either 
120 or 240 to examine the small sample behaviour of 
the estimators. The last factor regarding the relative 
size of the incidence sample is included in the 
experiment to examine how the estimators are affected 
as the sample size for the incidence sample is reduced 
in comparison to the respondent sample. 

The dependent variable of the experiment is based on 
the root mean square deviation of the estimates form 
the corresponding, known population parameters. 
Analysis of variance (ANOV A) results of the 
accumulated statistics will be discussed. 
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NEGOTIATION STYLES AMONG AMERICAN PURCHASING MANAGERS: 
AN EMPIRICAL STUDY 

Abdalla F. Hayajneh, Grambling State University 
Sammy G. Amin, Frostburg State University 

Abstract 

This study explored the negotiation styles among American 
purchasing managers to determine the most dominant one. 
Further, the study examined relationships between 
purchasing manager's negotiation styles and selected 
personal and organizational characteristics that affect 
negotiation process. The results of study revealed that the 
collaborative style is the most dominant one. It was also 
found that there are significant relationships between 
purchasing managers' negotiation styles and certain 
personal and organizational characteristics. 

Introduction 

In the context of a business relationship, negotiation is the 
process of reviewing, planning, and analyzing used by two 
parties to reach acceptable agreements or compromises 
(Rubin and Carter, 1990). An example of the most 
common style of negotiation experienced by purchasing 
personnel is the contract negotiation. Requirements of 
contract negotiation are the art of reaching at a common 
understanding through bargaining on the essentials of a 
contract, such as delivery, specifications, prices, terms, and 
so on (Bloom, 1966). Apparently, such negotiation is an 
important component of the purchasing function. In this 
type of contract negotiation, traditional wisdom has 
recommended that the buyer and supplier assume the 
posture of adversaries, or quasi-adversaries, when dealing 
with the exchange of sensitive or confidential information, 
such as cost data. Like all adversarial relationships, such 
a posture mandates secrecy. Such thinking permeated the 

· negotiation process of the 1970's. Negotiations was 
performed on a win-lose basis and was viewed by both 
parties as a battleground. (Rubin and Carter, 1990) 

In recent years, relationships between businesses have 
been changing from a traditional adversial relationships to 
more cooperative ones (Adkins and Diller, 1983); Beck and 
Long, 1985; Dwyer, Schurr and Oh, 1987). This new 
stance is viewed by some as that of partnership. In this 
stance, two firms position themselves as partners. The 
growing competitive pressure placed on the American 
domestic manufacturers by foreign competitors (e.g. the 
Japanese) has led to much of the impetus for this evolution 
(Bartholomew, 1984). Buyers have realized that apart from 
a joint interest in averting losses is an optional possibility 
of mutual benefit (Fisher and Ury, 1981). The picture of 
being losers and winners, for the sellers and the buyers has 
been modified. A mutual definition of a situation can serve 
as a rationale for a buyer and supplier to modify their 
positions, and eventually to accept an agreement that 
maximizes joint benefit, rather than maximizing either 
party's individual benefit (Lewicki and Litterer, 1985). 

Such change in buyers-sellers relationships has been in the 
works for several years. As early as 1983, Dun's Business 
Month recognized that a quiet or silent revolution in the 
aforementioned relationships was taking place in the 
American industry (Adkins and Diller, 1983). Across a 
broad spectrum, buying firms, companies, or corporations, 
seem to be discarding their traditional adversarial 
negotiations with their selling counterparts in favor of 
relationships built on mutual benefits (Flanagan, 1986). 

The question as to . which viewpoint of industrial market 
negotiation is valid is important to industrial salesforce 
managers for a number of reasons. The cost of industrial 
sales coverage is high and getting higher. Working with a 
buyer who is collaborative is a very different task than 
dealing with a trade partner who can be expected to be 
exploitive. The two negotiation settings require different 
approaches to the selection, training, and compensation of 
salespersons (Dion and Banting, 1988). 

Due to the increase in cooperative types of buyer-seller 
relationships, the collaborative negotiation style is expected 
to be the predominant one among purchasing mangers 
today. 

Background 

Partnership 

Most reported buyers-sellers relationships can be 
characterized in one of two ways. One way is that 
concessions are being made by sellers to accommodate 
buyer's needs, especially with regard to the scheduling of 
delivery. Another way is that the assistance provided by 
the purchasers to the sellers for the purpose of improving 
quality, cost, or speed of delivery of the goods or, services 
in question. In such situations, the bulk of cost reductions 
attributable to the partnership arrangement ultimately pass 
through to the buyers. In some cases, the sellers benefit by 
applying the same changes to transactions with other 
buyers. In other cases, the major benefits to the sellers are 
simply the retention of the customers' business (Reich, 
1987). 

The traditional buyer-seller relationships have been 
characterized by short-term contracts (Spekman, 1988). 
Firms are shifting now form traditional competitive style to 
a collaborative one. The new trend has been viewed as a 
broadening of the buyer-seller relationships which have 
been termed by Dwyer, Schurr, and Oh (1987) as 
partnering. 

The partnership concept rests on the notion that 
performance can be significantly improved through joint, 
mutually dependent action. Hays and Maidique (1984) 
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conducted a study using the value-added partnerships as a 
competitive strategy by Italian finns. Results of these 
author's study showed how these finns achieved superior 
performance by working closely together to manage the 
flow of goods and services along the entire value chain of 
an industry. Similarly, the concept of building partnerships 
between buyers and sellers is an effective strategy in 
manufacturing finns. 

Other researchers noted a distinction between a 
transactional style of relationship and a partnership style of 
relationship. The former is an arm's length relationship in 
which the rules of the game are well specified and the 
failure on commitments by either party can be resolved 
through litigation. In contrast, the requirements of a 
partner-style relationship include: risk taking, the need to 
view the relationship as a series of exchanges without a 
definite . endpoint, and the need to establish a range of 
mechanisms to control and execute the operations of the 
partnership (Reich, 1987). Based on this research efforts, 
Henderson (1990) developed a model to explore two 
dimensions of partnership-style relationships. They are 
partnership in context and into action. Partnership in 
context is the degree to which the partners believe that the 
partnership will be sustained. This dimension looks at the 
key factors that establish the purchasing managers' belief 
in the longevity, stability, and interdependence of the 
relationship. This dimension also includes mutual benefits, 
commitment, and predisposition. Partnership in action is 
the degree to which the ability of partners to influence 
policies and decisions that affect the operational 
performance of the relationship. This dimension looks at 
the key factors that create the day-to-day working 
relationships. This dimension also includes shared 
knowledge, distinctive competency, resources, and 
organizational linkage. This research model could also be 
used in building partnerships between buyers and sellers. 

Spekman (1988) demonstrated that it has been obvious to 
many manufacturers that their ability to become world class 
competition is based to a great degree on their ability to 
establish high levels of trust and cooperation with their 
suppliers. Setting up Collaborative relationships with a 
select number of suppliers is not without risk. But those 
who subscribe to the partnership approach to vendor 
management argue that the gains far exceed the potential 
risks. Those who advocate a partnership approach to 
purchasing warn that companies must select partners wisely 
and encourage trust and commitment. Blind trust with an 
arbitrary subset of existing suppliers is not the answer. 
The buyer must believe in the process and educate his or 
her suppliers about the mutual benefits of closer ties. 

Negotiation Styles 

There is a wide consensus that negotiation is an important 
part of industrial buyer-seller relationships. Most salesforce 
management texts deal with buyer-seller negotiation. 
Mitchell and Dickinson (1986) attested to the substantial 
role of negotiation in both domestic industrial and 
international markets. Chonko (1982) demonstrated that 
bargaining ability is an important constituent of purchasing 

performance. What is not clear is what kind of negotiation 
the industrial salesperson can expect to engage in with the 
buyer. 

Some researchers indicated that buyer-seller interactions or 
negotiations can be modeled along two major dimensions: 
distributive and integrative interactions (Anglemar and 
Stem, 1978; Clopton, 1984). Distributive interactions are 
characterized by competitive behavior directed toward self­
gain at the expense of the other party (Walton and 
McKerise, 1965). Distributive behavior is less conductive 
to agreement and more likely to cause conflict. Integrative 
interactions are characterized by cooperative behavior 
directed toward finding ways to satisfy the objectives of 
both the buyer and the seller in a bargaining situation 
(Pruitt, 1981). Integrative behavior has special relevance 
to buyer behavior because integrative behavior represents 
a form of cooperation that is more likely to result in goal 
achievement by both buyers and sellers, and hence, in more 
enduring buyer-seller relationships (Schurr and Ozanne, 
1985). Other researchers described two similar alternative 
viewpoints. One view is that buyer-seller negotiation is a 
competitive division of a pie of fixed size. Other terms for 
this viewpoint are distributive, or zero-sum bargaining. 
Colpton (1986) suggested that the obligations of buyers and 
sellers to their respective organizations foster an 
intransigence which discourages integrative bargaining. 
Chonko (1982) investigated Machiavellianism as a 
personality characteristic of purchasing managers. He 
found that highly Machiavellian people demonstrated higher 
purchasing performance. Since purchasing managers' 
performance depends to some extent on the ability and 
willingness to bargam, it seems reasonable to expect that 
purchasing managers may possess some Machiavellian 
tendencies. Christie and Geis (1979) who were the major 
contributors to what is known about Machiavellianism trait, 
describe highly Machiavellian people as being opportunistic 
manipulative, resistant to persuasion, and able to profit by 
avoiding effective involvement with others in social 
situations (such as negotiation). Implicit in this reasoning 
is the adoption of a competitive model of industrial market 
negotiation. 

A second point of view is the integrative or, win-win 
model in which the size of the pie is increased as an 
outcome of the bargaining process. Arndt (1979) noted the 
tendency of organizational exchange to be citcumscribed by 
long-term associations, contractual relations, and joint 
ownership. Dubbing these phenomena "domesticated 
markets, • he argued that within such ongoing relations 
transactions are planned and administered instead of being 
conducted on an ad hoc basis. He emphasized the 
prominence of exchange relationships in industrial and 
institutional markets, but the notion of relationship 
management may also apply to consumer markets. Thus, 
both business marketing and consumer marketing benefit 
form attention to conditions that foster relational bonds 
leading to reliable repeat business. 
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Schurr and Ozane (1985) examined the influences of trust 
and tough/soft stances on the buyer-seller bargaining styles. 
The results of this study indicated that buyers' high trust in 
sellers was associated with the integrative negotiation style. 
Low trust was associated with the distributive or 
competitive negotiation style. It was also found that buyer­
seller tough bargaining styles have led to fewer agreements, 
lengthier negotiations, and deadlock. Such tough 
bargaining styles also created problems when parties failed 
to discover terms of agreements, believing that no 
agreements would be a desirable outcome. However, 
buyer-seller bargaining styles involved some unilateral 
concessions. This has been viewed a broadening of the 
relationships between buyers and sellers, or as some termed 
it as collaboration. Perdue, Day, and Michaels (1986) used 
Thomas' (1976) typology of negotiation style. Thomas 
identified five styles of negotiation behavior: collaborative, 
competitive, sharing, avoidant, and accommodative style 
predominated among purchasing managers. They found 
Collaborative, Competitive, and Sharing are the only 
prevalent negotiation styles among purchasing managers. 

Prompted by Arndt's (1979) and Manceil's (1980) contrasts 
of discrete and relation exchange, Dwyer, Schurr, and Oh 
(1987) developed a framework for developing buyer-seller 
relationships. They shed the lights on a process of ever­
expanding interdependency between buyer and seller. Each 
party's gratifications from the other's role performance and 
increasing reliance on role expectations secure the parties 
in a web of interdependencies. Their conclusion was that 
in ongoing buyer-seller relationships, there is a need for 
cooperative, collaborative negotiations. 

Spekman (1988) revealed that competition from offshore 
producers, technological innovations, and shortened product 
life cycles have changed buyer-seller relationships. 
Traditional relationships no longer suffice; closer and more 
collaborative approaches are needed. Standard criteria of 
quality, price, and delivery are necessary, but not sufficient 
conditions for consideration. The author added that the 
traditional buyer-seller relationships involve several 
activities, including a large number of suppliers who are 
played off against one another, the allocation of purchasing 
among these suppliers, and the arm's length posture with 
only "short-term contracts." In ongoing buyer-seller 
relationships, understanding "long-term contracts" is 
required. This cannot be achieved now by traditional 
relationships (competitive), but by collaborative 
approaches. 

Dion and Banting (1988) examined the industrial supplier­
buyer negotiations. Their results reported a strong support 
to the collaborative view of buyer-seller negotiations. 
Purchasing agents were shown to be neither exploitive not 
intransigent by the findings that buyer Machiavellianism 
was negatively related to successful purchasing 
performance. The collaborative emphasis in overall 
performance is demonstrated by the fact that trade 
dimensions such as long-term relationships and an 
awareness of the needs of vendors' organization were found 
to favor openness and honesty when dealing with vendors. 

A recent study by Rubin and Carter (1990) indicated that 
the negotiation process between supplier and customer in 
the United States is gradually changing from adversarial to 
cooperative. The potential benefits of collaborative 
negotiation typically have been developed only in highly 
specialized or unique operating situations. 

Purpose Of This Study 

The purpose of this study was to determine the most 
dominant negotiation style (collaborative, competitive, 
sharing, avoidant, and accommodative negotiation styles) 
among American purchasing managers today. Further, the 
study examined the relationships between purchasing 
managers' negotiation styles and certain personal and 
organizational characteristics. 

It seems worthwhile to determine the most determinant 
negotiation style among purchasing managers in the United 
States. Such determination could decide the kind of 
relationship between buyers and sellers. This relationship 
could be traditional or parenting one. It also seems 
worthwhile to investigate differences in organizational and 
personal characteristics that affect negotiation styles of the 
purchasing managers. 

Based on the stated purpose and the review of literature, 
the following research objectives were formulated. 

Objectlye Number One; to determine the collaborative 
negotiation style which will be the most dominant among 
American purchasing managers. 

Objective Number Two; to determine the competitive 
negotiation style which will be the second dominant among 
American purchasing managers. 

Objective Number Three; To determine if relationships 
between purchasing managers' negotiation styles and 
certain personal characteristics. 

Objective Number Four; To determine if there are 
relationships between purchasing managers' negotiation 
styles and certain organizational characteristics. 

Research Method and Design 

Sample And Data Collection 

The research sample consisted of 1000 purchasing 
managers, employed in manufacturing firms, randomly 
selected from throughout the United States. There were 
426 usable questionnaires, utilized in the final analysis, 
which represent a respondents rate of 44.6%. These 
managers were mailed a self administered survey package 
consisted of a cover letter requesting their participation and 
coof>eration, the questionnaire, and the stamped pre­
addressed envelope. 
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The first part of the questionnaire asked respondents to 
recail their past negotiations with sales representatives and 
to indicate their level of agreement with each statement in 
the inventory of the questionnaire. A seven point Likert 
type scale, with end points labeled "strongly agree" and 
"strongly disagree" was used for each statement in the 
questionnaire. The second part of the questionnaire asked 
for certain personal and organizational information. The 
personal information included the purchasing manager's 
certification, (if he/she is certified), education, experience, 
age, gender, marital status, and 1991 income. 
Organizational information included organization age, size, 
1991 total sales, and growth in 1991 total sales. 

Measurement Of Variables 

Negotiation styles were measured by a twenty-eight item 
inventory developed by Rahim(1983). This instrument was 
used before to survey purchasing managers. Questionnaire 
items in this survey instrument are valid are reliable. The 
items were slightly modified to fit the industrial buyer­
seller context. The inventory includes five multi-item 
measures which assess behaviors consistent with 
Thomas(1976) classification of negotiation styles in buyer­
seller relationships. The five negotiation styles are: (1) 
Collaborative style (seven items) in which the buyer 
attempts to full satisfy both his or her own concerns and 
the concerns of the seller. (2) Competitive style (five items) 
in which the buyer attempts to fully satisfy his or her 
concerns at the expense of the concerns of the seller (3) 
Sharing style (four items) in which the buyer settles for 
only the partial satisfaction of both parties' concerns. (4) 
Accommodative style (six items) in which the buyer tries 
to full satisfy the concerns of the seller at his own expense. 
(5) Avoidant style (six items) in which the buyer is 
indifferent to the concerns of each party. 

Statistical Analysis 

The statistical package for Social Sciences (SPSS-X) was 
used to examine the research objectives in accordance with 
the conceptual frame work as it has been presented in 
Figure 1. Factor analysis used to identify a relatively small 
number of factors that can be used to represent 
relationships among sets of many inter-related variables 
(Nurussi 1985). In this study, factor analysis proceeded in 
two steps: First, the correlation matrix for all responses of 
the responding purchasing managers was computed. 
Second, factor extraction (initial and final) and rotation 
were performed (using the principal components analysis 
and varimax method, respectively) for all responses to the 
twenty-eight items of the inventory for these responses. 
Factor analysis was used to determine negotiation styles. 

Frequency analysis was used to determine the most 
prevalent negotiation styles among purchasing managers. 
Significance levels for the differences in means could not 
be determined because the samples are not independent. 
That is, each respondent had a score for each negotiation 
style. 

Regression analysis is an appropriate statistical tool which 
is widely used by researches when investigating 
relationships of a behavioral and or economic nature. It 
estimates the relationships of independent variables by 
explaining the variations in the dependent variables. So, 
analysis of variance was used for each of the negotiation 
styles scores on the included personal and organizational 
characteristics. However, possible problems could be 
multicollinearity, hetroscedasticity, autocorrelation, and the 
violation of the classical linear model assumption (Johnson, 
1986) 

To avoid such suspected problems, the following techniques 
have been utilized. First, the Pearson Correlation Matrix 
was used to examine the suspected multicollinearity ( 
Pearson, 1989). Second, the graphic method and Spearman 
Rank Correlation Matrix were used to examine the 
suspected hetroscedasty (Parsons, 1984). Third, the 
Durbin-watson (DW) test was used to test autocorrelation 
(Green, 1987). Fourth, the graphic method was used to test 
the linearity of the models, This test was done by plotting 
the standardized residuals (Neter and Waserman, 1985). 
None of these problems was found. 

Results 

Of the 1000 questionnaires mailed to purchasing managers, 
449(44.9%) were returned; 446(44.6%) were usable. The 
follow up procedure was used three times to increase the 
response rate. 

Table 1 presents five of seven factors generated by factor 
analysis utilized in this study. The significant five factors 
retained in Table 1 explain 89.4 of the variance. The 
factor loadings were at least .40 for each of the twenty­
eight items in the inventory and all were included in the 
analysis. Chronbach's alpha was .84 for the scale of the 
negotiation styles. The significant factor loadings for the 
Twenty-eight items appear under each of the 
Collaborative, Competitive, Sharing, Avoidant, and 
Accommodative negotiation styles, respectively. Table 1 
reveal that these are the practiced negotiation styles, by 
American purchasing Managers. 

Table 2 shows that the Collaborative negotiation style is the 
most dominant, as it was indicated, among the surveyed 
purchasing managers today. Over 70% of the sample (313 
respondents) claimed the use of this negotiation style more 
than the other styles. That is, the collaborative negotiation 
style was the most identified by the respondents. The table 
also showed that the competitive negotiation style is the 
second among purchasing managers today. About 17% (75 
respondent) claimed the use of this negotiation style. 

The results of Table 3 indicated that there are significant 
relationships between purchasing managers' negotiation 
styles, and some personal and organizational 
characteristics. Those who exhibited most of a 
cOllaborative negotiation style were : certified managers, 
with a college degree, with a long experience, married 
males and females. 
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A competitive negotiation style was more evident among 
those respondents who were uncertified purchasing 
mangers, without a college degree and with a short 
experience (less than 10 years), who earned more than 
$50,000.00 in 1991, those who were married and single, 
and those who were working into young and small firms 
(less than 10 years old and less than 500 employees), 
whose total sales were less than $150 million and of less 
than 10% growth in 1991 total sales. 

Similar significant relationships were also found between 
purchasing mangers' other negotiation styles (Sharing, 
Avoiding, and Accommodative) some personal and 
organizational characteristics. 

Discussion and Implications 

It appeared that the collaborative negotiation style is the 
most dominant in this study, as we suggested. Although 
purchasing mangers exhibited a very collaborative 
negotiation style today, there are some purchasing 
managers who emphasized the competitive negotiation 
style. A possible explanation is that although partnership 
and cooperations are recognized as substantial for buyer­
seller relationships, purchasing managers may have not 
overcome the traditional attitude which one cannot be open 
with suppliers. Therefore, purchasing manger the use of 
the traditional negotiation style., This implies that 
purchasing managers still may use other negotiation styles 
beside the collaborative. This also implies that purchasing 
managers use different negotiation styles in different 
situation. As per due, Day, and Michaels (1986) 
suggested, this is similar to Weitz's (1981) adaptive 
behaviors which has been identified among salesmen. 

The significant relationships between purchasing manager's 
collaborative style and some personal characteristics reveal 
that certified manager require training and course work. 
This implies that those who have completed the classes 
have learned a more cooperative style of negotiation. 
Those who attained more education, experience and stable 
marriage were more cooperative with salesforce. 
Organization age also provided experience and maturity to 
purchasing managers to be cooperative. This implies is 
whether the purchasing manager is certified or not make 
difference in terms of cooperation. This also applies on 
education and experience. 

Similarly, the noncertified managers with less experience, 
education, income in 1991 tend to use the competitive 
negotiation styie, young and single purchasing managers 
also tend to use the competitive negotiation style. Finally, 

· those who work for old and big organizations of large total 
sale for 1991 and of high growth in 1991 total sale. This 
implies that there are purchasing managers who use the 
competitive negotiation style despite the current trend of 
partnership between buyers and sellers. 

The other use of other negotiation styles such as Sharing, 
Avoidant, and Accommodative by fear purchasing 
managers implies that there certain situations require the 
use of such negotiation styles. 

Conclusions 

Three major conclusion might be drawn from the results of 
this study. First, the collaborative negotiation styles does 
predominate among purchasing managers today. However, 
other negotiation styles are being used by many purchasing 
managers based on different situations. Seconds the 
negotiation process between buyers and suppliers in the 
United States is gradually changing from the traditional 
competitive style to the collaborative due to more 
partnering types of agreements. Third, it is evident that 
there are significant relationships between purchasing 
managers' negotiation styles and certain personal and 
organizational characteristics. So, firms have to identify 
the characteristics that affect purchasing managers' ability 
to negotiate with buyer into a cooperative style. 

Tables and References available upon request. 
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THE MARKETING ROLES OF THE GOVERNMENT AND THE FIRM IN 
THE DEVELOPMENT OF A HIGH-TECHNOLOGY INDUSTRY IN TAIWAN 

Tung-lung Chang, New Jersey Institute of Technology, 
School of Industrial Management, Newark, NJ 07039, U.S.A. 

Abstract 

The stagnant global economy during the 1970s made it The government's efforts in providing institutional difficult for Taiwanese firms to experien.ce growth. structure and support have centered on both marketing Following a similar approach use~ by Jap~n, ~n 1979• the planning and marketing research, as well as the product Taiwan government selected the 1nformation mdustry as and the promotion elements of marketing mix. To foster a "strategic" industry to undertake a structural change gro~th in the information industry and promote export in its economy. By 1991, the total c;u~put of t~ebusmess, the government has established several information industry reached $6.9 billion. Thls institutions an<l undertaken maJOr programs ror prowuu.u~ achievement would not have happened without exte~sive computer-related technology, and improving human marketing efforts from the government and the pnvate resource development, technology capability, and a sector. favorable investment environment. To motivate more 
entrepreneurs to participate in the development of the Introduction information industry, the government has continued 
sponsoring the large-scale exhibition of information Modern economic progress is usually accompanied both .by products and services since 1980. To promote the profound structural change and by growth acceleration development of the information industry, a solid (Paauw & Fei 1973, p.8-11). As a resource-poor, technological base was needed, e.g., mini/micro computer export-oriented economy, Taiwan underwent a. successful systems and peripherals, to enhance local firms' transition in the postwar period from an agrlcultural to manufacturing capability and product quality and an industrial economy. By 1992, Taiwan r~ached a per reliability. In addition, although Taiwan had a sufficient, capita GNP of $10,215 and possessed a forelgn exchange high-quality, yet cheap potential labor force to achieve reserve of more than $82 billion. This achievement could its goals, further training and development programs not have taken place without successful structural were necessary to increase scientific and technical human changes, which, in turn, would not have happened resources. And finally, a favorable financing and tax without extensive marketing efforts from the government environment was necessary to encourage, induce, and and the private sector. assist industrial development. 

During the economic stagnation of the 1970s, many policy 
economists felt that structural changes were needed to 
stimulate economic growth. It was alao widely 

Marketing Role and Technology Enhancement 
Efforts of Government Agencies 

acknowledged that government intervention ~ould .h~lPThere are seventeen government agencies and research overcome obstacles to such growth. Industrial policle5 facilities available for promoting the development of the were proposed to increase economic potential, ~evelopinformation industry. Among them, two of the most technology, foster industrial development, and lmprovEimportant institutions are the Institute for Information factor mobility and structural adaptations (Adams & Klein Industry (III) and the Electronics Research and Service 1983, p.3). Many countries focused on high-technology Organization (ERSO) of the Industrial Technology Research industries, e.g., the Japanese concentrated on comp~ters,Institute (ITRI). III's main objective is to help the while the French developed the Concorde and Alr~uE government to formulate short-term and long-term projects. In each case, policy-makers chose whlctl development plans for the information industry, while so-called "strategic industries" to target, and ther ERSO's mission is to enhance the technological capability developed strategies to reach desired goala. of the industry. III, on the one hand, conducts 
. marketing functions such as marketing research and Taiwan undertook a similar approach by sele,~ting t~f marketing planning. ERSO, on the other hand, handles technology-intensive information industry as a . strat~g1' R&D and technology transfer. In addition, III promotes industry" in 1979. The information indust.ry ~s definec the development of the industry and supports the growth as a combination of computer, commumcations, anc of related industries in the private sector, while ERSO information processing industries, and includes computeJ provides the firms with desired technical services. utilization in both government and private sectors. B: 

1989--within a decade--the total output of Taiwan' The market intelligence Center (MIC) of III has played a information hardware products reached $5.5 billion (abou very important role in conducting marketing research on 3.0% of world market share), ranking it as th': sixtl a broad basis, and has consistently provided local firms largest computer hardware-producing country 1~ .th• with global market information and the global trend of world. In 1991, the total output reached $6.9 billion.product development. MIC frequently has held various This achievement was due to Taiwan's institutiona·seminars to discuss market- and product-specific issues structure and government support, which encourage• with local firms and to disseminate marketing and local entrepreneurs (small- and medium-sized firms) t strategic plannin~ concepts to the industry. In addition seek foreign market niches. In this paper, ~he autho to its planning and marketing roles, III also helps loc.al addresses both government and private marketing effort firms to upgrade their manufacturing and design to aid in the development of the information industry. capabilities, helps government agencies and state-owned 
Government Efforts in Promoting 

the Information Industry 

enterprises to set up computer application systems, and 
assists the government in the training of information 
technology human resources. 
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ERSO has been established for the purpose of enhancing 

the development of computer systems, VLSI (very large 

scale integrated circuit), automation, and electronic 

communication technology. ERSO performs two major 

functions to promote the technological ad van cement of the 

information industry: developing generic technologies and 

transferring them to industry for commercialization, and 

providing technical services for the industry. ERSO has 

concentrated on the development of semiconductors, 

computers and communications products, industrial 

automation, and reliability and thin film devices. By 1989, 

ERSO had successfully developed many products, such as 

the 1.25 micron CMOS (complementary metal oxide 

semiconductor). CMOS is an advanced device with 

improved technology which took over b1polar processes to 

produce memory chips, such as RAMs, ROMs, etc. A 

current product of the ERSO is the ERIX System V 

3.2/386 (called as ERSO UNIX) for PS/2 and AT/386 micro­

computers. It is a multiuser/multitasking operating 

system based on the UNIX System V 3.2/386 operating 

system, but with compatibility of access to the XENIX V 

operating system. All of these products eventually were 

transferred to the industry for commercialization. 

Furthermore, ERSO also offers a broad range of services 

and opportunities for collaborating with the government, 

industry, universities and the public. These efforts, plus 

consultation with industry, foster the widest possible 

diffusion of technologies and cater to the specific needs 

of the information industry. 

Technology Acquisition 

Taiwan utilized two approaches to improve its product 

development capability: conducting its own R&D (as 

illustrated previously}, and acquiring foreign technology. 

To ensure a systematic and orderly transfer of 

technology, the government undertook the following 

actions (III 1990, p.3): 
1) Strengthening the R&D of computer systems, 

communications products, management information systems, 

computer-aided design, and manufacturing (CAD/CAM) 

projects, and promoting their application. 
2) Fostering a favorable development environment 

for the information industry by facilitating coordination 

among manufacturers and educational/research 

institutions. 
3) Arranging budgets for R&D of information 

products and offering subsidies, loans and/or technical 

cooperation to encourage manufacturers to strengthen 

R&D projects. 
4) Emphasizing R&D of information technologies and 

market development trends; encouraging local producers 

to acquire advanced technologies from foreign. 

counterparts. 

The Science-based Industrial Park Administration (SIPA) 

has played a very important role in acquiring information 

technology. In 1979, the Hsinchu Science-based 

Industrial Park ("Science Park") was established. 

Managed by SIPA, its purpose was to encourage 

investment in knowledge-intensive industries. With 

incentives to reduce financial and operational risks, 

Science Park attracted much overseas Chinese in vestment 

and acquired a number of important technologies. 

Human Resource Development 

The "Ten-Year Plan" included a call for 56,000 skilled 

workers and long-term goals regarding human resource 

development in the information industry. To meet these 

projections, the government instituted a nationwide 

computer education system, with intensive courses and 

improved educational facilities, and set up centers to 

expedite on-the-job training of skilled manpower. By 

1988, the number of job candidates trained through 

higher education reached 19,071, up significantly from 

1,044 in 1980 (see Table 1). Those who completed 

intensive courses in higher education or private 

organizations totalled 150,104 in 1988. However, the 

supply of manpower fell short because of the information 

industry's rapid growth. Consequently, many Chinese 

residents overseas and Chinese graduates from developed 

countries returned to Taiwan to part1c1pate in the 

industry's development. This inflow of foreign-trained 

Chinese skilled labor is expected to continue in the 1990s. 

According to the III (CEPD 1990, p.7), by 2000, manpower 

needed for the industry will reach 410,000. To meet this 

projection, the government has launched programs to 

encourage the establishment of more private training 

organizations. 

Incentive Programs 

The establishment of Science Park was intended to 

enhance profitability and reduce investment risk in four 

ways: tax exemption, tax ceiling, tax credit for 

stockholders, and reduction of land rent (Wu 1985 

~.41-42). A 5-year income tax holiday was offered t~ 
firms based in Science Park, with investors allowed to 

select any of the first five years as the initial year 

App_roved Science Park firms would also be exempt froU: 

bu~mess and c~mmodity taxes, and from import 

tariffs-~ompletely, if goods were produced for export, or 

partly, if goods were for domestic markets. In addition, 

· th~ government declared a 22% income tax ceiling on 

~c1ence Park firms, versus a 25% maximum rate for other 

firm~. . If a Science Park firm rein vested its 

un~lStnbuted earnings, the amount could be credited 

agamst the stockholder's consolidated income. SIPA could 

al~o reduce, or completely waive, the land rent of a 

Sc1~nce Park firm if its technology was especially 
des1rable. 

To help potential investors start businesses in Science 

Park, th~ govern.ment offered original capital without 

encroac~1ng on ~r1vate control. At an investor's request, 

the Natlo~al Sc1ence Council, the government agency 
oversee1ng SIPA, together with two 

government-designated financial institutions could in vest 

up to 49% of the capital of a Park enterp;ise. Patents 

and. know-how could count for as much as 25% of total 

equ1ty. Therefore, the potential investor could establish 

an enterprise in Science Park with no more than 26% of 

the. total investment. Additionally, low-cost loans were 
available. 

In September 1983, the Ministry of Economic Affairs 

an~ounced incentive measures intended to encourage the 

!?nvate. sector to develop products and improve the 

lndustnal st;ructure and competitiveness of Taiwan-made 

technology m the global market. By the end of June 

~989, t~e ~overnment approved 22 cases, with the 

1n_f~rmat1on 1ndustry .accounting for 17 at a total of $17.4 

million. ~ent~re cap1tal was established to support new 

p~o~ects m hlgh-tech investments. By June 1989, the 

M1n1s~ry. of Finance approved eleven companies, whose 

~otal ca~ltal.reached $150 million. Capital invested in the 

mformatlon 1.ndustry was $46.5 million, representing 86% 

of the total 1nvestment of $54 million (III 1989, p.45,56). 
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Industry Response to the Government's Support 

As discussed in the previous section, the government has 
instituted various organizations and launched several 
incentive programs to promote the information industry. 
The key question is to what extent have such 
government's marketing efforts helped these firms? To 
examine the effects, from February to June 1989, the 
author interviewed business executives from 54 firms 
randomly selected by stratified sampling from the top 124 
firms in Taiwan's information industry. Selected firms 
represented 43.5% of 124 local manufacturers of PC 
systems (19), devices (12), and parts/components (23) 
with capital higher than NT$ 5 million (New Taiwan 
dollars) as of December 1988. The results reflect 
business executives' viewpoints on the government's role 
in helping firms acquire technologies, increase R&D 
investment, ease tax burdens, and recruit skilled 
technicians. 

As shown in Table 2, the government efforts have 
affected the development of the information industry to 
~ome de~ree.. . In general, most executives expressed a 
neutral Op1n10n on government roles. Forty-seven 

percent thought .the government could not help them 
select ~nd a~qu1r~ necessary technologies, with 20% 
respon~1ng affirmatively. This seems reasonable, as firms 
need different technologies to improve their competitive 

TABLE 1 
COMPUTER-RELATED HUMAN RESOURCES THROUGH HIGHER EDUCATIONAL TRAINING 

Ph.D's Masters Undergrad. Professional Sub-total 
Institutions 1 3 12 n.a. 16 1980 

Students 4 60 980 n.a. 1,044 
Institutions 16 28 52 134 230 1988 

Students 73 783 4,647 13,568 19,071 
Source: The Institute for Information Industry 

TABLE 2 
INDUSTRY RESPONSE TO GOVERNMENT SUPPORT POLICIES 

Government Totally Disagree Neutral Agree Totally % 
Support Disagree Aaree 

Technology 10 15 18 5 6 
Acquisition (19%) (28%) (33%) (9%) (11%) 100% 
/Transfer 

R&D 12 13 17 9 3 
Financing (22%) (24%) (31%) (17%) (6%) 100% 
Taxation 8 12 29 4 1 
Measures (15%) (22%) (54%) (7%) (2%) 100% 

Human Resource 8 6 18 17 5 
Training (15%) (11%) (33%) (32%) (9%) 100% 

Source. Survey of Th1s Study 

TABLE 3 
STRATEGIC GROUPS OF TAIWANESE FIRMS AND THEIR FOCUSES 

Strategy Group Group Group Group Group Group 
Components 1 2 3 4 5 6 
Innovation X 
Synergy 

Marketing X 
Approach 

Global X X 
Channela 

Regional X 
Focus 

Advertising X 

Pricing X X X 

Quality X X 

Capital X X X 
Investment 

II of Firms 5 27 13 5 2 2 

Source: Adapted from Chang & Grub 1993) 
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advantage. The government should focus on areas which
are capital-intensive or on relatively basic technologies.
Regarding government's role in providing R&D financing,
44% evaluated it negatively, while 23% supported
government assistance. An interview with then-director
of the Industrial Development Bureau, Mr. Chii-ming Yiin,
provided an explanation: many business ow ners and
executives didn't know what incentive programs were
available. Consequently, the government had to promote
the policies and programs through various channels. As
to the taxation measures, 37% responded negatively and
9% affirmatively. It is interesting that 54% expressed a
"neutral" viewpoint on this matter, which indicates that
those firms must have enjoyed some tax benefits. Human
resource training was the only area in which many firms
(41%) positively recognized government efforts in
enhancing both the quality and the quantity of skilled
manpower.

Competitive Edge of Taiwanese Information
Technology (IT) Firms

With only government support, Taiwan could not have
developed its information industry so well. In promoting
such industry, Taiwanese firms have continuously
improved their marketing and management competencies,
and have tended to emphasize three manageable factors-­
technology level, financial strength, and marketing mix-­
to enhance their competitive edge (Chang 1992).
Improved competence in these areas then led to the
development of adaptive marketing strategies for better
penetration in their target markets.

In general, to compete better internationally, Taiwanese
computer and telecommunications firms consider techno­
logy and marketing mix more important than financial
strength. They highly value three proxy variables--new
product development, product improvement, and product
quality--of the firm 's technology level as important
factors in adapting to changes in the business environ­
ment. New product development is particularly important,
as it is the key to generating latent demand for a new
product offered at an acceptable price.

The winning strategy of small firms is to perform as
market nichers , operating in specialized markets unlikely
to attract larger firms . To find a market niche, a firm
must develop a relevant marketing mix. The author found
that customer service, product line width, brand name,
distribution channels, and advertising are perceived as
important marketing factors by Taiwanese firms in the
competitive global computer and telecommunications indus­
try. They especially consider customer service (e.g.,
technical assistance, resolving complaints , product
variety, spatial convenience, and service backup through
distribution channels) more important than other market­
ing factors.

Capital investment and debt/equity ratio are two major
concerns of these firms. To support international expan­
s ion activities, they must have either sufficient capital or
access to capital. In general, Taiwanese firms consider
capital investment fairly crucial to improving competitive­
ness. However, more capital investment results from a
higher level of financial resources. Since not all firms
ha ve sufficient capital to expand i nt e r na t io nally , firms
that want to enhance their a d a ptive ability tend to
consider a higher debt/equity ratio. Consequently. the
in t e r n a t io n al expansion of such firms stems from the
enhancement of their technology and marketing capabili­
ties which, in turn, have been driven by dynamic
changes i n the world market.

Competitive Marketing Strategy of Taiwanese IT Firms

The technology convergence trend of the global informa­
tion industry has led to such characteristics as product

standardization, intensive cora petataon , short prod u ct life
cycle, and global business operations (Kuwahara 1985.
Chang 1990). Since the business opportunities for
Taiwanese firms lie in the world market, these characte­
ristics have "pulled" such firms to greater international
in vol ve me nt . According to the author 's survey on 54
leading firms in Taiwan's information industry (Chang &
Grub 1993), a majority of Taiwanese information techno­
logy firms (strategic group 112) primarily stress two
strategies to conduct international business expansion:
regional focus and innovation s ynergy. The second
largest strategic group 113, however , focuses on marketing
approach and capital investment (see Table 3) .

These firms ' international expansion stems from the
enhancement of their technology and marketing capabili­
ties which, in turn, have been driven by dynamic
changes in the world market. The trend toward product
standar-dization in the global information industry has
intensified the competition. In every market segment (in
terms of price levels), the leaders can obtain great
success through i n no vatio n . The followers, however, have
to compete by implementing well-designed marketing
programs. Regional focus , therefore, plays a critical role
in the marketing of mature products in the global
market-place.

Stimulated by the intensive competl.tl.on in the global
marketplace, major Taiwanese information technolog y firms
such as Acer, Mitac, and Microtek have emphasized
innovation. By stressing product innovation , they have
emerged either as leaders or as early followers in the
supply of new computer products, and have grown
quickly in terms of their international sales.

Instead of focusing on the United States--the largest
market in the world--another group of firms including
Copam and Aquarius started their international marketing
activities in relatively small European country markets,
such as Sweden and Spain, to avoid confrontation with
strong competition. Because there was less external
competition, these firms have been able to obtain a strong
market share in these countries. Their success has
become the basis for them to penetrate other markets in
Europe. Moreover, Aquarius has established joint venture
FC assembly plants in both Germany and the Soviet Union
because of the increases in regional demand.

The momentum that Taiwanese firms have generated in the
global marketplace can be explained as follows: First,
they tended to focus on a specific regional market, such
as small EC member states, Scandinavia, or Southeast
Asia, for starting their international expansion. Second ,
they utilized innovation synergy as the business strategy
to enhance their competitiveness. The research findings
indicate that 27 (50%) firms have stressed both innovation
synergy and regional focus as ke y components of such
strategy. This situation has resulted in intensified
competition among these firms which, in turn, has forced
them to develop competence in manufacturing , R&D, and
marketing. As a consequence , the manufacturing compe­
tence has induced more OEM business and reinforced
their manufacturing capability. The R&D and marketing
compe-tencies , o~ the other hand, have enabled Taiwanese
firms to sell their products in the global marketplace .

Conclusion

The overall export performance of Taiwanese IT firms has
i mp r o ve d in recent years. This may have resulted from
dynamic changes in the global information i n d u s t r y which
provided opportunities for Taiwanese firms. From the
cases illustrated above, it is ap p'ropr-iate to say that
Taiwanese entrepreneurship has contributed greatly t o
the development and internationalization of this industry.
However government s up por-t-r-as a "push" factor- -should
not be i~nored. To some extent, the Taiwan government's
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encouragement of export and its efforts to conduct global 
marketing research, to disseminate marketing and strate­
gic planning concepts, and to improve human resource 
training and development, technology enhancement, and 
the investment environment have contributed to the 
inter-nationalization of Taiwanese IT firms. 

In order to facilitate the structure change in Taiwan's 
economy, the Taiwan government imposed a "Ten-year 
Development Plan," and implemented a set of programs to 
assist in the development of the "strategic" information 
industry. The government focused on marketing role, 
technology acquisition, human resource development, and 
a favorable investment environment. To ensure a 
systematic and orderly transfer of appropriate information 
technology, the Taiwan government acted to encourage 
firms to conduct R&D and to acquire technologies from 
foreign sources. Several quasi-govern mental institutions 
(e.g., ERSO) helped develop new products or technologies, 
which were in turn transferred to the private sector for 
commercialization. To develop human resources, the 
government instituted a nationwide computer education 
system, with intensive courses and improved educational 
facilities. Information technology training centers were 
set up to increase skilled manpower. To create a favora­
ble investment environment, the government developed a 
list of strategic products, and offered tax and financing 
incentives to encourage domestic firms to produce those 
products and acquire technology needed for such produc­
tion. 

The integrated world economy and the compet1t1on­
intensified global marketplace present Taiwanese IT firms 
with a great opportunity, but they also pose a vast set 
of problems related to planning and decision-making, as 
well as organizational and functional issues. Without 
adequate knowledge of marketing practices, the road to 
internationalization can be rocky. Small firms can reshape 
their business practices to penetrate foreign markets 
effectively (Korth 1991)·. In fact, many small Taiwanese 
IT firms with entrepreneurial skill have overcome entry 
barriers by the use of regional focus and innovation 
synergy strategies. With a regional focus, a firm can 
quickly accumulate knowledge about local markets. The 
emphasis on innovation synergy can allow a small firm to 
enhance its distinctive competence in the areas of R&D, 
manufacturing, and marketing. 

In summary, the government's marketing role centered 
first on conducting research and planning which provide 
Taiwanese IT firms with up-to-date marketing information 
about the demand projection and about the competition 
and the product development trends of the global market; 
and second, on developing a good business environment 
which improves the technology transfer process, streng­
thens human resource development, and provides favora­
ble incentives to encourage the participation of Taiwanese 
entrepreneurs. Taiwanese IT firms' marketing role 
centered on developing their competitive edge in .the 
areas of technology, marketing and finance, and on 
formulating competitive marketing strategies with a 
unique focus. Such firms' marketing efforts combined 
with the government's marketing support led to the 
successful development of a high-technology industry in 
Taiwan. 
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