INFORMATION TO USERS

This was produced from a copy of a document sent to us for microfilming. While the
most advanced technological means to photograph and reproduce this document
have been used, the quality is heavily dependent upon the quality of the material
submitted.

The following explanation of techniques is provided to help you understand
markings or notations which may appear on this reproduction.

1.

The sign or “‘target” for pagesapparently lacking from the document

photographed is “Missing Page(s)”. If it was possible to obtain the missing
page(s) or section, they are spliced into the film along with adjacent pages.
This may have necessitated cutting through an image and duplicating
adjacent pages to assure you of complete continuity.

. When an image on the film is obliterated with a round black mark it is an

indication that the film inspector noticed either blurred copy because of
movement during exposure, or duplicate copy. Unless we meant to delete:
copyrighted materials that should not have been filmed, you will find a
good image of the page in the adjacent frame.

. When a map, drawing or chart, etc., is part of the material being photo-

graphed the photographer has followed a definite method in ‘“‘sectioning”
the material. It is customary to begin filming at the upper left hand corner
of a large sheet and to continue from left to right in equal sections with
small overlaps. If necessary, sectioning is continued again—beginning
below the first row and continuing on until complete.

. For any illustrations that cannot be reproduced satisfactorily by

xerography, photographic prints can be purchased at additional cost and
tipped into your xerographic copy. Requests can be made to our
Dissertations Customer Services Department.

. Some pages in any document may have indistinct print. In all cases we

have filmed the best available copy.

Universi
l\\j\eigwoﬁlms
International

300 N. ZEEB ROAD, ANN ARBOR, M| 48106
18 BEDFORD ROW, LONDON WC1R 4EJ, ENGLAND



8101516

MALLIARIS, PETER GEORGE

XENOPHILIC CONSUMER BEHAVIOR: THEORETICAL DIMENSIONS
AND MEASUREMENT

The University of Oklahoma PH.D. 1980

University
Microfilms
International 3w, zeeb road, Ann Arbor, M1 48106



THE UNIVERSITY OF OKLAHOMA

GRADUATE COLLEGE

XENOPHILIC CONSUMER BEHAVIOR: THEORETICAL DIMENSIONS

AND MEASUREMENT

A DISSERTATION
SUBMITTED TO THE GRADUATE FACULTY
in partial fulfillment of the requirements for the
degree of

DOCTOR OF PHILOSOPHY

By
PETER GEORGE MALLIARIS
Norman, Oklahoma

1980



XENOPHILIC CONSUMER BEHAVIOR: THEORETICAL DIMENSIONS

AND MEASUREMENT

APPROVED BY:

o TR

A . ) /7{/!)/‘-/

779«- (Y v,
froe >

DISSERTATION COMMITTEE



ABSTRACT
XENOPHILIC CONSUMER BEHAVIOR: THEORETICAL DIMENSIONS

AND MEASUREMENT

by Peter G. Malliaris

Committee Chairman: Dr. Jack J. Xasulis

This dissertation is a macromarketing study on the
topic of xenophilic consumer behavior (XCB). XCB is charac-
terized by individuals who adopt or try to adopt alien life
styles prevailing in developed economies. Discussed are
the positive and negative consequences of XCB on a nation's
economy, with particular emphasis on its negative aspects
for lesser developed countries. The purpose of this disser-
tation was to examine the literature which pertained to XCB
and to develop a theoretical framework, integrating concepts
found in marketing and economics. In addition, a model of
XCB was proposed and tested. The findings and implications
of this study for practitioners and researchers are also
presented.

XCB was measured as the ratio of imports to total
consumption within several product categories. Income,
dualism, exposure, education, and governmental intervention
were used as independent variables in the hypothesized XCB
model. Greece was selected as the case country for this
longitudinal study. Aggregate data for 1952 to 1977 were
collected from secondary sources. The model was tested as
a predictive tool for these years in nine regressions repre-
senting nine product categories. The analysis showed that
the actual observations for the nine categories were within
the prediction intervals for each of the equations. Thus,
the model was accepted as a predictor of short term XCB.

iii
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XENOPHILIC CONSUMER BEHAVIOR: THEORETICAL DIMENSIONS

AND MEASUREMENT
CHAPTER I
INTRODUCTION
1.1 Some General Remarks

When someone visits prestigious department stores,
shopping centers and specialty stores in major cities of
Western Europe, he observes that some of the customers are
different from the others who constitute the majority. This
difference becomes obvious either when these customers visit
the stores as groups or when they speak their own language
or wear clothes with characteristic national styles. The
customers I am referring to come from the less developed
countries (LDCs) of Asia and Africa. Their number peaks
during vacation season (summers, Christmas) or with some
special events (exhibitions, fairs). In addition to these
customers’ who come from LDCs, we can also see others who come
from developing countries-~the o0il rich Middle East and even
from the Eastern block. The common denominator of this sub-
set of clientele is that they combine their travelling abroad
for busiﬁess or pleasure with preplanned purchasing of vari-
ous goods and services. Some of them even travel exclusively

-1
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for shopping, with their favorite cities being London, Paris,
Rome, Milan and Geneva.

If, instead of the glamorous environment of Europe,
we visit some upséale-retailers in major urban areas of LDCs,
we are likely to be surprised by the unexpected composition
of their merchandising mix. A great deal of their assort-
ment is imported. The stores not only have easily recogniz-
able international brands but the instore promotional mater-
ials mainly emphasize the products' origin.

In changing our focus from retailing practice to
advertising in LDCs, we observe the same orientation. If we
study the printed media advertising of foreign final consump-
tion goods, we observe that in most of the cases the theme
and the content of the message rotates around a common point~--
the foreign origin of the goods. Expressions such as imported-
packaged from . . ., the name . . . is enough, . . . first in
giobal sales,.are commonly seen. The copy—writers of these
messages or the marketing managers of multinationals have
concluded that when a product is manufactured in a developed
.country, this characteristic is a very powerful force in pro-
moting the item in the markets of LDCs.

Another thing we cobserve, especially in LDCs, are
slogans with the following general content: "Think nationally,
buy the products of your country.” The originators of this
kind of slogan are the government itself and/or various gov-

ernmental agencies such as chambers, federations, institutions,
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etc. Sometimes the private sector uses and counts on these
slogans as a vehicle to promote its sales or to publicize
its contribution to social welfare, or both.

Slogans are tools heavily utilized by those involved
in what is.termed social marketing. This relatively new
approach to marketing may pursue different objectives.
Kotlerl lists four:

(1) produce understanding (knowing the nutritional value
of different foods);

(2) trlgger a particular one-time action (part1c1pat1ng
in a mass immunization campaign) ;

(3) attempt to change behavior (auto seat-belt campaign);

(4) change a basic belief (convincing people to prefer
socialism).

From the above four objectives, the last two are relevant.
With the slogans, their sponsors try to change the belief of
consumers to recognize that buying foreign products is harm-
ful to the economy of their country and therefore it is in-
directly harmful to themselves. By changing to this belief
these slogans are expected to elicit overt behavior favoring
domestic production. If this desired behavior cannot be
elicited via schemes of sporadic or continuous propaganda
campaigns,2 then additional measures of a more drastic nature
(such as quotas, tariffs, taxes, etc.) are usually taken.

| Both slogans and the other more tangible measures
are examples of government intervention. Whether this in-
tervention is appropriate or not is a matter of subjectivity,

according to one of the founding fathers of nineteenth
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century liberalism, Jeremy Bentham3, who argued that: "whether
government should intervene depends on the extent of the power,
intelligence, and inclination and therefore the spontaneous
initiative possessed by the public and this will varies as
between countries.”

The above mix of government measures does indeed vary
from country to country irrespective of their level of econo-
mic development. It is also found in developed economies, at
least during periods of gloomy economic conditions, or pros-
pects such as recession, inflation or stagnation. The 1980
automobile sales of U.S. manufacturers is a prime example.
Another is the very recent Canadian cdecision to use the public
sector as a lever to spur a "buy Canada" program.4 This
preferential treatment for Gomestically produced products in
the procurement process of the public sector represents a
more vigorous-and forceful side of the same coin. On the
other side are slogans, which are targeted towardé the consum-
ers and only indirectly toward other buyers (institutional,
industrial, commercial, etc.), or government restrictions,
such as guotas, tariffs, etc. These examples of the U.S. and
Canadian approaches have been imitated for a long time by the

governments of other developed countries.

1.2 Defining the Phenomenon

In the previous section we gave some characteristic

examples of the behavior of many LDC consumers. In view of
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the consequences of this behavior, the national governments
of LDCs continually monitor the extent of participation of
their people and frequently take measures to eliminate or
reduce their participation. We call this consumption phenome-
non Xenophilic5 Consumer Behavior (XCB). XCB is character-
ized by individuals who adopt or try to adopt alien life
styles prevailing in developed economies.

The above definition calls for further clarification
of some of its basic elements. Adopting something means
voluntarily choosing it, preferring it, perceiving and/or
believing that it is relatively better‘than something else
which is being replaced. Adoption has an ex post connotation.
It is witnessed after the fact, and in this case the act of
adoption can be studied easily by just finding what was
before and what is now.

On the other hand, trying to adopt something reflects

a dynamic (more or less), time consuming process. Adoption
is a fait accompli, trying to adopt is a deliberate trend
which can be ascertained after a thorough (if the trend is
hidden, co-occurring, dubious) or a short (if the trend is
obvious, clear-cut, autonomous) research. How long this
trend will last is a matter of specific circumstances. Some
organisms exhibit tremendous flexibility and adaptability
which lead to rapid chénge and adoption of new elements or
systems. Other organisms are extremely rigid. Between

these two extremes lies the majority of the cases.
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The word alien implies something totally different
in nature or character. It is something wnich relates or
belongs to a foreign country.

We supplemented the definition by adding prevailing

in developed economies to make clear the following two points:

1. The model of consumer behavior which is targeted

for adoption is the one of the developed economies--those

with high per capita income combined with low illiteracy
rates, strong industrial base and demanding and innovative
consumers. It is a natural phenomenon toc aspire to a better
situation and to try to position oneself in it or at least
parallel to it. This seems a logical assumption but in real
life there are psychological forces which distort this funda-
mental law. Deep rooted zenophobia, religious fanaticism

and pure Marxist ideology are representative examples of cases
which reject the superiority or at least the unavoidability
of the consumer behaviocr model of the developed economies.

2. The word prevailing implies that we acknowledge

the fact that even in developed economies we have some pockets
of lesser development, remnants of dualism (sharp or mild
differences in producer and consumer behavior} mainly due to
geographic determinism (inequalities in the availability of

natural resources) or bastions of the "good and simple past.”

We left the conceptual clarification of life style
to the end because of its paramount importance, especially

to this study. Life style has attracted the interest of



7
marketers because of its close association with the marketing
concept and more importantly with market segmentation.6 As
Boyd and Levy7 put it:
Marketing is a process of providing customers with
parts of a potential mosaic from which they, as artists
of their own life styles, can pick and choose to de-
velop the composition that for the time seems the best.
The marketer who thinks about his products in this way
will seek to understand their potential settings and
relationships to other parts of consumer life styles,
and thereby to increase the number of ways they fit
meaningfully into the pattern.

On a theoretical (conceptual) and empirical (operational-
measurement) basis, life style has not been studied systema-
tically and exhaustively, despite its crucial role in theory
building and decision making. According to Nicosia and Glockﬁ
life styles can be conceptualized and subsequently measured
using the following four dimensions:

1. Consumption expenditures

2. Content of basket of goods bought

3. Time allocation to different activities

4, Specific activities which consume time (survival,
work, politics, religion and consumption).

Without underestimating the significance of Dimensions
i, 3 and 4, we will focus our attention on Dimension 2, be-
cause for the thrust of this étudy it was selected as most
representative.

A basket of goods and services reflects the choices
made, preferences, tastes and priorities of an individual
consumer, a household, a specific market segment or a national

economy. By aggregating a large number of small units the
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concept is not changed, it is a matter of perspective
(micro versus macro analysis). This basket content is synony-
mous with consumption patterns which can be viewed as a syn-
thesis (array, combination) or a structure (organic inter-
relationship). At a more advanced theoretical level it can
also be viewed as a system. In this case we have the elements
of a system (the various groups of goods and services), an
organic interrelationship and interdependence of these elements
(the consumption of one good depends on the consumption of
the other, positively or negatively--supplement or substitute
goods--given the two most important constraints of time and
income), a purpose (to maximize the utility of a consumer,
household, etc.), and finallf a relationship with other sys-
tems (for example with the environment).

The consumption patterns discussed above can be de-
picted using the following symbols and mathematical expres-

sions:

Let 4y = Quantities of fobd, beverages, .and tobacco
consumed,
d, = Quantities of clothing, footwear consumed,
2

a3 = Quantities of rent, water, heating, light,
‘telephones consumed,

qy = Quantities of durables consumed,

qs = Quantities of personal care and health

goods and services consumed, and



9
Qg = Quantities of various services (education,

recreation, transportation, etc.) consumed.

The above division of final consumption goods and
services into various groups is only one of the many available.
In each group there is a large or small number of specific

items which are consumed by the ultimate consumer.

Therefore,
g
q =1 g5,
a=1l
~h
b=1
i
q3 = Z q3c
c=1
J
9y = 1 94
da=1
k
9z = I gg,
e=]
1
q6 = Z q6f
- £=1 .

The total consumption is comprised of dyr Ayr o o o0

dge This holds for any level of aggregation. Each one of
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these gq's can be viewed as a vector with n elements as

follows:

q, is vector V. with g elements
a, is vector V2 with h elements
q, is vector V., with i elements
d, is vector Vy with j elements
dg is vector V. with k elements

g is vector V_ with 1 elements
where g, h, i, j, Xk, L e Nand N = {1, 2, 3, ...}

So consumption patterns are an array of vectors with
differing number of elements. These numberé will depend on
the specific group of goods and services (usually qq0 food-
beverages-tobacco, has a relatively larger number), on the
level of economic development of a national economy (the
higher this level, the bigger the breadth and depth of as-
sortment of the national product mix because economic devel-
opment in the final end is synonymous with widespread
diversification of national productidn), and on the degree
of openness of the national economy (the more open, the
bigger.the international tradé, exports~-imports, and as a
result the more goods and services that are available).

The consumption pattern measured in the above way

(using physical units) gives an estimate and description of
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the standard of living. Since no prices are involved, the
well-known problems of international comparability (due to
inflation and the exchange value of a national currency to
another one) are totally eliminated. This is why in intexr-
national statistics we selectively use this approach and com-
pare the per capita consumption of goods and services across
the countries of the world (for example, per capita consump-
tion of meat, electricity, education services, T.V. sets per
100 households, etc.).

For each good or service the consumer has to pay a
price. Taking the average price (P's) paid for each good or

service included in each of the six groups, we can have:

| g B
Pidy; = ] Py.9,
a=1
h
Pydy = I Pypdyy
b=1
i
Pydy = 1 P3cd3c
c=1
J
Pydy = ) Pygduq
a=1
X
Pgds = I Pgelse

e=1
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1

Pgdg = I Pgsdgs
f=1

Again, the first subscript (the numbers 1 through 6)
represents the group of goods and services where the specific
item is included. The second subscript (the letters a
through f) represents the range or the number of specific,
identifiable and distinct goods and services included in each
group. For example, the range of e is from 1 to k where k
can be any of the mnatural nqmbers.

The total consumption expenditures is comprised of
P19y pzqz, « « <1 PgYc- Tﬁis holds for any level of aggre-
gation. Each one of these pg's can be viewed as a vector

with n elements as follows:

. v s
plql is vector Vl with g elements

p2q2 is vector VZ' with h elements

“p3q3 is vector V3' with i elements

P49, is vector V4' with j elements

Pcdg is vector Vs' with k elements
1p6q6 is vector V6' with 1 elements
Where g, h' i' j' k' 1 (4 N and N = {l' 2' 3' s e }

If we let:

P19, 5 &



Py ©

P393

Pgdy =

Pgdg =

Pedg

and C
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c +c2+c + c¢c, + c. +cC

Consumption patterns can be expressed as follows:

2
C

oo

0.2

Q

Ss
C

c
T

This is another vector, one column and six rows,

with its six elements presented as percentages. Using per-

centages instead of raw numbers facilitates comparability

in time series as well as in cross section analyses.



14
In the previous analysis we used total consumption.
expenditures as the important variable. If, instead of
this, we like to use income (personal, family or national)
we can proceed along the same lines.

Let Y = Income

S Savings

then

ﬁquﬁ

Ko w0

This vector depicts the income expenditure péttern
which encompasses the consumption pattern and the savings
pattern. The latter can be further analyzed to include
~évery possible method by which savings can be disposed (in-
vestment goods, bank accounts, life insurance, precious

metals, stocks, etc.).



15

The interrelationship between income (Y) and consump-
tion (C) and consumption of major classes of goods and
services (c's) has attracted an everlasting interest of social
scientists. The nineteenth century German statistician Ernst
Engel is believed to be the first social scientist to study
this phenomenon. After comparing the budgets (income expen-
diture pattern) of many working class families he reached
some conclusions which years later were called "Engel's Law."
This law states thatg:

1. As income increases, the percentage spent for food
declines.

2. As income increases, the percentage spent for
clothing, rent and home operation remains about
the same.

3. As income increases, the percentage spent for all
other goods and services increases.

The essence of Engel's Law is that income increases
trigger a process of restructuring consumption patterns,
with some classes of goods and services decreasing relatively
in demand while others are increasing relatively. Assuming
ever increasing income (something which before the 6il crisis
of 1973 was acceptable without any serious hesitation), then
the process of restructuring is continuous.

Along with income, XCB contributes on a synchronous
or unsynchronous basis towards the process of restructuring.
The former means that as income incréases, XCB follows the
same direction simultaneously. An unsynchronous contribution

means that there is a time lag between the increase in income
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and the activation-strengthening of XCB. In cases where
XCB is very limited to nonexistent, we can say that the time
lag tends to reach infinity. The synchronous/unsynchronous
characteristic originates from the peculair conditions pre-
vailing in a particular national economy (higher levels of
aggregation-macro analysis) and/or the psychogréphics—
demographics of the specific consumer (lower levels of ag-

gregation-micro analysis).
1.3 Purpose of the Study and its Limitations

The purpose of this dissertation is to study the
existing interrelationships between various environmental
forces and XCB. The primary focus will be on the prediction
of XCB. Explanatory relationships will also be examined to
the extent permitted.

The focus of this study will be from a macromarketing

perspective. This approach to studying marketing had its
- greatest surge in the literature in the late seventies. Since
then its momentum has continued, including the preparation

of a new journal under the same name. .Among the pioneers of

10 11

‘macromarketing are Moyer and Hutt, Fisk and

«Nasonlz and White and Slater.l3

Schelling,
The prefix of macro connotes
higher levels of aggregation. At these levels scientific
inquiry is directed to&ards capturing, understanding and
describing the holistic essence. The holistic view can be
operationalized using the systems approach and generally

systems thinking.
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In describing macromarketing Bartels and Jenkins14

wrote:

. « « macromarketing has meant marketing in general and
the data which depict marketing in general. It has
meant the marketing process in its entirety, and the
aggregate mechanism of institutions performing it. It
has meant systems and groups of micro institutions,

such as channels, conglomerates, industries, and asso-
ciations, in contrast to their individual component
units. More recently it has meant the social context
of micromarketing, its role in the national economy. . .

The above description of macromarketing, lengthy as
it might seem, is neither a formal definition nor a rigid
framework. What is of practical necessity is a checklist
with which we can classify studies into the micro/macro
dichotomy. Despite the contributions of the founders and
others, such a clear-cut and unambiguous set of criteria
does not exist. As Fisk15 put it:

« « « no particular cluster of characteristics separate
macro f;om micromarketing. . . a number o? character-
istics is commonly but not always present in phenomena
that many investigators will accept as macromarketing.

The present study does not lie in the zone of
"classification ambiguity." Since it tests theory using
aggregate data of the highest level, it is examining the
"marketing process in its entirety." Therefore, it belongs
to the macromarketing area of inquiry.

This study is exploratory in nature in that it is the
first one to use aggregate data do examine XCB. The method-

ology of this dissertation follows a totally different path

in testing hypotheses on this topic. In the past, studies
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on the topic of this dissertation used the traditional
micromarketing approach of surveys to examine attitudes,
perceptions, images, psychqgraphics and demographics of the
respondents. Although the methodology used here has several
advantages, including the study of behavior (not attitudes
or perceptions), the use of census data (not sample data),
and an analysis over many years (not cross-sectional data),
the macromarketing approach has its‘limitations. Although
discussions of the strengths and weaknesses of alternative
methodologies are present in the "Review of Past Literature"
and "Methodology" chapters, the following.summarizes some
of the limitations of the approach used here.

In this study we use data for one case-country to
test the hypotheses. The implications therefore are confined
to this one country and cannot be generalized to others ex-
cept as a preliminary indication of the relationships. Repli-
cations of this study in this case-country and across a
large number of case-countries are needed to comprehensively
address the external validity issue.

In addition, it is not an oversimplification to argue
that in international marketing research each country is
more or less a unigque case with its own distinctively differ-
ent set of envifonmental forces. This set of forces reflects
the peculiar historical conditions uﬁder which the evolu~
tionary process took place. As a result of this versatility,

we cannot generalize the findings from one case-~country to
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another one without a substantial degree of caution. This
is the most important limitation of this study and no matter
how large the number of case-countries studied, this limita-
tion will always be present in cross-cultural marketing
research.

In the model proposed in this study, only a limited
number of environmental forces is included. Although these
forces are hyﬁothesized to be the most influential cnes
affecting XCB, the scope of the study is correspondingly
limited. The same applies to the types of goods and services
which were selected as the most representative indicators
of XCB. Since the number of goods and services is very
limited, the scope of the study follows this limitation. On
a related point, because this dissertation relies on secon-
dary data, the research rests on the limitations, including
the dependence on others,'for the accuracy of the data col-
lected, the particular operationalization of the variables

and the availability of the data.

1.4 Significance of the Study

It is the purpose of this study to shed some addi-
tional light on the phenomenon of XCB. Xenophilic Consumer
Behavior has profound implications, both positive and nega-
tive, for the economies of all céuntries, regardless of the
level of their economic development.. Among the negative

ones, the most important are the balance of trade, balance
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of payments and the current account balance deficits with
their corresponding negative effect on industrialization.
On the positive side, we can include the strengthening of
the competitive forces of the market, the availability of
broader assortments of goods with the likely increase in con-
sumer satisfaction, and the feasibility of indirect taxation
and capital accumulation. A detailed discussion of these
positive and negative implications is included in the next
chapter.

While the value of studying .. in both developed
and lesser developed countries is . =uognized, primary atten-
tion here is towards the LDCs. This is because it is be-
lieved that the negative implications far exceed the positive
ones for these particular countries. Through the study of
‘XCB, it is hoped that a contribution will be made to our
understanding of the extremely complicated and delicate pro-

16

cess of economic development. The need for a better under-

standing of this area is urgent as reflected in this statement

by the World Development Report17:

e « « the fact that 800 million people are still in
absolute poverty--with incomes too low to ensure
adequate food or shelter, and without access to essen-
+tial public services such as education or health
care--is a stark measure of how much remains to be
-done. '



CHAPTER 1II
REVIEW OF PAST LITERATURE

This chapter is divided into three major parts. In
the first part we will review the literature which addresses
the positive‘and negative results of XCB. In the second sec-
tion we will describe some economic theories which can be
used as partial explanations for the phenomenon of XCB.
Finally, in the last section we will review the marketing

literature which addresses XCB.

2.1 Negative and Positive Results of XCB

As mentioned earlier, XCB has both negative and
positive effects on the economy of every country regardless
of its level of economic development. However in consider-
ing LDCs, it is believed that XCB hinders more than enhances
the process of economic development. As a consequence, it
runs counter to the public policy goals of many LDCS.

In the following sections the negative and positive
effects of XCB will be presented and discuséed, starting with
the negative implications. The frame of reference will be
LDCs, the status of the overwhelming majority of countries in
the worlgd.

21
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2.1.1 The Negative Results

If we assume that the ultimate goal of every society
is to increase its productive capacity, both in the long run
and on a sustained basis, so that every one of its members
enjoys an ever-increasing supply of goods and services, then
any factor which inhibits the accomplishment of this goal
should be considered a negative one. Within this context
most people would agree that XCB has negative consequences
for LDCs. Consumers of LDCs buy foreign products to adopt
the life styles prevailing in the more economically advanced
countries. 1In doing so, they hurt the economy of their own
countries. Perhaps in the short run these consumers will
temporarily enjoy some elements of the standard of living
of the advanced countries. Nevertheless in the long run,
their behavior is detrimental to accomplishing the goal of
bridging the chasm between LDCs and those that are more ad-
vanced. In a real sense, XCB is "socially irresponsible"
consumer behavior. By pursuing the short term gratification
of Western life styles, these consumers are hurting their
country's economié development and as a consequence fore-
stalling movement towards the‘desired standard of living.
XCB purshes people away from long term vision to short term
myopia. More specifically, XCB adversely affects their
country's balance of payments and discourages the restruc-
turing of the economy from an agricultural to an industrial

one.
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2.1.1.1 Balance of Payments

LDCs, with the exception of most OPEC members (which
nominally seem developed but in reality are still far away
from self-sustained development), face a dramatic trade
imbalance with consequent negative effects on the balance
of payments and the current account balance. These deficits
are increasing over time. Table 1 depicts this deterioration
during the 1970's for a number of LDCs. Skyrocketing oil
import costs further qggrevate the trade balance deficit.

To finance energy imports, LDCs have to devote an increasing
percentage of their earnings from their exports to supply
their energy needs. Table 2 illustrates this deterioration.
We should recognize that the figures in this table include
only the 1973 shock increase in the price of oil. Since

1976 substantial price increases have taken place. Thus,

the percentages in Table 2 should be viewed as being conserva-
tive compared to the present day situation.

The deteriorating trade balance of LDCS suggests
that the classical concepts of comparative advantage (es-
poused by David Ricardo) and international specialization
{espoused by Adam Smith) through the mechanism of unrestric~
ted transborder trade, either are invalid or require a much
longer time horizon than expected. Referring to this point,

18 argued:

Hilgert
The fact that many underdeveloped countries do not
derive the advantages from modern transportation and
commerce that theory seems to demand, is one of the
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TABLE 1

CURRENT ACCOUNT BALANCE BEFORE INTEREST PAYMENTS
ON EXTERNAL PUBLIC DEBT
FOR A NUMBER OF LDCs

Current Account Balance in
Million U.S. §

LDC 1970 1977

Ethiopia - 26 - 70
Somalia ’ - 6 - 31
Zaire - 55 - 486"
Burma - 60 - 93
Sudan - 30 - 443
Egypt -116 | - .529
Thailand -234 -1,039
Philippines - 22 - 724
Zambia 131 - 157
Morocco -101 -1,743
Bolivia - 17 : - 120
Nicaragua - 33 - 122
Tunisia - 36 - 476
Turkey - 28 -3,155
Chile _ - 13 - 290
Brazil _ =725 -3,787

Source: The World Bank, World Development Report,
1979, pp. 156-151.

Sw—nan——t———
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TABLE 2

ENERGY IMPORTS AS A PERCENTAGE OF MERCHANDISE EXPORT EARNINGS
FOR A NUMBER OF LDCs

Percentage
LDC 1960 1976
Ethiopia 11 27
Somalia 4 13
Zaire 3 16
Burma 4 12
Sudan 8V 26
Egypt 12 15
Thailand 12 28
Philippines na na
Zambia ' na 5
Morocco 9 23
Bolivia ’ 4 1
Nicaragua ﬁa na
Tunisia 15 23
Turkey ' 16 58
Chile 10 25
Brazil 21 43

na = data not available.

Source: The World Bank, World Development Report,
1979, pp. 138-139.
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most pertinent facts in the present international situa-
tion and cannot be easily dismissed.

Hilgert's thesis along with parallel ones presented

20 21 22

by Myrdal,19 Singer, Prebisch and Nurkse should be

viewed as challenging the merits of the classic free trade-

23 Myraa1??

comparative advantage model championed by Viner.
has gone even further in declaring that it is very doubtful
whether today freer trade would necessarily lead to less
international economic inequality or whether, in general,
trade between developed and less developed countries has
ever had that efféct.

The dramatic trade imbalance situation is mainly

25 to two factors. LDCs typically have a narrow

attributed
assortment of products for export (raw materials, unprocessed
or semi processed minerals, agricultural products, light
industry products, etc.). Secondly, prevailing conditions
in international markets include high price elasticities,
low income elasﬁicities, perfect competition, existence of
perfect substitutes, etc. Thus, LDCs have a major dilemma.
LDCs cannot substantially increase, at least in the short
run, their foreign exchange earnings by boosting their ex-
ports‘nor can they decrease tﬁe importation of capital goods,
and energy needed for economic development.

Given this situation and recognizing that other

sources of foreign exchange (such as remittances from workers

living abroad, receipts from tourism, inflow of foreign
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private capital, foreign loans, grants, aid, etc.), are
. hopelessly inadequate the conclusion is obvious. The less
spent on foreign produced nonessential consumption goods,
the more LDCs will have to finance the importation of goods
prerequisite to their economic development. It is this
structural weakness in the economies of LDCs that makes XCB

a major hindrance to their economic development.
2.1.1.2 Industrialization

The second major negative effect XCB has on LDCs is
its limitation on industrialization. Although there are
some opposing &iews, most economic development scholars
seem to support the position that industrialization is the
driving force for sustained and rapid economic development.

Bean,26 Chenery27

and Kuznets28 are representative of the
group of economists who accept that the transformation of
a society from rural-agricultural to urban-industrial has
been empirically verified as accompanying growth as well as
being a major factor in a country's economic development.
In studying the literature, we can see that the

‘problem seems to rest not on whether to accept or reject in-
dustrialization as the primary factor of economic develop-
-ment, but rather what orientation the sector's product mix
should take. As Streeten?’ pointed out:

"« « « After a reorientation of goals, industrialization

as the servant of development regains its proper place
in the strategy. 1Industry should produce the simple
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producer and consumer goods required by the people. . .
In simple mass consumption goods. often produced in a
labor intensive, capital saving way, the developing
countries have a comparative advantage.

Regardless of the product mix, industrialization
requires heavy imports of capital goods, raw materials, en-
ergy, etc., and a strong domestic market sufficient to absorb
the produced volume. Because capital goods tend to be tech-
nologically sophisticated and technological progress is
virtually monopolized by the developed countries, the impor-
tation of capital goods is a requirement. On this point,
Singer30 observed that:

The rich countries of today, with less than one third
of today's population, account for pretty much 99%

of total Research and Development expenditures. The
same applies to the scientific and technological
infrastructure expenditures.

The well-known "vicious circle" of low income lead-
ing to low savings, low investment, low labor productivity
and low income depicts the predicament of LDCs. Any type of
research and development is beyond their capacity. Capital
goods simply have to be imported. If the country does not
possess the raw materials or energy resources, these too
have to be imported.

The need for a strong domestic market is another
crucial factor for industrialization. Strong domestic mar-
kets are related to modern technology, mass scale production,

standardization, scalar economies and optimum total cost per

produced unit. XCB hurts the ability 6f LDCs to meet these
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conditions. Because LDCs tend tc have large populations and
limited spending power, they cannot withstand the division of
demand between domestic and foreign substitutes. Experience
has shown that when foreign competition is too strong, domes-
tic industrialization is hindered. It becomes another vicious
circle--fewer sales, less production, higher per unit total
cost, higher price, less demand, fewer sales, and so on. |
Thus by diverting demand, XCB results in limited profits and

a disincentive to invest in the industrialization of the LDC.
2.1.2 The Positive Results

Although the negative effects of XCB are preeminent,
XCB has some positive implications for the process of econo-
mic development. As in the case of the negative results,
the positive ones are both short run and léng run. The two
most important positive factors aré that XCB is a source of

financing and a force for antimonopolization.
2.1.2.1 Source of Financing

Although it would be an.oversimplification to regard
economic development as a function of capital accumulation
alone because other factors such as training and mobilization
of human resources and entrepreneurship are also needed,
‘these are seldom feasible without some increase in the stock

of national capital. Therefore capital accumulation may be
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regarded as the core process by which all other aspects of

31 Taxation is one of the few

growth are made possible.
sources of capital for financing the development effort.
The others afe domestic borrowing, deficit spending~inflation,
forced savings and foreign sources (loans, grants, aid, pri-
vate investment, etc.). Without going into detail, it is
sufficient to say that each source has its advantages and
~ disadvantages. Taxation is singled out because LDCs use
taxation very frequently as a source of financing as well
as income redistribution. Indirect taxation (sales, tar-
iffs, duties, etc.) tends to work better than direct taxa-
tion (income, property, profits, etc.). LDCs have widespread
evasion of direct taxation as a result of the conditions
common to LDCs (relatively big nonmonetarized sectors, weak
legal framework, high illiteracy rates, inadequate records,
low fiscal consciousness, bribes, etc.). Consequently in-
direct taxation is virtually the only alternative for taxa-
tion. The importation of foreign products is usea by the
fiscal authorities of LDCs as a source of capital accumula-
tion. Using Latin America as an example, Hunter and Foley32
wrote that:
Still another key determinant of fiscal capacity is
the size of the external sector (exports and imports)
in relation to GNP. . ... evasion of taxes is a par-
ticularly serious problem in Latin America. Export and
import taxes, however, are particularly difficult to
evade, since exit and entry points are few and can be
carefully watched. A country with a large trade sector

will, therefore, have a greater fiscal capacity than
one with a small trade sector.
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It can be argued that heavy import taxes, duties,
tariffs, etc., are a means for effectively discouraging
impdrts and consequently the outflow of valuable foreign
exchange, as well as a mechanism for protecting vulnerable
domestic infant industries. While this is true, the fact
remains that governments of LDCs find indirect taxation
easier and more accessible than direct taxation and conse-
guently use it as a source of financing. Thus, in this way

¥EB has some positive effect in the economies of LDCs.
2.1,2.2 Antimonopolization

The merits of a perfectly competitive market are
well known. In the short run, competition acts as an ob-
gtaele to price increases. In the long run it constitutes
a meehanism for an optimum allocation of resources.

LDCs have, ex definitio, a relatively limited pro-
duet mix which is supplied by a small number of big firms
and/or a large number of small ones. As the process of
econoemic development progresses, no matter how slow it is,
industrialization sooner or later emerges. Small firms
grew, emerge or vanish. The same happens to the big ones,
and eventually the supply side of the market is controlled
by the few. VeryAfrequently, the economic planning boards
of goevernments encourage this consolidation through various

ineentives. In addition, high import barriers imposed on
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foreign products, in the name of protecting local industry,
support this trend. These strategies typically lead to
oligopolies, or even monopolies. In the long run these non-

competitive forces nourish production inefficiencies and

- frequently facilitate the adoption of unreasonable pricing

policies.
Thus no matter how urgent the need to industrialize,

LDCs should never forget the healthy dynamism of competition.

34

As Haberler™ put it:

Increased competition is also important for the under-
developed countries, especially inasmuch as the size

of their market is usually small. . . . A reservation
has nevertheless to be made. The first introduction

of new industries, on infant industry grounds, may
justify the creation of monopolistic positions, depend-
ing on the size of the country and the type of industry.
But the problem will always remain how to prevent the
permanent establishment of inefficient exploitative
monopolies even after an industry has taken root and
has become able to hold its ground without the crutches
of import restrictions.

In summary XCB can produce positive effects by pro-
moting a competitive market. If LDCs can combine the opening
of developing industries with flexible entrance requirements .
for foreign goods to serve XCB, there are several desirable
consequences, These include: (1) increased consumer satis-
faction because of the greater freedom of choice resulting
from the expanded breadth and depth of product assortments,
(2) powerful obstacles to the emergence of oligopolies or
monopolies, thereby promoting long run production efficien-

cies and reasonable prices, and (3) reference or comparison
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models for domestic producers and consumers. Unfortunately,
few LDCs have been successful in their attempts at the intri-
cate blend of protection from imports and import encourage-
ment. Without this the negative implications of XCB are

left to dominate.
2.1.3 Summary

For LDCs the negative aspects of XCB far exceed the
positive ones. Balance of payments and industrialization
problems are important constraints on the crucial process
of economic development. Without alleviating these problems,
the economy is not likely to prosper. On the other hand,
sources of finances and antimonopblization measures may be
accomplished, though perhaps not as easily or effectively,
through other means than XCB. This is in contrast to devel-
oped countries where balances of payments and industrializa-
tion are lesser problems and the value of broadened assort-
ments and a competitive environment may be more important
because the consumerism movement is one of the strongest
parameters of the economic life.

For consumers in LDCs, XCB is an opportunity to
assimilate aspects of the standard of living of the developed
countries. It is hard for these consumers to imagine that
their.limited éurchases could have any impact on the economy
of their country. Yet in aggregate, XCB can have a disrup-

tive effect. If economic development is a primary goal of
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a particular country, individual want-satisfaction may have
to suffer. Many LDCs place quotas and/or high tariffs on
_imported goods to control XCB. They do this without much
knowledge of the forces related to XCB, and quite often
instead of decreasing it they strengthen it. High priced
goods, due to tariffs, become status symbols and their demand
curves get positive slopes. Shortages, due to quotas, lead
to black markets and illegal importation of goods.

XCB is a phenomenon societies have to cope with. A
better understanding of XCB will inevitably lead tewards the
minimization of the negative results and the maximization
of the positive ones. Each country perceives this optimum
combination differently and as a result the study of XCB

should be done on a one case-country basis.
2.2 Economic Theories and XCB

In this section we will review economic theories
which describe and explain XCB. Two of them are from macro-

economics and the third from microeconomics.
2.2.1 A Macroeconomic View

Dualism and the International Demonstration Effect
are the two macroeconomic theories which will be reviewed in

this section.



35

2.2.1.1 Dualism

The father of the theory of dualism is the Dutch
economist J. H. Boeke. Building upon previously related work
done by Indian economists, Boeke based his theory on the
Indonesian experience. Though it is based on a one case-
country empirical investigation, it does not eliminate the
general applicability of the theory. It is believed that
dualism, under various forms and degrees, exists in every
country of the world. This widespread existence is also
witnessed by the variability of views expressed by those who
study dualism. As it was pointed out:35

There are many views of dualism, ranging from vaguely
stated hypotheses regarding sectoral differences in
social, political and economic behavior to formal
statements implying well defined predictions about the
course of economic development and structural change.

Dualism, as the word implies, refers to the existence
of differences within one country or within regions (e.g.,
East-West, European Ecbnomic Community). These differences
can be based on social systems,36 on racial or ethnic back-

38,39,40,41

gnmmdsf” on proddction conditions, on demographic

characteristics,42 or on the profile of the domestic and

foreién sectors.43 |
In view of itg multidimensionality, it would be an

oversimplification to isolate one aspect'(dimension) and

examine it, ignoring its interdependence with the other

aspects. Instead, dualism should be treated "globally" for
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a better understanding of the phenomenon, and most importantly
to produce better policy making. Only through valid measures
and appropriate policies can dualism be eliminated over time,
and therefore the differences can diminish or even disappear.

For the purpose of our study two specific aspects of
dualism are of great significance. For the theoretical part,
social dualism can be used to describe the condition which
triggers XCB. For the empirical part, spatial dualism can
be used as a means to operationalize and measure the phenome-
non. Boeke gave the following definition of social dualimnﬂ4
“Social dualism is the clashing of an imported social system
with an indigenous social system of another type. Most fre-
quently, the imported social system is capitalism."

The source of this dualism, which constitutes a force
of national disintegration, coincides with the appearance of
capitalism in precapitalistic countries.45 In most cases
this appearance took place under the auspices of imperialism.
We should always keep in mind that LDCs,.whefe the aspects
of dualism are more profound (sometimes even reaching devas-
tating proportions), were decolonized relative recently, and
the consequences of imperialism are still "alive." The
importance of this foreign factor for a specific geographic

46 in these words:

region is emphasized by Sunkel
In Latin America countries, it becomes quite clear
that external links and relationships have exercised
a fundamental influence on the shaping of the structure
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in those countries and, therefore, on their functioning
and outcome as well as on the process of structural
transformation.

These external links can be viewed as forces which
create, and subsequently sustain, a status of international
polarization on a global basis (the poor remain poor and the
rich, rich). This is also characterized in the domestic
situation of any LDC as internal polarization.47 This inter-
nal polarization is evidenced by the growing division between
modern, dominant and advanced economic activities, social
groups and regions on the one hand and baékward, marginal
and dependent activities, groups and regions on the other.48
Internal polarization eventually leads to national disinte-
gration. Social dualism inescapably evolves to an economic
one, and therefore the combined social-economic dualism
emerges as "a clash between two social and economic systems,
between two divergent styles of life, "4’

The divergent styles of life can be viewed as two
poles. On the one extreme we have life styles featuring

50

"limited needs." On the other, in sharp contrast, we have

lite styles featuring "unlimited needs." This dichotomy in
consumer behavior is based on psychological and not psysio-
logical'factors. Keyness1 proposed a similar thesis:
The amount that the community spends on consumption
obviously depends . . . partly on the subjective needs
and the psychological propensities and habits of the

individuals composing it and the principles on which
the income is divided between them.
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Dualism can be evidenced by tangible as well as by
intangible effects. The latter, as mentioned above, are of
a more or less psychological nature. The prevailing belief
of the developed (modern) social subset that it has many more
commonalities with their Western counterpartg\instead of with
their fellow citizens belonging to the less developed (tra-
ditional) subset constitutes the behavioral dimension of the
problem. This, by all means, is the most important dimension.
As Boeke described it:52
In each of the countries concerned a larger or smaller
stratum of the people is Westernized., has become Western
which, expressed in the scientific terminology of econo-
mics, means that this stratum has acquired the capitalis-
tic conception of life, harbors capitalistic aspirations,
_ or at least has adopted the habits and customs of capi-
talistic peoples.
If we haveAto summarize the assumptions under which
a capitalistic system exists, operates and thrives, the best
approximation would be that it assumes "limitless needs in
comparison with which means are always limited."
Spatial dualism, as measured by regional economic in-
equalities, represents an aspect of dualism existent in
nature and relatively easy to operationalize, especially on
an aggregate level. In every LDC, its territory can be
divided into the traditional, indigenous, rural sector popu-
lated by consumers with limited needs and the modern, Western,
industrialized, urban sector where éonsumers exhibit unlimited

needs. Since the first sector usually covers the overwhelming

majority of the territory, it would be useful to treat the
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second sector also as an "enclave." Since the urban and
the rural sectors are engaged in transactions and exchanges
(inputs, outputs) on aregular basis, then conceptually and
economically they are sectors. But when it comes down to
using behavioral attributes as the basis of analysis, the
urban social subset, because of its size and because it ex-
hibits such profound differences with the rural one, feels
like an enclave.

In most of the cases the urban sector is located in
the capital city which, due to internal immigration and ex-
pansion, becomes the major metropolitan center. The selec~
tion of the capital city as the locus of the Westernized
enclave is not accidental. Throughout history, capitals
have been equiped with adequate infrastructures which, among
other things, have allowed faster communication and trans-
portation access to the international trade centers of the
developed world. This accessibiliﬁy and proximity have been
historically the major elicitors of transborder movement of
life styles.

Referring to the spatial dualism in Greece, Papan-
dreou54 wrote that:

The per capifa income of Athens is probably 5 times

the per capita income of mountain communities. Thus,
while Athens enjoys a standard of living comparable,
say, to that of Italy, the standard of living of moun-
tain communities is closer to that of Asiatic countries.

Such evidence as is available on personal distribution
points to a highly skewed income distribution.



40

For the purposes of this study the existing differ-

ences and the trends in life styles and more specifiéally in

consumption patterns are cf great importance. The following

symbols can illustrate the situation.

Let:

d;

consumption pattern (CP) prevailing in the
relativelf less developed sector of a developed
country, or alternatively, the market segment
with this CP

CP prevailing in the developed sector of a
developed country, or alternatively, the market
segmeht with this CP

CP prevailing in the traditional sector of a

"LDC, or alternatively the market segment with

this CP
CP prevailing in the modern sector (enclave)

of a LDC, or alternatively, the market segment

with this CP

The following propositions, in the form of relation-

ships, can be made:

'dl #

a, - d

2 1

p- |

d, (dualism exists everywhere)

2

= d (the difference)

21,# 22 (dualism)
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£2 - £l = £ (the difference)

L >4 (difference more profound in LDC)

Since £2 will imitate (or try to imitate) d,, simi-
larities between £, and d, will be observed. Since LDCs are
ex definitio unable to produce and supply the appropriate
product mix to satisfy 22 imports of foreign goods, similar
if not identical to those preferred by d,, will become
necessary. XCB therefore can be hypothesized as depending
on the size of £2, £2 - Zl, and d2 - £2. As £2 increases,
in terms of number of people and purchasing power, aggregate
demand for imported goods and services will increase cor-
respondingly. As £2 - 21 increéses, the similarities in
consumption patterns between the two sectors decrease; thus
. the need and drive of £2 to associate itself with d2 increases,
and simultaneously, the need of £2'to disassociate itself
from £l also increases. Finally as a, - £2 increases, 22

will accelerate its efforts to close the gap.
2.2.1.2. International Demonstration Effect

Consumers do not live in a vacuum. Their tastes,
preferences and generally their purchasing behavior reflect
the effects of the environment upon the decision making pro-
cess., Consumers are constantly exposed to environmental
" influences regardless of whether they want it or not. As

Bettmanss put it:
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Learning about the environment can occur under condi-
tions of low involvement and low attention and under
conditions where stimuli are passively rather than
actively processed.

This overwhelming role of environment on consumer
behavior can be demonstrated by the fact that there are
models of behavior which periodically dominate on a massive
scale. Consumers receive information, select, process,
accept and adopt solutions to existing problems. The dif-

' fusion of these models is accelerated by widespread imita-
tion. Marketers usually stimulate this diffusion process
by publicizing these models. Other starting points can also
be possible, such as highly visible and/or credible people,
the government, institutions, etc. Once the model is pre-
sented, imitation makes sure that diffusion will be fast.
As Bandura and Walters56 argue:

Relevant research demonstrates that when a model is
provided, patterns of behavior are typically acquired
in ‘large segments or in their entirety rather than
through a slow gradual process based on differential
reinforcement.

From the above we can see that what motivates con-
‘'sumers to buy goods and services is imitation and learning

in conjunction with the environment. On this point Hayek57

was very explicit by arguing that:

Very few needs are "absolute" in the sense that they
are independent of social environment or of the ex-
amples of others, and that their satisfaction is an
indispensable condition for the preservation of the
individual or of the species. Most needs which make
us act are needs for things, which only civilization
teaches us exist at all, and these things are wanted
by us because they produce feelings or emotions which

we would not know if it were not for our cultural
inheritance.
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Duesenberry's theory of consumer behavior placed
great significance on what we said earlier. Accordingly,
the individual consumption functions are interrelated and
not independent. This interrelationship which Duesenberry58
called the "demonstration effect," originates from the

desire for "social emulation by means of conspicuous con-

59

sumption." As Makin™~ described it: ". . . households

watch what other 'similar' households are buying and try to
‘keep up with the Jones'."

Duesenberry's Relative Income Theory has been sug-

gested as a resolution of the paradox:60

. « » the relationship of income and consumption seems
to be quite different when one looks at historical
data on national income and consumption (time series
data), and if one looks at households budgets at any
one point of time (cross section data). The latter
show very clearly that the higher a household's in-
come, the smaller the proportion of income it consumes,
and thus seems to confirm the absolute income theory.
But time series data tell a very different story: the
great increase in income since 1870 has not been ac-
companied by a decline in the proportion of income
consumed.

Relative incore theory suggests that the consumption
of a household depends not on its absolute income but on
its relative income, relative to the income of other house-
holds and relative to its own‘previous income. Duesenberry
explained why other households influence the consumption
of any specific household in terms "reminiscent of Veblen's

61

notion of conspicuous consumption." As to the second

aspect of relativity, it is easy to understand that once
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consumption patterns are established it becomes difficult
and time demanding to change them following changes in income
(both upward and downward).

Using symbols to depict the utility function accord-

ing to Duesenberry's theory, we have:62
I Co Ct CT
U=10 (R—"', e o eg -R——, e« o ey —)

t Ry

where R's are a weighted average of the rest of the popula-
tion's consumption. This says that utility increases only
if the individual's consumption rises relative to the aver-
age,"

In the above function, the consumer's utility in-
creases only if the consumption of a good or service (Co,

. « 23 C « o op CT) increases while simultaneously the

tl
consumption of the same good or service by other consumers

(RO' . - .y Rt'

increases at a slower rate. The result will be the same if

« o ey RT) stays unchanged, decreases or

the C's stay unchanged and the R's decrease or if the C's
decrease but the R's decrease faster. If the above changes
happen, then the fractions Co/Ro' . o ey ct/Rt’ e o o2
CT/RT increase. In other words, the fact that a product is
demanded and consumed by many people and in big quantities
(if Ro increaseé) will create two alternatives for the
specific consumer, who tries to maximize his utility.

Either he has to increase the consumption of C° faster or
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switch to Ct or C In the next paragraph we will examine

m
the first alternative.

The second alternative will be preferred, if by
switching products, the marginal utility is positive for
the same marginal cost. Assume that a segment of consumers
will choose the second alternative because they perceive
it as maximizing their total utility for a given level of
total cost. 1In this case, we can say that there is a nega-
tive functional relationship between the demand for a
specific good or service by a specific consumer and the
demand for the same good oxr service by the rest of the con-
sumers. In other words, when a product is in big demand,
this is enough to discourage a market segment from buying
it.

Let us examine how this alternative course of ac-
tion fits in the analysis of dualism. LDCs plagued by
dualism have very populous traditiornal sectors (Kl) and
modern seétors (£2) with relatively few members. When £2
observes that £l consumes some specific product categories
or brands, it will prefer switching to others. By doing
so, £2 perceives its utility function as tending toward
maximum.

In LDCs, domestic production of final goods and
services is almost exclusively targeted towards the domestic

market, because these products have no chance of competing
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against similar ones produced and/or exported by developed
countries. Presumably, the market segment ideal to buy
these products is the £l, low income consumers with "prema-
ture" tastes, preferences, and quality evaluations. The
fact that 21 buys the domestic product mix is enough to
convince 22 that it should not buy it. Instead, £2 will
search for other sources of supply. Since the production
of their country is inelastic due to the unavailability of
the required productive resources, the only thing left is
foreign markets. XCB therefore can be hypothesized as
depending on the éxtent to which 22 wants to differentiate
from 21 (or how far the difference £2 - Zl = £ can go).
Differentiation is another way of viewing the switching of
product categories or brands in order to maximize the
perceived total utility. If £ increases XCB follows and‘
vice versa.

The first alternative, to consume more, will be
preferred if certain conditions exist. Duesenberry63 de-
scribed these conditions as follows: "Any individual's
desire to increase his expenditures is governed by the
extent to which the goods consumed by others are demon-
strably superior to the ones which he consumes."

What this hypothesis states is that if Ro’ for
example, increases, CO will also increase (from zero or

some positive value) if the consumer perceives the goods
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or services consumed by others (RO) are demonstrably
superior to the ones he consumes. In order to use the
same symbols, Cs and Rs should be viewed as product cate-
gories. If they are viewed as specific brands, then this
hypothesis becomes identical with the previously analyzed
alternative (switching).

The consumer, first of all, has to be exposed to
these goods and services. Exposition can take place via
advertising, sales promotion, interaction with other con-
sumers, word of‘mouth, travelling abroad, visiting of for-
eign tourists, expressed preferences by high credibility
and/or visible sources, etc. These new goods and services,
which if bought will eventually change the consumption
patterns of the consumer, can be new articles satisfying
either 0ld needs and wants or new ones. The newly estab-
lished consumption patterns, generally speaking, widen the
horizon of alternative sources of utility and they increase
the experience of consumers by providing answers to pre-
viously unanswered or unrecognized'problems.

Exposition still is not enough. The goods and
services must also be demonstrably superior to the old ones.
In perceiving new goods and services, the consumer goes
through a routinized process of evaluating them. As

64

Reynold put it:

It is the mental construct developed by the consumer
on the basis of a few selected impressions among the
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flood of total impressions; it comes into being

through a creative process in which these selected

impressions are elaborated, embellished and ordered.

From the many impressions a new good or service can
create, the consumer processes a few and bases his evalua-
tion on the results of this process. This selective empha-
sis on a few of the goodé or service attributes reflects
the personal points of attention but also the inability for
a global and more objective evaluation (multiattribute
evaluation needs time and effort and most consumers are
forced to economize in both of them).
Products have both functional (relatively easier

to measure) and symbolic (relatively more difficult to
measure because they fluctuate from consumer to consumer)
values. The specific consumer. selects a combination of
functional and symbolic values and makes his evaluation and
purchase decision. It might be argued that the consumer's
income is the constraint to his spending plans. Income
is indeed a significant factor but it should not treated

as a deterministic one. As Friedman65

pointed out:
Obviously, income is always a constraint to consump-
tion, but, in itself, it is not sufficient to explain
consumption decisions. Two other factors are
involved--the potential consumer must want the new
items enough to be interested in purchasing them, he
must aspire to buy; and he must feel it is a good
time to buy.

If a consumer believes that the purchase of a spe-

cific product will increase his utility he will try to
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increase his income, borrow money, elicit a gift, liquidate
assets, minimize his savings, étc., if his present income/.
consumption relationship does not allow the purchase of his
"idealized" product.

For the vast majority of consumers there is a posi-
tive relationship between quality and price. .When product X
has a higher price tag than its substitute ¥, ceteris pari-
bus, the average consumer perceives X as being of better
guality than Y. This positive relationship can be hypothe-
sized as Being a continuous and monotonic function. In
LDCs, imported final consumption goods are usually more
expensive than their domestically produced substitutes.
They are more expensive because the transportation, insur-
ance, tariffs, taxes, duties, marketing related costs in
the consuming country and the very high net profit margins
" for the importer should be added in the price changed by
‘the exporter (FOB price).  Regardless of the scalar econo-
mies and advanced technology, it is unrealistic to assume
that a product exported from a developed country and over-
burdened with a big array of various costs and expenses
will sell for less than a substitute produced in the import-—-
ing LDC. The few exception;, involving "dumpiné" cases,
do not change the rule.

‘This "excellent" image of imported goods is further

-enhanced by other factors: (1) the association of high
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credibility/high visibility celebrities with foreign products
(for example movie stars of LDCs dress almost exclusively
with high fashion, ultramodern clothes from Western Europe),
(2) effective advertising and sales promotion (usually done
in collaboration and with the technical assistance of the
experting company), (3) other sources of exposure, and
(4) the general attitude of the consuming public towards
the locally produced goods and services. (LDCs lack the
resources and technology to produce ﬁhe right combination
of price/quality, and consumers living in "lethargy" react
when they are exposed to alternative solutions.)

Since income is not so important, both £1 and £2
sectors can switch to superior (imported) goods if they
are exposed to them. XCB therefore can be hypothesized as
depending on the extent and intensity with which ﬂl and 22
are exposed to alternative goods and services imported from
abroad and the perceived quality differential between for-
eign and domestic substitutes. More exposure and a bigger
quality differential, other things being equal, will result
in increased levels of XCB. With the rapid advancement
of communication and transportation networds, with the slow
but steady increase in the educational level of the average
- consumer, with the opening of national economies as a result
of their global economic involvement and multilateral agree-

ments, exposure becomes more extensive and intensive. In
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regard to quality differentials, we observe that LDCs are
desperately slow in upgrading the quality of their products.
The best evidence for this is the inability of LDCs to sub-
stantially increase the exports of their manufacturing pro-
ducts. This export inelasticity can be mainly attributed
to the prevailing economic condition of LDCs. Producers
enjoy high levels of productive capacity utilization, high
profit margins, low taxation, weak competition and ample
governmental support. Producers "feel" the marvelous re-
sults of a sellers' market. Their target markets are com-
posed of local consumers who are unable to evaluate (due
to low levels of exposure, education, motivation, aspiration,
etc.). Producers have no strong incentive to modernize
unless they feel the painful consequences of international
competition. And even then it is doubtful that they will
.prepare for the market battle. Chances are that they will
blackmaii the government for assistance (e.g., taxes,
financial) or protection (e.g., quotas, tariffs), they will
‘merge~collude-make monopolies for passive resistance, they
will sell their companies to foreign interests or simply
go bankrupt.

Nurkse expanded the consumer behavior theory of
Duesenberry by incorporating the intérnational dimension.
‘The frame of reference now is not what happens inside one

country in isolation from the rest (the dynamics of Ll and
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22) pbut in the whole world (dl and d2 are included). Nurkse

described the new synthesis of forces shaping the behavior

of consumers in LDCs as follows:66

The intensity of attraction exercised by the consump-
tion standards of the economically advanced countries--
the demonstration effect on the interational plane--is
determined by two factors. One is the size of the
disparities in real income and consumption levels.

The other is the extent of people's awareness of them.

Exposure or awareness still remains one of the
determining factors. The other factor is the real income
differential (consumption as dependent on real income)
between a developed country and a LDC. In terms of sectors,
using again the dualism related terminology, Nurkse makes

it clear that both ﬁl and £2 are subject to the interna-

tional demonstration effect. He writes:67

The attraction of consumption standards of the advanced
countries may exert itself unevenly in different income
groups in underdeveloped areas. It may be concentrated
among the upper income group, in the cities; but it
need not be confined to them by any means. It may be
diffused, though faintly, even among the lower income
groups, thanks to education and mass media of communi-
cation.

As a result of this widespread attraction of
advanced standards of living, both £l and £2 try to be

modelled after dl and/or d Obviously Zz by virtue of its

2°
income superiority over £l will be more successful in imi-
tating dl and/or d2.
Nurkse saw the results of the international demon-
stration effect as affecting the average and marginal

propensity to save68 and 2ventually the capital accumulation
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which is badly needed for economic development. He also
admitted that “"the strength of the demonstration effect varies

69

a great deal as between countries," and these countries

need not be only less developed because "even within the
group of high-income countries the demonstration factor may
be operative: it probably affects Western Europe in relation

70 Finally he defended the various

to the United States."”
measures taken by LDCs against the importation of final con-
sumption goods because "what is more important [is] to off-
set the deleterious effect of foreign consumption patterns

upon domestic capital formation." 't

Along with Nurkse, Prebisch72 also recognized that
consumers in LDCs are attracted by the cohsumption patterns
of the developed countries. Johnson, on the other hand,
referring to Duesenberry's relative income hypothesis, wrote
that: 3

« « « [it] has been suggested as an explanation of .
balance of payments problems in underdeveloped countries.
They try to live up to consumption patterns in the
developed world but do not have the resources to main-
tain the desired standards.

XCB therefore can be hypothesized as depending on
the differences between dl' dz and ﬁl' 22, respectively, and
on how,many consumers in 81 and £2 know these differences.
As these differences increase and as more and more people

living in LDCs realize how low their standards of living

are, XCB will increase. Recent historical experience
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teaches us that post World wWar II global efforts for
economic development were not a total failure. Despite the
demographic explosion and the extremely unfavorable condi-
tions, LDCs achieved relativély satisfactory growth rates.
According to the most recent available data,74 during
the period 1960-1977, the industrialized countries (per
capita GNP from ﬁ.s. $2,880 to $9,970) had a 3.4% average
annﬁal growth of GNP per capita, measured in U.S. dollars.
This compares to 3.6% for middle income countries (per
capita GNP from U.S. $320 to $3,190) and only 1l.4% for low
income countries (per capita GNP from U.S. $80 to $300).
Based on these data, we can say that middle income countries
made a further step in closing the gap which separates them
from the materially priviledged ones. This success increased
the aspirations of the people living in these countries.
It was not only the tangible economic results that contxri-
buted to those increased aspirations, but mainly the propa-
ganda done by their governments. We should not forget
that true democracy is unknown in LDCs. Dictatorships of
every type are the norm. These regimes, in order to solidify
their power, use every possible occasion to propagandize.
Major and minor economic events are not exceptions. The
preparation of economic plans, the inauguration of a big
projecf, the discovery of natural resources are eXamples of
events where propaganda exploits them. Exaggeration of

lies are very common. The silent majority of people believe -
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that their government is telling the truth. Few who can
understand better know the reality. This propaganda, in one
respect, is extremely helpful. It helps in eliminating
centuries 0ld and deep-rooted fatalism, it gives hopes, it
promises change and betterment. It increases the aspirations
of the people. Katona75 gave the following basic hypotheses
about aspirations:

1. Aspirations are not static; they are not established
once for all times.

2. Aspirations tend to grow with achievements and
decline with failures.

3. Aspirations are influenced by the performance of
other members of the group to which a person belongs
and by that of reference groups.

So, aspirations continuously increasé as long as
the government admits that the economic situation is good
and is becoming better. Aspirations increase as long as
people see other people ameliorating their standards of liv-
ing. For 21 the reference group is 22 and for £2 it is
the d

and/or 4 These inherent aspirations dynamically

1 2°
created by environmental forces are being reinforced by

the emergence of reference groups and the motivation for
group identity. This process leads eventually to new forms

- of consumption patterns or, generally, life styles. As

Zaleznik and Moment76

put it:

The experiences of individuals in and through a culture
. determine member behavior in groups. At the same time,
groups create new forms of behavior that over time
result in cultural change.
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In the process of economic development, cultural
change is considered a sine qua non. The only problem is
the timing of occurrence. If cultural change fueled by over-
spending surpasses the ability of a national economy to meet
the expectations of its consumers, then the process of
economic development will be retarded and in some cases,
perhaps extreme, totally jeopardized. Rather, aspirations
should increase in balance with the rhythm of GNP increases.
If they do so, they contribute to economic development,
because aspirations are reflected in the consumption pattern
and generally in the life styles and "changes in the struc-
ture of final demand are likely to assume an important role."77
These changes in the consumption patterns as a result of
income increases are inevitable because the demand for vari-
ous categories of products and/or brands changes at differ-

78,73 shows the

ent rates. Extensive empirical evidence
variations in income elasticity of demand across a large

number of products (primary and industrial).
2.2.2. A Microeconomic View

In an article published in 1950, Leibenstein synthe-
sized some new directions for explaining consumer behavior.
Ail these directions have a common charécteristic. They
emphasize the importahce of interdependency of the individual
utility functions, a thesis parallel to Duesenberry's.

8
This interdependency is described as follows:
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. « « the utility derived from the commodity is

enhanced or decreased owing to the fact that others
are purchasing and consuming the same commodity, or
owing to the fact that the commodity bears a higher

rather than a lower price tag . . .

Liebenstein classified81 demand, according to moti-
vation, into two categories: functional and nonfunctional.
Functional is where the consumer demands the good or service
because of its qualities. Nonfunctional is where demand is
due to factors other than quality. These factors include

the bandwagon, snob and Veblen effects as well as specula-

tion and irrationality.

The bandwagon effect was described as follows:82

. « « the extent to which the demand for a commodity
is increased due to the fact that others are also con-
suming the same commodity. It represents the desire
of people to purchase a commodity in order to get into
"the swing of things"; in order to conform with the
people they wish to be associated with; in order to

be fashionable or stylish; or, in order to appear to

be "one of the boys."

Using the same symbols as before, 22 will imitate

d; and/or d2 (international dimension), and perhaps £l will

imitate £2 (national dimension). This last imitation

depends on the degree of dualism. The greater it is, the

weaker the drive for imitation and vice versa.
83
The snob effect, on the other hand, refers to:

. « . the extent to which the demand for a consumers'

good is decreased owing to the fact that others are

also consuming the same commodity (or that others are

increasing their consumption of that commodity). This
- represents the desire of people to be exclusive; to

be different; to disassociate themselves from the

"common herd."
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The snob effect will direct £2 to avoid the
purchase of certain commodities because £l prefers them
(national dimension) and perhaps because dl also prefers
them (international dimension). This last course of behavior
depends on who is the reference group for 22. If it is d2,
then £2 will avoid the commodities bought by dl'

Finally, the Veblen effect refers:84

« « « to the phenomenon of conspicuous consumption;
to the extent to which the demand for a consumers'

good is increased because it bears a higher rather
than a lower price.

The Veblen effect presumably will affect both 21
and £2 (the former to a lesser extent).

Combining the bandwagon, snob and Veblen effects,
we can hypothesize that XCB depends on (1) the extent to
which £2 has as a reference group d2 and/or dl' (2) the
extent to which 21 has as a reference group the £2 (band-
wagon, snob), and (3) on the price differential between a
domestic and a foreign substitute. If the reference group

for 22 is 4, and for 21’ £2, and the price differential is

2
big, XCB reaches its peak value.

2.3 Marketing Related Literature

The purpose of this section is to describe a series
of marketing research works related to the topic of this
dissertation. It is not coincidental that this research

was done during a set of years when there were major changes
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in the global economic environment. Therefore, in order to
have a better understanding of this research, including the
reasons that necessitated it as well as the significance of
its findings, it is desirable to briefly discuss these
changes and the outcomes they elicited in the sphere of

marketing.
2.3.1 Internationalization of Markets

The driving force behind the appearance and subse~
quent expansion of a new "family" of research projects,
articles and books was the tremendous growth of international
business. The decades of the 1960‘s, and to a lesser extent
the 1970's, experienced unprecedented peacetime growth
rates of merchandise trade and movement of capital. Regard-
less of its level of economic development, as measured by
the per capita GNP, every country participated in the inter-
nationalization of markets. This massive participation can
be viewed as a poﬁerful drive to the division of labor on a
global basis. Open economies, division of labor, speciali-
zation by country and comparative advantage are all terms
synonymous with lucrative opportunities for profits, and
marketers did not hesitate to exploit them. Table 3 gives
the growth rates, in mgéian values by groups of count;ies;
which représent the ﬁew modus opérandi for international

marketers. In terms of absolute figures, the total value
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TABLE 3

GROWTH OF MERCHANDISE TRADE

Average Annual Growth Rates (%)*

Exports ' Imports
1960-70 1970-77 1960-70 1970-77

Low Income
Countries? 5.0 ~1.7 5.0 2.3

Middle Income

CountriesP 5.4 5.1 7.1 5.9
Industrialized
Countries® 8.7 6.2 9.4 4.7

*Tn median values.

437 countries with per capita GNP in 1977 from
$80 to $300.

b55 countries with per capita GNP in 1977 from
$320 to $3,190.

€18 countries with per capita GNP in 1977 from
$2,880 to $9,970.

Source: The World Bahk, World Development Report,

1979, pp. 140-41 and 126-27.
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of world trade reached $343 billion in 1971, a figure more
than double the corresponding one of 1961. By 1974 it was
$848 billion.%>

This expansion of merchandise trade was paralleled
by the internationalization of corporations. This globaliza-
tion is best feflected by the number of affiliates controlled
by U.S. and non-U.S. multinationals as well as their sales.
In 1969 the number of foreign affiliates controlied by U.S.
multinationals was over 4,000 versus less than 2,000 in

1959.86

In 1970, the total global sales of U.S. multina-
tionals (controlling 5,490 affiliates) was $65.3 billion
compared to $82.5 billion sales of non-U.S. multinationals

87
(controlling 5,640 affiliates). -
2.3.2. New Approaches to the Study of Marketing

Since the central distinguishing characteristic of
inte;national business is the involvement of two or more
nations,88 is becomes apparent that for managerial decision
making as well as for theory building there is a need to
find, isolate and carefully éxamine relevant variables and/or
to assign different "weights" to known variables.

Although managerial consideration prevailed, the
need to.develop marketing theory should not be underesti-
mated. It was the youth of marketing and its drive towards

scientification that motivated marketing scholars in theory
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development. And since among the essential quality of
theories are their generality and resolution of differences,
the introduction of new approaches in studying marketing
related phenomena became indispensable. The old ones such
as the commodity, functional and managerial approaches were
not the most appropriate to simultaneously integrate and
expand knowledge. It was because of the above described
conditions that the environmental and comparative approaches

emerged.
2.3.2.1 Environmental

Essentially, environmentalism recognizes that pro-
ducing and consuming units do not live and operate in a
wvacuum. The environment, with all its dimensions, is the
domain of activity. Terpstza90 gave the following composi-
tion of grouped forces that shape this environment:

Economic (employment, income, GNP, foreign exchange
risk, etc.)

Physical (population, climate, natural resources,
geography, ecological systems, etc.)

Cultural (language, religion, values, attitudes,
education, social organization, technology,
material culture, politics, and law)

“The environmental approach was introduced to market-

91,92

ing by scholars such as'Holloway and Hancock and Scott

and Marks.93' Referring to this approach, Bartels gave the

following description:94



63

Environmentalism generally refers to the influence

of environment upon the development of systems or

organisms, and in Marketing it is understood particu-

larly to refer to the relationship between environ-

ment and the practice and development of marketing.

| Using Bartel's tefminology, we can view as systems

the producing legal entities and as organisms the consumers.
A producer's set of responses to environmental forces is
encompassed in its marketing mixes (consisting of product,
distribution, promotion and price mix). The marketing mix
is the best indicator of the prevailing strategic, tactical
and operational direction of a producing unit. It reflects
what management perceives as the most appropriate course
of action given the environmental parameters. Consumers'
set of responses on the other hand are usually referred to
as consumer behavior. In broad terms what they buy, their
tastes, preferences, from where they buy, when they buy,
etc., are all aspects of the behavior of consumers respond-
ing to environmental stimuli.

Combining Terpstra's and Bartel's descriptions we
can immediately see that both stimuli and responses are two
sides of the same coin. Organisms and systems are parts
of the environment, and therefore the existing interrela-
tionship beéomes mutual interdependence. Figure 1 describes
this interdependency. |

In this figure, the two way arrows represent the

interdependency between E, CB and MM. Having identified
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Figure 1. Interrelationship between Environment,
Organisms and Systems
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this interdependency let us examine in which situations it
is strong or weak. To do this we can use the conceptual model

95 and developed by Hunt.96 Accord-

suggested by Kotler
ing to this model, all marketing related phenomena, issues,
problems, theories, etc., can be categorized wusing the
three dichotomies of (1) profit sector/nonprofit sector,
(2) micro/macro and (3) positive/normative.
Let: i = individual or household living in country X
n = the number of individuals or households in
country X
f = firm (producing, distributing, etc., oper-
ating for profit in country X
m = number of firms in country X
g = firm (producing, distributing, etc.) oper-
ating not for profit in country X
r = number of not for profit firms
ms = a market segment of country X
s = an industry or a sector of the economy of
country X

Ex = environment of country X

If i is an average consumer/household and f and g
small firms, we can hypothesize that Ex influences them and
i, £ and g taken individually (low levels of aggregation)
cannot influence Ex‘ On the contrary, if all consumers/

" households and firms (£, g) are taken together (high levels
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of aggregation) then the influence becomes two way and in
this case we can refer to interdependency. This relation-

ship is depicted in Figure 2.

Figure 2. Interrelationship between E .. CB
and MM in low and high levels of

aggregation
n
—>CB, and } CBy
i=1
m
> E »MM.  and ) MM
f=1
r
— MM and 2 MM
g g
g=1

In cases where i is a highly visible and/or credible
consumer, we can expect a noticeable impact on Ex' For
example some movie stars set a trend in fasion, hairdressing,
etc. In LDCs, the fact that person A wears a particular
brand of shirts is enough to trigger emulation if A is a
recognized personality. The same can be expected if £ or g
are very innovative firms. Their MM can have some impact
on Ex (e.g., instaﬁt camera, disposable razor). Figure 3

refers to this interrelationship.



"
o7

Figure 3. Interrelationship between Ex' CB

and MM in special cases where i, £,
and g can have some impact on Ex

n
—*~ CB; — — CB; —
i=]
m
+ By - Mg ) MM¢
=1
r
NS MM — S ZMM —
g g
g=1

In medium levels of aggregation we can hypothesize
that thsre is a two way influence, interdependence. Going
back to dualism, we can view Ll and 22 as two market seg-
ments striving for homogeneity (Duesenberry) and hetero-

geneity (Boeke). Figure 4 reflects this interrelationship.

Figure 4. Interrelationship between E . CB
and MM in medium levels of aggregation

> MM, —

—+ B ) CB > MMS

mn
___..,,me_

f=1
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In this ;esearch, the environmental approach will
be used as the basic one. One of the strengths of this
approach is its ability to tackle inquiry problems at any
level of aggregation. The three levels mentioned earlier
are the following:

a. Low (micro)

b. Medium (segments, industries, sectors)

CBns

MMS

c. High (macro, national, domestic)

n (equivalent to national. demand pattern,

X CB, national expenditure, aggregate
i . -
consumption-investment pattern)

i=1

m

)} MM; (equivalent to the product of the pri-
£=1 vate sector)

b o

Z MM (equivalent to the product of the public
_ g sector)
g=1

m r

) MM, + ] MM (equivalent to gross Gomestic

£=1 g=1 product)



69

2.3.2.2 Comparative

The 1957 National Conference of the American Market-
ing Association was devoted to comparative marketing.97
Since then, a number of studies have appeared ranging from
single country studies to multicountry comparisons. They
have included descriptive studies as well as analytical ones.

In defining comparative marketing, Carson98 wrote:
"Comparative Marketing involves the study of marketing sys-
tems, operations and practices in various parts of ﬁhe world."™

Terpstra, on the other hand, defined comparative
marketing emphasizing more the analytical element and less
the descriptive task. Comparative marketing is:99 Y e e
the organized study of marketing systems in many countries--
the similarities, differences, and reasons therefore."

So, in order to operationalize the comparative
apprdach (Terpstra's version) we need at least two countries.
Then we proceed with the following steps:

a. Describe the marketing struéture (MS) in country

X (MSX) and country Y (MSY)'

b. Find similarities and differences of MSX and

MSY .

¢c. Explain these similarities and differences.

d. Draw conclusions about trends, phenomena, prob-
lems, issues, etc.

€. Enrich Marketing Theory by conceptualizing the

- findings.
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Wﬁich are the preconditions for the successful
application of the comparative approach? Comparison, which
follows the evaluation, is a difficult task requiring the
possession of penetrating talent. This task becomes pro-
gressively difficult when the number of MSs increases. And
there is an obvious need to increase this number in order
to make generalizations. How for example can you draw
valid conclusions about the existing interrelationship be-
tween the role of merchant wholesalers in marketing channels
and the degree of industrialization, if your study involves
two or three countries? But as the number of MSs increases,
setps a. and c., in particular, become very difficult. It
is at this specific point where the previously described
environmental approach intervenes and joins the comparative.
The utilization of the‘environmental approaéﬂ as a vehicle
in describing, and most important, in explaining various
MSS, is inescapable. Based on what we said in the previous

paragraph, we have the following interrelationships:

E — MSy where Eg = environment of country X

EY — MSY

EZ —+MSZ

and since in most of the cases, if not all,

MSX # MSY # MSZ
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it is likely that
By # By 7 E,

It is because of this last inequality that the
dilemma between standardization and adaptation has not been
settled and tends to dominate most of the time of scholars
involved in international marketing. In defining these two
diametrically different corporate strategies, Buzzell,100
who started the academic debate on this issue, wrote the
following:

Standardization of marketing activities refers to the
development of a common strategy for a particular
product on a national, regional or worldwide basis,
while marketing adaptation refers to policy and prac-
tice changes made by a firm in response to local dif-
ferences.

A number of articles, primarily using empirical

101
data, appeared in the literature. Scholars like Aylmer,

Terpstra}ﬂziBoddewyn and Hansen,103 Moyer,104 Sorenson and

Wiechmann,105 Keegan,106 Britt,107 Sethi and Holton,108 and
Wind and Douglas,109 wrofe about the standardization versus
adaptation dilemma.

In summing up the above mentioned research, we can
conclude the following:

a. The consensus is that various corporate activi-

ties can be the object of standardization or

adaptation.
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All these activities are included in the market-
ing mixes of the firms (e.g., target markets,
product, packaging, distribution channels,
physical distribution, advertising media, adver-
tising méssage, pricing).
Several models, ranging from simple ones (in-
volving few variables) to relatively more complex

(with more variables) have been suggested as

aiding the decision making process of managers.

The empiiical studies basically used European

‘subsidiaries of U.S. multinationals. Given the

equalities and similarities which exist among
the Western industrialized countries, any gen-
eralizations referring to global, rather than
to regional scales, can be misleading.

An attempt was.made to develop a typology to

include most of the world countries. This

. clustering is more indicative than definitive,

because the environmental variables which. were

used as the decisive factors have varying de-

grees of importance to the marketing mix elements

- of a specific firm.

Any generalization should be avoided. The
dilemma, standardize-adapt, can be answered only
by separate cost/benefit analyses referring to

the specific elements of the marketing mix of
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the specific firm expanding to a number of
specific countries. This should happen because
there is no systematic, coherent, integrated

framework with universal applicability.

The above conclusions underscore the importance of
the comparative approach as a vehicle which, with the assis-
tance of the environmental approach, can lead to a satisfac-
tory settlement of the debate between standardization and
adaptation. But they also remind us either of the "imma-
turity” or the inherent difficulties in using this approach.
From the existing literature we can separate two different
groups of articles-books. In the first group, the compara-
tive approach is, more or less, "confused" with the environ-
mental one. The task of the researcher who belongs to this
group is to examine carefully and in breadth the marketing
in one country. This group perceives comparative marketing

110

exactly the way Bartels noted: ". . . the term compara-

tive marketing has become associated with any type of study
made of marketing outside the United States."
Representative work of this group is the research

done by.Anderson,111 Greer,112 Goldman,113 114

115 116

Mallen,

117

Neelamegham, Saddik, Wilhelms and Boeck and

‘Yoshino.lls

The contribution of these researchers lies in
their scientific publication of what is going on inside

these countries in terms of marketing and why. It remains
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up to the reader of these works to compare the MSX and Msy,

etc., and to derive conclusions.

In the éecond group of articles and books the
comparative task is pronounced. The researcher selects two
or more countries and examines carefully aﬁd in depth one
or more elements of their MSS. The trade-off between the
first and the second group is obvious, breadth versus depth.
It was this second group that best portrays the usefulness

and applicability of the comparative approach. Representa-~

tive work of this group is the research done by Bartels,119

on wholesaling in fifteen countries (although this work does

120

hot integrate conclusions), Douglas and Urban, on life

styles, Goodhardt and Ehrenberg,121 on repeat buying habits,

122 on consumer habits and innovator

123

Green and Langeard,
characteristics, and Wadinambiaratchi, on channels of
distribution.

Having described these two groups, we can go back
and attempt to answer the guestion: How can the comparative
approach be successful in capturing the accurate dynamics
"0f the real world? The following table can sum up and syn-
thesize the pluses and the minuses of one country versus
multi-country comparative approach.

By breadth is meant the variety of marketing re-

- lated phenomena, activities, institutions, functions, etc.,

which are being studied. When the number of countries



TABLE 4

ADVANTAGES AND DISADVANTAGES OF THE TWO VERSIONS OF THE COMPARATIVE APPROACH

Version One

Version Two

More than two

Attribute One Country Two Countries Countries
1. Breadth High-Very high Low-Very low Very low
2. Elements of MS studied Many-All Few-Very few Very few
3. Depth Low~-Medium High~-Very high High-Medium
4. Importance in assessing E Very high Medium-Low Very low
5. Need for familiarity

with E Very high Low Very low
6. Generalizability of

findings Very low Low Very high
7. Need for further research Very high High Very low
8. Source of data Secondary Secondary-Primary Primary

SL
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increases, breadth decreases because of the research
constraints (time, effort, ability, etc.). By elements of
MS we refer to the specific number of the elements {con-
sumers, producefs-manufacturers, middlemen~-government and
other environmental factors) of the marketing system which
are being studied. Attributes 1 and 2 are similar and the
only difference is that in 2 marketing is viewed as a system
with the elements and the structure. Depth refers to the
.~ detail with which the study is done. More information, more
data, more interrelationships, analyses, synthesis, explana-
tion, etc., leads to more depth. Depth and breadth are
complementary for the same reason as 1 and 2; i.e., research
constraints.

Attribute 4 addresses the role of environment as
an integral part of the study. The importance of assessing
E parallels the breadth element. The more phenomena, etc.,
we study, the more we reaiize that the common denominator
(E) is intervening across all of them and therefore can
contribute to a more complete éxplanation and description.
The more important the assessment of E, the greater the need
for familiarity with E. By familiarity we mean the extent
to which a researcher feels confident that he knows enough
and the data are accuréte on the E. This feeling does not
come unless much study was “‘nvolved. Attributes 6 and 7

refer to the well-known problems of sampling. Finally,
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attribute 8 refers to the sources of data usually used.
As the breadth increases, we shift from primary to secondary
due to research constraints.

The above table is indicative and the attributes
are expressed in relative terms. It was based on the past
research using the comparative approach.

The present study follows version one of the com-
parative approach. The strengths and the weaknesses, there-

fore, need not be repeated, they are tabulated and explained.
2.3.3 Foreign Products and Consumers

A small number of studies using both the environ-
mental and comparative approaches has been done in the field
of consumer behavior. More specifically they measure and
explain consumers' perceptions and attitudes towards foreign
made products. These studies include those by Schooler,
Reierson, Gaedeke, Nagashima, Dornoff, Etzel, Walker, Lillis,
Narayana, Darling, Anderson, Cunningham, Bon, Ollivier,

White, Cundiff, Yaprak and Wang.
2.3.3.1 Schooler: Preconceived Images

Schooler along with Reierson are considered the
pioneers in this area of study. Schooler wrote his doctoral
dissertation in international consumer behavior. A very
short summary of his work appeared in 1965 as an article.124

Schooler undertook research to "test primarily for precon-



78
ceived images of products on the basis of national origin
' and secondarily to determine if attitudes toward national
sectors or travel experience are key variables in existing

preconceptions."

Methodology

Test countries: Central American Common Market members
(Guatemala, El Salvador, Costa Rica) and
Mexico for control purposes

Test products: Juice and fabric

Respondents: 200 students of a Guatemalan University

.Experiment: a. The students were randomized into 4
gfoups of 50. Each one received the two
products which were identical in all re-
spects except the name of the country
appearing on the label (made-in). A
semantic differential was used to measure
attitudes.
b. Respondents were also asked to rate
the country of product origin as "better
than average in Central America" or "worse
than the average in Central America "in
terms of (1) Government; (2) Business
structure; (3) Labor organizations; and
(4) People. Each one also indicated if he
had travelled to the country of product

origin.
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Findings: "Significant differences in the evaluation
of. products identical in all respects
except the name of the country appearing
on the label were found . . . the attitude
toward people of a given country is a fac-
tor in existing preconceptions regarding
the products of that country."125

Schooler termed this type of product bias the "in-
formal" or "invisible" barrier. Along with tariffs, quotas

and other more tangible measures, they hinder the expansion

of international trade.

2.3.3.2 Schooler and Wildt: Elasticity of Product Bias

In a subsequent study, Schooler and Wildt,126

repeated a modified and expanded version of the Guatemalan
experiment. Having found in the early study that consumers
have preconceived images of foreign products, the question
became "to measure for a single product the effect on the
selection decision of the interaction between product bias
and price differential, thereby establishing the concept

and measure of the elasticity of product bias."

Methodology

Test countries: U.S.A. and Japan
Test products: Piece of glassware

Respondents: 236 students at the University of Missouri
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" Findings:
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a. The students were randomized into 6

~groups. Each group received two identical

pieces of glassware, one labeled "made-in
Japan" and the other "made-in U.S.A." At
this point students examined the products
and evaluated them on a comparative, equal
interval, ordinal scale questionnaire.

b. After the first part was completed,
prices were given to the products. The
U.S. made was always $4.00 but the Japanese
made was $4.00, $3.50, $3.00, $2.50, $2.00
and $1.00, depending on the group. With
these different pairs of prices, respon-
dents were asked to indicate a purchase
preference.

"Many American consumers are biased against
foreign products because of their national
origin. . . . For most consumers the
effect of bias on the selection decision
between similar, alternative domestic and
foreign goods can be offset with price

. . - 127
concessions of varying amounts."

2.3.3.3 Reierson: Stereotyping Attitudes

Reierson's research

128 came to solidfy the findings

of Schooler. Although not exactly along similar lines,
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Reierson's task was to find the respondents' opinions about

the products of a group of countries and how these opinions

differ. He also used three levels cf product aggregation,

one specific product, a class of products and a country's

products in general.

Methodology

Test countries:

Test products:

Respondents:

Questions asked:

Findings:

U.S.A., W. Germany, Japan, France, Canada,
Italy, England, Sweden, Belgium, Denmark
a. Products in general (everything)

b. Classes of products (mechanical, food,
fashion

c. A large variety of specific products
(furniture, shoes, washing machines, T.V.,
refrigerators, radios, drinks, candies,
cheese, suits, chinaware, sweaters, auto-
mobiles, cameras, spaghetti, rice, office
machines)

155 students of two Texas universities
Respondents were asked to rank on a three
point scale (high, medium, low) the gquality
of the products in general, of classes of
products and of specific products of the
10 countries. No product was shown.

The results "showed a statistically signifi-

" cant difference in the estimate of quality
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of foreign éroducts, whether products in
~general were considered or classes of pro-
ducts, or specific product:s."lz'9
These findings support the conclusion, reached also

by Schooler for Central America, that consumers tended to

stereotype the quality of foreign products.
2.3.3.4 Reierson: Stereotyping Attitudes Change

Given the above described stereotyping attitude, it
is of great interest to find out how strong these attitudes
are. In the case of favorable attitudes, the exporting
country has an obvious advantage, but if this attitude ic
unfavorable, is there any way to change it? To answer this
question, Reiersonl'30 investigated the "various forms of
communication media that possibly influence the foreign pro-
duct image of the American consumer;" He also tested the
hypothesis that "a nation's products can be made more favor-
able by associating these products with the names of reput-

able retailers in the United States."

Methodology

Test countries: Italy, Japan

Test products: Various consumer durables and nondurables
Respondents: Students at two Texas universities
. Experiment: Students were exposed to the following

communication media: (1) Film presentation,
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(2) Magazine advertising and brochure,
(3) Publication distribution (the publica-
tions were supplied by Italian and Japanese
organizations describing the high quality
of the countries' products), (4) Window
display (with no retailer mentioned),
(5) Window display at Niemann-Marcus.
Respondents' attitudes (5 point scale) were
compared to those of a control group (not
ekposed to any of the above media.
"The foreign product image held by American
consumers exposed to specified communica-
tion media differs significantly from the
foreign product image of American consumers
not exposed to these media: the image of
nations' products can be made more favorable
by associating these products with the

names of prestige retailers in the U.S."l31

2.3.3.5 Gaedeke: Attitudes Toward Products from LDCs

In the previous studies, where respondents were

living in the U.S., test countries were selected from the

family of developed or industrialized. Gaedeke preferred

to include less developed ones. More specifically, his

researchl3? tried to answer the following two questions:
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" (1) wWhat are the opinions of consumers toward the quality

of products 'made-in' various developing countries? (2) To

what extent are consumer attitudes toward quality of pro-

ducts from developing countries changed when widely known

United States brand names are used?"

Methodology

Test countries:

Test products:

Respondents:

Questions asked:

U.S.A., Philippines, Hong Kong, Argentina,
Brazil, Taiwan, Mexico, S. Korea, India,
Singapore, Turkey, Indonesia

a. Products in general (everything)

b. Classes of products (food, electronics,
textiles)

c. A large variety of specific products
(Leather jackets, dress shirts, corned
beef, transistor radios, toys, canned meat,
tape recorder, canned mushrooms, cotton
shirts, dress slacks, T.V., shoes, canned
peaches)

200 students of Sacramento Sﬁate College

a. A group of 100 students was asked to
rank on a five point quality rating scale
the quality of products in general, of
classes of products and of specific pro-
ducts from_the 12 countries.

b. - A group of 100 students was asked
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about the quality of widely known U.S.
brand names (e.g., Zenith, Del Monte, Sears),
without couhtry of origin information.
c. Another group of 100 was asked their
opinion about the same branded products as
in b. but with the additional information
of the country of origin.

Findings: The results showed that "significant dif-
ferences of opinions toward the quality of
products from developing countries exist.
This is true whether imported products in
general, classes of products or specific
product items are considered . . . also
+ « o the country of origin information
does not significantly affect opinions'
about the quality of branded products in
general."133

The results of the first part of this research co-~
incide with those of Reierson's (2.3.3.3). On the second
part, the findings are of particular importance to multi-
nationals (sourcing strategies) as well as to mass retailers

(private branding). In Reierson's secocnd study (2.3.3.4),

| it was reported that by associating foreign products with

prestigious names in retailing we can enhance the quality

image of these products. This enhancement becomes doubtful,
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however, when we associate foreign products with well-known
U.S. brands. Thus the quality image can be strengthened or

weakened.
2.3.3.6 Nagashima: Japanese versus U.S. Product Images

In the previous studies, respondents belonged to one
nationality. Nagashima followed initially the same path,134
using a sample of Minnesota businessmen. At a later stage,
he repeated the same study in Japan and then compared the

attitudes toward foreign products of Japanese versus Ameri-

can. 135

Methodology

Test countries: U.S.A., Japan, W. Germany, England, France,
Italy

Test products: a. Products.in general
b. 2 large variety of specific products
(durables, nondurables, capital goods)

Respondents: 70 Minnesota businessmen and 100 Tokyo
businessmen

Questions asked: a. Using a seven point scale, subjects
were asked té answer a large number of
questions profiling the 'made-in' concept.
These questions were distributed into four
groups (price & value, service & engineer-
ing, advertising & reputation, design &

style, donsumers' profile).
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b. An unaided recall question was also
asked. Respondents listed brands for a
series of products, which came first to
their minds.
c. Finally, respondents were asked which
country produces the best autos, electrical
appliances, textiles, cosmetics, foods and
pharmaceuticals.

Findings: Significant differences were found in the
"made—-in" images of the products of the 6
countrieé. American and Japanese respon-
dents both agreed that the U.S.A. produces
the best automobiles and electrical appli-
ances and England the best textiles.

In a subsequent study, Nagashima,136

fol;owing
exactly the same methodology, examined what changes, if any,
have occurred in the attitudes of Japanese businessmen
toward the products of the U.S.A., Japan, W. Germany, Eng-
land, and Ffance. In relation to U.S. products, it became
“"clear the U.S.A. image has deteriorated in many ways during

the eight years 1967-1975."137

2.3.3.7 Dornoff, et al.: Consumers' Perceptions of Imports

138 repeated

In 1974, Dornoff, Tankersley and White
an expanded version of Reierson's research. Their aim was

to examine what consumers' perceptions of imports are and
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how they differ, and also to include socio-economic¢ charac-

teristics as possible factors affecting the differences in

perceptions.

Methodology

Test countries:

Test products:

Respondents:

Questions asked:

Findings:

U.S.A., France, W. Germany, all the rest
of the world

a. Products in general (everything)

b. Classes of products (mechanical, food,
fashion, electronic equipment)

216 subjects living in Cincinnati

a. Respondents were asked to express on a
four point scale if they agreedor not with
a number of statements. They were also
asked to rank on a three point scale the
quality of classes of products imported or
produced in the U.S.A.

b. Respondents stated their sex, age, and
educational level.

~Attitudes toward goods imported varied
significantly.

-No significant differences were indicated
between males' and females' perceptions of
imports.

-Consumers in the 30-50 age éategory had
more negétive perceptions in relation to

the younger ones.
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-Perceptions of imports were more favorable
as the educational level increased.139
In this study, demographic characteristics of re-

spondents wére asked for the first time, and this constitutes
a major step forward. Although the authors' intention was
to find a basis for market segmentation clearly defined,

sex, age and education can be also theorized as independent

variables affecting consumers' perceptions, opinions and

attitudes toward foreign products.
2.3.3.8 Other Related Studies

A number of studies followed similar lines to those
described above. Their task, basically, was either to fur-
ther refine accepted knowledge or expand it. Schooler and
Sunoo,140 elaborating on the concept of product bias evi-
denced in American consumers, suggested that regional label=-
ing (e.g., made-in Asia) is preferable to the national (e.g.,
made-in India) as a strategy which decreases consumers'
bias on the basis of products' national origin. Two years
later, Schooler141 guestioned the findings of his previous
.study by inferring that neither one of them is better than
the other and biases relate to sociodemographic character-
istics. H

In another study, Etzel and Walker142 tried to
" examine if the consumers' perceptions toward the producfs

- in general of a country differ from those toward the specifc
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products of that country. The results of their research
showed (with the exception of W. German products versus
W. German cars) that there are significant differences in
the way consumers perceive the products in general of one
foreign country and the specific products from that country.

143 repeated

In a 1974 study, Lillis and Narayana
the research work of Schooler, Reierson, Gaedeke, and most
important, of Nagashima. They compared the attitudes of
Japanese and U.S.A. consumers toward the products of the
U.S.A., Japan, England, France and W. Germany. Their find-
ings support those of previous studies. Significant per-
ceptual differences do exist, regarding various product or
marketing in general attributes.

44 studied the attitudes

In the same year, Darlingl
of Finnish consumers toward the products of the U.S.A. and
the U.S.S.R. as well as toward the various aspects of mar-
keting practices associated with these products. As ex-
pected, these attitudes differed. Finnish consumers were
more favorable toward U.S.A. made products and their accom-
panying marketing practices.

The first study to follow another direction was done

145 Instead of searching for

by &nderson and Cunningham.
consumers' perceptions toward imported products, they tried
to identify through discriminant analysis the characteris-

tics (demographics and selected personality attributes) of
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American consumers exhibiting high preference for foreign
products. According to their findings, the objective vari-
abie; (demographics), which included (1) Occupation of the
household head, (2) Annual family income, (3) Educational
level of the household head, (4) Social class, (5) age of
household head and (7) Stage in family life cycle, alone,
were not successful in distinguishing between the two groups
(group one: American consumers with high foreign product
preference, group two: American consumers with low foreign
product preference). The only exception was the demographic
variable educational level of the household head. On the
other hand, the personality variables, which included
(1) Status concern, (2) Conservatism, (3) Attitude toward
big business, and (4) Dogmatism, appeared to have some de-
gree of success in distinguishing the two groups. The only
exception was the variable attitude toward big business.
Based on the above interrelationships, the authors prepared
the . following profiles: "The consumer displaying high for-
eign product preference . . . is . . . an individual of
relatively low status concern, low conservatism and dogma-
tism, with a college degree, perhaps an advanced one.
Alternatively, consumers exhibiting low foreign product
preference may be characteriéed as relatively high in status
concern, high in conservatism and dogmatism, with less than

146

a completed college education.” These findings have

profound implications for the marketing mixes of foreign
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companies attempting to enter the U.S.A. market, ranging
from market segmentation criteria to theme and message con-
tent of advertising.

In 1979, two French scientists147

reported on how
Iranians perceive the quality and efficacy of French goods.
According to their findings, factors other than the quality
and efficacy of the goods contribute heavily to the goods'
image. The nationality of the good, the government of the
good's origin and its cultural institutions contribute to
this image. This image can be advantageous or detrimental
to the exporter. If the second is the case, .only a few in-
dustrial giants are able, with the assistance of their
governments and institutions, to change consumer perceptions.

Finally, in 1977 and 1978 two studies investigated
the attitudes of industrial buyers toward foreign made

products. In the first study,148

White examined the atti-
tudes of U.S.A. purchasing managers toward industrial pro-
ducts manufactured in England, France, W. Germany, Italy
and the U.S.A. According to the results of his analysis,
significant differences in the attitudes were found. 1In

the second study White and Cundiff149

researched whether the
product quality perceptions of industrial buyers are af-
fected by the price of products and the country or their
origin. Their analysis showed that industrial buyers' per-
ceptioné about the quality is influenced by the country of

manufacture. On the other hand, for industrial buyers,

higher price is not associated with higher quality.
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2.3.3.9 Two Recent Studies

Of special interest are two very recent studies.
Both of these studies, building upon the previous research
experience on the subject, expanded the analysis by includ-
ing an additional number of variables.

In the first study, Yaprak150 attempted to enrich
the theory of the newly developed Multinational Marketing.
This attempt followed the well-established research avenues
of standardization versus adaptation of marketing strategies.
across national markets and cross national consumer behavior.

The two basic research hypotheses to be tested were
the following:

"l1. A given consuming—country's consumers' intentions

to purchase a chosen source-country's products are

a function of their attitudés toward that country

and their evaluation of the nature and quality of

products in general from that country.

2. A given consuming-country's consumers' intentions

to purchase a given source=-country's products are

a function of their evaluation of selected specific

- attributes of the test products in question."151

Methodology

Test countries: 'W. Germany, Japan, Italy

Test products: Cars (VW Rabbit, Honda Civic, Fiat 128),



Respondents:

Questions asked:

Findings:

94
Cameras (Leica, Canon, Ferraria), Calcu-
lators (Royal, Canon, Olivetti)
158 American executives living in Atlanta,
Georgia, and 202 Turkish executives living
in Istanbul, Turkey
a. Respondents were asked to express their
attitudes toward a given source country
and their perceptions'of the nature of
products in general from that country,
using a five point scale (total 24 ques-
tions).
b. Respondents were also asked to express
their perceptions-attitudes toward thé
specific attributes of chosen source-
country products using a six point scale
(total 27 questions).
"In summary, it appears that both general
country and specific product attributes
affect purghase intentions of consumers in
both consuming countries, although specific
product attributes seem to be relatively
stronger influences in shaping purchase

intention behavior."152

The finding that general country characteristics

affect purchase intentions coincides with the one reported
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153 In the case of Schooler's

in Schooler's pioneering study.
study, general country éharacteristics included, as mentioned
ealier, government, business structure, labor organization

" and people. In Yaprak's study, on the other hand; these
characteristics were much more specific and easily under-
stood and included such things as the education of the people,
their attitudes toward work, art and creation, their friend-
liness toward other countries, their desire to raise the
standard of living, the country's involvement in interna-
tional affairs and &arious attributes of the country's
national marketing mix (to whom the products are sold,

breadth of the product mix, distribution advertising), etc.

154 combined the research

In the second study, Wang
directions of Schooler, Dornoff, et al., and Anderson and
Cunningham and came up with a very detailed design which
'included many variables. The purpose of this study was to
measure the effects of: (a) foreign economic, political and

cultural environments and '(b) consumers' socio-demograhics,

on their willingness to buy foreign products.

Methodology

Test countries: A total of 36, from developed to less de-
| veloped, from free deomcracies to totali-
tarian regimes
Test products: In general, products

Respondents: 273,>1iving in Bryan College Station, Texas
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Questions asked: a. Respondents were asked to state their

Findings:

willingness to buy products made in 36
countries. A five point scale was used.
b. They were also asked to express their
beliefs about the level of economic develop-
ment of the 36 countries (poor; neither
poor nor rich; rich), about the political
and civil freedom of people living in each
of the countries (not free; partly free;
free), and about which cultural region of
the world each country belonged to.

c¢. Finally, the demographics of the re-
spondents were asked (sex, age, level of
education, total income, race, nationality

or ethnic background, occupation, political

-affiliation, state or country born/raised,

and years in Texas).‘

"American consumers' willingness to buy
foreign products were strongly affected by
the variations in the level of economic

development, political climate, and culture

©of the products' country of origin. More

specifically, American consumers appeared
to give more posifive responses to the
foreign products from highly economically

developed, free countries with European,
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Australian or New Zealand culture. . . .
[The) image of the consumer who displayed
high foreign product acceptance [is] that
of an individual of low political conser-
vatiém, with an educational level above
high school--perhaps an advanced degree--
and family income above $5,000."155

Given the large number of variables examined in this
study, the findings were also rich and very detailed (e.g.,
which countries are preferred by the age groupA34-65), so
the above describes only a small portion, but an important

one, because it came to reconfirm previous findings, thus

making generalizations possible.
2.3.4 Synthesizing and Assessing the Previous Research

What seems to be the state of the art in the field
of Consumer Behavior and specifically'on how consumers
behave when they are faced with choices between domestically
produced goods and imported substitutes can be summarized
in the following statements:

a. Foreign products (in general, classes, or spe-—
cific) are conceived as images, evaluated and perceived
differently depending on the country of their origin. At
any given point of time, in any national market, there is
a finite number of final goods from which the consumer,

living in this country and participating in this market,
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can select a combination which he thinks will maximize his
utility. This can be expressed as follows:

n (o] P
X qi = X qd + Z qf
i=1 d=1 f=1

where qi = final good N

n = number of final goods (national product mix)

dg = domestically produced final goods

o = number of domestically produced final goods
(domestic product mix)

de = foreign produced final goods

p = number of foreign produced final goods (import
product mix)

n=o+p

Since every country imports final goods from many

countries around the world, we have:

P Py Py Py P.
Y ag= ] qfl+ ) qf2+ )R T
f=1 fi=1 f2=1 f3=l fr=1
where de = foreign final goods produced in country fl
1 .

and imported

foreign final goods produced in country f2

q
I
and imported, and so on



99

P, = number of foreign final goods produced in
country fl and imported
p, = number of foreign final goods produced in

country f? and imported, and so on

p = pl + p2 + p3 + . . « + pr

For the specific consumer, a market segment, or the
total population of a given importing country, foreign pro-~
ducts are discriminated on the basis of origin and the
specific needs they satisfy. Asspming that evaluations,
conceptions, perceptions, and images elicit corresponding
attitudes and eventually overt behavior, and using the same
symbols written earlier (2.3.2), we ﬁave the following re-
lationships:

The products in general of one country--

CB.
i
q » CB
fl=l f1 ‘\\\ ms
n
)} CB;
i=1

A class of products of one country--

CB.,

pll /' 1
CB
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where: pl' tpytt o pl"' .. ok pttttt o= Py

A specific product of one country--

q ——+ CB
£1.5 \\\\ ms
n
! CB;
i=1

Foreign products (in broad terms, to include the
overall marketing mix, marketing practices, etc., of a for-
eign country), constitute a type of environmental force
affecting consumer behavior at all levels of aggregation.
This environmental force can be analyzed into a vast number
of contributing forces, each one of them representing only
one combination of country of origin of a specific product,
a class of products or products in general. Table 5 on
the following page gives us, in the form of a matrix, all
possible combinations.

BEach nest (Nij) of the above matrix is a separate
contributing environmental force. For example, Nlj’ pro-

ducts in general from Afghanistan, N._,., Cognac brand X

103
from France, NlSj’ heavy industrial machinery from W.
Germany, have varying'degrees of influence for a specific

consumer, a market segment or the total number of consumers

of a specific importing country.
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TABLE 5

MATRIX OF CONTRIBUTING ENVIRONMENTAL FORCES

IN RELATION TO FOREIZSN PRODUCTS

Specific Class of Products
Countries Product Products In General
1l Afghanistan Nlj
2 Albania
10 France Nloj
15 W. Germany NlSj

b. The attitude of consumers of an importing

country toward the people of an exporting country as well

as the general characceristics and the economic, political

and cultural environment of the exporting country affect the

purchase intentions and the willingness to buy of the con-

sumers of the importing country.

The environmental influence, therefore, becomes a

force beyond geographic boundaries and tends to acquire

global dimensions.

in the following figure:

These interrelationships can be reflected
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Figure 5. Interrelationship between Environments and
CB at three levels of aggregation

Country f2 (importing)

—— B T CB, —
1 / .
' \j CBms
E n
(=1
where: E £ = Environment of foreign country fl (expOrtingf
1
Ep = Environment of foreign country f2 (importing)
2
and
E —— E E > . . . ——

c. An unfavorable attitude of the consumers of an
importing country toward the products of an exporting country
can be changed by: (a) Price concessions (lower the price
of imported product for effective competition against domes-
tic or other imported substitutes), (b) Using specific com-
munication media, and, (c) Distributing the products through
channels which include prestige retailers.

This is true not only for imported products but also

for the domestically produced. By taking successful decisions
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about the specific elements of the marketing mix, the man-
agement of a company can eventually‘reduce market resistance.
It would be an oversimplification to generalize and suggest
specific solutions which are preferable when preparing the
elements of the marketing mix. The dynamic nature of the
problem calls for situation specific and "custom tailofed"
optimal suggestions.

d. Selected demographic and psychographic charac-
" teristics of the consumers of an importing country affect
their perceptions and attitudes toward the products of an
exporting country. The profile of the consumer who, in
relative terms, displays higher foreign product acceptance
can be portrayed as follows: Younger, educated above high
school, with low political conservatism and family income
above $5,000.

In trying to assess the contribution of previous
resarch to the problem of understanding consumer behavior,
we can make the following points:

a. Generally speaking, the number of studies is
extremely limited and as a result the breadth and depth
research is correspondingly limited. Only cautious gener-
alizations éan be made until much more light can be shed.

b. The sampling problem is obvious. Studeﬁts, who
have been used as respondents in most cases, do not ade-
quately represent "real" consumers. On the other hand,

business executives are more "alert" to international com-
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petition and the national market place and therefore do not
represent the "average" consumer. Finally, consumers of a
small Texas city cannot be representative because of their
location (cosmopolitanism is lacking and as a result they
shoﬁld tend to be more xenophobic and less xenophilic).

c. On an international scale, the studies involved
a very limited number of case-~countries.

d. In the previous studies, actual consumption per
se was not examined. Instead, perceptions, images, evalua-
tions, conceptions and attitudes were used presumably as
proxy measures of overt behavior. How do attitudes and
behavior relate to each other? Tybout gave the following

figure reflecting this relationship:156

Figure 6. Interrelationship between
Attitudes and Behavior

Interpersonal Information

Y
Intrapersonal > Cognitive Process

Information

Y

Attitudes and Other Dispositions

/

Behavior «————— The Environment
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Of particular interest is the role of environment
on Behavior. Measured attitudes can freflect overt behavior
if we assumé a stable envircnment, something which is un-
realictic. Dynamism is the norm and consumer behavior is a
dynamié phenomenon calling for appropriate resezich methods.

157 "while consumer behavior is

As Jacoby, et al., noticed:
routinely conceptualized and discussed in terms of a deci-
sion process, research methodologies appropriate for inves-
tigating dynamic processes afe not generally utilized."

In relation to the predictive value of attitude,
Fishbein and Ajzen afgued tha_t:158 ". . . our approach has
been to suggest that attitude toward an object will usually
have at best a low relation to any given behavior with re-
spect to that object." |

Attitudes, therefore, are just rough measures of the
behavior to follow, and should be avoided whenever more
accurate substitutes are available. | ‘

d. With the exception of one study, all the others
were cross sectional. An analysis incorporating time can
reveal more clearly not only the changes of consumer behavior
toward foreign products but also the factors that are re-
lated (perhaps on a cause-effect basis) to these changes.
| e. Most of the studies were done in developed coun-

tries, primarily the U.S. The need for more studies in LDCs

is obvious, for both theory and practice.
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For these basic reasons, the methodology proposed
in this study follows a different approach. The sampling
problem is totally out. Instead of measu;ing indications of
what is to follow (ex ante), we observe the overt behavior
as evidenced by the purchase of foreign goods (ex post).
With long period of £ime as the time horizon, the study and
analysis is released from the effects of short run environ-~
mental changes which tend to disrupt the pattern. Finally,
factors related to this behavior are hypothesized and subse-

quently tested.



CHAPTER III
RESEARCH METHODOLOGY

In the first part of this chapter we will discuss
the case~country. In the second, we will present the hypothe-
sized model of XCB and then we will analyze each one of the
variables and how they will be operationalized. Finally, the
statistical method which will be used to test the hypothesis

will be discussed in the third part.
3.1 The Case-Country

For the purpose of this study, Greece was selected
as the case-country. This selection is the result of the
following reasons: (1) familiarity with the environment,
(2) availability of the required data and, (3) existence of
desirable conditions, such as the openness of the Greek
economy and its transition from a less developed status to
a developed one, thus making the study of XCB more realistic.
The geographic location of Greece, its three thousand
years of history and the fact that foreign powers periodi-
cally dominated it, have created a peculiar force which has
vastiy affected the life styles of the Greek people and shaped

107
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Gréek culture. Values reflect national culture as well as

159

the forces which underlie market behavior. Lipset and

160 isolated six categories to help identify the

Talcott
relevant values. According to these authors, cultural pat-
terns can be distinguished by the degree to which people:

1. are either egalitarian or elitist,

2. are prone to lay stress on accomplishment or
inherited attributes,

3. expect material or nonmaterial rewardé,

4. evaluate individuals or products in terms of
objective norms or subjective standards,

5. focus on the distinctiveness of the parts (in-
tensiveness) rather than the general character-
istics of the whole (extensiveness), and,

6. are oriented toward personal rather than group
gain.

XCB is directly related to these six categories of
values. Elitism, accomplishment, material rewards, subjec-—
tive evaluation, distinctiveness of the part and personal
gain are all cultural values which are likely to nourish
XCB. These values, throughout the history of Greece, have
characterized its culture. From the endless wars among the
city-states of ancient Greece to the spectacular financial
success of Greek shipéwners.in our times, these values have
.always been the driving forces of the rises and declines of

the Greek_civilization.
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To better understand the xenophilic attitude (from
which XCB follows) which is exhibited by a subset of the
Greek society, we have to go back and study the recent his-
tory of Greece. After the collapse of the Byzantine Empire
in 1453 A.D., Greece became a part of the Ottoman Empire.
This subordination lasted until 1821 when the Greeks, with
the assistance of foreign volunteers (philhellenes) and
foreign governments, started a revolution which lasted a few
years and caused great human suffering. During the Ottoman
domination, social dualism emerged. The developed social
subset consisted of those who lived in Phanari, a rich suburb
of Constantinople, and the islanders. Petropulos gives the
following discription of what happened and why:161

Many of the Phanariots and the islanders, beéing in
closer contact with the West, often knew a foreign
language, usually French, wore European attire, and
liked to cultivate European mannerisms. The mainland
Greeks, on the other hand, generally knew only their
local dialect, dressed in the native attire of the
area and cared little for the frills of Western civi-
lization.

These two enclaves of xenophilia proved to be very
effective in spreading, deliberately or undeliberately,

their attitudes. Xenophilic behavior162

became very popu-

lar. In the meantime, Athens became the capital of the new
state and the spatial locus of the developed social subset,
the subset which turned to the West to get answers for

everything, from consumption patterns to mannerisms, from

savoir vivre to education, from loans to military hardware.
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This almost total dependence on foreigners was, to some
degree, justified. Western Europe was living the first
industrial revolution. Three centuries ago, the Renaissance
- and then the Enlightenment took placé, at a time when Greece
was struggling to survive. So there was a big distance
between Greece and Western Europe. For the developed Greek
social subset, this distance could be covered by the rapid
adoption of everything which was Western European. This un-
conditional surrender to foreign superiority was attacked
by nationalistic politicans and became a source of inspira-
tion for romantic poets. Pericles Giannopoulos was the most
famous Greek intellectual who saw the unrestricted xenophilia
as a menace to his country. Giannopoulos argued.that:;63
« « o it was his fellow nationals who looked to the
West for everything from wisdom to wearing apparel,
who were the real problem. They were atiacked by him
as Xenomaniacs, worshippers of everything foreign,
who represented a dual evil. In the first place they
regarded everything Greek as backward. Second, they
desired to imitate and copy everything and anything
the West had to offer.

Giannopoulos' thesis was an extreme one and should
be viewed only as an indicator reflecting the xenophilic
attitudes of the Greek people during the turn of the 20th
century. His deep rooted xenophobia led him to advocate
that the classic hellenic civilization should be the source
of inspiration.

Taking a more pragmatic and moderate thesis, Ion

.Dragoumis, a career diplomat and politician of the same
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period, viewed the interaction of civilizations as a dynamic
mechanism of competing influences. The results of these

interactions create the winners and the losers of human

164 put it:

history. As Dragoumis
A nation must not simply be civilized, but it must
have a civilization of its own. Of course, every
civilization, however original it may be, is in reality
influenced either by foreign cultures or by older ones
born in the same nation, or by both of them. It is one
thing to be influenced by foreign cultures, but quite
another for a [foreign] civilization to be transplanted
into a nation. There are nations which cannot create
culture, but simply accept foreign ones and modify
them according to their own nature. There are others
that are not able to do even that . . . But there are
also such nations that can assimilate all the foreign
and old civilizations, which then motivate them to
advance . . ., and which become the seed in order for
them to give birth to their own indigenous civiliza-
tion . . . .

Dragoumis' perspective was much broader and philo-
sophical. Life styles not only contribute towards the
creation of civilizations, but also they reflect them. 1In
international politics, economic (in which life styles domi-
nate) and military influences are the most tangible evidence
of the "quality" of a national civilization.

The debate on what should be the role of foreign
influence, in general, in Greek life has never been settled.
With the full membership of Greece in the European Economic
Community (effective January 1lst, 1981l), the battle between
the forces supporting and opposing xenophilia will become
more intense and critical; The outcome of this battle is

165

still uncertain, but as Kondonassis put it: "There may be
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sufficient cause of optimism if one reads the future of

Greece on the basis of its creative past."

Turning our focus to recent developments in the
Greek economy, we can support the position that 1953 was the
turning point when a new economic era started. During the
1940's, prblonged wars and unsuccessful economic policies
devastated everything and marked the gloomiest period of
modern Greek history. The generations which lived through
this period where "strongly inflationary environment was not

166 probably still remem-

conductive to economic development,"
ber the suffering. As a result, their behavior as consumers
reflects these traumatic experiences.

| In 1953, the Greek national currency (drachma) was
devalued by 100%, external trade was subgtantially liberal-
ized, and foreign private capital (undef the law 2687) was
welcomed under relatively attractive terms of freedom and
guarantees. The 1950's can be considered the period of
psychological, institutional and infrastructural preparation

167 of

for rapid economic development. During the decade
1960-70, the average annual rate of increase in GNP (in
constant 1967 prices) was 7.5%. During 1970-78, the per
capita GNI at factor cost, at constant 1970 prices, increased

168 As a result of this

at an average annual rate of 4.66%.
growth, the per capita GNI increased, in constant 1970
prices, from drachmas 11,330 in 1952 to 46,474 in 1977 (more

than 400% increase in 26 years).
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The relatively fast increase in personal income
substantially raised both the standard of living of the
Greek consumers as well as their aspirations. A continuously
rising proportion of the personal income was directed towards
discretionary spending (purchases of goods and services to
satisfy wants, purchases of nonessentials, luxuries, durables,
etc.). Imports also followed this trend. Tables 6 and 7
depict the growth and structural changes in the international

169 Prom these tables we can see a clearcut

trade of Greece.
trend towards the industrialization of the Greek economy
(exports of manufactured goods increased from 1962 to 1974
by approximately 8,200% while imports of capital goods for
the same period increased by approximately 900%). We can
also see that the fast increase in imports of manufactured
consumer goods (from 1962 to 1974 they increased by 250%)

can be mainly attributed to the rising discretaionary spend-

ing power of Greek consumers as well as their XCB.
3.2 The Hypothesized-Model

In this section we will discuss some general remarks
about methods for studying XCB. Then the proposed model
will be presented and analyzed, followed by the way with
which the variables will be operationalized. Finally, we
will discuss the statistical method with which we will test

the hypothesized XCB model.
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TABLE 6

GREEK EXPORTS BY MAJOR CATEGORIES
AND TRADING AREAS
(In Millions of U.S. Dollars)1

1962 1968 1974

Categories World EEC2 World EEC2 World EEC2
1. Foed and

Beverages 69.8 22.6 150.5 56.6 403.3 157.4
2. Tobacco 68.0 27.0 104.6 42.3 158.4 48.8
3. Raw Materials 63.0 17.8 56.6 12.4 121.1 24.2
4, Minerals and

Ores 15.6 8.1 34.1 14.3 103.1 51.2
5. Pevnroleum

Products - - 9.7 .013 123.5 31.0
6. Manufactured and

Handicraft :

Products 11.4 1.6 107.9 55.5 822.5 278.6
7. Other3 14,9 . 7.1 1.6 1.1 42.3  10.3

Total 242.7 84.2 465.0 182.2 1,774.2 601.3

1Figures are rounded.

2

3

EEC of the Six.

Source: Bank of Greece.

NATO procurements are included.
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TABLE 7

" GREEK IMPORTS BY MAJOR CATEGORIES
AND TRADING AREAS
(In Millions of U.S. Dollars)l

1962 1964 1968
Categories World EE02 World EEC2 World EEC2
1. Food 85.3 14.8 180.4 36.9 581.7 122.0
Basic 75.0 12.2 156.0 28.6 518.0 102.5
Not basic 10.3 2.6 24.4 8.3 63.7 19.5
2. Raw Materials|{151.2 83.4 249.3  98.8 885.6 329.8
For consump-
tion 83.0 40.5 130.1 45.1 491.9 179.9
For Construc
tion 68.2 42.9 119.2 53.7 393.7 149.9
ILubricants 48.1 3.9 102.9 7.2 863.0 50.0
Coal 2.9 .7 4.7 1.5 39.0 20.4
Petroleum
products 45.2 3.2 98.2 5.7 824.0 29.6
4. Capital Goods!135.9 84.4 270.2 158.0 1,221.0 742.0
Machinery 98.8 60.4 201.1 116.7 843.2 540.4
Transport
Equipment 37.1 24.0 36.1 19.2 267.3 139.0
Other - - 33.0 22.1 110.5 72.6
5. Manufactured
Consumer ,
Goods 188.0 97.7 352.1 184.9 923.1 469.9
Total3 608.5 284.2 1,154.0 485.9 4,474.3 1,713.7
'llFigures are rounded.
2EEC of the Six.
3

~Source:

Does not include unallocated freight costs.

Bank of Greece.
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3.2.1 General Remarks

In Chapter II, in reviewing the past marketing related
literature, we saw that the only approach used previously
was opinions, attitudes, perceptions and images as determin-
ants and predictors of XCB. In a dynamic (with frequent
changes) market environment, these variables do not accurately
predict the overt behavior to follow (the actual purchase).
The same happens if the lead time between the measurement of
these variables and the subsequent purchase is long. In
both cases, by being exposed to new stimuli, information,
data, etc., the consumer undergoes a new decision making pro-
cess that might result in different solutions to old and/or
new purchase problems.

An alternative method for studying XCB on an ex post
basis is to estimate themarginal propensity to import (MPM).
This purely economic ccncept (from International Trade Theory
and Policy or generally from International Economics)170
depicts "the proportion of a change in national income trans-
lated into a change in imports. . ." If in country X income
increases by, say, 100 million monetary units in 1979 and
its total imports for the same year increased by 30 million,
then MPM will be 30/100 = .30. Another concept which is
also used in economics is income elasticify.of demand for

171

imports (EY). This concept "differs from MPM in that it

represents a ratio of percentages: the ratio of the percentage
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change in imports to the percentage change in income." Using
the same numbers, if in 1978 income were 1,850 and the imports

350, then

_ 30/350 .. 8.57 _
Ey - 100/1,850 5.40 1.58.

The general egquation is

where AM is the change in imports, M is imports during the
last year, AY is the change in income and Y is income during

172 are very important

the last year. Both of these concepts
tools for aggregate economic policy, but fail to capture
the plﬁralistic nature of factors that direct consumers
towards the purchase of foreign goods. Income, more likely,
is the most important factor, but other factors also partici-
pate in the structure of environmental forces (macroeconomic
level) that elicit XCB. Demographics (where income is in-
cluded) should be complemented by psychographics in order to
have a clear picture of why the individual consumer (micro-
economic level) exhibits XCB. This study bases its research
methodology on this premise.

| In Chapter I we saw that life styles have four dimen-
sions. XCB is modeled after all four dimensions of life
st&le, but it is believed that one dimension, namely consump-

tion patterns, is the most decisive because it influences
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directly or indirectly the other three dimensions. 1In this
respect, for the purpose of this study, XCB Qill be measured
using only one dimension, the pattern of consumptipn. So, in
a narrower sense, XCB chracterizes those who adopt or try to
adopt alien consumption patterns.

As a result of XCB, demand is directed towards the
following categories of final goods and services: (1)

Category A: Imported, without any domestically produced

substitute. (2) Category B: Imported, with domestically

produced substitutes. These substitutes are produced with
local supply of all productive factors needed, such as raw

materials, machinery, know-how, etc. (subcategory Bl).

These substitutes are produced with total or partial impor-

tation of the produétive factors (subcategory B2). If Bl

is the case, XCB has minimum negative effects (no outflow of
foreign exchange, industrialization enhanced), and medium
positive ones (some £axes are collected through direct taxa-
tion, competition increased). If B2 is the case, XCB has
moderate negative results (some outflow of F.X., some indus-
trialization) and moderate positive ones (some taxes, direct
and indirect, competition increased). Finally, if A is the
case, XCB has maximum negative effects (large outflows of
F.X., no industrialization).and maximum positive ones (much
indirect taxation, competition peaks).

| In the above discussion about the categories, the

critical and decisive criterion is the concept of substitution.
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173 argued that:

On this concept, Stigler
There is no simple "technological" measure of substi-
tution; not only it is difficult to compare heterogeneous
things (is radio a hetter substitute for television than
for a theater or a newspaper?) but substitutability
varies with circumstances (a tractor is a substitute for
a horse to a farmer, less so to a riding academy). This
is only one of many places where economists have reached
a general position without formal evidence. . . This
sort of intuitive estimate of substitutability will be
encountered often in economic literature.

Apart from the evident difficulties, "The economist's
measure of economic (not technological) substitution is the
cross elasticity of demand which is the relative change in
the quantity of X over the relative change in the price of

v nl74 175

Mansfield described the measurement process as
follows:
Holding constant the commodity's own price (as well as
the level of money incomes) and allowing the price of
another commodity to vary, there may be important effects
on the quantity demanded in the market for the commodity .
in question. By observing these effects, we can classify
pairs of commodities as substitutes or complements and
we can measure how close the relationship (either sub-
stitute or complementary) is.

Positive values of cross elasticity demand reflect
substitutability of two goods and services. If this elas-
ticity becomes infinitely positive, then we can say that the
two goods or services are identical. On the other hand, if
the cross elasticity is small, then the good or services
involved are poor substitutes.

In this study, a limited sample of final consumer

gdods and services (feady to satisfy needs and wants as they
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do not need any further major transformation) was carefully
selected. The selection was based on the following conditions:
(1) the availability and consistency of statistical data
ovérealong period of time, (2) the various products should

176 of demand, both high and

have positive income elasticities
low, and, (3) the availability of substitutes. The satisfac-
tion of condition (3) requires the overwhelming task of cal-
culating the cross elasticities of demand for a large number
of products. This task is beyond the scope of this study.
Instead, the selected products are believed to have substi-
tutes of the Bl and B2 subcategories. This belief is based
on an analysis of the Greek exports, the national production
and generally the Greek market.

In national accounting, the private domestic (PDC)

7 . L] 13 »
consumption expenditure 1is

and private national (PNC)17
divided into categories. According to the Greek national
accounting, we have the following division: (1) Food,
(2) Beverages, (3) Tobacco, (4) Clothing-footwear, (5) Rent-
water, (6).Fuel—light, (7) Furniture-furnishings-household
equipment, (8) Household operation, (9) Personal care and
health expenses, (10) Transportation, (1l1) Communications,
{12) Recreation and entertainment, (13) Education, and
(14) Miscellaneous services.

Cateéories 5, 6, 11 and 14 are excluded because they

include goods and services which by their nature are either

very difficult or;impossible to be replaced either by foreign
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products (5, 11, 14) or generally by any other products (6)
because the state monopolizes or controls the supply.
Category.3 was also excluded because the imports of cigarettes
and other tobacco related products is insignificant.

This leaves 9 categories. In each one of them, a
large or small number of goods and services is included.
More specifically, each category includes, in summary, the
following expenditures:l78

Food (Cl), for the consumption of food, also for
food consumed in restaurants, hotels, etc.

Beverages (C2), for the consumption of alcoholic
or nonalcoholic beverages (except coffee, tea, etc.), also

for beverages consumed in restaurants, hotels, etc.

Clothing-footwear (C3), for the consumption of

clothes, shoes, watches, gloves, etc.

Furniture-furnishings-household equipment (C4), for

the consumption of durables such as furniture, utensils,

radios, etc.

Household operation (CS), for the consumption of
the services of servants, soaps, cleansing, matches, bulbs,
maintenance of durables, etc.

Personal care and health expenses (C6), for the

consumption of drugs, cosmetics, hospital and doctors' ser-

vices, haircuts, etc.

Transportation (C7), for the consumption of the

services of public transportation means (buses, ships,
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trains, taxis, etc.) and the purchase and usage of private

cars.

Recreation and entertainment (C8), for the consump-

tion of hotel, theater services and the purchase of news-
papers, books, magazines, cameras, etc.

Education (Cg), for the consumption of private
educational services.

Knowing what goods and services are included in each
of the above 9 categories is important because, as we shall
see in the next section, the imports of specific products
will be compared to the domestic expenditures for these

categories in order to have a measure of XCB.
3.2.2 The Model

In reviewing the past literature in Chapter II, we
saw that some factors affect what we called XCB. Building
upon this previous experience, the proposed model is the

following:

XCcB = £(Y, Ex., D, Ed., G)

where:
| .Y = Income
Ex. = Exposure of consumers to alt:z2rnative sﬁbstitutes,
both domestic and foreign
D = Degree of dualism prevailing in the country

Ed. Level of education
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G = government intervention to encourage or dis-

courage imports.

In the following sections, we discuss how each of
the above variables will be measured in order to operation-

alize the model.

3.2.2.1 The Dependent Variable

XCB is measured by the following index:

Imports/Total Population

Private Domestic Consumption/Total Population

Imports I

Private Domestic Consumption PDC

Since PDC refers to the consumption by individuals
and households of domestically produced products (PD) plus
imported foreign ones (PF)’ XCB can be also expressed as

follows:

XCB =

‘Governments regularly publish the imports in CIF
(Cost, Insurance, Freight) values. What the ultimate con-
sumer pays for a final good is higher than the CIF value-
becaﬁse of taxes, tariffs and value added179 by the various

channel members. In most of the cases, no value is added by
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manufacturing. The few exceptions refer to simple functions
such as breaking the bulk, standardization, packaging, etc.
The final price paid by the ultimate buyer usually has the
following cost components:

Price CIF at the point of entry

* Taxes, tariffs, duties, etc.

¥ Physical distribution cost (storage, transportation,
etc.)
Promotion cost (advertising, sales promotion, etc.)
Financing, administrative cost

Profits for the channel members

Sales taxes

Final price paid by the ultimate consumer

As a result of these values added, taxes, etc., I
is always smaller than PF' In LDCs, for the reasons we
described in Chapter II, the difference PF - I is much
higher in comparison to the same difference for the same

180 that over time

goods in developed countries. Assuming
taxes, tariffs, etc., and the value added by channel members
remain relatively stable, an increasing index of I/PDC
reflects increasing XCB.

Instead of taking PDC in total values, PDC will be
divided by object and the 9 categories mentioned earlier

will bé used instead. The same will be done for I. The

imports for a number of final consumer goods and services
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were selected. More specifically, for each category of goods
and services which is included in the division of PDC by
object, the imports of the following products were assigned:
For Cl Fresh meat, canned meat, vegetable o0il,
milk and cream, cheese (Fl)
C. Alcoholic beverages (Fz)
C Clothing (F3)
C4 Glassware, sanitary-heating-lighting
apparatus (F4)
5 Soaps—-cleansing-polishing (F5)
Perfumery-cosmetics (FG)

Cc

C

C7 Personal transport equipment (F7)
C8 Tourism abroad, printed matter (FS)
Cc

Studies abroad (F9)

Therefore, the dependent variable XCB will be measured

by 9 indices, each one of them having the following formula:

Imports of specific final consumer goods and services

Private domestic consumption by object

il
Lo

'For example, for beverages this index will be:

Imports of alcoholic beverages F,

Private domestic consumption of beverages CZ
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Since iuports are recorded at current values, PDC
was also expressed in current value for comparability.
The above described method for operationalizing XCB
because data on

applies for C, up to C For category C

6° 7'
imports of F7 were not available for the time period covered
by this study, instead of imports we used the actual final
expenditure for personal transport equipment. In national
accounting this figure was available, because it is rela-
tively easy to estimate it. For categories C8 and C9, due

to the nature of the services involved (tourism abroad,
studies abroad), instead of the PDC by object we used a new
variable (index) which egquals the PDC by object plus the
expenditure for tourism abroad (for C8) and plus the expendi-
ture for studies abroad (for C9). These changes do not

affect the outcome of our research as long as the consistency

in measuring the indices remains.
3.2.2.2 The Independent Variables

The independent variables of the model will be
measured as follows:

Income, using the per capita gross national income
at market prices, at constént 1970 prices. Constant prices
were preferred instead of current ones, in order to have a
clearer picture of the real pufchasingpowerof the average

consunmer.
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Exposure consists of three indices. Each of these
indices represents an existing opportunity for consumers
td be exposed to alternative products, basically foreign.
This exposure facilitates tﬁe evaluation process and leads
to product and/or brand loyaltiec. Consumers are exposed to
foreign products via the mass communication media, by travel-
ling abroad, by seeing foreign consumers who visit their
country, etc. For Greece, data on radio and T.V. are not
available for the time period of interest. This leaves the
printed media as the only mass communication. Since the
Greek government controls the supply of newsprint for print-
ing newspapers and magazines all over the country, accurate

data are available. Therefore, the index

Quantity of newsprint supplied
Total population :

gives a proxy for advertising. The arrival of Greeks who
travelled abroad (for tourism, education, work, etc.) is the
second index of exposure. This index was weighted using
the expenses made by those who went abroad for tourism and
came back; the more they spent, the more exposure they had.
The index was estimated as follows:

Arrivals of Greeks

who travelled abroad < Expenses for tourism
" Total population Total population

"Finally, the third index, following similar lines as the

previous one, was estimated as follows:
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Arrivals of foreign

tourists % Receipts from tourism

Total population Total population

Dualism, using the percentage of Greek population

which is urbanized. By definiti-on,181

Standard Metropolitan
Statistical Areas refer to "cities of 50,000 population or.
larger and including one country or two or more contiguous
counties." In Greece, 6 cities exceed 50,000 but two of
them (Iraklion.and Canea) are not on the mainland. They are
on the islaﬁd of Crete and as a result it is reasonable to
assume that because of their relative isolation they are not

as cosmopolitan as the other 4 cities (Athens, Salonika,

Patras, Volos). The index, therefore, will be

Population of the 4 cities .

Total population
Education, using the following index:

Number of graduates of higher education living in Greece

Total population

Government, using the balance of current accounts.

. This figure is the best indicator of the external equili-
:brium of an economy. If the BCA (which includes the trade
balance and the balance of invisible earnings—--tourism,
remittances, shipping, etc.--and payments--tourism, etc.) is
unfavorable, the government intervenes and through various

measures discourages imports.
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3.2.2.3 Two Assumptions of the Model

In the hypothesized model of XCB, we did not include
as independent variables domestic production, its structure,
and the exchange value of drachmas. It might be argued that
consumers buy foreign products simply because domestic pro-
duction is unwilling or unable to supply local substitutes.
It might also be argued that consumers spend more for foreign
products (XCB index increases) not because they buy more in
volume but because their prices went up as a result of the
devaluation of drachmas. Both of these points deserve some
further explanation.

It has been established in economic growth theoxry
that import substifution enhances economic development.

183,184

Healey182 and especially Chenery addressed this issue

and reached similar conclusions. For the case of Greece,
Malliaris and Ramenofsky185 found that even in industries
where Greece héd an obvious comparative advantage (e.g.,
food, clothing) production did not utilize its potential
capacity. Import substitution as a growth policy has the
advantage of product loyal customers, and the only thing it
has to do is to persuade consumers to change brands (from
the importéd to fhe domestic). Since there is no need for
market development, import substitution becomes a relatively

attractive growth policy. If in a period of 26 years (the

period cdvered by this study) producers do not exploit this
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advantage, then it is reasonable .to assume that one of the
most important reasons why they did not exploit it is XCB.
Producers are reluctant to invest, because they think that
consumers are not only product loyal but also brand loyal
(to foreign brands).

In reference to the second point, we can argue that
in studying the available data}we can assume that no major
devaluations of the drachma occurred during the period. The
only exceptions are the 100% devaluation of 1953, mentioned
earlier, and the gradual devaluation which started in 1974
as a result of the oil crisis and other factors. Since the
import figure was in 1952 relatively very small, the effect
of this year's devaluation is insignificant. For the rest
of the years (years where the gold exchange standard and
the fixed exchange values, both outcomes of the Bretton
Woods agreement, were working effectively), the exchange
value of drachmas remained constant (1 U.S. $§ = 30 Dr.).

It should also be mentioned that the U.S. dollar is the most
frequently used currency in the international trade of
Gregce. Fluctuations of the U.S. dollar in respect to
European currencies did occur during the 26 years, but since
they are both upward and downard, it is reasonable to assume

that the overall effect did not significantly affect XCB.
3.2.2.4 The Data

The data used in this study are from secondary
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sources, provided by the official publications of the Greek

government. These publications include the Statistical Year-

book of Greece, the National Accounts of Greece (both pub-

lished by the Ministry of Coordination), the Monthly Statis-

tical Bulletin and the Annual Economic Report, published by

the Bank of Greece. In the Statistical Yearbook of Greece,
which was first published in 1954, frequent revisions (addi-
tions—-deletions) took place. This necessitated the estimation

of some variables for some years.

3.3 Statistical Methodology

Data were collected covering a twenty-six year period
(1952—1977).' As we mentioned earlier, nine separate indices
will be examined as the dependent variable. Thus, the rela-
tionship between XCB and the independent variables (Income,
Exposure, Dualism, Education and Government) will be tested
through nine interactions.

This replication process is represented by the fol-

lowing:
Fioa. Fy.2. Fi.o.
Ci.1. C.2. Ci.0.
Fa.a. Fa.o.
Cr.1. Cs.9.
Fog.1. F6.9.
Cr6.1. C26.9.
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= f (Y, EX., D, Edo, G)o

For each cell, the numerator of the index Fi' repre-

J
sents the imports of a specific item or a group of items

186 where i is the year (row) and

during a specific year,
j is the specific item or group of items (column). The
denominator of the index Cij repregents the consumption by
object during a specific year, where i is the year and j is
the consumption by object. Cij is measured at current market
values. Fij is measured in current CIF values. XCB is
biased, therefore, both upward and downward. Upward, because
not everything imported is consumed during the year (some
might be stored, destroyed, reexported, etc.). Downward,
because what the ultimate buyers finally pay to the retailers
is much higher fhan the CIF value, as mentioned earlier.
However, the negative consequences of this bias are diminished
due to the longitudinal type of analysis.

Linear multiple regression was selected as the sta-

187

tistical method. Kim and Kohout described this method as

follows:

Multiple regression is a general statistical technique
through which one can analyze the relationship between

a dependent or criterion variable and a set of indepen-
dent or predictor variables. Multiple regression may be
viewed either as a descriptive tool by which the linear
dependence of one variable on others is summarized and
decomposed, or as an inferential tool by which the rela-
tionships in the population are evaluated from the ex-
amination of sample data.

From the description, we see that regression can be

used as a predictive tool, which is exactly the purpose of
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this study. The hypothesized model of XCB will be tested by
regressing the variables for a period of 25 years (1952-1976)
and then comparing the estimated results with the actual
ones for one year (1977) and reporting the significance
level of acceptance and the test tha£ was used (i.e., once
the regression coefficients are estimated §1977 will be tested
against the actual Y1977).

Since XCB is measured for nine different categories
of goods and services, an equal number of separate regression
equations will be estimated (based on 25 observations) and
then tested as predictive tools (based on one observation).
Thié separation is based on the premise that there is no
interaction among the various categories of goods and services,
i.e., that the consumption of, say, C2’ does not depend on

the consumption of, say, C In microeconomic theory, this

7.
premise is called the “utility tree." According to this
theory,188 "the first step in budgeting is commonly allocated

to expenditure among broad groups of commodities," or to use
the symbols of this study the consumer decides to allocate
his income (Y) among Cl, . e ey Cg, which in the utility
tree are called branches. After this decision has been

189 "making independent de-

reached, then the second step is
cisions as to how best to spend each branch éllocation on

the commodities within the branch," or to use the same sym-
bols the consumer decides between an imported brand of, say,

cheese and a domestic one. In general terms, the food branch
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decision is between imported (PF) or domestic (PD) food
related commodities.
Since we are dealing with time series analysis, the

phenomenon of autocorrelation might be present. Referring to

this point, Chatterjee and Price190 wrote:

One of the standard assumptions in the regression model
is that the error terms U, and U., associated with the
ith and jth observations, "are undorrelated. Correlation
in the error terms suggests that there is additional
explanatory information in the data that has not been
exploited in the current model. When the observations
have a natural sequential order, the correlation is
referred to as autocorrelation.

To test autocorrelation we use the Durbin-—Watson191

statistic. It tests the null hypothesis H (p = 0) against

0
the alternative Hl: (p > 0). It is approximately estimated
by d = 2 (1 - r), where r is an estimate of p. Its range

is from 0 to 4. The problem with determining the sampling-
distribution of d is that it depends on the X values: Thus
it was only possible for Durbin and Watson to establish

upper (du) and lower (dﬂ) limits for the significance levels
of d. If 4 < d£ the hypothesis of non-autocorrelated U is
rejected in favor of the hyéothesis of positive autocorrela-
tion. If 4 > du the null hypothesis is not rejected. 1If

dz <d < du the test is inconclusive. This is a Durbin-
Watson test for positive autocorrelation only. The reason

we did not perform a test for negative autocorrelation as
well is because the "usual alternative hypothesis in economic

relations is that of positive autoregression."192
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g

Had autocorrelation been detected, "the'estimated

‘regression equation should be refitted taking autocorrelation

193 One of the commonly used methods to cor-

194

into account."
rect autocorrelation is the Cochrane-Orcutt method. This
method will be used in this study if needed.

In the model we included a dummy variable which will
account for the war and nonwar years. This inclusion was
necessary because in the period of 1973-1974 Greece experi-
enced political instability, war preparation as a result of
the Cyprus crisis, and sudden increase in inflation. Dummy
variablés are "specially constructed variables which may be
used to represent various factors such as temporal effects,
spatial effects, gualitative variables, (and) broad group-

195 We denoted the crisis

196

ings of quantitative variables."
years with 1 (war years) and the non-war years with 0.
Since this study is longitudinal and "the main char-

acteristic of time series . . . is that its observations have
some form of dependence on time,"197 we included a time vari-
able which will account for the time factor by estimating
its separate effects. This time variable (a dummy one) will
appear in the model as the four digits of each year of study
- (1952-1977) . |

| Although the main émphasis is on testing the model as
a prédictive tool, a.étructural analysis of the regression
results will also be included. It is acknowledged that the

198

problem of multicollinearity exists in the equations.
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Consequently, the reader should accept the structural analy-
sis with caution. The actual statistical run was done on

an IBM-370-158 machine using the SPSS statistical package.



CHAPTER 1V
ANALYSIS OF FINDINGS

In this chapter we will report, in detail, the find-
ings of the statistical analysis. This report will include
the XCB indices, the F value for the regression equations,
the multiple correlation coefficients (Rz), the Durbin-Watson
values, the prediction table, and the regression equations.

We used the following abbreviations and symbols:

PCGNI = X1 = Per Capita Gross National Income (Y)
NEWS = X2 = Newspapers (Ex.)
FT = X3 = Foreign Tourists (Ex.)
GA = X4 = Greeks Abroad (Ex.)
D = X5 = Dualism
ED = x6 = Education
BCA = X7 = Balance of Current Accounts (G)
WAR = X8 = Dummy Variable 1
YR = X9 = Dummy Variable 2

4.1 XCB Indices

Table 8 gives  the XCB indices across the nine cate-
gories of products for 25 years. From this table, we can

137
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TABLE 8
INDICES OF XCB FOR THE NINE CATEGORIES

Year Cl | C2 C3 C4 CS CG C7 C8 C9
1952 .0061 .0001 .0034 .0261 .0004 .0003 .0230 .0319 .0660C
1953 ,0110 .0010 .0027 .0274 .0009 .0005 .0230 .0439 .086¢
1954 .0094 .0016 ..0048 .0341 .0023 .0013 .0230 .0570 .l002
1955 ,0171 .0018 .0030 .0291 .,0027 .0014 .0230 .0599 .1l052
1956 .0250 .0016 .0032 .0289 .0055 .0027 .0230 .0677 .1136
1957 .0209 .0021 .0034 .0297 .0101 .0046 .0230 .0745 .1248
1958 .0242 .0030 .0037 .0344 .0078 .0051 .0171 .0695 .0960
1959 .0157 .0029 .0038 .0353 .0067 .0043 .0091 .0621 .1009
1960 .0174 .0032 .0034 .0384 .0034 .0062 .0148 .0734 .1022
1961 .0228 .0031 .0028 .0307 .0034 .0033 .0236 .0718 .1006
1962 .0220 .0035 .0029 .0358 .0038 .0027 .0432 .0784 .091¢
1963 .0283 .0052 .0039 .0343 .0047 .0021 .0564 .0931 .0885
1964 .0308 .0053 .0040 .0347 .0054 .0022 .0651 .1199 .0871
1965 .0491 .0065 .0036 .0351 .0059 .0024 .0710 .1169 .0893
1966 . .0386 .0076 .0041 .0376 .0068 .0030 .0733 .1009 .0880
1967 .0397 .0079 .0044 .0335 .0067 .0026 .0764 .0883 .1l038
1968 .0382 .0085 .0045 .0287 .0082 .0022 .0674 ..0870 .1005
1969 .0377 .0096 .0052 .0266 .0088 .0024 .0615 .0891 .0954
1970 .0488 .0090 .0044 .0239 .0085 .0021 .0639 .0776 .1314
1971 .0469 .0120 .0032 .0215 .0086 .0020 . .0660 .0923 .1358
1972 .0395 .0158 .0046 .0225 .0071 .0031 .0807 .1036 .1l670
1973 .0528 .0316 .0076 .0225 .0091 .0032 .1074 .0978 .1905
1974 .0255 .0189 .0092 .0197 .0083 .0019 .0769 .0888 .1785
1975 .0264 .0108 .0046 .0220 .0105 .0019 .1278 .0941 .1808
1976 .0424 .0149 .0048 .0184 .0118 .0022 .0882 .1751

<159
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observe the following. First, XCB varies across the nine
categories. For some (e.g., c7, C8, Cg) it is relatively
high and for others (e.g., C3, CS' CG) relatively low. This
variation probably can be attributed to the fact that some
product categories appeal relatively very strongly to con-
sumers. As a result, the purchase probabilities increase
(e.g., foreign cars, education in foreign universities, visits
to foreign countries). For these categories, it is believed
that the consumer perceives domestic substitutes as imperfect
and prefers to spend more in buying foreign ones because he
perceives that his utility is increased. In cases where XCB
is relatively very low, we can assume the contrary. The
consumer perceives domestic products (of both Bl and B2 sub-
categories) as being perfect substitutes for the foreign ones
and he prefers them. Secondly, the rates of change vary
across the nine categories. For some (e.g., C2, C7) the rate
is relatively more stable and positive for most of the years.

For some (e.g., C C6) the rate is relatively unstable. A

1
positive and stable rate of change is believed to reflect
positive income elasticities and lack of perfect domestic
substitutes (e.g., foreign alcoholic beverages, foreign cars).
An unstable rate of change,lwheré both the size of change as
well as their signs vary, is believed to reflect variations
in the supply of domestic substitutes and the prices of for-

eign products (e.g., meat production, prices of foreign

cosmetics~perfumery). Thirdly, generally speaking for the
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period as a whole, XCB has increased across all nine cate-
gories. This overall long run tendency for increased XCB
indices is believed to be the result of economic growth and
the expansion of the international sector (opening of the
national economy). If this evolution is combined with in-
creased levels of consumer education, exposure (with
the most important being advertisement), and aspirations as
well as urbanization (all of them are highly correlated--
see Table 21), then we can see why XCB increases in the long
run, despite short run fluctuations. It is interesting to
note that this increase pertains even to categories where

Greece has a comparative advantage (e.g. clothing, tourism).
4.2 The F Value for the Regression Equation

Table 9 gives the F values and the level of signifi-
cance for the nine regression equations. From a table of

F Distributions,199

we can see that for 9 degress of freedom
for the regressor and 15 for the residuals (i.e., numerator
and denominator) the critical points are 2.59 for a 5% level
of significance and 3.89 for a 1% level of significance.
Based on these critical points, the regression equations are
statistically significant for seven product catégories at
the 1% level and for one product category at the 5% level.
One regression equation (C6, personal care and health expen-
ses) is not significant. The stétistical insignificance for

.C6 means that the model may be a weak predictor for this
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TABLE 9

THE F VALUES FOR THE REGRESSION EQUATIONS

Category F Value Level of Significance
cy 18.057 S* at 1%
C, 48.189 S at 1%
Cy 8.486 S at 1%
Cy 18.655 S at 1%
Cy 3.635 S at 5%
Ce 2<534 I**
C7 82.7316 S at 1%
CS 12.839 S at 1%
Cq 28.838 S at 1%
*Significant.

**Insignificant.
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specific category. Of any of the equations we expected
this to happen because many foreign companies which produce

the C,. related products established some form of local pro-

6
duction (this evolution is not included in the model).

4.3 The R2 and the Durbin-Watson Values and Test

Table 10 gives the R2, the D-W values, and the D-W

2

test. High R® means that much of the total variation of

XCB may be explained by knowledge of the regression coeffi-

cients and the values of the independent variables of our

2

model. The difference between 1.00 - R™ is the percentage

of the vafiation of XCB which is estimated.to be due to
other factors such as chance, and variables which are not

2

included in the model. R° does not measure causation but

only the strength of association between XCB and the Xs.
A low R2 usually means that the fegression model might be
a poor predictor. 1In our case the R2 for C5 and C6 are
relatively low, but in the other seven equations it is high.
Low R2 is believed to be associated with the fact that both
C5 and C6 refer to product categories where foreign firms
which produce them have established production facilities
in Greece.

In reference to the D-W test, from the Table200 we
can see that.thé critical ponts of d£ and du for the 1% sig-
nificance level and for 5 regressors (the highest number

included) and sample size n = 25, are d£ = .75 and du = 1.65.
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TABLE 10
MULTIPLE CORRELATION COEFFICIENTS (R2) AND THE

DURBIN-WATSON (D-W) VALUES AND TEST

Category R2 ngﬂes S;Zt
c, . 91550 1.9727 NA*
C, .96657 1.8799 NA
Cy .83584 2.3786 NA
C4 .91799 2.4787 NA
Cg .68567 1.1469 IN**
Cs .60324 1.7113 NA
c, .98025 1.8099 NA
Cq .88510 1.2395 IN
Cq . .94536 2.3163 NA

*No autocorrelation.

**Tnconclusive.
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If a D-W value is smaller than the dt' then there is auto-
correlation. If the value is between d£ and du’ then the
test is inconclusive, and finally if the D-W value is bigger
than du' there is no autocorrelation. Based on these values,
seven of the nine equations are deemed to have no autocor-
relation. Only the C. and C

5 8
clusive area at the 1% significance level and no equation

equations are in the incon-

was determined to have autocorrelation. Consequently, it
was decided that no adjustments needed to be made for an

autocorrelation problem.
4.4 The Prediction Table

Table 11 gives the prediction interval201 for Y1977
for two confidence intervals, the §, and the Y1977. The
90% prediction interval, based on the used formula, repre-
sents an interval above and below the estimated regression
line which is smaller in comparison to the one for 95%.
According to this Table, all actual values of XCB for 1977
across thé 9 categories are included in the prediction in-
tervals (8 in the 90% and 1 in the 95%). The successful
predictions in all nine categories demonstrate the predic-
tive power of the hypothesized model of XCB for a one year
time frame.

From Table 10 we saw that for some Cs the Rz's are
relatively low. From Table 11 we see that for the same Cg

the predictive power of the regression equation was not weak.
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TABLE 11

PREDICTION TABLE

Prediction Interval for the
Individual Yj977

A

Category - 90% 95% Y Y1977
c, .02452  .08578 .05515  .04080
c, .00353  .02411 .01382  .01380
Cq .00011  .00953 .00482  .00704
C, ~.00042  .02644 .01301  .02172
Cq .00778  .03464 .02121  .01119
Ce ~.00652  .00678 .00013  .D00243
c, .20604  .29456 .25030  .28422
Cq -.05345  .08253 .01454  .07223
c .14177  .27233 .20705  .18375
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This can be explained by the fact that we forecasted for
only one year. We would expect that over long periods of
time, or even for different years, the equations with higher
R°'s would be better predictors.

In the next group of tables (12-20), we report the
regression equations and the level of significance for the
various coefficients, In many cases, these coefficients
are not statistically significant, something which also
seems to weaken the predictive power of the model. One ex-
planation for these results is that the analysis is based
on only twenty-five observations. Another concerns multi-
collinearity. Referring to this case (high R2, none of the
bi's significant), Maddala202 wrote:

« « o [it] occurs often in econometric application

and is referred to as multicollinearity. The problem

is that though the explanatory variables as a group

can explain the dependent variable well, the effect

of each variable separately cannot be estimated with

any reasonable degree of precision. This problem occurs

usually in cases where the explanatory variables are
highly intecorrelated. . .

The above explains why the regression equations for
some Cs with statistically insignificant coefficients, were

strong predictive tools.
4.5 The Regression Equations

The following Tables 12 through 20 give the regres-
sion equations for the 9 Cs' the standard error of the

coefficients (B), the F value of the coefficients, and the



147
level of significance for each coefficient. The level of
significance was estimated with the same method described
in 4.2.

From these tables we see that many Bs are statisti-
cally insignificant. As mentioned earlier, this may be the
result of multicollinearity and/or the small sample size.

Table 21 refers to the correlation matrix of the
independent variables. From this Table we can see high to
very high correlations, representing a multicollinearity
problem.

203 avallable to solve the

There are many methods
problem of multicollinearity. However, since our proposed
model was intended to be tested only as a predictive tool,
nothing was done to solve this problem. Only if a struc-
tural analysis was performed would the multicollinearity
problem be an issue. Regarding the sample size issue, we
are constrained by the limitations of the data that are
available.

As a result of these two points, any structural
analysis should be avoided. The findings of such an analysis
would probably be meaningless. The individual parameters

of the regression equation are sufficiently unstable for

this type of analysis to be productive.
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TABLE 12
REGRESSION EQUATION FOR Cl
Regression Standard
Coefficients Error Level of
B Of B F value Significance

-14.253 - - -
0000034977 X, .000 1.654 I**

- .0017204 X, .003 .303 I
.000044530 Xq .000 .439 I
00062216 X, .002 .098 I
.75953 X5 .667 1.295 I

-27.125 X, 11.211 5.854 s* at 1%
-000031360 X, .000 2.513 I
-0097334 Xg .032 .092 I
.0073606 X .003 6.473 Sxat 1%

*Sicnificant.

**Not significant.
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TABLE 13

Regression Standard

Coefficients Error Level of

B Of B F Value Significance

-1.939217 - -- --
.0000020434 Xl .000 4.987 S* at 1%
.00067765 X2 .001. .415 I**

- .0000078611 X, .000 121 I

- .000049424 X4 .001 .005 I

- .59466 Xg .224 7.016 S at 1%
-93955 X, 3.771 .062 I

- .000016792 X7 .000 6.366 S at 1%

- .0069386 X8 .011 .414 I
.0010490 X9 .001 1.162 I

*Significant.

**Not significant.
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TABLE 14

REGRESSION EQUATION FOR C

Regression Standard
Coefficients Error Level of
B Of B F Value Significance
.32523 -— - o
-.0000000071921 X, .000 .000 I**
-.00034936 X, .000 .530 I
-.0000018047 X, .000 .031 I
-.00010190 X, .000 .112 I
-036283 X, .102 <125 I
-095455 X 1.721 .003 I
-.0000076580 X, .000 6.359 s* at 1%
-.00096734 Xg .005 .039 I
.004 .146 I

—.00016994'X9

*Significant.

**Not significant.
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TABLE 15

REGRESSION EQUATION FOR C4

Regression Standard

Coefficients Erxror Level of

B Of B F Value Significance

-8.8435 - - --

- .0000018880 X, .000 2.519 I*%
.00075059 X, .001 .301 I

- .000022128 X, .000 .567 I
.0614634 X4 .001 2.845 S* at 5%

- .090219 X .292 .096 I

-4.6580 X 4.903 .903 I

- .0000067916 X, .000 .616 I

- .0074421 Xg .014 .282 I
.0045954 X .001 13.190 S at 1%

*Significant.

**Not significant.
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TABLE 16

REGRESSION EQUATION FOR C5

Regression Standard

Coefficients Error Level of

B Of B F Vvalue Significance

-3.8177 - - -
.0000018899 X1 .000 2.513 I*x*

- .0010467 X, 001 .583 I
-000034214 X, .000 1.348 I

- .00062145 X, .001 .511 I

- .059125 X5 «292 .041 I

-5.8398 X, 4.914 1.412 I

- .0000047868 X, .000 .305 I
-017159 X4 .014 1.492 I

.001 2.462 I

0019901 X,

**Not significant.
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TABLE 17

REGRESSION EQUATION FOR C

Regression Standard
Coefficients Exrror Level of
B Of B F Value Significance
-3.2444 - - -
-00000086679 X, .000 2.146 I*%
- .00092924 X, .001 1.867 I
- .0000081742 X3 .000 .313 I
-00027435 X, .000 .404 I
- .53327 X .145 13.495 S* at 1%
1.5301 X, 2.439 .394 I
- .0000043255 X, .000 1.010 I
- .0020555 Xg .007 .087 I
.0017152 X, .001 7.428 S at 1%
*Significant.

*¥*Not significant.
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TABLE 18

REGRESSION EQUATION FOR C7

Regression Standard

Coefficients Error Level of

B Of B F Value Significance

- 9.267577 - -- --

- .0000066066 X; .000 2.833 S* at 5%
-010357 X, .004 5.270 S at 1%
.00021228 X3 .000 4.789 S at 1%
.00014269 X, .003 .002 Ik

5.6112 X5 .963 33.949 S at 1%

-60.392 X, 16.178 13.934 S at 1%
-000003001 X, .000 .011 I
.057327 X8 . 046 1.536 I
.0044629 X9 .004 1.143 I

*Significant.

**Not significant.
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TABLE 19

REGRESSION EQUATION FOR C8

Regression Standard

Coefficients Error Level of

B Of B F Value Significance

- 33.633 - - -

- .0000053575 Xy .000 1.164 I*%

- .0012346 X, .006 .047 I

- .00027203 X, .000 4.914 S* at 1%
.011764 X4 .004 10.550 S at 1%

- 1.4358 X 1.218 1.389 I

- 5.8010 X 20.467 .08C I

- .000039188 X4 .000 1.177 I

- 099359 Xg .058 2.884 S at 5%
017499 X4 .005 10.977 S at 1%

*Significant.

**Not significant.
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TABLE 20

REGRESSION EQUATION FOR C9

Regression Standard

Coefficients Erroxr Level of

B Of B F Value Significance

-23.721 - -- -
.000027084 Xl .000 21.866 S* at 1%

- .0098213 X2 .007 2.176 I*%
.00011558 X3 .000 .652 I

- .0023526 Xy .004 .310 I

- 6.2994 X5 Il.42l 19.647 S at 1%

- 2.2664 X6 23.875 .009 I

- .000043564 X, 000 1.069 I
.10177 X8 .068 2.223 I
.012847 X9 .006 4.348 S at 1%

*Significant.

**Not significant.




TABLE 21

CORRELATION MATRIX

PCGNI
NEWS
FT
GA

D

ED
BCA
WAR

YR

PCGNI
1.000
0.966
0.749
0.878
0.996
0.988
~0.860
0.450

0.980

NEWS
0.966
1.000
0.759
0.891
0.960
0.964
~-0.932
0.516

0.932

FT
0.749
0.759
1.000
0.951
0.745
0.810
~0.811
0.344

0.683

GA
0.878

0.891

1 0.951

1.000
0.878
0.926
-0.913
0.548

0.818

0.996
0.960
0.745
0.878
1.000
0.992
-0.857
0.481

0.989

ED
0.988
0.964
0.810
0.926
0.992
1.000
-0.897
0.527

0.971

BCA
-0.860
-0.932
-0.811
-0.913
-0.857
-0.897

1.000
-0.651

-0.799

WAR

0.450
0.516
0.344
0.548
0.481

0.527

0.651
1.000

0.429

YR

0.980
0.932
0.683
0.818
0.989

0.971

0.799
0.429

1.000

LST



CHAPTER V

SUMMARY, IMPLICATIONS OF THE STUDY

AND RECOMMENDATIONS

In this chapter we will briefly summarize the find-
ings of this study, describe the implications of these

findings and make some recomnmendations for further research.
5.1 Summary of Findings

According to the test results, the hypothesized
model of XCB was accepted as a short run predictor. The
actual 1977 valﬁes of XCB were included within the predic-
tion intervals. For 8 categories this interval was 90% and
for one (C8, recreation and entertainment) the interval was
95%.

According to the findings of the statistical analy-
sis, we have strong indications of multicollinearity. This
finding, combined with the fact that the number of the de-
gfees of freedom is very small (the number of observations
is relatively small compared to the nﬁmber of independent
variables), indicates that the regression coefficients are
unstable. Therefore any structural analysis of the regression

158
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results should be done with extreme caution. Keeping this
in mind, it is interesting to note that if all 9 regressions
are taken together, all variables of the hypothesized model
were statistically significant in at least one equation.
More specifically, each of the independent variables was

statistically significant in the following produdt categories:

Xl: Cz, CG' C8

X2: 06

'X3: CG' C7

X4: C4, C7

X5: C2, C5, C6, C8

X6: Cl’ 06

X7: C2, C3

X8: C7

X9: Cl' C4, CS' C7,'C8

The fact that none of fhe proposed variables consistently
failed to be statistically significant indicates that the
model has merit.

Finally, a very important finding was that XCB in-

creases over time across every product category.
5.2 Implications of the Study

This study has some implications for marketing
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related theory and practice. The unavoidability -of increasing
XCB over time is something which creates opportunities for
international marketers and problems for economic decision
makers of the growing economies, especially of LDCs. Market
opportunities are translated into easier market development
and penetration. With increasing XCB, it appears that inter-
national marketers can improve their chances of success by
increasing the exposure of their products to the consumers
of other countries.

| On the other hand, increasing XCB creates problems.
As mentioned earlier, XCB has negative consequences, particu-
larly for LDCs. The typical governmental response to this
situation is not likely to be successful. Instead of trying
to curtail XCB, governments should concentrate their efforts
on coping with it. The more productive policies would seem
to be increasing the earnings from exports, creating a favor-
able environment so that multinationals would produce locally,
encouraging -joint ventures and signing agreements for know-
how, patents and brands. Thus, by highlighting the trend of
increasing XCB, this dissertation may encourage international
marketers to pursue new opportunities and governments to form
new policies.

The proposed model itself can be used for short run

forecastingﬂof the imports of various products. This fore-
.casting will indicate the foreign exchange requirements in

advance and will give some time to the authorities to find
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ways to balance their inflows and outflows of F.X. 1In short,
the model proposed in this dissertation is helpful as a
planning device.

The above described practical implications of this
study are supplemental to its main purpose which was con-
cerned with theory building. The dissertation served to in-~-
tegrate diverse concepts into a cohesive model which was
tested. The economic theories of dualism and the interna-
tional demonstration effect were introduced to marketers
and integrated with other factors. In the past they were
not used in the study, explanation or prediction of the
phenomenon which we called XCB. Also, demographic and psycho-
graphic variables were identified and integrated to give a
better picture.

The dissertation also served to enrich the develop-
ing macromarketing field. We proposed and subsequently
tested a model which was based strictly on aggregate figures.
Aggregate data are seldom used by marketers. The success of
this dissertation may increase interest in using aggregate
data in other studies. Furthermore, the operationalization
of the variables constitutes a contribution to the environ-
mental approach to marketing. Finally, the findings of this
study can be used as input which the comparative approach

can process further in order to reach solid generalizations.
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5.3 Recommendations for Further Research

To further expand our knowledge on XCB we need to do
additional research which shbuld be oriented towards the
following. First, efforts should be made to find variables
that do not have a problem of multicollinearity so as to have
stable regression coefficients. This will allow a thorough
structural analysis of the regression results which will
lead to the isolation of the most important determinants of
XCB.

Secondly, some additional variables might also be
included in the model to improve its value. Possible vari-
ables are domestic production, exchange values and import
tariffs. Recognizing the difficulties of operationalizing
a model which will include these additional variables, we
suggest that it might be easier to study the XCB across a
very 1imi£ed number of products.

Thirdly, subseguent research in this area should
seek to refine the operationalizations of the variables
studied. Being a first attempt, the operationalizations
used were acceptable, but "richer" variables are needed.
This is particularly true for the éxposure variable. Since
exposure is a very important variable in our model, a more
accurate operationalization is recommended. This might in-
clude the number of T.V. sets and radios or the advertising
expenses of foreigh products. The reader will recall that

data availability was a problem here.
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Fourth, XCB should be measured across an additional
number of products. This will permit more solid generaliza-
tions on the issue of where XCB is stronger or weaker. In
addition, more narrowly defined product categories would be
helpful for more specific predictinns.,

Fifthly, more case countries are needed for compara-
tive purposes. Only be studying diverse environments can we
better understand the relative importance of each of the
variables included in the model.

Sixthly, the model should be tested for its predic-
tive value over a longer time horizon. If it were to prove
successful in predicting two, three, or four years hence, as
well as the one year prediction period examined here, the
model would enhance its worth to government planners.

Finally, the usual call for additional research and
-replication is forwarded here. However, this is particularly
important in this case because of the dearth of marketing
studies in LDCs, macromarketing, research, studies with a
longitudinal design, and making research using aggregate

data.
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