


Bias Phenomena Attendant to the
Marketing of Foreign Goods in the U.S. JIBS Decade

Award

Journal of International Business Studies
Volume 2 - Issue 1

/97 /

Robert Schooler
University of Missouri (deceased)

2009 Perspective
written by Gregg Martin (University of Missouri,
friend and former colleague of Robert Schooler)

This article, written in 1971, provided insight to marketing foreign goods in the U.S., even
when significant consumer discrimination existed. It provided valuable insight to variation
in the level of discrimination associated with distinct types of consumers. In fact, the
findings described in this article identified market segments that were significantly less
likely to carry negative perceptions of foreign goods. For instance, young, well-educated
women were found to be the least likely to carry negative bias toward foreign products.

At the time of this article, almost all the research of U.S. consumer bias toward foreign
goods was designed to establish that bias did indeed exist. However, Robert Schooler’s
work allowed for progress toward dealing with bias in a well informed manner.
Consequently, it provided direction for international marketing when those who chose to
pursue this endeavor were at worrisome crossroads.

At a more general level, these findings suggested that bias was decreasing with the
passage of generations and increasing levels of educational achievement. Younger, better
educated consumers were found to be less likely to carry negative perceptions of foreign
goods. Truly, the early 1970s were years associated with more rapid change. In these
changing times the international business community was in desperate need of scholars
that could help deal with challenges in an informed, intelligent way. Robert Schooler was a
scholar of this type.
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Our 1972 article reported on an empirical test of a hypothesis developed by I.A. Litvak and
Peter Banting. Their hypothesis proposed that firms would be more likely to select more
direct entry modes (i.e., those requiring greater resource commitments) for international
markets for which macro indicators (proxies for an environmental temperature gradient
concept) suggest less economic and legal/political risk, less geocultural distance and
greater market opportunity. When we compared entry mode data provided by 222 U.S.
based Fortune 750 manufacturers with macro environmental data for 100 host countries
gleaned from both secondary and primary sources, the Litvak Banting hypothesis was
supported. In short, we found that large manufacturing multinationals were willing to take
greater risks when the host country external environment is more favorable and more
similar to that in the firm’s home country.

While our article was cited over the following decades, subsequent research suggests that
entry mode selection behavior is associated not only with the macro environmental
indicators we examined but also intracorporate and industry level variables. The
exogenous variables in our study could be used as proxies to measure macro elements
(but not industry or product specific indicators) of location specific advantages suggested
by Dunning’s eclectic paradigm. Our article did not consider proxy measures for
complementary micro level determinants related to ownership and internalization
advantages. Nevertheless, ours was one of the earliest published empirical studies on
international entry mode entry selection, which continues to be one of the major research
themes in the international business discibline.
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At the time the article was written and for a few years previously, there was a growing body of literature
dealing with multinational marketing strategies and, specifically, raising the question of whether it was
possible to standardise marketing strategies for international markets. Most of the research was from an
American perspective; focusing on what American companies might need to do when entering foreign
markets. At the same time there was considerable foreign direct investment by European companies in the
U.S. Most of the major European businesses had established subsidiary operations there. Companies
such as Nestle, Unilever, Bayer and ICI were well known in the U.S., and this trend was expected to
continue with growing trade liberalisation.

The purpose of my study was to determine what was the experience of European companies in the U.S., in
regard to the need for adapting marketing strategies, in particular, their produce and promotion
strategies. The study also examined respondent perceptions of European versus U.S. customers and found
that American customers were more demanding in regard to product quality and range, service,
packaging and presentation, warranties, lead times and price.

| would like to say that | feel greatly honoured to be asked to consider the relevance of an article | wrote
37 years ago for today’s scholars. | did not anticipate the request, and the fact that | learned of it from
my Blackberry, having just emerged from an operating theatre anaesthetic, made it all the more dramatic.
So while | may claim that the article has relevance, it certainly registered as high impact with me.

How does one measure relevance? Perhaps the fact that one analysis has found 34 studies dealing with
one aspect of my paper, advertising standardisation, over the last 40 years is one measure of relevance.
Another study concludes that “after three decades of debate the issue of standardisation versus
adaptation has no clear conclusion”, suggesting that the debate will continue.

Researchers have also been examining different aspects of the article in recent years, such as the
relationship of product adaptation and profitability (positive) and the linkage of product adaptation to
more responsive marketing organisations and customer focused practices. Other interesting studies have
focused on the impact of psychic distance on international marketing strategy, especially the degree of
marketing programme adaptation. There have also been many studies looking at national or geographic
regional patterns of standardisation - adaptation.

In conclusion, it would appear that the topic has had relevance for nearly 40 years and will continue to be
relevant as long as international market differences exist.
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Very little research had been done in exporting when this article was written in 1974. In
particular, almost no research had been done on the export decision making process. This
study sought to offset this void by profiling decision maker opinions who export and decision
makers who do not export.

An interview study was conducted among fifty decision makers in exporting and seventy in
non-exporting firms in small and medium sized manufacturing firms in Tennessee. The
research looked at the stimuli to export and the deterrents to exporting in opinions of decision
makers who were questioned in open-ended interviews.

The factors examined were classified as internal or external to the firm. The most prevalent
factor that was discovered in pro-exporting firms was receipt of a “fortuitous” order from a
foreign company (an order that was not solicited by the exporter). Internal factors included
risk perception of exporting vs. domestic market sales only, travel experience, education level,
profit perception and several others. The more important of these factors was perception of
risk involved in exporting. Almost all factors compared showed a significant difference
between exporting and non-exporting decision makers. The factors that were insignificant were
foreign travel, perception of foreign exchange problems, and expropriation risk.

Profit perception was also compared between the two groups and the exporting decision
makers had a perception of higher profits.

Many topics of follow-on research come to mind, such as the identification and role of scope
economies affecting exporting propensities, and the “real options” deliberateness of exporting
as a learning experience and prelude to direct investment. The topics appear endless. The
world is “much more with us” than it was in 1974!
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Originally, like many others, “we sincerely wanted to be rich,” investigating foreign exchange
forecasting models - with little success. Inspired by Malkiel’s famous publication, “A Random
Walk Down Wall Street” we recognized that the market for currencies, if unrestrained by
exchange and capital controls, had inherent the features typical for efficient markets:
professional traders in banks, well-trained, (usually) well supervised, impound all the available
information into prices quoted to clients and other market participants. The result was the JIBS
article of 1975.

While our statistical methods were primitive by today’s standards, the results still stand. FX rates
follow a random walk, not necessarily with a nice martingale distribution, but exhibiting “time
variant risk premia” that are randomly distributed, and most important, are not amenable to
profitable forecasting efforts.

Once we had convinced ourselves of the essential correctness of our position, we attacked the
more important issue: the definition of corporate “exposure” and concomitant hedging policies!
For many years, these questions kept us (and many others) busy with research, teaching and
consulting.

When academia working closely with Wall Street developed “derivatives” and related hedging
tools, we focused on their use in corporate risk management, culminating in a publication on
“The Use and Abuse of Options”. This line of research brought us quickly to an investigation of
the process of financial innovation, generating new instruments and techniques that create value
for market participants. The current financial crisis demonstrates that new techniques can be
misused. The challenge for the emerging regulatory regime will be not to “throw out the baby
with the bath water,” depriving the world economy of the tools of financial innovation. There will
be a wide scope for supportive research of international markets, institutions and practices.
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This paper reports some of the major empirical work from my 1974 doctoral thesis at Simon Fraser
University supervised by Herbert Grubel. He had shown in his 1968 American Economic Review article
that international financial diversification could be achieved (conceptually) by individuals buying into
world stock markets. In the JIBS paper | demonstrated that US multinational enterprises (MNEs) engaged
in foreign direct investment (FDI) could also achieve the benefits of (real asset) international
diversification. The MNEs, through their international operations, served as surrogate vehicles for
individuals to achieve indirectly the benefit of international diversification.

The time period of the empirical research, from 1960 to 1969, was one of imperfections in international
financial markets, such as the US interest equalization tax, fixed exchange rates, and widespread
government intervention in financial markets. Thus, the theoretical basis for the empirical research
reported in the paper represents an early version of internalization theory based upon the MNE
operating as an alternative to international financial markets. In this particular case, however, it is not
the level of performance which is improved through multi-nationality, but the variance of earnings over
time (risk) which is reduced, thus improving performance in a risk-return sense.

To a degree, my work was scooped by a parallel publication in the Journal of Finance_by Tamir Agmon
and Don Lessard. While their work was influential with finance professors and probably led to the
subsequent development of new financial instruments such as world mutual funds, my JIBS article was
influential with internalization theorists such as Peter Buckley, Mark Casson, Jean-Francois Hennart,
John Dunning and others who have focused on the theory of the MNE. Thus its influence has been
longer in incubation but possibly richer in analysis. This is partly because the theory of the firm (the
MNE) has become the cornerstone of the field of international business while international
diversification remains a sub area of the finance field.

In conclusion, the rich empirical context and new theoretical insight captured in my 1976 JIBS article
have provided a strong foundation of my subsequent career in the field of international business. |
remain convinced that new conceptual thinking needs to be based upon deep and relevant analysis of
the empirical phenomenon under examination. Thus my 2004 JIBS article with Alain Verbeke again re-
examined the Fortune (global) 500 and discovered the home region bias in the sales of these firms.
This led to new theoretical insights into the nature of the liability of inter regional foreignness, an issue
which remains ripe for further research.
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Typically internationalization occurs in a context of high degrees of uncertainty. Therefore
firms proceed in small steps, adjusting according to experiences made as they do business in
foreign markets. Also, commitment decisions make uncertainty decrease. These processes of
learning and commitment building do not happen in the focal firm only. Rather, similar
processes proceed in a parallel fashion in firms with which the focal firm has some sort of
exchange. Commitment building has to be mutual.

The relevance of the Uppsala internationalization process model is also high today. We believe
action, whether by managers or policy-makers in public organizations, must build on
understanding of firm behavior and the market environment that is built on relatively realistic
assumptions. Models from neo-classical economics, basically meant for aggregation, cannot
be used for managing the individual firm.

Also, as the model is very general, we believe it is of relevance more widely in contexts
characterized by high degrees of uncertainty. Such contexts include technological
diversification, research and development, and explanation of firm evolution generally.

Later this year a revised version of the model, explicitly locating the focal firm in a network
type environment, will be published in JIBS (vol. 40.9).
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A contemporary reader of Warren Bilkey's 1978 article may wonder why this piece receives so
much attention, even today, some 30 years after its publication. Indeed, the article has
received about 500 citations and is among the most cited references in international business.
Warren'’s integration was inspired, in part, by two doctoral dissertations he supervised
(towards the end of his career) at the University of Wisconsin-Madison: George Tesar (1975)
and S. Tamer Cavusgil (1976).

Warren's article is remarkable in several ways. First, it marked a milestone in a then relatively
new stream of research on the export behavior of firms. By the time the article was published
in JIBS, several dozen empirical studies had been conducted on exporting behavior. Warren’s
integration of this research was a fine effort and did capture the state of our knowledge at the
time. Second, this stream of research represented a new tradition in the sense that the
contributing scholars adopted the firm as the unit of analysis, and employed a behavioral
approach to examining management decisions. The study of organizational decisions through
a behavioral lens represented a departure from the traditional, rational-man approach of
economics. This was very much in concert with the Cyert & March approach that had become
popular only about a decade earlier. Third, students of exporting began a new tradition where
the focus was no longer on the multinational enterprise but on the small and medium-sized
organizations. Fourth, Warren's piece also signaled a heightened activity by all types of firms
in exporting. Whereas other IB scholars were focusing on foreign direct investment, a growing
number of researchers carried out empirical studies to account for exporting activities.

Warren was a gentleman, an inspiring scholar, and a caring individual. Though he passed
away soon after his retirement, his legacy lives through his writings and numerous disciples
he mentored.
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There has been considerable progress in scholarship on the impact of political environments
on foreign investors in the three decades since this article appeared. The use of institutional
theory has markedly improved our understanding of the relationship between business firms
and political actors, and increasingly sophisticated econometrics have produced much more
nuanced and interesting empirical analyses. Rereading this article makes me realize how far
the field has come.

That said, | think that several of the arguments of the paper are still relevant. The first is the
distinction between political events and impacts on the firm: “one can say only that political
events may affect the firm: whether they do so is a function of both environmental conditions
and industry- and firm-specific factors.” Political risk is firm- and project- rather than country-
specific. Second, managers tend to assess host country politics subjectively and often
ethnocentrically, projecting home country norms, culture and standards onto alien
environments. Given some of the foreign policy disasters of recent decades, there is no

reason to assume that this is a singular characteristic of business managers. Last, and related
to the second, the tendency to think about political risk in terms of “government interference”
with private investment has dysfunctional normative implications. If anything, the tendency to
assume that any attempt at regulation is an unwarranted interference with private property
rights has become more prevalent in recent decade with the internationalization of the Regan-
Thatcher “revolution.” This is evidenced by the widespread use of the term “creeping
expropriation” in the literature as a virtual synonym for any regulatory effort that could
adversely affect profitability.




Towards an Eclectic Theory of International
JIBS Decade Production: Some Empirical Tests

Award

Journal of International Business Studies
Volume 11 - Issue 1

/980

John H. Dunning
University of Reading (deceased)

2009 Perspective
written by Rajneesh Narula (University of Reading, colleague of John Dunning)

This paper set out - in a clear, succinct and distinct fashion - the basic tenets of the eclectic
paradigm (at the time still referred to as a theory). It was one of the earliest attempts to
empirically test ownership and location advantages and their role in determining the
propensity of MNEs to engage in FDI rather than exports (thereby also demonstrating |
advantages). In operationalising O, L and | advantages, it offered the first comprehensive
explanation of the various types of O advantages, and systematically proposed specific
proxies for each using firm-level data. The data is from a US Tariff Commission study for 14
US MNEs in seven countries in 1970 (West Germany, France, UK, Canada, Belgium/
Luxembourg, Mexico and Brazil). Differences in the results for developing and industrialised
countries led Dunning to also tentatively propose that systematic differences in geographical
and industrial distribution might reflect different motivations of their activities (although this
explanation was not fully developed here).

Although this paper specifically linked IB to economic theory, it pioneered a systematic link
between strategic management and IB. By analysing and developing the O advantages into
several distinct subcategories, it also moved the debate on competitive advantages forward.
By raising the issue that MNEs might utilise different types of O advantages in different
locations (and that not all these O advantages were associated with technology-type assets,
but advantages that derived from inter alia multinationality, size and industry), it also paved
the way for the ongoing discussion on the significance of MNE motives, but also the
heterogeneity of MNE subsidiaries.

This paper emphasised the interactive nature of O, L and | advantages, and the inseparability
of the O L and | dimensions. In addition, Dunning argued that L advantages of countries play a
crucial role in the O advantages of its outward investors, and that certain O advantages were
location-specific. These are issues that are increasingly being explored in economic
geography, alliances and network theory.
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Stan Reid identified two sets of variables instrumental to small firms expanding internationally
through exports. Most prior international business models had focused on only the first set, namely
the firm’s idiosyncratic resource base. However, a second set of variables, insufficiently discussed in
the extant literature, includes the decision-maker’s attitudes toward foreign countries and customers,
as well as the experience with - and expectations of - exports. Reid argued that this second set of
variables is about the decision-maker processing information on highly specific international
business opportunities, in terms of searching for relevant market information, evaluating this
information and being motivated to act upon it. Analysis of export behavior - and any other type of
international expansion process in small firms for that matter - can therefore only be done seriously
if international business scholars truly understand the individual decision maker’s attitudes,
experience and expectations.

Reid’s article usefully anticipated the present literature on the impact of “distance” on international
expansion: firms should not be characterized as having a simple “international orientation” or
“export orientation”. Rather, any firm’s “foreign market orientation” is fundamentally distance
dependent, i.e., it includes an “evaluative dimension”. A manager will typically be very selective in
deciding on international expansion moves, entering foreign markets associated with low ambiguity
and complexity, as perceived by this manager, and as a function of this manager’s personal
preferences and capabilities.

Reid also anticipated the present backlash against the simplistic literature on “born global” firms.
Careful analysis of these firms’ expansion behavior systematically shows strong selectivity in the
choice of foreign markets, often as a function of relational capital bridging the various distance
dimensions between home and host countries. Here, even the “born regional” concept should be
properly qualified, whereby IB scholars should try to understand what constitutes the relevant set of
low distance environments as perceived by the individual manager.
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The article is a state of the art assessment and critical review of country-of-origin
research. Discussion of methodology included issues that at that time were more
prevalent than today. Hence, it sort of set things “right” and it provided some platform
on which to build future research. | think the paper also brought attention to country-of-
origin research. In retrospect I've felt honored that scholars have expressed that the
article inspired them to do their own work in the area. The early research, and thus our
article, addressed the cognitive elements of country attitudes that relate to product
beliefs and the impact on intentional buying behaviour. The article may still have
relevance for these issues, but the issues themselves have been extensively studied, and
the attention is shifting to other areas of country-of-origin. What appeals to the brain is
well researched. The affective and perhaps normative parts of country-of-origin effects
are much less understood. As more countries develop excellence in the production of
quality products, the differentiating impact of country-of-origin on product beliefs may
diminish. But the symbolic and emotional effects of the associated country that appeal
to the heart may be more important. Herein lays one of the challenges for future
research.
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The JIBS article was a summary of my 1980 book Culture’s Consequences. Its message
is that organizational practices reflect the values of the people in the organization,
which depend partly on the country where they grew up. It argues that most theories
of management made in U.S.A. are based on the values of U.S. people, and that
applying them abroad may be an ethnocentric error. It outlines how people’s work-
related values were found to differ among 50 countries, and gives examples of what
these differences mean for the variety of management practices and the validity of
management theories, in particular in the fields of leadership, organization and

Re-reading the article now | am surprised at how topical it still is. It still has news value
for readers both in the U.S.A. and abroad. Of course there has been enormous
progress in fields like International Management Research and Cross-Cultural
Psychology, but the insights they have brought have not necessarily reached
practitioners and academics from other sub-disciplines, and ethnocentric habits die
hard. For this, the believers abroad are at least as much to blame as the theorists in
the U.S.A. Management theories based on values from other parts of the world are still
rare and lack the luster of U.S. theories. One possible positive effect of the 2008
economic crisis may be that a wider spread of global economic power will in due time
be followed by a broader range of management theories, reflecting values from
different parts of the world.
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At the time the research was conducted, most developing countries had major sections
of their economies that were either closed to foreign investment or open only to joint
ventures with domestic partners. This set up a bargaining situation between the
foreign investors and the host-country government over whether entry was permitted
and if so, with how much domestic equity. The research found that the success of
foreign investors in achieving their desired/target equity was a function of their
bargaining power embodied in their product and process technology, and access to
export markets. It also found that if ownership were equally shared (more or less), the
venture was less profitable. At present, most developing countries have eliminated
most of their barriers to FDI. So what is the relevance of this paper? Possibly two
reasons: China and India, the two largest destination countries for FDI, still have many
barriers to FDI. As well, the same bargaining power that assisted foreign investors to
gain increased equity positions in developing countries twenty five years ago now gives
them bargaining power to access fiscal and financial incentives in developing
countries.
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This article was written from the perspective of the classic markets vs. hierarchies model
of industrial organization. We examined whether successful commercial technologies
were transferred to foreign markets through foreign direct investment (internal/
hierarchy), joint venture (hybrid) and licensing (market) modes. The variables most
strongly correlated with the choice of technology transfer mode reflect the powerful
impact of risk and uncertainty in business decision making. Levels and modes of prior
transfer experience by the parent, for the individual technology, and in the relevant
country powerfully affected the choice of transfer mode. Early transfers of a technology
were more likely to be via lower risk market and hybrid modes. Technologies closest to
the parent company’s core business were most likely to be transferred internally.
Transfers to countries with no prior presence by the parent company were most likely to
be conducted via licensing agreements and joint ventures.

These findings remain relevant to today’s scholars in several respects. A number of
questions remain unanswered. For example, the logic of joint ventures as a hybrid form
of industrial organization deserves further examination. The role of risk and uncertainty,
at both the organization and the executive level, also offers rich opportunities for further
research. Comparative, cross-cultural studies related to the effects of experience and
uncertainty on global decision making would be particularly valuable. The interaction of
economics, uncertainty and comfort/commitment zones warrant further examination.









