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Abstract:

Purpose- The purpose of this paper is to investigate the impacts of economic and political factors on
advertising industry in the enlarg EU.

Design/methodology/approach The paper employed random effect time series esesgon (TSCS) models

and cross sectional regressions to investigate the impacts of these factors on advertising industry in the
enlarging EU.

Findings — It was found hat marketers' advertising spending decisions in these economies are driven by
consumers' income level and FDI inflow. Civil liberty related variables, on the other hand, were found to
moderate the relationship between income and advertising spending.

Pradtical implications— This paper helps managers and practitioners understand the dynamics of advertising
industry in the enlarging EU as well as in other parts of the world. Some fruitful avenues for future research
include examination of consumers' peraams of advertising in the rapidly changing Eastern European
countries; use of qualitative methods to deepen the understanding of how consumers make sense of differen
forms of advertising; and idepth analysis of advertising industries in selected ec@som

Originality/value — The value of this paper is twlold. First, it is one of the most comprehensive ciamantry
advertising studies examining the drivers of advertising industries in 28 European countries. Second, it emplc
TSCS models which allofor differences in behavior over cross sectional units as well as the differences in
behavior over time for a given cross section and hence are likely to be consistent with the way the data were
generated.
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Introduction

There is arguably an optimum amount of advertising that an economy can dBatpirell and Ramey, 1994

A company's advertising spending in an economy is a function of a host of economic and geopolitical factors.
Regional economic integrations bring significant transformations in economic and geopolitical f2ictoak,

2003, which in turn, influence advertising.

The 1993 European Council meeting adopted a procedure under wlaneenent was made conditional on
compliance with three criteria: the existence of stable democratic institutions, a viable market economy, and :
ability to assume the obligations of the European UrRavipv, 2003 The candidate countries thus are

required to ensure the stability of institutions guaranteeing democracy, the rule of law, respect for human righ
and the promation of free market economy. Newly joined and candidate countries have already experienced a
by-product of fulfilling the minimum requirements in these domains, en route to their (imminent) entry into the
EU (Zielonka, 2004 The effects of these changes on the advertising industry in Eastern European countries &
already visible. In recent years, the growth rates in ad spgndthese countries have been very higillén

and Elliott, 2004. In 2004, new and candidate EU countries such as Rontathiaania, Hungary, Poland and
Estonia were among Zenith Optimedia's-Bipcountries by ad spending growth ratéaripaign2009.
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In recent years, the advertising industry in Eastern Europe has captured the attention of the popular press.
Nonetheless, there has been little academic research on the rapidly changing advertising landscape of the
region.Koudelova and Whitelock (20019und that of crossountry advertising studies only orfeyfodinoset

al., 1989 focused on an Eastern European couMngoslavia. Not so clear is thus the identity of factors that
will further enhance the advertising industry in these castand what the mechanism of enhancement will
likely be. The exploration of these factors and associated mechanisms is the main topic of this paper.

Academicians, policymakers, and managers can learn valuable and important lessons from comparison of
policies among countries and within and between international trading Blas®gsyet al, 1997. The

existing literature prodes very little guidance on the matter. To fill the research gap, this paper attempts to
investigate the impacts of economic and geopolitical factors on advertising spending (ad spending) in the
enlarged EU countries.

The remainder of the paper is strueth as follows: The next section discusses data used in this paper and their
sources. Then, we draw upon literatures on economics and geopolitics of advertising to develop theoretical
foundation and articulate some hypotheses about possible source®rd dfithe advertising industry. This is
followed by a discussion of methodology, analysis and results. Finally, we provide implications and directions
for future research.

0Old members Candidate countries
(OLD-15) Added in May 2004 (CAND-3)

Austria Cyprus (Greek part), the Czech Republic, Estonia, Bulgaria and Romania (2007)
Hungary, Latvia, Lithuania, Malta, Poland, Slovakia Turkey at a later stage
and Slovenia

Belgium

Denmark

Finland

France

Germany

Greece

Ireland

Italy

Luxembourg

Netherlands

Portugal

Spain

Oede Table I.

Members of the
Note: CAND-3 indicates the three candidate countries enlarging EU

Data and sources

Table Ipresents the EU's 15 old members (OLD); ten newly joined members (NEW) and three candidate
(CAND) countries. We have denoted the latter two greupsw and candidateountries by NEW&C. We

could not include Malta in any of the analyses because of data unavailability. The remaining 27 countries hav
been used in one or more of our analyses.

Most of the data related to ad spending and related indicators were obtameguiromonitor publications.

There are five major constraints related to the use of any international secondary data: accuracy, age, reliabil
lumping and comparabilityotabe and Helsen, 20pXKotabe (2002pargues that Euromonitor, despite its

reliance on various sources, addresses the first four constraints. We addressed the fifth constraint related to
comparability of data by converting all local currencies into US dollars and converting into per capita figures.
Euromonitor data have been dse several studies includir@oulteret al. (2003) Dixon and Karboulonis

(1999) Ein-Dor et al.(1997) Ganesh (1998)Ganestet al.(1997)

Data on Civil Liberties index were obtained from the Freedom HoAsasal Surveys of Political Rights and
Civil Liberties Civil Liberty index varies from one to sevem higher number indicating a more severe
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violatond ci vi | l i berties. Civil l i berties are “ .orig
rights to a degree of autonomy such as is provided by freedom of religion, education, travel, and other persor
r i g hGassil”1986 p. 7). Civil Liberty takes into account such factors as the existence of the Freedom of
Expression and Belief; Association and Organizatidrights; Rule of Law and Human Rights; Personal
Autonomy and Economic Rights; etc. We have denoted Freedom House's civil liberty index by LACKCL to
indicate that a higher index represents more violation of freedom.

For the twelevel freedom variableyffee countri es that are “closest t
House's) civil liberties checklist” are given th
of civil liberties are given the level 1. Creation of the freed@amiable thus entails reversing and collapsing
categories in the LACKCL variable. Freedom House's political freedom data have been used in past studies
(e.g.Diamond, 1992Goldsmith, 199%

Overall, Europe as a whole spends much less in advertismgared to the USA. According Emromonitor
International total ad spending in the USA crossed US$147 billion in 2003, which translates to per capita ad
spending of US$525. The 2003 per capita ad spending in each EU country and each candidate Eamtry i
than that in the USAT@ble Il). The data irrable Ilalso indicate a significant heterogeneity of ad spending
across the countries and media.

Ireland 20851 568 193 18764 284 2957 297 31,747 6,422.66 1
ftaly 15025 824 743 5161 125 5.89 160 24845 28090 1
Luxembourg 28565 223 447 21610 248 51931 1
Netherlands 23222 553 156 14964 042 955 159 30,987 1,206.55 1
Portugal 0134 483 6.04 2308 075 1251 065 11,868 9191 1
Spain 15366 626 142 60.81 122 1332 152 20,307 627.26 1
Sweden 21900 468 645 13830 119 1104 1525 33,609 367.87 1
UK. 28380 890 117 15542 501 17.27 523 30,869 24486 1
OLD-15 21261 689 113 1262 21l 1430 345 27,364 480.0334
Cyprus 39132 3337 192 3841 15,853 1,031.08 1
Czech Republic 11977 5876 5,89 718 021 6,88 0.86 8456 253.19 2
Estonia 4063 1258 480 27.99 283 144 6,285 658.20 2
Hungary 16312 102.88 722 3878 052 1372 6,327 24411 2
Latvia 3160 1132 377 1434 151 075 4744 155.23 2
Lithuania 2577 1103 209 1046 2.00 019 5,200 5210 2
Poland 7393 4590 551 1827 032 393 5216 10941 2
Slovakia 9046 6014 6.16 1588 274 554 4928 106.28 2
Slovenia 15861 9452 191 3454 1047 13793 90,62 1
NEW-9 934 5820 6.20 2549 054 58 076 6,209.3
Bulgaria 2047 1636 755 113 2484 7027 2
Romania 8.06 536 045 116 555 2297 182.05 2
Turkey 1481 735 077 541 012 0.89 0.04 2767 807 4
CAND-3 14.46 76 0.60 464 012 194 0.04 26426 165.54

Table II NEW&C-12 4863 2875 309 133 031 355 0.18 1122 90.272

able IL EU-27 16084 56220 884 8127 1.80 109 273 20,027 3545415

Per capita ad spending and
related indicators in the ~ Notes: NEW-9 indicates new countries added in May 2004 (except for Malta), CAND-3 indicates the three candidate countries (see Table I) and EU-27
enlarging EU (8, 2003) includes the OLD-15; NEW-9 and CAND-3

Theory and hypotheses

Theoretical foundations

In this paper, we mainlfocus on the impact of three supply side factors on marketers' ad spending: the level o
economic development, foreign direct investment (FDI) inflows and orientation toward democracy.

Economic developmeradvertising linkage Leff and Farley (1980p. 65) have provided arguments for as well
as against positive relationship between the advertising intensity in an econothg sl of development of

the economy. Because of the relative newness of their offerings to the buying populace, marketers are requir
to inform consumers in developing countries to a greater extent compared to those in advanced economies.
Moreover, @veloping markets are at a primitive stage but growing fast for a number of product categories.
Similarly, in developing markets, a higher advertising intensity would help a firm strengthen its competitive
position (eff and Farley, 1980Ramamurti2001). Moreover, consumers in developing countries are likely to
have a more positive attitude towards advertising than those in developed countries. For instance, Chinese
consumers are found to f eeChardahdOuig28QiLympared totconsumersarb o
the USA Gaski and Etzel, 198@&nd AustraliaChanet al, 1990. These factors are thukdiy to lead to a

higher ad spendingales ratio in developing countries than in developed countries. Moreover, advertising of
products that have public health implications (e.g. tobacco) are banned in the advanced economies in some
media (e.g. ban of TVdwertising of cigarettes in the USA), many developing countries have no such
restrictions Gilmore and McKee, 200%.awton, 2002.
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At the same time, there are a number of factors that work against increasing the advertising intensity in a
developingcountry. Factors such as higher illiteracy rates among older groups that make most buying decisio
more costly advertising relative to its reach; and a higher proportion of rural population discourage marketers
ad spending in developing countriéeff and Farley, 198(p. 66).

The factors just discussed are ones that are likely to either encourage or discourage cadsgarding as a
whole in developing economies compared to developed economies. Additionally there is theoretical and
empirical evidence suggesting that these two groups of economies differ on the proportions of ad spending tf
go to different media (e.@rint, TV and the internet). The use of different advertising media by consumers can
be evaluated from a diffusion of innovation perspective fegpnelli, 1993 Dekimpeet al, 200Q Gatignon

and Robertson, 198&ruber and Verboven, 200 elsenet al, 1993. According to this perspective, the gap
between developed and developing countries is likely to be highiee penetration of a newly introduced
technology than in an old technology.

FDI 1 advertising linkageModern marketing practices in developing countries are spread by multinational
corporations (MNCs)Golding, 1977. To take one example, before 1989, the concept of branding was virtually
unknown in the then Soviet Union. Starting the 1h&90s, a number of MNCs introductir brands in

Russia and developed new brands specifically for the couaiim@re and McKee, 2005What is more, some
developing countries have taken special measures to attract foreign MNCs to develop the advertising sector.
instance, in March 2002, India allowed 100 percent foreign equity in the advertising in&ilistyi¢wsWire

2005.

FDI can be taken as a variable that reflects MNCs' marketing activities in an economy. FDI leads to a cross
border transfer of marketing skills and taologies enabling advertisinlylanea and Pearce, 2Q0ahir and

Larimo, 2004. In an analysis of 1,229 Japanese MNQaljos and Beamish (200&)und that firms' levels of

FDI were positively related with the levels of advertising activities. In addition to these direct linkages, FDI als
triggers modern marketing activities indirectly by facilitating political transftionaeconomic and industrial
development, and by promoting democracy and market ecorianigés and Venables, 193esmini, 2000

Tahir and Larimo, 2004

Democracyadvertising linkage An economy's orientation toward democracyanies positively with the
availability of media. Additionally, media literacy on the part of the populace is associated directly with
democacy (ewis and Jhally, 1998Ewen (1996 p. 414) notes:

Media | iteracy.. can democratize the realm of pu
meaningful public interactions.

On the other hand, in an attempt to discourage public atiens, authoritarian governments tend to control
media availability. For instance, Stalin vetoed Trotsky's proposal to develop a modern telephone system in
Russia commenting that:

It will unmake our work. No greater instrument for counterrevolution andmracy can be imagined
(Boettinger, 1977p. 206).

Marketing activities and advertising for that matter are tools for etitign and promoters of economic
democracy, the latter of which can be achieved through decentralizafiiarason, 1968. Advertising

activities in a centrally planned economy are thus relegated by authoritarian governments to having limited
roles in the economy. In their retrospective analysis of advertising industry of Buldéiaa, and Elliott

(2004 p. 475) observe:
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During the decades of central planning prior to 1989, the role of advertising in Bulgaria, as in most of
the countriesof Ea&ser n Eur ope, was very | imited

However, for many young Eastern European managers, marketing is currently a noble Buxigec2(00. A
country's progress toward democracy is thus expected to trigger marketing ackatesagnov, 1998For
instance, the transition from central planning to madkietnted economies in Eastern and Central Europe and
China led to the growth of modern marketing practi€dsaf and Cui, 2004

Hypotheses
In this section, based on the theoretical foundation discussed above, we develop some hypotheses related tc

inter-country heterogeneity in ad spending.

Inter-medium variancesAs disussed previously, a country's income level determines the adoption timing as
well as diffusion speed of a new technology that can be used for advertising. That is, richer economies are lik
to introduce a technology facilitating advertising earlier thaorer countries. The diffusion speed associated
with a new technology enabling advertising is also expected to be higher in developed countries than in
developing countries. The gap between developed and developing countries is thus likely to be tiigger i
penetration rates of a newly introduced technology than that of an old technology. Since marketers' ad spend
on a medium is expected to be positively related to the penetration rate of the medium, we can expect similat
gaps in ad spending acrossdatia.

Consider, for instance, two European countriésixemburg and Bulgarial@ble Il). We can posit a highe
LuxemburgBulgaria gap in the diffusion of a newly introduced technology (e.g. internet) compared to an old
technology (e.g. radio). We specifically consider four different forms of advertising: print, radio, TV and online
Among these, print advertiginis older than radio advertising, which is older than TV advertising. Online
advertising is the newest among all. We thus hypothesize that:

Per capita internet ad spending of the OLD EU — 15
Per capita TV ad spending of the OLD EU — 15

- Per capita internet ad spending of the NEW & C EU — 12
Per capita TV ad spending of the NEW & C EU — 12

Per capita TV ad spending of the OLD EU — 15
" Per capita radio ad spending of the OLD EU — 15

Per capita TV ad spending of the NEW & C EU — 12
Per capita radio ad spending of the NEW & CEU — 12
. Per capita radio ad spending of the OLD EU — 15
" Per capita print ad spending of the OLD EU — 15

- Per capita radio ad spending of the NEW & C EU — 12
Per capita print ad spending of the NEW & C EU — 12

Hla.

Hib

HI

Income.Bagwell and Ramey (1994)gue that a firm that spends on advertising expects greater market share
and profit, something that appears to be more likely in a country that has a higher income level and thus a
higher purchasinggwer. Notwithstanding the contrarian argumentd_eff(and Farley, 1980 the level of
economic development is likely to besociated with the adoption of modern marketing practices including
advertising Chan and Cui, 2004Ad spending as a progimn of national income can be thus expected to be
higher in developed countries than in developing countries. A 1998 study commissioned by the United Natior
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Development Program (UNDP) indicated that only three developing countdie®mbia, South Koreand
Venezuela, had advertising spending to GDP ratios than the Big$#ness Timed.999. At the aggregate
level, we propos thatCeteris paribs[1] :

H2. The per capita ad spending in an economy is positively related to its per capita income (GNPPC).

Freedom.Bruce Barton, an Advertising Executive, Religious Writer, Copy Writer and United States
Congressman, saidthatadve i si ng was t he “Cartersl®9 Aeourdrywitdsame cr acy
democratic institutions is characterized by akigpenetration of communications media and freedom of the
press and of speech. In such societies, the effort to control advertisings, even fraudulent ones, is viewed as ¢
infringement on the freedonMi@artinson, 200% For instance, firms in the US tobacco industry are capitalizing
on the “free speech” arguments to influence publ

While British, American, and Japese cigarette manufacturers still enjoy advertising freedom in the developing
countries of Asia and Eastern EuropicKegney ad Madden, 200ITownsend, 2000 in general,

authoritarian governments have distaste towards media and free speechtaRoejr&ngapore bans most
privately owned satellite dishes and allows limited access for Cable News Network dod-paw TV

channels Clifford, 1993. Commenting on countries that had no internet connection until Mxg8en (1996)

made the fdbwing observations:

In June 1996, just 20 countries remained with absolutelymaikor internet connection: Afghanistan,
Bhutan, Burma, Burundi, Congo, Gabon, Guinea Bissau, Iraq, Liberia, Libya, Mauritania, North Korea,
Oman, Rio Muni, Rwanda, Somaili, Syri a, Western Sahar a, Ye men,
more than half are in Africa, in most cases onl
Many of these countries are not wealthy, but there are surprising exceptions. Libyan\Sektaa,

Oman and Gabon are relatively affluent, so their abstention from the internet cannot be explained in
purely economic terms.

Based on above discussion, the following hypothesis is presented:

H3. The per capita ad spending in an economy is negatrelated to the lack of freedom (or positively related
to freedom).

At this point, it must be emphasized that three related but different variables are used to measure freedom or
lack thereof. As discussed in the last section, LACKCL measugdack of civil liberties. FREEDOM variable

is created by reversing and collapsing categories in the LACKCL variable. CLASS is a dummy variable create
to control for membership in EU countries. It takes the value 1 for an old EU country and 2 for aanew or
candidate country.

It must be noted that old EU economies are not strictly freer than new and candidate economies. For instanc
according to Freedom House, Greece fares worse than Cyprus and Slovenia on civil liberty addeaa. (

FDI inflow. As noted earlier, modern advertising practices across the world, especially in developing countrie
are spreadyoMNCs (Golding, 1977. Advertising in developing countries are thus dominated by MNCs. For
instance, the top ten internataragency networks accounted for 48 per cent of the global advertising spending
in 1993 Wentz, 1993 In Asia, big interneadvertisers have been mostly MNCs in technology sectors such as
AT&T, Intel and Hewlett Packard. For instance, Intel was the biggest internet advertiser in India iR&i999 (
2000 and was the first and one of the biggest online advertisers in GhiraZ00(. MNCs' presence in an
economy can be measured by the foreign direct investment (FDI) inflow. The above leads to the following:

H4. The per capita ad spending in an economy is positively related to the per capita FDI inflow.


http://www.emeraldinsight.com/journals.htm?issn=0309-0566&volume=41&issue=3/4&articleid=1599225&show=html#b6
http://www.emeraldinsight.com/journals.htm?issn=0309-0566&volume=41&issue=3/4&articleid=1599225&show=html#b9
http://www.emeraldinsight.com/journals.htm?issn=0309-0566&volume=41&issue=3/4&articleid=1599225&show=html#b50
http://www.emeraldinsight.com/journals.htm?issn=0309-0566&volume=41&issue=3/4&articleid=1599225&show=html#b53
http://www.emeraldinsight.com/journals.htm?issn=0309-0566&volume=41&issue=3/4&articleid=1599225&show=html#b68
http://www.emeraldinsight.com/journals.htm?issn=0309-0566&volume=41&issue=3/4&articleid=1599225&show=html#b13
http://www.emeraldinsight.com/journals.htm?issn=0309-0566&volume=41&issue=3/4&articleid=1599225&show=html#b51
http://www.emeraldinsight.com/journals.htm?issn=0309-0566&volume=41&issue=3/4&articleid=1599225&show=html#0070410308008.png
http://www.emeraldinsight.com/journals.htm?issn=0309-0566&volume=41&issue=3/4&articleid=1599225&show=html#b33
http://www.emeraldinsight.com/journals.htm?issn=0309-0566&volume=41&issue=3/4&articleid=1599225&show=html#b70
http://www.emeraldinsight.com/journals.htm?issn=0309-0566&volume=41&issue=3/4&articleid=1599225&show=html#b56
http://www.emeraldinsight.com/journals.htm?issn=0309-0566&volume=41&issue=3/4&articleid=1599225&show=html#b56
http://www.emeraldinsight.com/journals.htm?issn=0309-0566&volume=41&issue=3/4&articleid=1599225&show=html#b72

Interaction effects. Advertising industry in Western European countries is relatively mafiaeer, 199Y. In

these economies, consumerslaeoming increasingly cynical of advertising and are more difficult to reach via
mass mediaGappo, 199p For that reasondaertisers are, in places, shifting marketing dollars from media
advertising to other forms of marketin@dppo, 199p

To respond to decreasing attractiveness of ads in their home countries and to capitalize on ever increasing
demands in emerging markets, MNCs based in developed countries are rapidly expanding their businesses
outside their home countries. In parallel with gaesed investments in the manufacturing sector, the advertising
industry is also experiencing a stage of rapid development in most of the advanced developing countries suc
those in Eastern EuropEdynaket al, 1994. With increasing maturity, MNCs' focus on brands and products

is expanding from regional to national to international to gloipalustry Sector Analysis, 1998\ number of

past studies have noted such trends. During the late 1980s to early 1990s, many French advertising agencie:
were responding to the maturing of their domestic markets when they increased their activitie sSSdangsh
199]). Likewise,UK advertising companies have expanded their clientele worldwide, delving into new markets
(Industry Sector Analysis, 1998

The above leads to the following:

H5a. The marginal effect of increase in GNP per capita on ad spending per capita is higher in NEVAI&ZC EU
than in OLD EU15.

H5b. The marginal effect of increase in FDI per capita on ad spending per capita is higg®/&C EU-12
than in OLD EU15.

Methodology, analysis, results and discussion

To testHla-H1c, we employed-test for the differences of means. A significant positive difference between the
means of the ratios of per capita internet ad spending to p&a t&pad spending in the OLD5 and NEW12

is needed to suppdrtla. Similarly, significant positive differences between the means of similar ratios for TV
to radio and radio to print ad spending are needed to suppbandH1crespectively. The realidlemeans and
t-ratios are reported ifable Ill. ForH1a, the difference of means failed to reach the signitiedavel. For
H1lbandH1cthe differences are significant but direction differed from hypothesized.

One possible explanation for Eastern European countries' relatively higher ratio of TV ad spending to radio a
spending ii1b) could be a legacy of the ceaity-planned economies. In the central planning era, Eastern
European governments had more positive attitude towards TV compared to radio. Comparing historical radio
and TV controls in a number of Eastern European coun8ks and Reading (1994 251) observe:

Unli ke radio transmissions, there was never any
Original EU-15 New EU-12 t-value

Standard Standard (difference Table III.
Mean deviation N Mean deviation N of means) Ratio of per capita ad
spending in original
Online-TV ad ratio 0.09 0.129 12 0.04 0.046 5 0.69 EU-15 and New EU-12
TV-radio ad ratio 5.59 2.83 15 8.86 467 11 -22 (newly joined and
Radio-print ad ratio 0.139 0.081 15 0.29 0.147 11 -34 candidate)

A similar finding regarding Eastern European countries' relatively higher emphasis on TV as compared to
telephone can also be found in the resulBwthner (1988)He determined that penetration rates of telephone

in comparison to television were higher in Eastern European countries than they were in their Western
European counterparts. It very well may be, however, that this result mefiebts the basic relative economic
benefits of the large width and size of the advertising audience in Eastern European economies. Similarly, pr
is a primary medium for advertising[3[dble IIl) and market oriented economies such as those in the Western
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Europe tend to have a much higher tendency to use this medium to market their products. Thus, pvat's rela
advertising effect in Western Europe seems to be stronger than Eastern European countries' catching up in ti
of the adoption of print media.

To testH2 to H5b, we employed time series cross sectional (TSCS) models (for annual data for the period:
19992003) and cross sectional regressions for the 2003 &t 1V presents the correlations among
explanaory variables. Per capita total ad spending (TAD) is the dependent variable in both cases.

Time series cross sectional (TSCS) models and cross-sectional regressions

TSCS models are designed to overcome the limitations of usual linear models. Whendataliftgs highly

likely that one or more assumptions of the usual linear model may be vidtatatlyet al. (1984 p. 337 point

out several such possibilities. First, t {careldedr or
and may exhibit contemporaneous correlation” whi
Second, the parameters bétdatagenerating process may differ from observation to observation. The reactions
of different individuals may be different to changes in explanatory variables and the reactions may also chang
over time. TSCS models allow for differences in behavi@r avoss sectional units as well as the differences in
behavior over time for a given cross section. In this way, such models are likely to be consistent with the way
the data were generatdebfnbyet al, 1989. Problems related to such models include the selection of the most
efficient estimation procedures and testing of hypotheses about the parameters.

We employed the follwing TSCS model:

K
TADit = Buie + > _Brirkuir + &t @)
k=2
where, TADNi s t he t ot al i istde dsnpng vadablefgr thll bouhtryfor the't time period and
Bie( k = 2) arw(k h2e ) oipse st. h eforthelf"cantrpiftimeth e f act or X

Several factorseed to be taken into consideration in selecting the appropriate model. The first is the choice

bet ween fixed and random effect model s. For t4ihe
in (4) and (5) can be written as

Bt = a; + 7 (2)
wherae o he countr yareutmme essi”"manddammi es”. The dum

eliminates a major portion of the variation among explained as well as explanatory variables if the-between
country and betweetime period variation is largéMaddala, 197}, a likely occurrence in advertising data.
Additional problems include a loss in a substantial number of degreesdbm and a lack of meaningful
interpretation of the dummy variabldddddala, 1971

GNPPC LACKCL FDI
TAD 0.80" -069" 04"
GNPPC -072" 0.37"*
LACKCL -0.27
Table IV. Notes: GNPPC: GNP per capita; FDI: Foreign direct investment per capita; LACKCL: An index
Correlation matrix for the representing the lack of civil liberties. TAD: Per capita total advertising spending.
2003 data *Significant at 0.01 level, ** Significant at 0.10 level

These problems can be overcome leydrt i anrgdasimandom in which case only two parameters, the mean
and the variance of the a's (and similarly for =
models, where N is the number of creestions and T is the number of &periods. The procedure of treating

0; a n gdas ,mndom can be rationalized by arguing that the dummy variables do in effect represent some
ignorance-j u st . Maddala (1/1ar gues t hat this type of ignoran

treated i n t hieThen theresidumabcanrbe writtem as: €
Ui = a; + 1 + & (3)
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TheParks (1967method, a random effect TSCS model, accounts for heteroskedasticityegugssion as well
as contemporaneous correlation and hence appears to be the mosiappraglel to study the muktountry
ad spending. We thus estimated the Parks TSCS model by taking total ad spending as the dependent variab

To test for the possible moderating effect of freedom, we also employed cross sectional regressionoanalysis f
the year 2003Table VI). The TSCS results ihable Vindicate thaH2 H3 andH4 have been supported in most

of the cases. It is important to note that the metrically defined LACKCL variablgble Vmeasures the lack

of civil liberties whereas the twievel FREEDOM variable, useful in capturing moderating effectSalvie VI
measures the existence of civil liberties. The resulf@alrles V and Vindicate that the both class and freedom
variables moderate the effect of income on ad spending. The significant positiaetioteeffect between

GNPPC and CLASST@ble V) indicates that the marginal effect of income on advertisisgrsficantly higher

in NEW&C countries than in OLD countries. In the same vein, a significant negative interaction effect betwee
GNPPC and FREEDOMT&ble V) indicates that the marginal effect of income on advertising is significantly
higher in economies that currently have deficiencies some aspects of civil liberties than in economies that are
closest to the idds of freedom. The hypothesis concerning the moderating effect of freedom related variables
(H5b) was not supported in the relationship between FDI per capita and total ad spéatleg ¥ and V).

DV = TAD DV = TAD DV = TAD DV = TAD DV = TAD DV = TAD
Intercept —13853 (951" -—182 (58 5588 14" 1901 (13) —2609 (—09) 183 (-75)"
GNPPC 0002 (25" 0001 (09) 0005 (519" 0007 (1697 0009 (184)* 0001 (L1)
LACKCL —837 (—143%)" -333 (-0
FDI 0008 (023) 0004 (25" 0003 (DT 0003 (2%
CLASS 17.57 (1.1)
GNPPC*CLASS 0007 (1361 0008 (129 0008 (141D)°
FDI*CLASS —0.001 (-029 0003 (323"
N 25 25 27 25 25 25
Rr? 0.991 0.999 0.994 095 097 0.999

Table V.

‘TSCS regression results
(1999-2003) (Park’s

Notes: GNPPC: GNP per capita; FDI: Foreign direct investment per capita; LACKCL: An index representing the lack of civil liberties; CLASS: A dummy
variable to control for membership in EU countries. It takes the value 1 for an old EU country and 2 for a new or a candidate country.

method) *Significant at 0.01 level, ** Significant at 0,05 level, *** Significant at 0.10 level

DV = TAD DV = TAD DV = TAD DV = TAD
Intercept -135 (-18*** -127.0 (-15) —114.7 (-13) -126.2 (- 15)
GNPPC 0.02 38" 0.02 (32° 0.02 29" 0.02 33°
FDI 0.01 (11) -0.135 (-0.8) -99.2 (—=21*"
GNPPC "FREEDOM -1042 (-26)"" -96.9 (=20 -121.7 (-2
FDI*FREEDOM 929 (0.8) 77 (11
N 27 25 25 25
F 298" 174% 130" 175*
R* 0.71 071 0.72 071
Adi. R? 069 0.67 0.66 067

Notes: The numbers in the parentheses represent /-values.

*Significant at 0.01 level, ** Significant at 0.05 level, ** *Significant at 0.10 level.

GNPPC: GNP per capita; FDI: Foreign direct investment per capita; LACKCL: An index representing the lack of civil liberties; FREEDOM: Free countries

that are “closest to the ideals expressed in the [Freedom House's] civil liberties checklist” are given the level 2. Economies that have deficiencies in at least Table VI
three aspects of civil liberties are given the level 1; CLASS: A dummy variable to control for membership in EU countries. It takes the value 1 for an old EU  Cross-sectional regression
country and 2 for a new or a candidate country for 2003

Implications and future research

An important contribution of this paper is to explore the drivers of ad spending in the enlarging Ewnd/e fo
that ad spending in an economy is driven by the income level and FDI inflow. Analysts expect that EU
membership will trigger stronger economic growth in new and candidate coultie¥iewsWire, 2003.

There has already been an increase in FDI in new and candidate countries and EU membership is likely to
further enhance investors' confidence and positive perceptions efdbstriesEIU ViewsWire 2009. The
results of this paper imply that FDI growth will drive ad spending of Eastern Europeatries. Likewise, we
also found a reasonably robust effect of freedom on ad spending. Although the enlargement has already boo
democracy in Eastern European countries, most of them haven't yet achieved democratic Aiatankg(

20049). An implication of the findings of our analysis is that moves towards greater democracy in the newly
joined and candidate countriesyrtaigger further growth of the advertising industry.

The moderating effects of freedom related variables are particularly robust. The TSCS analyses indicated the
the marginal effect of income on advertising is higher in new and candidate countrigsdltamembers.

Similarly, cross sectional analysis for 2003 data indicated that although income has a positive effect on
advertising, the marginal effect of income on ad spending decreases as economies become freer.
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Nonetheless, there are many factorserapirically accounted for in this paper that may influence the extent to
which advertising- just one component of the promotional miis enhanced in a country's economy. One such
factor concerns the nature of the target audience that is addressadganees in the country. For instance,

some experts argue that Central and Eastern Europeans trust less to advertising and other marketing messa
from large organizations and tend to rely more on vadrochouth recommendation®EN Retailing Today

2004). In this situation, personal selling involving ethnic employees may play more important roles. Similarly,
when companies in@untry place emphasis on industrial markets (as opposed to consumer markets), then or
would expect a lower level of utilization of advertisingff and Farley, 1980 Similarly, when companies
emphasize export markets (as opposed to domestic markets), then there will likely be a correspondingly grea
emphasis on the use of personal selling in the promotional mix.

An important area of future research is examining the transferability of this research in other settings. To
investigate the external validity of the models presented in this paper, further research is needed to test the
impacts of variables listed above on adrgfieg of other regions of the world. The main effects of some
variables and their interaction effects that failed to reach the level of significance for European economies mz
reach the level for a set of more heterogeneous economies (say, Asia). Sithiargsults could be different

for a bigger set of economies.

This paper focused on the supply side of advertising in the enlarging EU. In this regard, another fruitful avent
for future research is to understand the demand side of this industry.ofdtiésearch is needed to examine
how consumers in the rapidly changing Eastern European countries perceive advertising and how they are
different from their Western European counterparts.

Whereas the quantitative models employed in this paper placddamspi s on i nsuring “ti
future resear ch c¢an Masom $98Baf the Europdamaeessg indastryrbg wsihg t y 7
gualitative methods such as interpretive consumer research. Qualitative methods provide the basis for
elaborations, interpretations and new idédsrée, 1992 and will further deepen the understanding of how
consumers make sense of different forms of advertising.

Finally, additional research is also needed fedepth analysis of advertising indussiin selected economies,
especially those in Eastern Europe. Especially, we recommend analyses of longitudinal patterns of the
development of the advertising industry of an economy by using historical me8rodk and Lux, 1993or in

a number of economies by using comparative historical anaMsisaney, 2004 In Hobsbawm's (199%. 42)
terms, whereas econometriahy ses empl oyed in this paper focuse
web of interaction”, historical analyses focus o
formation of a paradigmHscher, 1970Smith and Lux, 1993that explains drivers andhibitors of advertising
industry(ies) of one or selected economies.

Notes:

1. All the hypotheses are stated on a Ceteris paribtiser things beingequalo asi s. The phras
pari bus”™ i s i mpl i blhypothesis stateiment, &and lygas notrbeen gxplioitly stated (to avoid
repetitiveness).

2. See “Tobacco Promoti on ahttg/wkwtresydheaknorgIpeeshpiene ¢ h ”
3. For instancethe first US daily newspaper was established in 1784 primarily as a medium for advertising
(Troy, 1999).

References
Antonelli, C. (1993), "Investment and adoption in advanced telecommunicationsial of Economic
Behavior and Organization®/ol. 20 p.227%45.

Bagwell, K., Ramey, G. (1994), "Coordination economies, advertising, and search behavior in retail m:
American Economic Reviewol. 84 pp.49&17.


http://www.emeraldinsight.com/journals.htm?issn=0309-0566&volume=41&issue=3/4&articleid=1599225&show=html#b19
http://www.emeraldinsight.com/journals.htm?issn=0309-0566&volume=41&issue=3/4&articleid=1599225&show=html#b19
http://www.emeraldinsight.com/journals.htm?issn=0309-0566&volume=41&issue=3/4&articleid=1599225&show=html#b45
http://www.emeraldinsight.com/journals.htm?issn=0309-0566&volume=41&issue=3/4&articleid=1599225&show=html#b52
http://www.emeraldinsight.com/journals.htm?issn=0309-0566&volume=41&issue=3/4&articleid=1599225&show=html#b55
http://www.emeraldinsight.com/journals.htm?issn=0309-0566&volume=41&issue=3/4&articleid=1599225&show=html#b63
http://www.emeraldinsight.com/journals.htm?issn=0309-0566&volume=41&issue=3/4&articleid=1599225&show=html#b48
http://www.emeraldinsight.com/journals.htm?issn=0309-0566&volume=41&issue=3/4&articleid=1599225&show=html#b37
http://www.emeraldinsight.com/journals.htm?issn=0309-0566&volume=41&issue=3/4&articleid=1599225&show=html#b25
http://www.emeraldinsight.com/journals.htm?issn=0309-0566&volume=41&issue=3/4&articleid=1599225&show=html#b63
http://www.treatycheck.org/Speech.htm

Bamossy, G., Russell, J., Belk, W., Arnold Costa, J. (1997), "International issaasand public policy:
special editors' noteJournal of Public Policy & Marketingvol. 16 No.1, pp.1.

Boettinger, H.M. (1977), "Our sixth and a half sense”, in Pool, I.D.S. (Hus%ocial Impact of the Telepho
MIT Press, Boston, MA, pp.200D.

Buchner, B.J. (1988), "Social control and diffusion of modern telecommunications technologies: a cros
national study"American Sociological Reviewol. 53 pp.44653.

Business Times (1998), "Business Times Developing nations post huge rises in acdgSpBuaginess Times
Vol. 7 No.October, pp.15.

Campaign (2005), "Eastern Europ€ampaign No.March 11, pp.15.
Cappo, J. (1992), "Agencies: change or déalyertising AgeVol. 63 No.50, pp.24.
Carter, S. (1997), "I'm sorry, but we really haveatit politics”, Marketing pp.22.

Chan, E., Yau, O.H.M., Chan, R. (1990), "Consumer sentiment in Australia: a replication antbhticrss
comparison"European Journal of Marketind/ol. 24 No.10, pp.44%8.

Chan, T., Cui, G. (2004), "Consumer attiés toward marketing in a transitional economy: a replication at
extension" The Journal of Consumer Marketingol. 21 No.1, pp.10.

Ciuriak, D. (2003), "Is the European exchange rate mechanism a model for East Asm?'Affairs, an
American Revieywol. 30 No.1, pp.3.

Clifford, M. (1993), "Media: read and in the black&ar Eastern Economic RevieWol. 156 No.25, pp.63.

Coulter, R.A., Price, L., Feick, L. (2003), "Rethinking the origins of involvement and brand commitmen
insights from possocialist Central EuropeJournal of Consumer Researd¥ol. 30 No.2, pp.15569.

Dekimpe, M.G., Parker, P.M., Sarvary, M. (2000), "Global diffusion of technological innovations: a cou
hazard approachJournal of Marketing Researchol. XXXVII No.February, pp.4-59.

Delios, A., Beamish, P.W. (2005), "Regional and global strategies of JapaneseNenagjement
International ReviewVol. 45 pp.1936.

Dixon, G., Karboulonis, P. (1999), "Global marketing of leisure software: a case study otégidres",
International Marketing Review/ol. 16 No.4/5, pp.299.

Diamond, L. (1992), "Economic development and democracy reconsid@radfican Behavioral Scientjst
Vol. 35 No.4/5, pp.45®9.

DSN Retailing Today (2004), "Growing Eastern Europeaseladds to ethnic marketing equati@SN
Retailing TodayVol. 43 No.15, pp.17.

Ein-Dor, Ph., Myers, M., Raman, K.S. (1997), "Information technology in three small developed countr|
Journal of Management Information Systewsl. 13 No.4, pp.68B9.

EIU ViewsWire (2003), "Eastern Europe economy: EIU's-20@3 assumptionsEIU ViewsWire



No.December 22, .

EIU ViewsWire (2004), "Eastern Europe economy: EIU's February assumptabisViewsWire No.Februar
23, .

EIU ViewsWire (2005), "Indiaegulations: India's legal system moves slowly, but relatively faii,
ViewsWire No.April 21, .

Ewen, S. (1996)Social History of SpinBasic Books, New York, NY, .

Fischer, D.H. (1970}listorians' Fallacies: Toward a Logic of Historical Thoughktarper & Row, New York,
NY, .

Fomby, T.B., Hill, R.C., Johnson, S.R. (1984)lvanced Econometric Metho®&pringerVerlag, New York,
NY, .

Ganesh, J. (1998), "Converging trends within the European Union: insights from an analysis of diffusic
pattens", Journal of International Marketingvol. 6 No.4, pp.328.

Ganesh, J., Kumar, V., Subramaniam, V. (1997), "Learning effect in multinational diffusion of consume
durables: an exploratory investigatioAtademy of Marketing Science Journabl. 25No.3, pp.21428.

Gaski, J.F., Etzel, M.J. (1986), "The index of consumer sentiment toward marka&tagial of Marketing
Vol. 50 No.3, pp.7482.

Gastil, R.D. (1986)Freedom in the WorldGreenwood, Westport, CN, .

Gatignon, H., Robertson, T.S.985), "A propositional inventory for new diffusion researclournal of
Consumer Researciol. 11 pp.84%67.

Gilmore, A., McKee, M. (2005), "The costs of big tobacco's buy out in the former Soviet Udioltityational
Monitor, Vol. 26 No.5/6, pp.1d1

Golding, P. (1977), "Media professionalism in the Third World: the transfer of an ideology", in Curran, .
Curevith, M., Woollacott, J. (Ed8fass Communication and SocieBdwin Arnold, London, pp.29308.

Gruber, H., Verboven, F. (2001), "Thefddion of mobile telecommunications services in the European
Union", European Economic RevieWol. 45 pp.57788.

Goldsmith, A.A. (1999), "Slapping the grasping hand: correlates of political corruption in emerging mar
American Journal of EconomiésSociology Vol. 58 No.4, pp.86%3.

Helsen, K., Jedidi, K., DeSarbo, W.S. (1993), "A new approach to country segmentation utilizing multir
diffusion patterns"Journal of MarketingVol. 67 No.October, pp.601.

Hobsbawm, E. (19971n History, The New Press, New York, NY, .

Industry Sector Analysis (1998), "UK: advertising services markedystry Sector Analysi®No.December 5.
pp.1.

Kaynak, E., Kucukemiroglu, O., Odabasi, Y. (1994), "Advertising agency/client relationships in aneave
developing country"European Journal of Marketindg/ol. 28 No.1, pp.355.



Kotabe, M. (2002), "Using Euromonitor database in international marketing resescatlgmy of Marketing
Science JournaNol. 30 No.2, pp.175.

Kotabe, M., Helsen, K. (Z11), Global Marketing Managemer2nd ed., John Wiley, New York, NY, .

Koudelova, R., Whitelock, J. (2001), "A cressltural analysis of television advertising in the UK and the
Czech Republic'international Marketing Review/ol. 18 No.3, pp.28&00.

Lankes, H.P., Venables, A.J. (1996), "Foreign direct investment in economic transition: the changing p
investments"Economics of Transitigr'Vol. 4 No.2, pp.3347.

Lawton, C. (2002), "Cigarette ads butt in at World Cup, despite a tobaceesbame companies skirt rules v
TV, quirky products; smoking your favorite playeWall Street JournalNo.June 18, pp.B1.

Leff, N.H., Farley, J.U. (1980), "Advertising expenditures in the developing wadiditnal of International
Business Studie¥ol. 11 pp.6478.

Lewis, J., Jhally, S. (1998), "The struggle over media literalgtirnal of Communicatigri/ol. 48 No.1, pp.9
120.

McKegney, M., Madden, N. (2001), "Tobacco report reveals global retfahtertising AgeVol. 72 No.33,
pp.1-2.

Maddala, G.S. (1971), "The use of variance components models in pooling cross section and time seri
EconometricaVol. 39 No.2, pp.3458.

Mahoney, J. (2004), "Comparatiestorical methodology"Annual Review of Sociologyol. 30 pp.81101.
Manea, J., Pearce, R. (2001), "Multinational strategies and sustainable industrial transformation in CE
transition economies: the role of technology”, in Taggart, J.H. (Edk)pationals in a New Area.

International Strategy and ManagemgRalgrave, New ork, NY, pp.11840.

Martinson, D.L. (2005), "Pornography and deceptive advertising: what is the role of government in a fr
society?",The Social Studie¥ol. 96 No.1, pp.3¢B.

Maslen, P. (1996), Control, Change and the Internet, Chapter 4, svailabttp://home.vicnet.net.au/
D gqbi-chdhto,c i

Mason, R.O. (1988), "Experimentation and knowledge: a pragmatic perspe€tioa/ledge Vol. 10 No.1,
pp.324.

Millan, E., Elliott, R. (2004), "Offensive advertising, public policy, and the e:rulings on the Zagorka
case" Journal of Consumer Poligyol. 27 No.4, pp.4783.

Morse, J. (1992)Qualitative Health Researclsage Publications, Newbury Park, CA, .

Pai , u. L. (2000), “India net adnessgamayaildbleatr e ac
www.internetnews.com/busews/article.php/224701 (accessed October 22), .

Paramonov, .M. (1998), "On the frontier of global marketing: how to succeed in Russia and other unta
markets" Montana Business Quarterlyol. 36 No.2 pp.1924.



Parks, R.W. (1967), "Efficient estimation of a system or regression equations when disturbances are b
serially and contemporaneously correlatddiyrnal of the American Statistical Associatidol. 62 pp.5069.

Pavlov, N. (2003), "Russ and Europe: pros and conBiternational Affairs Vol. 49 No.6, pp.110.

Ramamurti, R. (2001), " The ohostdevelepng countgy relaboas g a
revisited",Journal of International Business Studi®®l. 32 No.1, pp.239.

Resmini, L. (2000), "The determinants of foreign direct investment in the €B&s evidence from sectoral
patterns"Economics of Transitigrvol. 8 No.3, pp.6659.

Seaman, D. (1991), "Tomorrow the worlttiternational Management (Europe editipWol. 46 No.9, pp.85.

Smith, R.A., Lux, D. (1993), "Historical methods in consumer research: developing causal explanation:
change"Journal of Consumer Researdfol. 19 pp.59510.

Sparks, C., Reading, A. (1994), "Understanding media change in East Central BEMexpa; Culture &
Society Vol. 16 No.2, pp.2430.

Synodinos, N.E., Keown, C.F., Jacobs, L.W. (1989), "Transnational advertising practices: a survey of |
brand adertisers in 15 countriesdpurnal of Advertising Researctol. 4 pp.4350.

Tahir, R., Larimo, J. (2004), "Understanding the ownership structure choices of Finnish firms in Asian
countries" European Business RevigVol. 16 No.5, pp.49410.

Tixier, M. (2000), "Research note: implications of differing perceptions in emerging European managet
styles", Thunderbird International Business Revj&yol. 42 No.3, pp.31-P8.

Townsend, A. (2000), "Misplaced marketirglangers for misplaced tobacco maikgtin Eastern Europe”,
The Journal of Consumer Marketingol. 17 No.2, pp.103.

Troy, D.E. (1999), "Advertising: not low value speecYiale Journal on Regulatioivol. 16 No.1, pp.88.44.
Wentz, L. (1993), "Shops flourish in '90s: decade of alignfnéalvertising AgeNo.September 30, .

Williamson, O.E. (1968), "Economics as an antitrust defe#seérican Economic Reviewol. 58 No.1,
pp.1836.

Yue, M. (2000), "Advertising in virtual China is growing fast, but there are pitf@i&l'timesavalable at:
http://englishl.e21ltimes.com/asp/taad.asp?r=494, No.September 8, .

Zielonka, J. (2004), "Challenges of EU enlargemeldlrnal of Democracyol. 15 No.1, pp.2:35.



