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EDITORIAL 
 
The interactive technology augmented real-

ity (AR) AR layers virtual elements upon the 
real world of its users. Despite the growing at-
tention and recent developments in the applica-
tion of AR in marketing, many marketers still 
seem reluctant to implement AR into their mar-
keting mix, because investing in the right AR 
content may be considered relatively risky and 
expensive. The study by Riethorst et al. aims to 
elevate the knowledge of marketers who are 
considering implementing commercial AR and 
furthermore helps them to pinpoint their spe-
cific target groups. Previous research has 
shown that AR can be a valuable tool in the de-
cision-making process of consumers since it 
enables them to virtually try-out products. 
However, these studies focused primarily on 
general persuasive effects, and young, tech-
savvy samples. Therefore, the current study fo-
cuses on the influence of both age and technol-
ogy innovativeness on the intention to adopt 
commercial AR, using the Technology Ac-
ceptance Model as a theoretical base. Based on 
a field experiment (N = 71) at the home ad-
dresses of the participants, this study shows 
that younger and older adults do not differ in 
their intention to use commercial AR. How-
ever, when taking the level of technology inno-
vativeness into account, the results show that 
for older adults, ease of use and consequently 
usefulness, enjoyment and use intention, in-
crease (decrease) as the level of technology in-
novativeness increases (decreases). For 
younger adults, the level of technology innova-
tiveness did not matter. This study gives rea-
sons to assume that both younger adults and 
more technology innovative older adults are 
potential users of commercial AR. Both found 
AR to be relatively easy and consequently use-

ful and enjoyable, and they had higher inten-
tions to use it. Therefore, this study shows that 
besides young adults, more technology innova-
tive older adults may also be an interesting tar-
get group for AR. Meanwhile, AR may not be 
the right tool for targeting less technology in-
novative older adults. If marketers consider tar-
geting this group as potential users for their AR 
apps, it may be wise to add more detailed in-
structions in order to inform and guide them 
smoothly. To conclude, it would be advisable 
for marketers and brands to take into consider-
ation how technology innovative their target 
group is, or perhaps estimate their cognitive 
age, rather than only segment on biological 
age. It seems to be a waste to exclude older 
adults beforehand and only focus on younger 
adults as a target group, because some older 
adults are even more eager to use commercial 
AR than the average younger adult. 

In their empirical study, Waheeduzzaman 
and Myers indicated that good governance en-
sures market efficiency, rule of law, favorable 
business environment and wealth distribution. 
Freedom or democracy complements good 
governance, supports entrepreneurship, attracts 
investment, and ensures citizens participation 
in development. Better governed nations indi-
cate higher income through responsible fiscal, 
monetary, trade and investment policy; and 
most working democracies enjoy higher in-
come. 
      In this interdisciplinary empirical study, the 
authors investigate the influence of governance 
and freedom on consumption in 194 countries 
of the world during 18-year period (2000-2017) 
using regression analysis. Findings show that 
governance and freedom both have direct effect 
on consumption and indirect effect via income. 
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Sobel test confirms the presence of mediating 
influence of per capita income on consumption. 

 Although both governance and freedom 
are uncontrollable and exogenous to marketing 
managers, they can still, support good govern-
ance and democracy to enhance consumption. 
The global markets can also be segmented on 
the basis of governance and freedom helping us 
understand country specific consumption. 
Household level consumption can be increased 
by improving governance scores and higher 
freedom.    

A unique contribution of the research is the 
study model and the novelty. We are not aware 
of any study that has examined the effect of 
governance and freedom on consumption in the 
way it has been conducted in this study. The 
findings are not only interesting but also useful 
for policy planning for segmenting global mar-
kets, entry strategy, and international trade and 
investment decisions. The study has advanced 
our understanding of consumption in interna-
tional markets. 

The notion “relationship” is deeply rooted 
in the marketing subject where the relationship 
between buyer and seller starts with the ex-
change of information and value. However, 
several decades earlier to the inception of the 
relationship marketing (RM) the market net-
work (NW) researches were focusing on the re-
lationship between buyer and seller in the Busi-
ness-to-Business (B2B) context. For instance, 
Nordic researchers accentuate B2B relation-
ships of the firm and market especially interna-
tional firm, as most of their firm deals industrial 
markets internationally. On the other hand, RM 
has emerged as a managerial response to the 
tighter competition or to enhance the effective-
ness of marketing. With this background Sal-
man Saleem argues that NW and RM separate 
disciplines on several grounds. The author has 
investigated several aspects of RM and NW lit-
erature to clarify if there are similarities and 
differences between them. The study compared 
the RM and NW definitions, histories, origins, 
theoretical and conceptual approaches, topics 

and research questions, research and methodol-
ogies. In the doing so study explain the key as-
pects and orientation of subject RM and NW 
thus have presented a contemporary view for 
academicians and researcher about these disci-
plines.  

In terms of historical background and evo-
lution, both RM and NW have distinct histories 
and are in different stages of evolution. Briefly, 
NW has emerged as a distinct discipline 
whereas there is debate on the RM evolution 
from domain to discipline journey Also some 
aspects of RM and NW are contradictory as 
RM is limited to a marketing strategy which is 
increasing customer retention, satisfaction and 
loyalty whereas NW conceives broader range 
of inter-organizational issues.  A comparison of 
NW and RM at definition shows that there are 
fundamental differences. For instance, NW is 
described as the process of interaction, inter-
connectedness prevails through relationships. 
Surprisingly RM has not a well-accepted defi-
nition yet. However, it seems that RM re-
searchers can borrow some theoretical ap-
proaches from NW such as embeddedness, 
buyer point of view, interconnectedness among 
actors to mention a few. RM has emerged from 
the marketing areas such as services, consumer 
behavior, database and direct marketing. 
Whereas NW is rooted in industrial marketing 
and international business. The kind of rela-
tionship addressed in RM and NW a different 
as former deals with relatively fewer com-
plexes, in fewer details and more often in B2C 
context with exception of channel management 
which is B-2-B, however, NW deals with com-
plex exchange relationship in the B2B context 
and views different actor as a part of the net-
work of relationship. In other words, RM and 
NW differ in their histories, origins and the 
context of relationships.  

For RM researchers the key topics are 
value, loyalty, service quality and customer in-
teraction and key questions are the difference 
between traditional transactional marketing 
and relationship marketing. On the other hand, 
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NW researchers are much concerned about the 
trust, commitment, cultural difference, dyadic 
relationship, and dynamics of networks. Thus 
RM and NW deal with different paradigms of 
relationships. Methods of inquiry are different 
as RM researches rely on cross-sectional, often 
data-based and rely upon the marketing micro-
macro environmental variables. Whereas NW 
researches are more inclined towards in-depth 
case-studies, longitudinal studies and empha-
size the identification of organizations that 
may, directly and indirectly, be linked to the fo-
cal firm ability of exchange. The conclusion is 
that there is a strong need to understand the dif-
ferences in RM and NW and the separation of 
NW from the mainstream marketing field. 
Also, there is a strong need to separate the re-
search of the inter-organizational relationship 
i.e. Networks from RM. Although an organiza-
tion in the business situation may face different 
kinds of relationship dealing them under the 
broader umbrella of RM is not practical. Fur-
thermore, from NW research, the RM can take 
benefit by focusing relationship with customer 
more closely and explicitly.  

The main axiom of the behavioral economy 
is that consumers always criticize the tradition-
alist understanding based on the rationality of 
their rationality. This criticism is that variables 
such as gain, loss, benefit, value, risk, uncer-
tainty cause people to make irrational deci-
sions. When the subject is approached from a 
marketing perspective, the comprehension that 
the desired goals cannot be achieved with the 
research on consumer behavior intertwined 
with a single science field has pushed market-
ing science into a research format built on in-
terdisciplinary collective foundations. This 
teamwork has firmly reinforced that classical 
methods and theorems are insufficient to ex-
plain the consumption behavior of people with 
a complex structure. Thus, with this pluralism 
in method and methodology, the fact that the 
individual cannot stay away from different ex-
pectations constitutes the justification for this 
output of marketing. These explanations reveal 

some implications. People take risks when it 
comes to losing money and avoid risks when 
earning situation arises. In the theory of expec-
tation, people focus more on low probabilities. 
In other words, although people have a higher 
expected value of the probability of winning, 
they move away from risk and focus on the 
earnings they see for sure. On the other hand, 
an alternative with less risk is preferred. Ac-
cording to the theory of expectation, an asym-
metry occurs between losses and gains, mean-
ing that the sadness of the loss is higher than 
the joy of winning. Mental accounting, which 
is one of the sub-dimensions of creating expec-
tations, has an impact on people's financial de-
cision-making processes. 

The purpose of the study by Köylüoğlu et 
al.  in which consumer behavior is an important 
area of behavioral economy and marketing, is 
designed and analyzed with the mental ac-
counting dimension of the effect of expecta-
tions in different situations on consumer deci-
sions. In this study, the effect of different ex-
pectations on consumer behavior in terms of 
similarities with behavioral economics and 
having a significant influence in marketing dis-
cipline has been evaluated from the perspective 
of mental accounting, which is one of the sub-
dimensions of marketing and behavioral eco-
nomics. In addition, it has been determined 
whether the decisions made according to the 
demographic characteristics of consumers dif-
fer when making mental accounting. Shafir and 
Thaler (2006) was used in the study. From this 
point of view, a survey was conducted among 
300 students studying at Selcuk University, but 
220 valid questionnaires were analyzed. The 
data obtained were subjected to various statis-
tical analyzes with SPSS 22.00 package pro-
gram. Within the scope of the study, 24 hypoth-
eses were determined. These hypotheses were 
created in line with the relationship between the 
socio-demographic characteristics of the par-
ticipants and the statements in the scenarios in 
the questionnaire. According to the findings 
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obtained, it was determined that the partici-
pants disagreed with the answers "Disagree" 
and "Undecided". Specifically, participants are 
often “Undecided” in terms of purchase deci-
sions, earnings costs, sense of loss, sense of ex-
penditure, sense of expense, and opportunity 
cost. 

When the achieved results are evaluated ad-
ministratively, a statistically significant differ-
ence was found between the ages of the partic-
ipants and the cost and opportunity costs. These 
results can be interpreted as the participants are 
more sensitive to risks. In other words, even at 
what age people are, and even a small risk they 
face plays a critical role in their decisions in 
economic management. Therefore, even if the 
risk is small, they do not ignore it and adopt a 
safer economy behavior. In addition, in terms 
of marketing management, it is included in 
their personal and psychological characteristics 

among the factors affecting this situation of 
consumers. On the other hand, it can be said 
that the participants refrained from paying the 
amount that would constitute a cost factor for 
them. It can be interpreted that this is in accord-
ance with the level of knowledge of the partic-
ipants about mental accounting. Researchers 
interested in the subject may be advised to con-
sider this situation in their future work. How-
ever, since the study is limited to 6 scenarios, 
different results can be achieved by focusing on 
larger examples with different techniques and 
questions. Finally, in such studies for the anal-
ysis of the irrational behavior of people, neuro-
science, and its sub-instruments (neuromarket-
ing), as well as traditional computational tech-
niques, can be used. 

Erdener Kaynak 
Editor-in-Chief
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ARTICLES 

Augmenting Reality: An Exploration of the Intention to Use 
Commercial Augmented Reality Comparing Older and Younger 

Adults Differing in Technology Innovativeness 

Myrte M. Riethorst 
Anneroos R. Smink 

Paul E. Ketelaar 

ABSTRACT. The interactive technology augmented reality (AR) layers virtual elements upon the real 
world of its users, and it is becoming increasingly popular in various fields. Previous research has shown 
that it can be a valuable tool in the decision-making process of consumers since it enables them to virtually 
try-out products. However, these studies focused primarily on general persuasive effects, and young, tech-
savvy samples. Therefore, the study by Riethorst et al. focuses on the influence of both age and technology 
innovativeness on the intention to adopt commercial AR, using the Technology Acceptance Model as a 
theoretical base. Based on a field experiment (N = 71) at the home addresses of the participants, this study 
shows that younger and older adults do not differ in their intention to use commercial AR. However, when 
taking the level of technology innovativeness into account, the results show that for older adults, ease of 
use and consequently usefulness, enjoyment and use intention, increase (decrease) as the level of technol-
ogy innovativeness increases (decreases). For younger adults, the level of technology innovativeness did 
not matter. These results can elevate the knowledge of marketers who are considering implementing com-
mercial AR and furthermore help them to pinpoint their specific target groups. 

KEYWORDS. Pull marketing, digital marketing, Internet, customer journey, European marketing, HP, 
user-generated content 

INTRODUCTION 

Today’s marketers seek new and innova-
tive ways to promote brands, products and ser-
vices among their target groups. Consumers are 
often overloaded with advertisements and they 

view themselves increasingly as active and 
self-determining individuals who want to expe-
rience how these brands, products and services 
are subsidiary for them personally (Custom-
ertalk, 2017; Hyland, 2019; Smilansky, 2009). 
A tool that has the potential to stimulate the 
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consumer experience in a creative and interac-
tive manner, and which has been receiving a 
growing interest from marketers all over the 
world, is AR (Intemarketing, n.d.; Ketelaar, 
2018).  

Augmented reality (AR) is an interactive 
technology that adds a virtual layer to the phys-
ical environment of consumers. It can be expe-
rienced through various devices, including 
smartphones, tablets and special wearables 
(Javornik, 2016a; Yim, Chu & Sauer, 2017). 
The added layer enables consumers to envision 
3D products in their direct environment or on 
themselves and to therefore ‘try-out’ these 
products virtually as if they were real (Huang 
& Liao, 2015; Javornik, 2016a; Smink, 
Frowijn, van Reijmersdal, van Noort & Nei-
jens, 2019). For instance, cosmetic brand 
Sephora developed an AR app in which con-
sumers can virtually try out make-up products 
on themselves (Paine, 2018). Hence, AR aims 
to minimize the feeling of risk when shopping 
online; it can help with consumers’ decision-
making process (Huang & Liao, 2015) and 
therefore is able to create a bridge between 
physical and online shopping.  

Recently, AR has attracted more and more 
attention from marketers. For example, market 
research office IDC expects investments in AR 
in the retail sector to rise by up to 2.7 billion 
euros by 2021 (Armstrong, 2018; Gijsbrechts, 
2017). Several big players in retail (e.g. IKEA, 
Sephora, Converse) have already integrated 
AR technology into their marketing mix 
(Paine, 2018; Quoc, 2018) and this may be ben-
eficial for many other brands because of its 
broad application possibilities (Gervautz & 
Schmalstieg, 2012). Moreover, both Google 
and Apple are anticipating by developing assis-
tive technologies to optimize the digital AR ex-
perience for their users (Zandjans, 2017), 
which has led to an increase in the amount of 
AR apps available for consumers.  

Despite this growing attention and recent 
developments, many marketers still seem re-
luctant to implement AR into their marketing 

mix, because investing in the right AR content 
may be considered relatively risky and expen-
sive (BCG, 2018; Vermeulen, 2016). BCG 
(2018) reports that these concerns appear to be 
rooted in a lack of knowledge or understanding. 
Simultaneously, scientific research on com-
mercial AR is still in its infancy. Academics 
have started examining, for example, the im-
pact of AR on consumer experiences (e.g. Fla-
vián, Ibánes-Sánchez & Orús, 2019; Poushneh 
& Vasquez-Parraga, 2017; Scholz & Smith, 
2016), underlying mechanisms (e.g. Huang & 
Liu, 2014; Yim et al., 2017) and brand re-
sponses (e.g. Rauschnabel, Felix & Hinsch, 
2019; Smink et al., 2019). But, in order to pre-
dict the acceptance and adoption of commercial 
AR, some academics have also examined the 
technology with the help of the well-known 
Technology Acceptance Model (e.g. Huang & 
Liao, 2015; Kim & Forsythe, 2008). However, 
not much is known about the role of individual 
characteristics in this acceptance process. In or-
der for marketers to understand how AR has 
added value to their brands, it is important to 
provide them with knowledge about which type 
of consumers are targetable with AR. The cur-
rent paper tries to add to this knowledge by 
building on the AR adoption studies of, for ex-
ample, Kim and Forsythe (2008) and extending 
it in three ways.  

First of all, the majority of AR studies focus 
mainly on young, tech-savvy consumers, and 
therefore an important characteristic seems to 
be neglected in these studies: age. Older adults 
might respond differently to AR than younger 
adults, as they seem generally less technology 
skilled (CBS, 2018; Morris & Venkatesh, 
2000; Van Deursen & Van Dijk, 2012) and 
slower in adopting new technologies (e.g. Han-
son, 2010; Rice & Pearce, 2015). However, 
older adults are a fast-growing proportion of 
both internet users (CBS, 2018; Hunsaker & 
Hargittai, 2018) and online consumers (CBS, 
2018; Lian & Yen, 2014), and consequently 
they are more and more considered to represent 
a target group for marketers and online retailers 
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(Wade, 2017; Tama-Rutligliano, 2017). Ex-
ploring the potential use of commercial AR by 
older adults, in contrast to younger adults, is 
valuable for marketers and brands that deal 
with several generations as target groups and 
are considering the implementation of com-
mercial AR.  

Second, an individual’s disposition toward 
trying new technologies, technology innova-
tiveness, may also be an important individual 
characteristic that influences the adoption of 
AR and it may interact with age (Kim & For-
sythe, 2008; Robinson, Marshall & Stamps, 
2005). Having greater levels of technology in-
novativeness may signify, for example, height-
ened ability to interpret new innovative stimuli 
(Kelly, 1955; Payne & Beatty, 1982) and more 
confidence in one’s own capabilities of using 
new technologies (Lu, 2014). This suggests 
that using AR may require less effort from 
those with high technology innovativeness lev-
els, which is a substantial element of the Tech-
nology Acceptance Model (TAM), which 
serves as a theoretical base in the current paper. 
Moreover, technology innovativeness is an in-
dividual characteristic and some studies show 
that this can vary within age groups (Lu, 2014; 
Rogers, 2003). This suggests that technology 
innovativeness might interact with age in af-
fecting the intended adoption of AR.  

Third, while in most AR research the phe-
nomenon has been examined using a survey or 
lab experiment, the current study applies a field 
experimental design (i.e. in the participants’ 
homes). Actual use of commercial AR gener-
ally takes place in the consumer’s own environ-
ment, thus testing AR in a more natural setting 
benefits the external validity of the results.  

In sum, this study aims to contribute to the 
scientific state of the art regarding commercial 
AR, by taking into account individual charac-
teristics (age and technology innovativeness) 
that may influence the adoption of AR and by 

1 Current paper specifically focuses on commercial 
try-out AR but it uses the term ‘commercial AR’ in an 
effort to keep the paper legible. 

applying a field experimental design. As such, 
the current study can provide brands and mar-
keters with knowledge about the application of 
commercial AR among individuals with vari-
ous age and technology innovativeness levels.  

THEORETICAL BACKGROUND 

Augmented Reality within the Marketing 
Landscape 

Originally, Azuma (1997) described the 
unique features of AR technology as threefold: 
1) it combines the real with the virtual world;
2) it is interactive and in real time; and 3) it is
registered in 3D. The technology superimposes
virtual elements upon the environment of the
user (Smink et al., 2019). It therefore does not
fully replace its physical environment like vir-
tual reality (VR) does, but rather enriches the
sensorial perception of users’ physical environ-
ment by adding virtual elements (Daponte, De
Vito, Picariello & Riccio, 2014; Milgram,
Takemara, Utsumi & Kishino, 1994).

Together, marketing, advertising and sales 
seem to represent one of the most promising 
application fields for AR (Gervautz & 
Schmalstieg, 2012). GCB (2018) reports that it 
has the potential to transform the way we mar-
ket, especially considering that it enables sev-
eral types of marketing opportunities, ranging 
from brand play and activation, foot traffic and 
wayfinding, to product try-on and showroom-
ing. The current paper focuses on the latter1 

This form of AR enables consumers to vir-
tually try out and interact with products in a 
vivid manner (Hilken, De Ruyter, Chylinski, 
Mahr & Keeling, 2017; Scholz & Smith, 2016; 
Yim et al., 2017). It often provides them with 
the option to alter products to their own liking 
(e.g. colors, size and materials), thereby offer-
ing tailored product information (Huang & 
Liao, 2015). By realistically displaying virtual 
products in the consumers’ own environment, 
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it enables visual examination without requiring 
visual imagination like 2D product images do 
(Javornik, 2016a). It may ultimately contribute 
to improved decision making (Huang & Liao, 
2015; Hilken et al., 2017; Modak & Sinha, 
2019). 

Technology Acceptance Model as a Theoreti-
cal Base 

To examine the adoption intention of com-
mercial AR among younger and older adults 
with different levels of technology innovative-
ness, we use the TAM (Davis, 1989) as a theo-
retical base. The TAM has been used to explain 
the use of many new technologies, including 
AR (e.g. Huang & Liao, 2015; Kim & For-
sythe, 2008; Rese, Baier, Geyer-Schulz & 
Schreiber, 2017; Spreer & Kallweit, 2014), and 
it enjoys wide support in the information sys-
tem literature as a ‘powerful and robust’ pre-
dictive model (Fagan, 2012; King & He, 2006). 
The approach or variables within the model 
may vary between different technologies (e.g. 
AR differs fundamentally from, for example, 
more traditional computers) or even between 
specific contexts. Some studies have shown the 
general applicability of the model in a commer-
cial AR context (e.g. Huang & Liao, 2015; Kim 
& Forsythe, 2008; Rese et al., 2017; Spreer & 
Kallweit, 2014). Kim and Forsythe (2008) were 
some of the first researchers to examine virtual 
try-on technology (early-stage AR) and they 
demonstrated it to be an appropriate model to 
assess the use of this kind of technology. Spreer 
and Kallweit (2014) also present TAM to be a 
highly significant model with strong explana-
tion power in the context of the intended adop-
tion of AR in retail.  
 In the original TAM, Davis (1989) speci-
fied perceived ease of use and perceived use-
fulness of the technology as predictors of the 
attitude and intention to use it, which in turn 
predicts the actual use of the technology. Ease 
of use reflects the degree to which a person be-
lieves the specific technology is free of effort, 
while usefulness reflects the degree to which a 

person believes that usage of the specific tech-
nology enhances their performance or func-
tioning (Davis, 1989; Marangunić & Granić, 
2015). In several contexts, including the AR 
context, it is not necessary to include the atti-
tude toward the technology as a mediator (Da-
vis et al., 1989; Huang & Liao, 2015; Legris, 
Ingham & Collerette, 2003; Marangunić & 
Granić, 2015; Spreer & Kallweit, 2014), essen-
tially because an individual is able to form a 
strong behavioral intention without forming 
any prominent attitudes (Davis et al., 1989; 
Venkatesh, 1999).  

Several authors have also emphasized add-
ing perceived enjoyment to the model (Ha & 
Stoel, 2009; Huang & Liao, 2015; Javornik, 
Rogers, Mountinho & Freeman, 2016; Kim & 
Forsythe, 2008; Rese et al., 2017). Enjoyment 
refers to the degree to which a person experi-
ences the specific technology as pleasant (Da-
vis et al., 1989, p. 113). The original model of 
Davis (1989) described a rather utilitarian or 
functional side of motivation to use technol-
ogy. But in the modern context of AR, a more 
hedonic or affective input in the form of enjoy-
ment is important, especially since the interac-
tive feature of AR has been shown to contain a 
‘fun-factor’ (Kim & Forsythe, 2008; Rese et 
al., 2017). Furthermore, research (Gross, 2015; 
Ha & Stoel, 2009) highlights the importance of 
online shopping technologies being enjoyable 
for users in order for them to engage in shop-
ping and be intent on using these technologies 
to do so.  

Researchers who previously used an 
adapted TAM with the inclusion of both utili-
tarian and hedonic factors in an AR context 
demonstrated a good fit. One such study is that 
previously mentioned by Kim and Forsythe 
(2008). Huang and Liao (2015) also included a 
hedonic factor similar to enjoyment (playful-
ness) into their TAM model and compared it to 
a form of escapism from reality. They indicated 
it to be one of the key factors that fosters con-
sumers’ intention toward using AR technology. 
In this study, we will consider the role of TAM 
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in relation to differences between younger and 
older adults.  

Age Differences in Ease of Use 
Younger and older adults might differ in 

their evaluations of how easy AR applications 
are to use. The degree to which people find a 
new technology easy to use is an important fac-
tor in predicting the use of that technology (Da-
vis, Bagozzi & Warschaw, 1992). This implies 
that users should not exhaust too many cogni-
tive resources on using the technology. When a 
new technology requires too much cognitive 
effort from the user, and it is perceived as com-
plex, it will be at the expense of a useful and 
pleasant experience (Davis et al., 1992; Ven-
katesh, 2000).  
 To our knowledge, only two studies have 
explored the relationship between age and ease 
of use within an AR context, and these pro-
vided somewhat contradicting findings. Alelis, 
Bobrowicz and Ang (2015) compared older 
and younger adults’ interactions with 3D cul-
tural artifacts on personal devices. These au-
thors found no differences between these 
groups in their engagement and emotional re-
sponses to AR. This study, however, served 
quite a different purpose (optimizing museum 
experiences) and it did not focus on the role of 
age in the adoption intention of AR technology. 
In contrast, Modak and Sinha (2019) showed 
that there was a difference between younger 
and older adults in their ease of using AR tech-
nology. However, their sample of older adults 
was relatively small and young; only 8% of the 
100 participants were 45 years or older.  

There are several reasons to assume that 
older adults might experience more cognitive 
troubles while using commercial AR as op-
posed to younger adults, translating into a 
lower ease of use. First, older adults generally 
have less experience with the use of new com-
puter technologies (Broady, Chan & Caputi, 
2010; Dickinson, Arnott & Prior, 2007; Jacko 
et al., 2004; Olson, O’Brien, Rogers & Char-
ness, 2011) and experience is a predominantly 

significant predictor of performance (Agarwal 
& Prasad, 1999; Laberge & Scialfa, 2005). Alt-
hough an increasing number of older adults 
have access to the internet (CBS, 2018; 
Deursen & Van Dijk, 2011), unlike younger 
adults they did not grow up with internet tech-
nologies and smartphones. Perhaps as a result, 
relevant skills and knowledge for handling new 
technologies like AR seem overall less well de-
veloped (CBS, 2018; Morris & Venkatesh, 
2000; Olson et al., 2011; Van Deursen & Van 
Dijk, 2012). Complementary to this, younger 
adults have been shown to approach new tech-
nologies with more intuition, efficacy and ease 
(Lewis, Langdon & Clarkson, 2008; Mihajlov, 
Law & Springett, 2014).  

Second, aging is associated with lower lev-
els of cognitive performance (Hawthorn, 2000; 
Salthouse, 2009). This could affect the experi-
ence of using a new technology like AR. Older 
adults generally encounter more difficulties 
with forming new memory connections, atten-
tion span, spatial abilities and coordination 
(Burke & Mackay, 1997; Hawthorn, 2000; 
Wagner, Hassanein & Head, 2010). Under-
standing the basics of AR and figuring out how 
to work with it (e.g. the interface and ‘scan-
ning’ faces, objects and surroundings in order 
to make virtual objects appear accordingly) re-
quire a certain amount of cognitive activity. 
Because it is expected that older adults will ex-
perience more cognitive barriers than younger 
adults (Charness & Boot, 2009), this might be 
harder for them.  

Although the reasoning above is mostly 
drawn from scientific papers regarding other 
(internet) technologies, such as the internet and 
mobile phones, we believe that the same can be 
argued in the case of commercial AR. There-
fore, we expect that older adults will experi-
ence less ease of use than younger adults. This 
leads to the first hypothesis: 

H1: Older adults experience less ease of 
use when using commercial AR than  
younger adults. 
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The Mediating Role of Usefulness and Enjoy-
ment  

Following the guiding studies for current 
research (Davis, 1989; Davis et al., 1992; Kim 
& Forsythe, 2008) we propose that usefulness 
and enjoyment act as mediators between ease 
of use and the intention to use commercial AR. 
The inclusion of both a utilitarian (usefulness) 
and hedonic (enjoyment) dimension in the pre-
sent TAM was highlighted previously. Alt-
hough several studies have reported on these 
relationships, a clear reasoning is missing. Our 
argumentation for these two mediators shows 
somewhat common ground.  

The basic principle is, as mentioned before, 
that the easier a technology such as commercial 
AR is to use, the less (cognitive) effort it re-
quires to carry out tasks (Davis et al., 1992; 
Venkatesh, 2000). A task in this particular sit-
uation could be everything in the process of us-
ing AR, for instance scanning surroundings or 
faces, selecting desired products or visualizing 
them. Research has shown that effort is a finite 
source, so the less effort that goes toward using 
or performing a task, the more effort can be al-
located to other tasks (Davis et al., 1992). The 
result could be a more efficient and aimed use 
of AR and the feeling of it enhancing a person’s 
overall performance or functioning, i.e. useful-
ness (Davis, 1989; Marangunić & Granić, 
2015).  

Similarly, when less effort is required, the 
smoother the AR experience may feel, creating 
a more pleasant experience. Having to put in 
too much effort in this specific case could pro-
voke irritation for a consumer since it stands in 
the way of their goal of using an AR app, for 
example shopping (Hasan, 2016). Furthermore, 
Davis et al. (1992) suggested that ease of use is 
a source of information relevant to feelings of 
self-efficacy, competence and self-determina-
tion, which are theorized to influence intrinsic 
motivations such as enjoyment.  

We predict that when commercial AR is 
perceived as easier to use, users are more likely 
to perceive the technology as more useful and 

enjoyable, which consequently heightens the 
intention to use the technology. With the earlier 
mentioned expectation that older users will be 
more likely to perceive commercial AR as less 
easy to use than younger adults, the second hy-
pothesis is as follows: 

H2: Older adults will have a lower inten-
tion to use commercial AR than younger 
adults; this effect is mediated by ease of use 
and consequently usefulness and enjoy-
ment.  

The moderating Effect of Technology Innova-
tiveness 

The degree to which commercial AR is 
easy to use may be influenced by individual 
characteristics other than age, particularly tech-
nology innovativeness. Technology innova-
tiveness (i.e., cognitive or personal innovative-
ness regarding technology) can be defined as an 
individual’s disposition toward trying any new 
information technology (Agarwal & Prasad, 
1998; Liu, Li & Carlsson, 2010) and it is de-
rived from Rogers’ (1962) innovation diffusion 
theory. Spreer and Kallweit (2014) have al-
ready suggested that the factor may have a 
moderating effect in the TAM regarding com-
mercial AR. There are multiple reasons to ex-
pect that consumers scoring high on technology 
innovativeness will experience the use of AR 
with more ease.  

First of all, existing studies imply that indi-
viduals scoring higher on technology innova-
tiveness are more confident in their own capa-
bilities of using new technologies (Lu, 2014; 
Lu, Yao & Yu, 2005) and processing innova-
tive information (Celuch & Evans, 1987) than 
individuals scoring lower on technology inno-
vativeness. Individuals with a high technology 
innovativeness encounter new technologies 
more open-mindedly, are greater risk-takers 
when it comes to new technologies, and are 
more willing to accept it failing (Agarwal & 
Prasad, 1998; Batra & Vohra, 2016; Fagan, 
Kilmon & Pandey, 2012; Lu, 2014). This may 
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enable them to manage the higher levels of un-
certainty involved when using new technolo-
gies with more ease. Similar to Agarwal and 
Karahanna (2000), we assume that this evokes 
a sense of being in charge and mastery over the 
technology interaction, which should reduce 
the perceived difficulty. 

The second reasoning is based on the more 
traditional literature of both Goldsmith and 
Nugent (1984) and Payne and Beatty (1982), 
who propose that innovators are generally more 
cognitively complex than later adopters of in-
novations, which may reveal individual differ-
ences in information-processing abilities. This 
allows them, amongst other things, to view in-
novations as simpler to handle because of their 
heightened ability to structure and evaluate 
their environment (Kelly, 1955; Payne & 
Beatty, 1982). It helps them to interpret (struc-
ture and evaluate) better when coming into con-
tact with a new technology such as AR, result-
ing in less cognitive effort. 

Furthermore, Agarwal and Karahanna 
(2000) argue that more technology innovative 
individuals are likely to be more predisposed to 
experience episodes of cognitive absorption 
while using an information technology. Essen-
tially, focused absorption suggests that all of 
the attentional resources of an individual are fo-
cused on the particular task, causing more cog-
nitive resources to be allocated and reducing 
cognitive burden, which results in an amplifi-
cation of perceived ease of use (Agarwal & 
Karahanna, 2000; Evaristo & Karahanna, 
1998). We expect this to work in a similar way 
for AR, especially given the absorptive and im-
mersive character of AR’s virtuality (e.g. 
Javornik, 2016b; Yim et al., 2017). 

Lastly, Sundar and Marathe (2010) provide 
a characterization of power users of technolo-
gies, which is strongly related to having a high 
level of technology innovativeness. These so-
called power users are described as ‘techno-
philes’ who think of technology as intuitive and 
require less elaborate technical or navigational 
support when using newer technologies (Chen, 

Fan & Macredie, 2006; Sundar & Marathe, 
2010). This suggests that there is a high possi-
bility that individuals scoring high on technol-
ogy innovativeness experience less difficulty 
with using a technology such as AR. 

As mentioned before, younger adults are 
generally known to have more technological 
skills (CBS, 2018; Morris & Venkatesh, 2000; 
Van Deursen & Van Dijk, 2012) and they seem 
to be earlier in adopting new technologies (e.g. 
Hanson, 2010; Rice & Pearce, 2015). However, 
innovativeness is an individual characteristic, 
meaning that it can also differ within groups 
(Lu, 2014; Rogers, 2003). As such, the level of 
innovativeness can also vary within younger 
and older adults. Thus, while we propose that 
older adults will have a lower intention to use 
AR as opposed to younger adults, we expect 
that innovativeness will act as a moderator. As 
we argue that innovativeness has a positive ef-
fect on ease of use, we expect that for both 
younger and older adults, higher levels of tech-
nology innovativeness lead to a higher ease of 
use as opposed to lower levels of technology 
innovativeness, and as such will strengthen the 
effects on usefulness, enjoyment and lastly in-
tention to use AR. Therefore, the last hypothe-
sis is formulated as follows: 

H3: The mediation effect of age on inten-
tion to use the AR app, via ease of use, use-
fulness and enjoyment, is moderated by 
technology innovativeness; the mediation 
effects are  stronger for people with rela-
tively high levels of technology innovative-
ness, as opposed  to people with relatively 
low levels of technology innovativeness. 

METHODS 

Design and Participants 
The objective of the study was to examine 

the influence of both age and technology inno-
vativeness on the intention to adopt commer-
cial AR. A field experiment (N = 71) with a be-
tween-subject design was conducted, followed 



14 JOURNAL OF EUROMARKETING  

by a questionnaire. The research population 
consisted of Dutch individuals who were either 
younger adults, aged 18-30 (N = 35) or older 
adults, aged 55-70 (N = 36).  

We specifically chose these two age groups 
for two reasons. First, the current paper was 
part of a Master’s thesis and there was limited 
time to examine the phenomenon in the partic-
ipants’ homes. By choosing two contrasting 
age groups, we hoped to find more apparent re-
sults. Second, in studies regarding new technol-
ogies the older age group was strongly under-
represented compared to younger and middle-
aged groups, as if they were excluded as poten-
tial targets, even though they are, as mentioned 
earlier, more and more of interest to marketers. 
The age of younger and older adults was de-
fined by using the Dutch dictionary (Dikke Van 

Dalen, 2018), relevant studies (e.g. McClosky, 
2006; Chung, Park, Wang, Fulk & McLaugh-
lin, and) and other articles (e.g. Vink, 2015; 
Naafs, 2016). 

A G*power analysis (Cohen, 1988; Selya, 
Rose, Dierker, Hedeker, Mermelstein, 2012) 
indicated a minimum sample size of 67 partic-
ipants (medium effect size, α = .05 and 
power=.95). The participants were recruited 
using snowball sampling and they were se-
lected through quota sampling. They provided 
a written informed consent form and received 
no incentive. It was emphasized to the partici-
pants that the data would remain confidential 
and that they could cease participation at any 
moment during the research without conse-
quence.

 
 

 

Figure 1. Visual Representation of the Proposed Conceptual Model 

 

 

 

 

 

Stimuli 
All of the participants used an AR 

smartphone application, called IKEA Place. 
This app was chosen because it corresponds 
best with the 'on location' method that this re-
search adopted. The main purpose of the IKEA 
Place app is to allow people to figure out which 
furniture fits into their living space by visualiz-
ing a virtual 3D product in their own home. 
Therefore, the living space had to be authentic 
for each participant, which was achievable only 

if the experiment was conducted in the partici-
pant’s home. 
 
Procedure 

After recruitment, the participants were 
contacted by the researcher via an information 
email. Then an appointment at the participant’s 
house was arranged. The visit started with a 
short information overview (i.e. duration of the 
research, their rights, and the consent-form pro-
cedure) and questions about their affinity with 
interior design and their general attitude toward 
IKEA. In order to avoid novelty effects (Hopp 
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& Gangadgarbatla, 2016) and to introduce par-
ticipants to the basics of AR technology, they 
had a practice session of about 7 minutes with 
another AR app (‘Arooound’) first. The app 
purely revolves around simple AR technology; 
it was not overly amusing, and it was non-com-
mercial in nature. During this practice run, the 
participants were allowed to ask questions and 
had the opportunity to raise possible concerns. 

Then the participants were given the task to 
use the IKEA Place app to place a virtual fur-
niture object (either a closet or a sideboard) of 
their liking in their room. They were told that 
they had 7 full minutes. With this, they re-
ceived a list of simple instructions, similar to 
the ones that IKEA gives to all their new app 
users, which they were allowed to consult be-
fore and during the task. The consumer 
browsed through the IKEA Place catalog and 
tapped on the item of their choice. The contours 
of the physical environment (i.e., floor) were 
scanned by the camera phone for the applica-

tion to be able to place the virtual object accu-
rately in the physical space. Once in place, the 
participant could move the item to the preferred 
location and rotate it in order to view it from 
different angles. During the experiment, the 
participants were free to walk around their 
room in whatever direction they wished. 

The main aim of the task was for the partic-
ipants to experience AR technology by using 
the IKEA Place app. Therefore, the researcher 
was not present in the room while the partici-
pants were using the app and did not interfere 
with the participants’ experience. After finish-
ing the task, the participants were asked to fill 
in a questionnaire about their intention to use 
the app, the ease of use, usefulness, experi-
enced enjoyment, their previous experience 
with the app, and socio-demographics (age, 
gender, and education) respectively. Finally, 
the participants were debriefed and thanked for 
their participation. 

Figure 2. Impression of the Visualization Process Using the IKEA Place App 

Measures 
To measure the variables, an existing 7-

point Likert scale (1= strongly disagree, 
7=strongly agree) was used, unless otherwise 
specified. This was translated from English 
into Dutch and checked beforehand with peer-
reviewing and think-aloud sessions. The items 
were deliberately not mirrored to avoid confu-
sion and to keep the survey simple with the 
older age group in mind. 

Age. The independent variable Age was 
measured by asking the participants about their 
date of birth. 

Intention to use. The dependent variable 
Intention to use the commercial IKEA Place 
app was based on the seven-item scale of 
Huang and Liao (2015). Sample statements in-
cluded “I would use the IKEA Place app 
again”, and “In the future, I would use this 
IKEA Place app again” (α = .97).  
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Ease of use. The mediator variable Ease of 
use was based on the perceived ease of use 
scale from Huang and Liao (2015). Sample 
statements included “The use of the IKEA 
Place app is understandable”, and “The IKEA 
Place app is easy to use” (α = .92).  

Usefulness. The mediator Usefulness was 
based on the media-usefulness scale of Yim et 
al. (2017). Sample statements included “The 
IKEA Place app saves me time”, and “Overall, 
I find the IKEA Place app useful in my shop-
ping experience” (α = .86).  

Enjoyment. The mediator Enjoyment was 
measured by the perceived-enjoyment scale of 
Rese et al. (2017). This scale measures whether 
people enjoy technology. Sample statements 
include “I like using the IKEA Place app”, and 
“I derive pleasure in using the IKEA Place app” 
(α = .84).  

Pre-measured product involvement. The 
control variable Affinity with interior was 
based on the general involvement scale of 
Brocato, Baker and Voorhees (2015), with two 
extra statements in order to measure the buying 
of furniture and interior decoration. These extra 
statements were “On average I like to buy inte-
rior decoration products”, and “On average I 
like to buy furniture” (α= .94). 

Pre-measured brand attitude. The control 
variable Attitude toward IKEA was based on 
the overall brand-evaluation scale of Sirianni, 
Bitner, Brown and Mandel (2013), a 7-point se-
mantic differential scale. A sample question 
was “Overall, how do you feel about IKEA?” 
and sample statements included “Dislike – 
Like” and “Not at all trustworthy – Very trust-
worthy” (α= .84). 

Previous experience with the app. The 
control variable Previous experience with the 
app was measured by a single item: “Have you 
used the IKEA Place app before?” and the an-
swers were yes vs. no. 

Gender and education. Participants were 
asked about their gender (“male”, “female”, or 
“different”) and their education (“What is the 
highest level of education that you have com-
pleted?”). 

 RESULTS 

Control Variables 
First, we checked whether the two groups 

(younger versus older adults) differed on the 
control variables gender, education, previous 
app use, product involvement and brand atti-
tude (pre-measure).  

Table 1. Sample Characteristics 

Variables Younger adults 
(N = 35) 

Older adults 
(N = 36) 

M (SD) M (SD) χ2 (df) t (df) p 

Age 24.00 (2.59) 62.97 (4.51) -44.51 (56.14)* .000 
Gender 

Male 
Female 

48.6% 
51.4% 

47.2% 
52.8% 

.01 (1) .909 

Education 
Low 
Middle 
High 

0.0% 
34.3% 
65.7% 

19.4% 
25.0% 
55.6% 

7.63 (2) .022 

Previous app use 
Yes 
No 

8.6% 
91.4% 

0.0% 
100.0% 

3.22 (1) .073 

Product involvement 5.62 (1.16) 5.25 (1.40) 1.21 (69) .231 
Brand attitude (pre-measure) 5.35 (.79) 5.37 (1.05) -.107 (69) .915 

Note. * df differs because equal variances could not be assumed for age. 
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Table 1 provides an overview of the sam-
ple’s characteristics. As can be seen from the 
table, younger adults did not differ from older 
adults on product involvement and brand atti-
tude. However, the education level differed be-
tween the two groups, with the younger adults 
being more highly educated than the older 
adults, which is most likely a generation effect. 
While the difference in previous app use (IKEA 
Place) was marginally significant, 8.6% of the 
younger adults had previously used the app, as 
opposed to 0% in the older adults. Since both 
education and previous app use did not show 
any significant correlations with the variables 
from the hypothesized model, we did not in-
clude them as covariates when testing the hy-
potheses.  

Analyses 
  First, we employed a moderated mediation 
model using the PROCESS macro from Hayes 
(2013; model 85; version 3.1) to calculate the 
direct and indirect effects of age on use inten-
tion, via ease of use, usefulness and enjoyment, 
and the moderation effect of technology inno-
vativeness. Following Hayes (2013), we pa-
rameterized the model to correctly estimate the 
direct effects of the independent variable. This 
means that the values of the independent varia-
ble, Age, were coded as -0.5 (young adults) and 
0.5 (older adults). Additionally, the moderator, 
technology innovativeness, was parameterized 
by mean-centering this variable. This was done 
to prevent multicollinearity problems and to 
correctly interpret the results of the moderated 
mediation model. This model calculated the di-
rect and indirect effects of age on use intention 
(via the mediators) at different levels of tech-
nology innovativeness (one SD above or below 
the mean). To assess the indirect effect of age 
on usefulness and enjoyment (via ease of use), 
at the different levels of the moderator, two 
moderated mediation models were employed 
with either usefulness or enjoyment as the de-
pendent variable (model 7; Hayes, 2013). 

Because the moderated mediation models 
only show the indirect effects at different levels 
of the moderator, we needed to employ three 
additional mediation models to calculate the 
main indirect effect of age on use intention, via 
ease of use, usefulness and enjoyment, in order 
to examine H1 and H2. We employed a parallel 
mediation model (model 6; Hayes, 2013) to an-
alyze the indirect effects of age on use inten-
tion, via ease of use, usefulness and enjoyment, 
and we employed two simple mediation models 
(model 4; Hayes, 2013) to analyze the indirect 
effect of age on usefulness and enjoyment, via 
ease of use. Technology innovativeness was in-
cluded as a covariate in these models. 
  For all models, bootstrapping with 5,000 
samples was used to calculate 95% bias-cor-
rected bootstrap confidence intervals (BCBCI) 
for the indirect effects (Hayes, 2013). All direct 
effects can be found in Table 2 and all indirect 
effects can be found in Table 3. 

Hypotheses 
  First, we expected that older adults would 
experience less ease of use when interacting 
with the AR app than younger adults. The re-
sults show that older adults did not differ from 
younger adults on ease of use. Therefore, H1 is 
rejected. 
  Neither was there an indirect effect of age 
on usefulness and enjoyment, via ease of use. 
Therefore, intention to use the AR app was also 
not affected by age. H2 is also rejected. The 
model does show direct effects of ease of use 
on both enjoyment and usefulness (see Table 
2). Moreover, both enjoyment and usefulness 
had a positive effect on use intention. Thus, the 
model does show the previously validated rela-
tions according to the TAM model, but there 
were no differences in the model that were 
caused by age. 

Lastly, we expected that the hypothesized 
mediation effect of age on intention to use the 
AR app would be moderated by technology in-
novativeness. Technology innovativeness 
shows a significant interaction effect with age, 
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on ease of use (see Table 2). Figure 3 illustrates 
the interaction effect at one standard deviation 
above and below the mean of technology inno-
vativeness. As the figure shows, at low levels 
of technology innovativeness, older adults 
score significantly lower on ease of use than 
younger adults. At the mean level of technol-
ogy innovativeness, there is no difference. At 
high levels of technology innovativeness, older 
adults score (marginally) significantly higher 
than younger adults on ease of use. Thus, for 
younger adults, there is no difference in ease of 
use at low, moderate or high levels of technol-
ogy innovativeness. For older adults, ease of 
use is lowest for low levels of technology inno-
vativeness and increases when the level of tech-
nology innovativeness increases as well. 
  When looking at the indirect effects at dif-
ferent levels of technology innovativeness, 
these show similar results. The indirect effect 
of age on both usefulness and enjoyment, via 
ease of use, is significant for low and high lev-
els of technology innovativeness. As shown in 

Table 3, at low (high) levels of technology in-
novativeness, older adults score lower (higher) 
on usefulness and enjoyment than younger 
adults, via ease of use. For a moderate level of 
technology innovativeness, there is no signifi-
cant indirect effect (no difference between the 
age groups). There are no interaction effects of 
technology innovativeness and age on useful-
ness and enjoyment, meaning that the moder-
ated effect of age on usefulness and enjoyment 
is fully mediated by ease of use.  

Additionally, the indirect effect on inten-
tion to use the AR app shows the same moder-
ation effect of technology innovativeness. At 
low (high) levels of technology innovativeness, 
older adults score lower (higher) on intention 
to use the AR app than younger adults, via ease 
of use and consequently, usefulness or enjoy-
ment. Again, this moderated effect is fully me-
diated via, first, ease of use, and then usefulness 
and enjoyment. 

Table 2. All Direct and Interaction Effects of Age and Technology Innovativeness on Ease 
of Use, Usefulness, Enjoyment and Use Intention. 

Dependent variables 

Ease of use Usefulness Enjoyment Use intention 

Predictors b SE B p b SE B p b SE B p b SE B p 

Age 
-.14 

[-.720, .440] 
.29 .33 

-.14 

[-.743, .461] 
.30 .64 

-.12 

[-.528, .293] 
.21 .57 

-.11 

[-.510, .296] 
.20 .60 

TI 
.18 

[-.004, .358] 
.09 .06 

.16 

[-.038, .348] 
.10 .11 

.21 

[.077, .340] 
.07 .00 

.17 

[.029, .306] 
.07 .02 

Age x TI 
.59 

[.222, .948] 
.18 .00 

.05 

[-.357, .452] 
.20 .82 

-.01 

[-.282, .270] 
.14 .97 

.09 

[-.179, .361] 
.14 .50 

Ease of use - - - 
.51 

[.252, .758] 
.13 .00 

.87 

[.694, 1.039] 
.09 .00 

-.07 

[-.338, .198] 
.13 .61 

Usefulness - - - - - - - - - 
.59 

[.414, .770] 
.09 .00 

Enjoyment - - - - - - - - - 
.52 

[.262, .783] 
.13 .00 

R2 .20 .31 .71 .80 

Note. Unstandardized b-coefficients [95% Bias corrected bootstrap confidence interval using 5.000 bootstrap samples 
between brackets]; SE B = Boot SE; TI = technology innovativeness; significant indirect effects are bold; N = 71.  
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Figure 3. Interaction Effect of Age and Technology Innovativeness on Ease of Use. 

Table 3. Mediation Effects and Moderated Mediation Effects. 
Indirect effect Boot SE BootLLCI BootULCI 

Indirect effect: Age → Ease of use → Usefulness 
General indirect effect: -.06 .16 -.369 .263 
Moderation effect: 

Low TI -.62 .31 -1.240 -.040 

Moderate TI -.08 .16 -.383 .255 

High TI .46 .24 .088 1.008 

Indirect effect: Age → Ease of use → Enjoyment 

General indirect effect: -.09 .25 -.582 .391 

Moderation effect: 

Low TI -1.02 .45 -1.844 -.117 

Moderate TI -.13 .25 -.607 .391 

High TI .75 .34 .155 1.471 

Indirect effect: Age → Ease of use → Usefulness → Use intention 

General indirect effect: -.03 .10 -.221 .171 

Moderation effect: 

Low TI -.33 .18 -.727 -.032 

Moderate TI -.04 .09 -.208 .168 

High TI .24 .16 .031 .629 

Indirect effect: Age → Ease of use → Enjoyment → Use intention 

General indirect effect: .04 .12 -.304 .171 
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Moderation effect: 

Low TI -.49 .29 -1.156 -.038 

Moderate TI -.06 .14 -.376 .173 

High TI .37 .19 .065 .804 
Note. Indirect effects are unstandardized b-coefficients; LLCI=Lower Limit Confidence Inter-
val, ULCI= Upper Limit Confidence Interval based on 95% Bias corrected bootstrap confidence 
interval using 5.000 bootstrap samples; TI = technology innovativeness; significant indirect 
effects are bold; N = 71. 

CONCLUSION AND DISCUSSION 

This study aimed to determine whether 
older adults and younger adults, with different 
levels of technology innovativeness, differ in 
their intention to use commercial AR. The in-
tention was to contribute to scientific 
knowledge by examining the influence of indi-
vidual characteristics of potential users on their 
intended adoption of commercial AR. Moreo-
ver, it aimed to provide marketers and brands 
with useful information about the application 
of AR across either younger or older individu-
als with different levels of technology innova-
tiveness, in order to help them target and seg-
ment more efficiently.  

At first glance, our findings show that older 
and younger adults did not differ in their per-
ceived ease of using commercial AR, and sub-
sequently they experienced similar levels of 
usefulness, enjoyment and intention to use the 
technology. However, this study has also 
shown that for older adults, as the level of tech-
nology innovativeness increases, so does the 
ease of use of the AR app. More specifically, 
older adults with a relatively low technology 
innovativeness have lower intentions to use 
commercial AR (as opposed to younger 
adults), via ease of use and consequently use-
fulness and enjoyment. The opposite applies to 
older adults with relatively high technology in-
novativeness, who ultimately have higher in-
tentions to use the technology as opposed to 
younger adults. For younger adults, the level of 
technology innovativeness did not lead to a dif-
ference in ease of use, and consequently useful-
ness, enjoyment and the intention to use AR.  

Earlier studies into commercial AR lacked 
information about how older age groups per-
ceive AR. However, similar to Alelis et al. 
(2015), this study demonstrated that a specific 
group of older adults perceived AR surpris-
ingly well. Past research into technology and 
age has resulted in fairly pessimistic expecta-
tions regarding older adults’ relevant skills 
(e.g. Van Deursen & Van Dijk, 2011; Olson et 
al., 2011) and the amount of expected cognitive 
obstacles they may encounter when handling 
new technologies (e.g. Charness & Boot, 2009; 
Hawthorn, 2000; Salthouse, 2009; Wagner et 
al., 2010). The current study, however, only 
partly corresponds to this, by presenting an ap-
parent divide or split in the group of older 
adults based on their technology innovative-
ness. A plausible explanation for this is that an 
older subgroup may be distinguished, similar to 
the so-called ‘silver surfers’, embracing novel 
technologies (Choudrie, Ghinea & Songonuga, 
2013; Cody, Dunn, Hoppin & Wendt, 1999) 
such as AR. These older adults mimic the adop-
tion patterns of younger adults (Olson et al., 
2011) and, as shown in the current study, seem 
to be even more eager to use this technology 
than the average younger adult. Meanwhile, an-
other subgroup of less technology innovative 
older adults showed less intention to use com-
mercial AR. This divide is not induced by any 
chronological age differences between these 
older adults, but shows evidence for the idea of 
a cognitive (or subjective) age, which refers to 
one’s self-perceived age (Barak & Schiffman, 
1981; Caspi, Daniel & Kavé, 2019; Wei, 2005). 
The results of the current study align with the 
notion of Wei (2005), who suggested that target 
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customers for high-tech products are cogni-
tively younger and dispersed throughout vari-
ous age groups, not just the chronologically 
younger. Furthermore, while research has 
shown that older adults often feel younger than 
their chronological age, Caspi et al. (2019) re-
ported older adults feeling older after using un-
familiar technology then before. However, the 
current study may contradict this partly by 
showing a divide in technology innovativeness. 
This suggests that less technology innovative 
older adults may feel older, while more tech-
nology innovative older adults feel younger af-
ter using new technologies.  

Practical Implications 
This study provides useful information for 

brands and marketers who are considering im-
plementing AR to enable consumers to virtu-
ally try out their products. Before investing in 
the development of proper AR content, they 
like to have some reassurance that their specific 
target groups are willing to use this form of 
technology. And although several studies have 
confirmed AR to be a useful tool for consum-
ers’ decision-making process (Huang & Liao, 
2015; Hilken et al., 2017; Modak & Sinha, 
2019), scarce evidence was available about the 
influence of important individual characteris-
tics. If marketers wanted to target older adults 
with a commercial AR app, there were hardly 
any academic studies to draw conclusions 
from. 

This study gives reasons to assume that 
both younger adults and more technology inno-
vative older adults are potential users of com-
mercial AR. Both found AR to be relatively 
easy and consequently useful and enjoyable, 
and they had higher intentions to use it. There-
fore, this study shows that besides young 
adults, more technology innovative older adults 
may also be an interesting target group for AR. 
Meanwhile, AR may not be the right tool for 
targeting less technology innovative older 
adults. If marketers are considering targeting 
this group as potential users for their AR apps, 

it may be wise to add more detailed instructions 
in order to inform and guide them smoothly. To 
confirm this notion, further research should be 
conducted.  

To conclude, it would be advisable for mar-
keters and brands to take into consideration 
how technology innovative their target group 
is, or perhaps estimate their cognitive age, ra-
ther than only segment on biological age. It 
seems to be a waste to exclude older adults be-
forehand and only focus on younger adults as a 
target group, because some older adults are 
even more eager to use commercial AR than 
the average younger adult.  

Limitations and Future Studies 
There are some limitations to keep in mind 

when assessing the results of this study. An im-
portant note regarding this study is our study 
design. This study focused on a specific app 
(IKEA Place), part of a specific product group 
(furniture). The IKEA Place app was chosen 
for its accurate visualization, minimal ‘bugs’ 
and simplistic nature based purely on the AR 
try-out function. However, positive attitudes 
toward strong brands such as IKEA may trans-
fer to the evaluation of the technology (Geuens 
& De Pelsmacker, 2017). And although we 
controlled for the attitude toward IKEA, this 
still raises the question of whether the supposed 
(positive) findings only apply to strong brands. 
Future studies could examine whether the same 
model applies to commercial AR apps of less 
known brands. In addition, future studies could 
test the applicability of the model for other 
commercial AR apps with different products to 
virtually try out.  

Another remark concerns the possibility 
that novelty effects may be accountable for the 
participants’ relatively high scores on all the 
determinant factors, perhaps resulting in a ceil-
ing effect. Practically all of the participants 
(97%) had no previous experience with the use 
of specific commercial AR apps. Both Hopp 
and Gangadharbatla (2016) and Yim et al. 
(2017) warn that this positive stance, due to a 
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novelty effect, could decrease with time due to 
familiarization, the so-called wear-out effect. 
Although we let the participants do a test run 
with another AR app in order to introduce them 
to AR technology, this may have not been 
enough to rule out this novelty effect com-
pletely. Therefore, we suggest including partic-
ipants in the sample who have AR experience 
or are familiar with the specific AR app in order 
to test the existence of this ceiling effect.  

Another recommendation for future studies 
is to go beyond the adoption intentions of 
younger versus older adults, with different lev-
els of technology innovativeness, and to exam-
ine if and how persuasive effects differ for 
these individuals. Although our study is indic-
ative of who is likely to adopt commercial AR, 
we wonder whether the same individuals would 
actually buy articles after experiencing them 
through a commercial AR app. As mentioned 
before, older adults are a fast-growing propor-
tion of online consumers (CBS, 2018; Lian & 
Yen, 2014), but previous studies showed that 
older adults value quality and the opportunity 
to look and feel before buying (Hough & 
Kobylanski, 2009; Myers & Lumbers, 2009). 
They have a so-called high need for touch (Lee, 
Yang & Johnson, 2017). This may imply that 
although technology innovative older adults 
have the intentions to use virtual try-out tech-
nology, actual buying will still take place in the 
physical stores. 

A last suggestion for further research is to 
conduct qualitative research on this specific 
topic. By conducting focus group sessions, it 
would be possible to unravel the adoption in-
tentions of both younger and older adults more 
deeply, enabling the identification of other mo-
tivations and causes, beyond the ones intro-
duced by the TAM, for using commercial AR. 
Identifying these would enable an update of the 
TAM in the specific AR context. Furthermore, 
it may even reveal why less technology inno-
vative older adults have less intentions to use 
the technology, and how this subgroup can be 

approached in a more fitting way in order to op-
timize their use of AR apps.  
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APPENDIX: QUESTIONNAIRE 

Thank you for participating in this study. 
Participation will take up to 20 minutes. First, 
you will have to answer two questions, fol-
lowed by an assignment with a smartphone and 
finally you will have to complete a question-
naire about this assignment. Please answer ac-
cording to your opinion and experience. Re-
member that there are no wrong answers.  

The data will be treated confidential and 
you will remain anonymous. The information 
will be used for this research only and will be 
destroyed afterwards. You are participating 
voluntarily, meaning you are free to stop your 
participation at any time without any conse-
quences. 

For questions prior to the assignment, you 
can approach the research assistant [name].  
During the assignment it is not possible to ask 
questions, for the sake of research purposes. 
For questions or comments afterwards, you can 
send an e-mail to [e-mail address]. 

First, answer the two following questions. 
1. Indicate to what extent you agree with the
following statements

 In general, I have a strong interest in
interior

 Having a nice interior is very im-
portant for me

 Interior matters a lot to me
 Overall, I like buying interior decora-

tions
 Having a nice interior is very im-

portant to me
 Overall, I like buying furniture

2. Please choose what applies for you
Overall, how do you feel about IKEA

 Dislike – Like
 Not at all trustworthy – Very trust-

worthy

 Very low in quality – Very high in
quality

 Not at all appealing – Very appealing
What is the chance of you shopping at IKEA 

 Not at all likely – Very likely
Finished? In a few minutes you will execute an 
assignment with an app on a smartphone. App 
is the abbreviation for ‘Application’. Programs 
on a smartphone or tablet are called apps. 
Smartphones and tablets provide you with 
standard apps, but you are also able to down-
load some extra apps. ‘Whatsapp’ and 
‘Buienradar’ are well-known examples.  
Before continuing to the app this research is 
about, you will be practicing with a different 
app with the help of [assistants name]. She will 
tell you more about why and how this app 
works. 
Practice App  

You practiced with the smartphone app for 
a bit, now we will start the actual assignment 
with a different app: the IKEA Place app. With 
this app you are able to virtually visualize 
IKEA furniture in your own surroundings. The 
assignment is as follows: 
The Assignment 

Imagine you want to update the room you 
are currently standing in and you are looking 
for a little cabinet or side table to do so. The 
app visualizes in true size, but you can focus 
exclusively on what cabinet or table fits with 
the interior of your room (colour, shape etc.). 
Try out the app and look for different options. 
You get 7 minutes to find one of your liking and 
visualize it in your own room. The assistant will 
keep track of the time. After these 7 minutes you 
will receive the questionnaire, where you have 
to write down which cabinet or side table you 
choose.  

The assistant [name] will provide you with 
a separate sheet with simple instruction of how 
the IKEA Place app works. Read these instruc-
tions beforehand, and/or use them during the 
assignment.  

The assistant [name] will hand you the 
smartphone with the IKEA Place app. Then 
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you can start your assignment: choose and 
place a cabinet or side table to your liking.  
A quick reminder: the assistant is not available 
for questions during the assignment.  
Good luck!  
Assignment 
You just completed the assignment. Please an-
swer the following questions about the assign-
ment and your use with the IKEA Place app.  
3. You were asked to choose and place a cabi-
net or side table. What is the name of the item
of your liking? If you can’t remember the
name, please describe it.
4. Indicate to what extent you agree with the
following statements
 I intent to use the IKEA Place app again
 What is the likelihood that you would use

the IKEA Place app again
 In the future, I would return to use this

IKEA Place app
5. Indicate to what extent you agree with the
following statements
 Using the IKEA Place app is understand-

able
 Using the IKEA Place app does not re-

quire a lot of mental effort
 The IKEA Place app is easy to use
 I find it easy to get the IKEA Place app to

do what I want it to do
6. Indicate to what extent you agree with the
following statements
 The IKEA Place app enhances my ability

to make product choices more effectively
 Using the IKEA Place app saves me time
 Using the IKEA Place app improves the

quality of my search for products

 The IKEA Place app enables me to ac-
quire product information more quickly

 Overall, I find the IKEA Place app useful
in my shopping experience

7. Indicate to what extent you agree with the
following statements
 I like using the IKEA Place app
 The actual use process of the IKEA Place

app is pleasant
 I derive pleasure in using the IKEA Place

app
8. Indicate to what extent you agree with the
following statements
 If I heard about a new technology, I

would look for ways to experiment with it
 Among my peers, I am usually the first to

try out new technologies
 I like to experiment with new technolo-

gies
9. Have you used this IKEA Place app before

the current research? Yes/No
10. What is your date of birth?
11. What is your gender? Male/Female/Other
12. What is your highest education level?

Thank you for your participation! If you are in-
terested in the purpose or results of the re-
search, you can leave your e-mail address with 
the assistant [name] and will receive an email 
with the main findings of this study. This ad-
dress will not be used for any other (research) 
purposes). Again, in case of any comments or 
questions, you can send a mail to [mail ad-
dress]. Thanks again! 
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 Exploring the Influence of Governance and 
Freedom on Consumption 

Abu N.M. Waheeduzzaman 
Elwin Myers 

ABSTRACT. Research indicates that good government and freedom/democracy have positive influence 
on economic growth. The study investigates the influence of governance and democracy on consumption 
in 194 countries of the world during 18-year period (2000-2017) using regression analysis. Findings show 
that governance and freedom both have direct effect on consumption and indirect effect via income. Sobel 
test confirms the presence of mediating influence of per capita income on consumption. Both governance 
and freedom are uncontrollable and exogenous to marketing managers. However, mangers can support 
good governance and democracy to enhance consumption. The findings of the study can also be useful in 
segmenting global markets or in predicting country specific consumption.   

KEYWORDS. Governance, Democracy, Freedom, Income, Consumption, Sobel Test, Wellbeing 

INTRODUCTION 

Lately, the notion of governance and free-
dom/democracy has gained attention in interna-
tional area. Good government ensures market 
efficiency, rule of law, favorable business en-
vironment and wealth distribution. Freedom or 
democracy complements good governance, 
supports entrepreneurship, attracts investment 
and ensures citizens participation in develop-
ment. Freedom and governance favor eco-
nomic growth that subsequently affect con-
sumption. Well governed nations contribute to 
higher income through responsible fiscal, mon-
etary, trade and investment policy. We also no-
tice that most democracies in the world enjoy 
higher income. 

This interdisciplinary study explores the in-
fluence of these variables across different na-
tions. The purpose of this paper is to determine 
the effect of governance and freedom on in-
come that eventually enhances consumption. 
Both governance and freedom have direct and 
indirect effect (via income) on consumption. 
The effect is tested using data from 194 coun-
tries of the world over a period of 18 years 
(2000 – 2017) with the help of regression. The 
specific research objectives are stated below.  

1. Define governance and freedom and
discuss their role in economic develop-
ment, marketing and consumption.

2. Develop model describing the relation-
ship between governance and freedom
on consumption across nations.
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3. Investigate the effect of governance
and freedom on consumption.

4. Discuss managerial and social implica-
tions of the study.

The next section provides a literature re-
view. It is followed by a study model and meth-
odology. Then the findings are discussed.  A 
conclusion and direction for future research is 
presented at the end. 

BACKGROUND LITERATURE 

The background literature section lays the 
foundation for this research study by reviewing 
relevant research studies and information pre-
viously completed. It will first review infor-
mation on governance then review information 
on freedom. Both sections include definition of 
terms, highly regarded indicators, and various 
statistics and examples that illustrate the im-
portance of governance and freedom.  

Governance 
Although governance is a widely studied 

concept, the term is difficult to define. Some 
experts assert that there is no precise or univer-
sally accepted definition for the term (Kauf-
mann & Kraay, 2007; Kaufmann, Kraay, & 
Matruzzi, 2010; Awan, Akhtar, Rahim, Sher, & 
Cheema, 2018; Rodríguez-Gulías, de Sousa 
Gabriel, & Rodeiro-Pazos, 2016; Mehanna, 
Yazbeck, & Sarieddine, 2010). Although a de-
finitive, universally accepted definition of 
“governance” may not exist, many sources 
have provided creditable definitions or expla-
nations of the concept.  Some of the definitions 
include a rather broad scope, while others are 
more narrowly defined. 

One of the more popular or widely used 
definitions of governance is offered by Kauf-
mann, Kraay, & Matruzzi (2010): the traditions 
and institutions by which authority in a country 
is exercised. This includes (a) the process by 
which governments are selected, monitored 

and replaced; (b) the capacity of the govern-
ment to effectively formulate and implement 
sound policies; and (c) the respect of citizens 
and the state for the institutions that govern 
economic and social interactions. Kaufmann et 
al. (2010) indicate that their effort is an attempt 
to provide a definition that is neither too narrow 
nor too broad in scope.   

Definitions offered by other scholars often 
include somewhat similar descriptions of the 
term to that provided by Kaufmann et al. Ro-
driguez-Gulias et al. (2016) define governance 
as the capability of a government and its affili-
ated bodies to create and enforce rules and pro-
vide services that result in the successful for-
mation of new businesses. Zingales (1998) ex-
plain that governance involves the ability to 
“exercise authority, direction and control” in 
order to achieve desired objectives.  

The United Nations Development Pro-
gramme has defined governance as “the exer-
cise of economic, political and administrative 
authority to manage a country’s affairs at all 
levels. It comprises the mechanisms, processes 
and institutions through which citizens and 
groups articulate their interests, exercise their 
legal rights, meet their obligations and mediate 
their differences” (Mehanna, Yazbeck, & 
Sarieddine, 2010; International Centre for Par-
liamentary Studies, 2018). The World Bank’s 
definition of governance is similar to others in 
that it focuses on the state’s rightful obliga-
tions: “the exercise of political power to man-
age a nation’s affairs” (Latef, 2016). 

Regardless of whichever definition of gov-
ernance one chooses to accept, the greater con-
cern is whether the particular government of in-
terest is governing well.  “Good governance” is 
another issue widely studied. Researchers are 
interested in determining whether it is possible 
to evaluate the effectiveness of good govern-
ance.  They want to know whether specific in-
dicators exist that may designate the presence 
of good governance (Pere, 2015). Although 
some believe that a general model for effective 
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governance is not available because of the var-
ious different national circumstances that coun-
tries face (Beleiu, Pop, & Tampu, 2015), others 
have offered possible indicators to be used in 
determining dimensions of effective govern-
ance.  Knack and Keefer (1995) lists these five 
unique indicators as indicative of good govern-
ance: “(a) corruption, (b) legal framework, (c) 
public administration efficiency, (d) lack of 
contract execution by the government, and (e) 
expropriation.” Scores for the individual indi-
cators are aggregated and a composite score for 
each country of interest is assigned (Pere, 
2015).  

The World Bank identifies six Worldwide 
Governance Indicators (WGI): “(a) control of 
corruption, (b) government effectiveness, (c) 
political stability and absence of violence/ter-
rorism, (d) regulatory quality, (e) rule of law, 
and (f) voice and accountability” (Kaufmann, 
Kraay, & Matruzzi, 2010). Statistics on the six 
WGI indicators are compiled annually for 215 
economies and are readily available inside a da-
tabase (Rodríguez-Gulías, de Sousa Gabriel, & 
Rodeiro-Pazos, 2016).  

There has been some concern with the 
WGI; some of the countries identified as being 
poorly governed generated some of the fastest 
growing economies in the world (Latef, 2016). 
However, countries with the lowest economic 
output are almost always poorly governed 
(Kaufmann, 2010). Nevertheless, the WGI is 
generally highly regarded and used widely by 
researchers for testing the effects of govern-
ance on specific countries or regions of interest.                                                                              

A former Secretary-General of the United 
Nations shared his belief that “good govern-
ance was perhaps the single most important 
factor in eradicating poverty and promoting de-
velopment” (Azam, 2016). Many studies have 
confirmed a positive correlation between good 
governance with economic development (Kuo-
tsai, 2007). Some of those studies have con-
firmed this connection in international econo-
mies. For example, Rodríguez-Gulías, de 

Sousa Gabriel, and Rodeiro-Pazos (2016) dis-
covered that European Union countries experi-
enced a positive effect of government effec-
tiveness on entrepreneurship. Beleiu, Pop, and 
Tampu (2015) learned that European countries 
with stable political and economics settings 
also scored highly on governance indicators. 
Other studies found positive relation between 
governance and economic development in four 
Asian countries (Bhattacharjee & Haldar, 
2015); Africa (Sundaram & Chowdhury, 
2013); developing nations (Gani, 2011); Paki-
stan (Nadeem, Nazir, & Anwar, 2013); South 
Asian Association for Regional Cooperation 
(SAARC) countries (Awan, Akhtar, Rahim, 
Sher, & Cheema, 2018); and Latin America and 
the Caribbean region (Kaufmann & Kraay, 
2003). 

Freedom 
Just as “governance” has several defini-

tions, so does the term “freedom.” Perhaps the 
most concise definition of freedom is “the ab-
sence of coercive constraint” (Vasquez & 
Porcnik, 2018). Philosopher John Locke’s view 
on freedom was similar; he noted that individ-
uals should not “be subject to the arbitrary will 
of another, but freely follow his own” (Liberty 
Fund, Inc., 2013; Duhaime, n.d.). Both of these 
definitions suggest that individuals should be 
able to live their lives as they please, as long as 
they don’t intrude on the right of others to live 
their lives as they please.  

Both individuals and institutions have iden-
tified specific types of freedom. For example, 
President Franklin Roosevelt’s 1941 State of 
the Union address included what became 
known as the “Four Freedoms Speech.” Roose-
velt’s four freedoms include the following 
items: freedom of speech and expression, free-
dom to worship God in his own way, freedom 
from want, and freedom from fear (Four Free-
doms Park Conservancy, 2019). Amartya Sen, 
author of Development as Freedom, identifies 
five specific types of freedoms: political free-
doms, economic facilities, social opportunities, 
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transparency guarantees, and protective secu-
rity (O’Hearn, 2009; Fabro & Aixala, 2012).  

Economic freedom is a specific freedom 
type of particular interest in this study. Eco-
nomic freedom is the condition in which indi-
viduals are able to “control his or her own labor 
and property” (Miller, Kim, & Roberts, 2019). 
Gwartney, Lawson, and Block (1996) elaborate 
further by explaining that “individuals have 
economic freedom when property they acquire 
without the use of force, fraud, or theft is pro-
tected from physical invasions by others and 
they are free to use, exchange, or give their 
property as long as their actions do not violate 
the identical rights of others.” The Heritage 
Foundation definition incorporates “the ab-
sence of government coercion or constraint” in 
the distribution of goods and services (Beach & 
Miles, 2004).  

Many knowledgeable authors have written 
about the strong importance of economic free-
dom. It usually brings greater prosperity (Her-
itage Foundation, 2019), allowing businesses to 
grow at a faster pace than in less conducive 
business environments (Hussain & Haque, 
2016).  Amartya Sen asserted that freedom 
should be the primary element of development 
(O’Hearn, 2009). Fabro and Aixalá (2012) as-
serted that economic freedom is the character-
istic with the greatest effect on growth, an as-
sertion shared by others (Justesen, 2008; 
Stroup, 2007). They noted that economic free-
dom has a greater impact on growth than polit-
ical rights and civil liberties (Fabro & Aixalá, 
2012), again an assertion shared by others 
(Stroup, 2007). 

Several noted organizations have estab-
lished freedom indices to measure the effects or 
absence of economic freedom. The Heritage 
Foundation created its “Index of Economic 
Freedom,” which contains 12 individual free-
doms clustered into four broad categories or 
clusters: “rule of law,” “government size,” 
“regulatory efficiency,” and “open markets.” 
The Index of Economic Freedom has reported 
on 186 countries annually since 1995. A recent 

annual edition was viewed more than 7 million 
times and information contained inside that 
edition appeared in over 600 scholarly peer-re-
viewed journal articles (Miller, Kim, & Rob-
erts, 2019). 

Using the 2019 Index of Economic Free-
dom’s 100-point score, the Heritage Founda-
tion labeled 6 countries as “free” (80-100 
score), 29 countries “mostly free” (70-79.9), 59 
countries as “moderately free” (60-69.9), 64 
countries as “mostly unfree” (50-59.9), and 22 
countries as “repressed” (0-49). Hong Kong 
was ranked first (90.2), North Korea was 
ranked last (5.9), and the United States was 
ranked twelfth (76.8). As a point of reference, 
in 2017 Hong Kong was also ranked first and 
North Korea was also ranked last (Miller & 
Kim, 2017). 

The Fraser Institute created its “Economic 
Freedom of the World Index,” which contains 
23 individual components clustered into seven 
broad categories:  “size of government,” “eco-
nomic structure and use of markets,” “mone-
tary policy and price stability,” “freedom to use 
alternative currencies,” “legal structure and se-
curity of private ownership,” “freedom to trade 
with foreigners,” and “freedom to exchange in 
capital markets” (Gwartney, Lawson, Hall, J. & 
Murphy, 2018). 

Research compiled by the Fraser Institute 
produced results similar to that of the Heritage 
Foundation. Using the 2018 Economic Free-
dom of the World index’s 10-point scale, the 
Fraser Institute placed 42 countries in the “most 
free” first quartile (7.46-8.97), 40 countries in 
the second quartile (6.90-7.44), 40 countries in 
the third quartile (6.25-6.86), and 40 countries 
in the “least free” fourth quartile (2.8-6.23). 
Hong Kong was again ranked first in this index 
(8.92), Venezuela was ranked last (2.88), and 
the United States was ranked sixth (8.03) 
(Gwartney, Hall, Lawson, & Murphy, 2018). 
As a point of reference, two years ago Hong 
Kong was again ranked first in this index 
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(9.03), and the United States was ranked six-
teenth (7.75) (Gwartney, Lawson, & Hall, 
2016).  

Some impressive results have been rec-
orded over the past 25 years relating to the ben-
efits of economic freedom. The world economy 
has increased from about $40 trillion to more 
than $80 trillion. Other positive indications of 
economic freedom include significantly higher 
average per capita GDP for countries in the top 
quartile of economic freedom, higher life ex-
pectancies, greater gender equality, greater 
civil and political liberties, and greater happi-
ness levels (Gwartney, Lawson, Hall, & Mur-
phy, 2018; Miller, Kim, & Roberts, 2019). 

Not surprisingly, the economic freedom in-
dices have been used extensively in academic 
studies. The Economic Freedom of the World 
Index has been used in hundreds of such studies 
(Hussain & Haque, 2016). Hall and Lawson 
(2014) tracked the specific number of research 
studies in reputable academic journals citing 
that index and identified 402 journal articles. 
About half of those research studies used the 
index as an independent variable to measure 
some economic freedom area of interest. Most 
such studies determined that economic freedom 
resulted in some sort of beneficial action. For 
example, one specific study found a positive ef-
fect on economic growth in Middle East and 
North Africa (MENA) countries (Panahi, As-
sadzadeh, & Refaei, 2014). 

STUDY MODEL AND 
METHODOLOGY 

The four major concepts in the study are as 
follows: governance, freedom, income and 
consumption. Income is given by per capita in-
come. Governance is measured by a factor 
score extracted from the six indicators of the 
World Bank, viz., Voice and Accountability, 
Political Stability, Regulatory Quality, Rule of 
Law, Control of Corruption, and Government 
Effectiveness. Freedom factor is derived from 
the four measures of freedom, viz., Index of 

Economic Freedom (Heritage Foundation), 
Economic Freedom of the World Index (Fraser 
Institute), Political Rights (Freedom House) 
and Civil Liberties (Freedom House).  

To achieve the objectives of the study we 
ran regression analysis using PROC REG in 
SAS for univariate, bivariate and full models. 
Table 1 provides a description the factor scores 
and communalities. A discussion of the table 
and other variables is in order.   

Consumption 
Various measures of consumption have 

been taken into consideration for the study. 
Consumption is investigated across different 
expenditure categories. The three commonly 
used expenditure categories in marketing are as 
follows: total consumer expenditure (given by 
Total Consumer Expenditure in a country), ex-
penditure on necessities (Consumer Expendi-
ture on Clothing and Footwear and Consumer 
Expenditure on Food and Non-Alcoholic Bev-
erages) and expenditure on luxuries (Consumer 
Expenditure on Leisure and Recreation). Four 
expenditure categories popular in economics 
are durables, non-durables, semi-durables, and 
services are also used. Basic consumption on 
calorie and protein are also used to have a ho-
listic picture of consumption. Each expenditure 
category (dependent variable) is regressed with 
Governance and Freedom factors and Income 
for empirical testing. 

Governance Factor 
  Good government is given by the six gov-
ernance indicators of the World Bank and is 
measured by a factor score extracted from the 
six indicators. Six dimensions of governance 
are Voice and Accountability, Political Stabil-
ity, Regulatory Quality, Rule of Law, Control 
of Corruption, and Government Effectiveness. 
The World Bank reports them annually for 
about 215 countries since 1996. A factor anal-
ysis was conducted to extract a unique “govern-
ance factor” that was later used in regression 
estimations. Variance (85%), eigenvalues 
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(5.08), factor loadings (0.81-0.98) and commu-
nality scores (0.66-0.96), indicate that the gov-
ernance factor capture the concept we define.  

Freedom Factor 
There are two separate notions of free-

dom—economic freedom and political free-
dom. Countries are at different levels of eco-
nomic and political freedom across the world. 
Citizens in some countries (e.g., China, Tai-
wan, and Vietnam) have very little political 
freedom but they enjoy substantial economic 
freedom. Four measures of freedom are as fol-
lows: Index of Economic Freedom (Heritage 
Foundation), Economic Freedom of the World 
Index (Fraser Institute), Political Rights (Free-
dom House) and Civil Liberties (Freedom 
House). We conducted factor analysis to get a 
combined score of “freedom.” Variance (77%), 
eigenvalues (3.06), factor loadings (0.86-0.90) 
and communality scores (0.74-0.81) define the 
freedom factor.    

Model Relationships 
Figure 1 provides the research model. Var-

iables in the study are also listed here. The fol-
lowing equations depict the empirical relation-
ships in the model. Univariate, bivariate and 
full models present the effect of consumption at 
different levels.  

Univariate Models: 
Yi = β1 X1 + e [Model 1] 
Yi = β1 X2 + e [Model 2] 
Yi = β1 X3 + e [Model 3] 

Bivariate Models: 
Yi = β1 X1 + β2 X2 + e [Model 3] 
Yi = β1 X1 + β3 X3 + e [Model 4] 

Full Model: 
Yi = β1 X1 + β2 X2 + β3 X3 + e 

[Model 5] 
Where, 

Y1: Total Consumer Expenditure 

Y2: Consumer Expenditure on Clothing 
and Footwear (necessity) 
Y3: Consumer Expenditure on Durable 
Goods 
Y4: Consumer Expenditure on Food and 
Non-Alcoholic Beverages (necessity) 
Y5: Consumer Expenditure on Leisure 
and Recreation (luxury) 
Y6: Consumer Expenditure on Non-Du-
rable Goods 
Y7: Consumer Expenditure on Semi-
Durable Goods 
Y8: Consumer Expenditure on Services 
Y9: Average Supply of Food Calories 
Per Day (basic consumption) 
Y10: Average Supply of Protein Per Day 
(basic consumption) 

X1: Per capita income 
X2: Governance Factor 

 Voice and Accountability
 Political Stability
 Regulatory Quality
 Rule of Law
 Control of Corruption
 Government Effectiveness

X3: Freedom Factor 
 Index of Economic Freedom

(Heritage Foundation)
 Economic Freedom of the

World Index (Fraser Institute)
 Political Rights (Freedom

House)
 Civil Liberties (Freedom

House)
This is a secondary research. Data sources 

include Passport GMID (Euromonitor), Glob-
aledge (Michigan State University), The World 
Bank, Heritage Foundation, Fraser Institute, 
and Freedom House. The four major concepts, 
depicted in the Research Model, are: govern-
ance, freedom, income and consumption. Data 
for 194 countries for a period of 18 years 
(2000-2017) were collected to test the model. 
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Figure 1. Effect of Governance and Freedom on Consumption 

Y1: Consumer Expenditure 
Y2: Consumer Expenditure on Clothing and Footwear 
Y3: Consumer Expenditure on Food and Non-Alcoholic 
Beverages 
Y4: Consumer Expenditure on Leisure and Recreation 
Y5: Consumer Expenditure on Durable Goods 
Y6: Consumer Expenditure on Non-Durable Goods 
Y7: Consumer Expenditure on Semi-Durable Goods 
Y8: Consumer Expenditure on Services 
Y9: Average Supply of Food Calories Per Day 
Y10: Average Supply of Protein Per Day 
X1: Per capita income 
X2: Governance Factor 

 Voice and Accountability
 Political Stability
 Regulatory Quality
 Rule of Law
 Control of Corruption
 Government Effectiveness

X3: Freedom Factor 
 Index of Economic Freedom (Heritage Foun-

dation)
 Economic Freedom of the World Index (Fraser

Institute)
 Political Rights (Freedom House)
 Civil Liberties (Freedom House)

FINDINGS 

To understand the distribution of the varia-
bles, the researchers conducted PROCUNIVA 
RIATE procedure in SAS. All variables 
passed the normality test (Shapiro-Wilk and 

Kolmogorov-Smirnov). The relationships in 
the study were determined through regressions 
using PROC REG in SAS using standardized 
data (SAS default). Sobel  

Test confirmed the mediating influence of 
income. Results of the study are discussed be-
low.  

Table 1. Factor Extraction and Scores 
Factor Eigenvalue Variance 

Explained 
Variable Factor 

Loadings 
Communality 

Estimates 
5.08 85% v11-Voice and Accountability 0.86477 0.74783 

X2 

Y1-10

X3 

X1

β2 

β4 

β1 
1

β3 
β5 
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Governance 
Factor 

v12-Political Stability and 
Absence of Violence/Terror-
ism 

0.81111 0.65789 

v13-Government Effective-
ness 

0.95858 0.91887 

v14-Regulatory Quality 0.93791 0.87968 
v15-Rule of Law 0.97798 0.95644 
v16-Control of Corruption 0.95693 0.91572 

Freedom Fac-
tor 

3.06 76.5% v25-Political Rights 0.87120 0.75899 
` v26-Civil Liberties 0.90272 0.81491 

v28-IEF-Heritage 0.86246 0.74383 
v45-Economic Freedom in 
the World-Fraser 

0.86011 0.73979 

Table 2 provides the yearly growth of the 
variables in the study. All variables show high 
growth during the period under study (2000-
2017). Total consumer expenditure and con-
sumer expenditure on food and non-alcoholic 

beverages, durables, nondurables, and services 
growth were over 100%. Per capita income 
grew by about 80%.  

Table 2. Yearly Average of Variables 
Variable Label Means 2000 2017 Yearly 

Growth of 
Means 

Growth of 
Means in 
Percentage 

Y1 v1-Consumer Expenditure 6380.3 3775.4 7640.3 214.7 102.4 
Y2 v2-Consumer Expenditure on 

Clothing and Footwear 
388.2 256.3 429.0 9.6 67.4 

Y3 v3-Consumer Expenditure on 
Durable Goods 

773.3 488.1 883.4 22.0 81.0 

Y4 v4-Consumer Expenditure on 
Food and Non-Alcoholic Bever-
ages 

1239.4 722.5 1479.8 42.1 104.8 

Y5 v5-Consumer Expenditure on 
Leisure and Recreation 

618.7 380.0 679.5 16.6 78.8 

Y6 v6-Consumer Expenditure on 
Non-Durable Goods 

2539.9 1455.8 2959.2 83.5 103.3 

Y7 v7-Consumer Expenditure on 
Semi-Durable Goods 

602.9 393.5 658.4 14.7 67.3 

Y8 v8-Consumer Expenditure on 
Services 

3917.3 2209.3 4679.6 137.2 111.8 

Y9 v35-Average Supply of Food 
Calories Per Day 

2810.5 2668.6 2935.0 14.8 10.0 

Y10 v36-Average Supply of Protein 
Per Day 

79.6 74.7 84.1 0.5 12.7 

X1 v17-Per Capita Income 16932.0 11689.6 21100.0 522.8 80.5 
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The univariate models in Table 3 reveals an 
interesting pattern. The F-values indicate that 
all models are significant and valid. The β-co-
efficients for all three variables income, gov-
ernance and freedom are positive. Per capita in-
come significantly affects consumption as indi-
cated by R-Square values (range: 0.41-0.59) 
and positive β-coefficients. Governance (range: 
0.40-0.65) and Freedom (R-Square range: 
0.31-0.46) factors also significantly influence 

consumption. The β-coefficients of Govern-
ance factor show a higher score than Freedom 
factor in all consumption models; this indicates 
a higher influence of governance over freedom. 
One unit of increase in Governance and Free-
dom would result in an increase of $6514 and 
$6069 in Total Consumer Expenditure, respec-
tively. This is a strong influence.      

Table 3. Regressions-Univariate Models 

Dependent 
Variable F-Value R-Square Intercept 

β – Coefficients 

Income 
 X1 

Governance 
X2 

Freedom 
X3 

Y1 4902.5** 0.59 837.9** 0.32** … … 
Y2 2706.4** 0.58 54.5** 0.02** … … 
Y3 2435.4** 0.56 30.1 0.03** … … 
Y4 1796.2** 0.48 567.5** 0.03** … … 
Y5 1348.5** 0.41 13.8 0.03** … … 
Y6 1914.3** 0.49 831.7** 0.08** … … 
Y7 1777.9** 0.48 77.4** 0.03** … … 
Y8 2019.2** 0.51 109.09 0.18** … … 
Y9 2111.2** 0.41 2543.5** 0.02** … … 

Y10 2447.5** 0.45 67.34** 0.00075** … … 

Y1 4425.4** 0.58 6242.9** … 6513.5** … 
Y2 2496.4** 0.57 327.2** … 305.3** … 
Y3 3128.3** 0.63 626.8** … 723.9** … 
Y4 2179.2** 0.54 1097.6** … 655.5** … 
Y5 3457.1** 0.65 480.7** … 700.7** … 
Y6 3405.6** 0.65 2167.1** … 1794.8** … 
Y7 3020.8** 0.62 494.0** … 551.5** … 
Y8 2814.4** 0.60 3148.2** … 3781.7** … 
Y9 1932.5** 0.40 2790.8** … 298.5** … 

Y10 2378.6** 0.45 78.8** … 13.9** … 

Y1 1956.3** 0.47 6928.2** … … 6068.7** 
Y2 850.4** 0.36 373.3** … … 258.8** 
Y3 1079.4** 0.41 724.3** … … 630.1** 
Y4 905.7** 0.37 1186.4** … … 577.0** 
Y5 1306.2** 0.46 573.5** … … 635.6** 
Y6 1314.8** 0.46 2406.5** … … 1619.8** 
Y7 1085.6** 0.41 573.8** … … 485.9** 
Y8 1136.8** 0.42 3642.1** … … 3396.5** 
Y9 941.1** 0.31 2838.7** … … 267.5** 

Y10 1061.2** 0.33 80.3** … … 12.3** 
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When we introduce per capita income, the 
R-Square values increase, and the β-coeffi-
cients decrease in all consumption models. This
indicates the presence of a possible mediating
influence of income on consumption. Sobel test

was conducted to determine the mediating in-
fluence of income. The results of Sobel Test 
confirm the presence of mediating influence 
(see Table 4). The z-values are very high 
(larger than 1.96) in all models. 

Table 4. Regressions-Bivariate Models 

Dependent 
Variable 

Sobel 
Z-Value F-Value

R-
Square 

Intercept 
β – Coefficients 

Income 
 X1 

Governance 
X2 

Freedom 
X3 

Y1 33.79 4281.2** 0.73 2913.5** 0.19** 4058.3** … 
Y2 25.16 2220.2** 0.71 145.9** 0.01** 185.4** … 
Y3 22.55 2429.1** 0.73 276.0** 0.02** 491.9** … 
Y4 18.39 1543.6** 0.63 776.1** 0.02** 442.9** … 
Y5 11.40 1934.2** 0.68 309.8** 0.01** 587.7** … 
Y6 17.86 2246.0** 0.71 1487.4** 0.04** 1345.4** … 
Y7 16.95 1961.2** 0.68 282.3** 0.01** 411.5** … 
Y8 19.28 1980.5** 0.68 1457.5** 0.09** 2663.9** … 
Y9 18.93 1382.0** 0.49 2638.8** 0.01** 183.9** … 

Y10 20.49 1657.2** 0.54 71.9** 0.00044** 8.5** … 

Y1 39.84 3188.9** 0.74 1993.6** 0.28** … 3265.1** 
Y2 32.31 1744.8** 0.69 86.6** 0.01** … 134.3** 
Y3 30.09 1765.4** 0.70 129.5** 0.03** … 371.9** 
Y4 25.57 1268.9** 0.62 645.3** 0.03** … 342.1** 
Y5 21.08 1264.9** 0.62 143.3** 0.02** … 448.8** 
Y6 26.77 1714.3** 0.69 1106.8** 0.06** … 1055.5** 
Y7 25.32 1397.5** 0.65 160.7** 0.02** … 306.6** 
Y8 26.91 1546.8** 0.67 722.0** 0.15** … 2128.7** 
Y9 26.11 1196.6** 0.53 1579.2** 0.02** … 112.5** 

Y10 27.92 1386.5** 0.57 68.6** 0.0007** … 5.3** 

Y1 31.99 2230.3** 0.67 5760.8** … 8947.2** -2034.7**
Y2 25.41 1100.8** 0.59 299.1** … 450.6** -150.1**
Y3 28.02 1431.0** 0.65 554.7** … 1031.4** -305.6**
Y4 20.57 869.5** 0.53 1052.0** … 817.0** -164.2**
Y5 27.57 1553.2** 0.67 421.3** … 925.0** -203.7**
Y6 25.36 1392.1** 0.64 2044.5** … 2200.7** -376.8**
Y7 26.52 1324.0** 0.63 448.6** … 761.2** -204.7**
Y8 23.90 1191.2** 0.61 2852.9** … 4797.6** -956.1**
Y9 21.95 932.6** 0.47 2787.0** … 443.1** -134.5**

Y10 25.61 1207.8** 0.53 77.7** … 21.8** -7.5**
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Table 5. Regressions-All Three Models-Income, Governance and Freedom 

Dependent 
Variable 

F-Value R-
Square 

Intercept Income Governance Freedom 

Y1 1423.5** 0.77 2635.5** 0.21** 3992.2** 319.6 
Y2 1306.0** 0.72 116.7** 0.01** 185.0** -7.3
Y3 1435.5** 0.74 217.5** 0.02** 540.5** -41.7
Y4 893.1** 0.64 693.2** 0.02** 294.7** 116.6** 
Y5 1151.4** 0.69 254.3** 0.01** 681.8** -72.9**
Y6 1306.3** 0.72 1285.1** 0.05** 1095.0** 217.6** 
Y7 1150.0** 0.69 233.7** 0.01** 448.3** -36.5
Y8 1151.5** 0.69 1083.8** 0.1** 2221.9** 428.7** 
Y9 856.2** 0.55 2616.4** 0.01** 189.6** -24.0
Y10 1059.9** 0.60 70.8** 0.00048** 11.49** -3.0**

Table 5 presents the full models for all var-
iables. All models are significant (high F-Val-
ues). Consumption is explained reasonably 
well by income, governance and freedom (R-
Squares range: 0.55-0.77). The β-coefficients 
indicate that both income and governance pos-
itively contribute to consumption. Although 
freedom shows significant influence at univari-
ate and bivariate models, its influence in the 
full models is questionable. This statistical 
anomaly is difficult to explain. This may ema-
nate from the country level differences where 
we notice that many countries having little free-
dom are enjoying high consumption power 
(e.g., China, Russia, Vietnam).  

CONCLUSION 

The study investigated the influence of 
governance and freedom on consumption in 
194 countries during 2000-2017. During this 
period, most countries have enjoyed one of the 
fastest economic growths in history, and, have 
improved their scores in governance and free-
dom.  

The key contribution of the research is the 
study model and the novelty. The researchers 
are not aware of any study that has examined 

the effect of governance and freedom on con-
sumption the way it has been conducted in this 
study. The findings are interesting. Both gov-
ernance and freedom positively affect con-
sumption. Also, income acts as a mediating 
variable.   

Findings of the study can be useful to Busi-
ness Managers and Social and Economic Pol-
icy Planners in segmenting global markets, en-
try strategy, and international trade and invest-
ment decisions. Household level consumption 
can be increased by improving governance 
scores and higher freedom.    

A major limitation of the study is that it 
uses country level macro data which may pro-
duce less generalizable results. The same logic 
applies for the broad consumption categories 
used in the study. The study did not attempt any 
country or industry level analysis.  

Finally, a larger number of variables affect-
ing consumption, both at macro and micro 
level, would definitely provide a better expla-
nation. The study does not include the influ-
ence of demographics or culture on con-
sumpion. They are critical variables in con-
sumption. Hopefully, the study has been able to 
advance theoretical and empirical learning in 
understanding consumption in international 
markets.
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Market-as-Network versus Relationship Marketing: Clarifying 
Some Crucial Differences 

Saleem Salman 

ABSTRACT. The aim of study is to participate in discussion of comparison between relationship market-
ing (RM) and network-approach to market (NW). The study has reviewed these two concepts to provide a 
clear understanding of academia and practitioners. The examination of literature establishes that there is a 
contrast between RM and NW in their history and evolution, definition, theoretical and disciplinary back-
ground, nature of relationships studied, methodologies and managerial concerns. The study concluded that 
both are distinct and dealing NW under marketing is not wise as NW developed to study industrial markets 
and it differs from RM in many fundamental ways. 

KEYWORDS. Market-as-Network, Relationship Marketing, Theoretical and Disciplinary Background, 
History and Evolution, Methodological choices 

INTRODUCTION 

The notion “relationship” is deeply rooted 
in the marketing subject where the relationship 
between buyer and seller starts with the ex-
change of information and value. The tradi-
tional marketing channel management litera-
ture is also predominately focusing the rela-
tionship between buyer and seller in the Busi-
ness-to-Business (B2B) context. The recent re-
lationship marketing is a result of the evolution 
of traditional marketing towards relational-ori-
ented marketing.  The company’s relationship 
capital is the sum of knowledge experience and 
trusts a company has with key stakeholders and 
is worth more than physical capital (Kotler, 
2003).  In international business (IB) literature 
the focus on relationship is central in a dynamic 

international business environment. Nordic re-
searchers accentuate more on B2B relation-
ships of the firm and market especially interna-
tional firm, as most of their firm deals industrial 
markets internationally (Björkman & Forsgren, 
2000). The business market did not simply deal 
buying selling as the buyer in business markets 
seeks a solution which requires negotiations 
and cooperation at different functional level or-
ganization and factors like social, economic 
and technology are key drivers to build closer 
links with customers and suppliers (Mc Lough-
lin & Horan, 2002). Among scholar’s interna-
tionalization is a process of establishing, devel-
oping, maintaining and dissolving relationships 
to achieve the firm’s objectives (Johanson & 
Vahlne, 1990) and developing networks of re-
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lationship business relationships in other coun-
tries through extension, penetration and inte-
gration (Lehtinen & Penttinen, 1999). Thus 
network-based approach views the firm as a set 
of interlinked relationships connecting it with 
other firms depending on relationships within 
the network. 

The literature on relationship marketing 
shows that many authors attempt to define and 
conceptualize it as maintaining relationships 
with customers.  Based on content analysis of 
26 RM definitions Harker (1999, p 17) have 
proposed comprehensive definition of relation-
ship marketing “An organization engaged in 
proactively creating, developing and maintain-
ing committed, interactive and profitable ex-
changes with selected customers (partners) 
overtime is engaged in relationship marketing”. 
In the same way, Agariya and Singh (2011) re-
viewed and summarized total 72 definitions of 
relationship marketing and they argued that 
“the core of all definitions revolves around ac-
quisition, retention, profitability enhancement, 
a long-term orientation, and a win-win situation 
for all stakeholders of the organization. The un-
derstanding of contemporary marketing em-
phasizes the examination of the exchange pro-
cess from relational perceptive (Möller & Ha-
linen, 2000). It is argued that NW is not the part 
of RM because NW researches were working 
on the relationship a decade before RM was 
proposed and RM was established as a mana-
gerial response to the tighter competition or to 
enhance the effectiveness of marketing (Mc 
Loughlin & Horan, 2002). Among Nordic 
scholars, B2B relationship of industrial buyer 
and seller were studied by using Network ap-
proach as a fundamental concept and there is no 
overlap between RM and NW. But for some 
scholars, RM and NW literature is increasingly 
overlapping. If this is the case then there are 
two possibilities that there is very negligible 
overlap among both orientations and we are not 
able to get any benefit from their interaction or 
both belong to the same general paradigmatic 

orientation (Mattsson, 1997). Based on the as-
sumption that underlying exchange characteris-
tics are different for different context may re-
quire different types of relationship marketing. 
This study will attempt to investigate some as-
pect of RM and NW literature to understand if 
there are similarities and differences. To this 
end, the study will examine the work of promi-
nent scholars on RM and NW to examine their 
definitions, theoretical and conceptual ap-
proaches, topics and research questions, re-
search and methodologies. A study by Möller 
and Halinen (2000) suggests NW as inter-or-
ganizational oriented RM and pointed out some 
differences concerning customer-oriented RM. 
The author took these differences as a starting 
point to establish a further difference in NW 
and RM. The theoretical and conceptual work 
of NW and RM scholars will be included to 
support the difference or similarities.  By doing 
this study attempt to understand and explain the 
key aspects and orientation of subject RM and 
NW thus will present a contemporary view of 
academicians and researcher about these disci-
plines.  

HISTORY AND EVOLUTION

To make a comparison of history and evo-
lution of subject literature suggests a school-of-
thought approach. There are three schools of 
thought associated with the relationship mar-
keting and they are Nordic school, IMP group 
(Industrial Marketing and Purchasing) and An-
glo-Australian school (Palmer, Lindgreen, & 
Vanhamme, 2005). The perceived shortcom-
ings of traditional transactional marketing in 
1970’s play a key role in the development of 
relationship marketing.  

The Nordic scholars (e.g. Grönroos & 
Gummesson, 1985) and practitioners respond 
by focusing on improving the quality of rela-
tionship through services to stimulate customer 
loyalty and to extend the customer life cycle. 
IMP with links in Scandinavia is also origi-
nated in the 1970s and their focus was on B-2-
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B relationships structure and evolution (see, for 
example, Håkansson & Ostberg, 1975; 
Håkansson, 1982; Axelsson & Easton, 2016; 
Håkansson & Snehota, 1995). The IMP group 
studies focused on the interaction between 
companies in the continual stream of exchange. 
They introduced the tradition of network and 
establish that transaction between companies is 
not a standalone phenomenon rather it is part of 
the network of relationships within which com-
panies are positioned. The IMP group work ar-
eas are the interaction between buyer and seller 
in the network of relationship with firms and 
market, channel efficiency, value chain and IT 
impact on the relationship (Palmer, Lindgreen, 
& Vanhamme, 2005). Hence IMP group histor-
ically emphasized on B-2-B relationship in the 
NW context whereas Nordic school focus on 
RM in Business-to-Consumer B2C context. 
Whereas the Anglo-Australian schoolwork is 
based on quality and customer services of mar-
keting. In the early ’90s, some Swedish and 
English researchers are also found active in net-
work research. The stream of Swedish research 
on industrial structure and internationalization 
laid the foundation of network thinking. In 
summary, the Swedish scholars also have a 
strong influence on the development of the NW 
approach (Mc Loughlin & Horan, 2002). 

During the late ’80s and early 90’s the em-
phasis on ‘relationship’ and ‘partnership’ has 
become a general business practice. This trend 
prevails not only in marketing but also prolifer-
ate in other areas like manufacturing, R&D etc.                     

Further development in IT technology, 
changing the traditional short-term view of the 
market, to improve quality customer and con-
sumer orientation are the key reasons for the 
development of RM. whereas the development 
of NW was influenced by the increased compe-
tition in international markets and change in 
technology in industrial markets faced by Eu-
ropean companies as many of the deals in in-
dustrial markets. In the evolution of RM and 

NW competitions seems to be the driving force 
but former is evolved in the response of cus-
tomer-orientation and later as a result of the 
perception of need of market-orientation. Fur-
ther, both differ in their focus as RM emphasize 
on consumer markets and NW on industrial 
markets and NW research had a broader func-
tional perceptive and background than market-
ing (Mattsson, 1997).     

B2B marketing acquires very less attention 
in the US, on the other hand, various business 
schools in Europe emphasized the phenomenon 
and developed through various approaches like 
networks, alliances and relationship. A review 
of the literature shows that many books, papers 
in top journals and hundreds of papers have 
been presented in many conferences on rela-
tionship marketing exclusively focusing on the 
customer retention, customer satisfaction and 
customer share (Sheth & Parvatiyar, 2000). For 
instance, Interpersonal level of social bonds de-
velops buyer-seller interpersonal trust, buyer`s 
loyalty, buyer`s perceived quality about the 
seller, buyer`s satisfaction (Schakett, 
Flaschner, Gao, & El-Ansary, 2011).  

There is an increasing focus on the dynam-
ics of exchange relationship evidence from the 
high number of studies based upon the network 
theory and relationship marketing (Ellis, 2000). 
Despite its popularity among scholars RM has 
not evolved from paradigm to discipline, the 
successful evolution of another marketing par-
adigm into disciplines may shed some light on 
the process and can guide RM scholars (Sheth 
& Parvatiyar, 2002). According to Mattsson 
(1997), that claim of RM proponent that it is a 
new phenomenon is not true as relationships 
have always been an important feature of in-
dustrial markets.  

To sum up, both RM and NW were dissim-
ilar in their histories and development as both 
emerge from different schools of thought alt-
hough Nordic scholars were influential in both 
areas (Payne & Frow, 2017). 
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DEFINITION DIFFERENCES 

Relationship marketing is to increase the 
consumer commitment toward the company by 
offering customer persistent value at a lower 
cost, buyer-seller relationships are core in rela-
tionship marketing and marketing discipline as 
a whole. The earlier research suggests that re-
lationship marketing refers to all marketing ac-
tivities linked to the governance of exchange 
relationship (Morgan & Hunt, 1994) to identify 
establish, maintain and enhance or terminate 
the relationship at the profit of stakeholders 
(Grönroos,1994). Some researcher from other 
backgrounds also includes the network and in-
teraction and interlinked dyads in RM defini-
tion. Four marketing disciplines, service mar-
keting, database or direct marketing, marketing 
channel and business marketing have caused 
the evaluation from transaction orientation to 
on-going relationships. This is also consistent 
with the Kotler (2003) definition where he 
mentions the shift in paradigm from transaction 
orientation to relationship with the networks 
(Möller & Halinen, 2000). The ‘melting pot’ of 
relationship marketing has derived its concepts 
from numerous theories and schools of 
thoughts (Harker, 1999). But relationship mar-
keting is not all marketing it is an offshoot from 
major marketing discipline like other services 
marketing, customer relationship management 
(CRM), to mention a few. It focuses on custom-
ers mainly rather than on rules of thumb, maybe 
B2B customers or some other context of cus-
tomers. Relationship orientation heavily de-
pends on the affective commitment which in 
turn depends on the happiness of consumers 
(Belanche, Casalo & Guinaliu, 2013) psycho-
logical contract between buyers and sellers 
(Lövblad & Bantekas, 2010). A company`s end 
relationship orientation heavily depends on 
trust, judging the customer’s needs, interde-
pendence and personal relationships of a com-
pany representative with customers (Mum-
malaneni & Sivakumar, 2008). Srivastava and 
Singh (2013) reported that commitment, shared 

objectives and information sharing are signifi-
cantly associated with industrial and buyer re-
lationships. Hence relationship marketing 
seems to be a process of management of the re-
lationship to increase the commitment of cus-
tomer by interactively maintaining relationship 
one-to-one through collaboration (Sheth & Par-
vatiyar 2002).   

Network scholars have offered a variety 
definitions for NW some say that ‘total pattern 
of a relationship within a group of organiza-
tions which act to attain a common goal’, Al-
drich (1979) consider ‘ network is the number 
of loosely connected organizations linked to-
gether by various types of bonds or social rela-
tionships’ and Cook and Emerson (1978) say 
that it is ‘set of two and more connected ex-
change relationships’ (cited in Möller & Wil-
son, 1995, p 120). The term network histori-
cally has been used for two or more organiza-
tion involved in a long-term business relation-
ship (Thorelli, 1986). The network approached 
is pioneered by IMP scholars seeks to explain 
the relationship of market and firms, on coop-
eration as well as competition as driving force, 
on the exchange of information between parties 
and the importance of the context of the trans-
action (Fletcher, 2008). Networks at the defini-
tion level describe the market process as inter-
action, interconnectedness among actors so 
NW is not management oriented as RM (Matts-
son, 1997). Furthermore, the theoretical issues 
in network research are not only relationships 
but also trust, control, resource and interde-
pendencies among firms (Ruzzier, Hisrich & 
Antoncic, 2006). According to Johanson and 
Mattsson (1992) ‘In the network approach, 
markets are described assets of interconnected 
exchange relationships between actors control-
ling resources for production’.  It is observed 
that diversity in the operationalization of RM, 
no accepted definition, make it ‘impossible to 
delimit the (RM) domain’. The boundaries 
were ‘completely permeable and elastic’, as an 
outcome there are ‘difficulties in identifying 
appropriate contexts for empirical research and 
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exacerbated conceptual problems within the 
emerging discipline’ (O’Malley and Tynan, 
2000). Some opponents define RM as the cus-
tomer-focused approach through firm seek 
long-term relationships with the customer (Ev-
ans & Laskin, 1994) and the process is ongoing 
not with all stakeholders but with an immediate 
consumer to create and enhance economic 
value (Sheth & Parvatiyar 2002). Thus RM 
should be distinguished with other disciplines 
as it is concerned with developing relationship 
exclusively with the consumer, not all stake-
holders, and making them loyal with company 
brands/products (Egan, 2003). Hence Net-
works are different from RM in definitions and 
both are not homogenous and consistent 
(Mattsson, 1997) or little similar because both 
are using the word relationship to explain the 
gap between entities (Mc Loughlin & Horan, 
2002). Hence a comparison of NW and RM at 
definition level shows that there are fundamen-
tal differences and RM has not a well-accepted 
definition.  

THEORETICAL BACKGROUND 

For a domain to discipline journey it is nec-
essary to adopt the hypothesis and theory rout. 
If RM needs to evolve from domain to disci-
pline the scholars should limit it marketing, 
agreed upon a universal definition, build a reli-
able source of data, develop standardizes met-
rics and employ longitudinal research methods. 
Since RM has the potential to become a free-
standing and distinct discipline (Sheth & Par-
vatiyar 2002). According to Möller and Ha-
linen (2000), relationship marketing has no 
clear background primarily it is driven by IT 
and marketing communication applications. On 
the contrary, the Gummesson (2003) have com-
mented that ‘Relationship marketing has al-
ways been there and every business-minded 
practitioner has understood this, but it has 
stayed unnoticed in marketing theory and edu-
cation’. However RM strategies for services 

marketing and channel relationships are influ-
enced by traditional marketing management, 
consumer behaviour and human resource man-
agement perceptive theoretically and empiri-
cally. The NW has a strong theoretical and em-
pirical background from various disciplines 
and theories, for example, organizational buy-
ing behaviour, resource dependence theory, so-
cial exchange theory, institutional economics, 
institutional theory, dynamic industrial eco-
nomics, organizational sociology, resource-
based theory to mention a few. RM and NW 
share few common disciplinary backgrounds as 
RM has more connections with psychology, 
communication theory, managerial economic 
and little with micro-macroeconomics theory 
of monopolistic competition whereas NW has 
more references from dynamic industrial eco-
nomics and institutional approaches of sociol-
ogy and stronger links with macro-organiza-
tional research, economic sociology and theo-
ries of technology change (Möller & Halinen, 
2000). Although RM and NW seem to overlap 
on a theoretical basis difference are also im-
portant (Mattsson, 1997).  

The Nordic scholars of services marketing 
such as Gronroos (1979) and Gummesson 
(1997) later become the forefront of RM as the 
interaction between buyer and seller, service 
quality and customer retention become an im-
portant aspect of RM. While among industrial 
marketing scholars in Nordic RM of consumer 
marketing is different from industrial market-
ing. For instance, Hâkansson and Östberg 
(1975) focused on organizational issues Swe-
dish firms and have categorized them as eco-
nomic, technical interdependencies and indus-
trial buying rather selling based upon the NW 
approach. Thus NW research is more linked to 
the industrial structure, organization theory and 
international business (Mattsson, 1997). The 
Network theory is often utilized for under-
standing the international business relationship 
and its management.  The theoretical goal of 
Network theory is to explain the functionality 
of business markets in the context of buyer-
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supplier and other associated networks rela-
tionships and the managerial goal is to under-
stand the reality in light of Network theory 
(Möller & Halinen, 2000). The theoretical 
foundation of the NW approach is in-network 
thinking, exchange theory and new institutional 
economics. A review of primary theoretical 
principles of NW tradition shows that networks 
are the way to understand the connectedness 
that prevails in business markets through rela-
tionship and stress on the importance of issues 
of connectedness and enactment of relation-
ships (Mc Loughlin & Horan, 2002). From the 
above discussion, we may conclude that there 
is not much overlapping among RM and NW 
has been observed although both are based on 
the common idea of interaction neither RM 
scholars nor network researchers claimed the 
universal application of their work to the main-
stream marketing discipline.  

DISCIPLINARY BACKGROUND 

The last couple of decades the academic 
and practitioners has focused on the firm and 
market relationship that result in the emergence 
of another sub-field of marketing called rela-
tionship marketing (Brodie, Nicole & Bliemel, 
2003). It is argued that relationship marketing 
has no developed theories rather a variety of 
partial theories and focus on the phenomenon 
and label it as relationship marketing and each 
tradition to provide the view of buyer-seller re-
lationship particular to research problem (Möl-
ler & Halinen, 2000). Historically the develop-
ment of RM in the late ’80s and early 90’s em-
phasized on ‘relationship’ and ‘partnership’ 
and has been visible and influential in the US 
especially to break the traditional short-term 
behaviours on markets. Because advances in 
manufacturing and information technologies 
(IT) have created more opportunities for mass 
customizations, direct marketing and database 
marketing (Mattsson, 1997). Many service 
marketing researchers (e.g. Zeithaml, Berry & 
Parasuraman, 1993) established that customer 

satisfaction is an outcome of the nature of the 
relationship between company personal and 
customer. The other discipline of marketing 
like consumer behaviour, database marketing 
and direct marketing also contributes towards 
the development of RM by providing the theo-
retical and practical contents to the relation-
ship-marketing (Mattsson, 1997).   

Nordic researchers focused on firm and 
market relations in the context of B2B dealings 
of international firms as most of their firm deals 
industrial markets internationally. They em-
phasize is on international structure rather mar-
keting or organizational perspective (Bjorkman 
& Forsgren, 2000). In early 70 European com-
panies dealing with Industrial market faces in-
creased international competition and techno-
logical changes this creates a need market ori-
entation and consequently NW approach 
emerges. The focus of the research was to de-
scribe and explore the phenomenon of manage-
rial and policy implications (Mattsson, 1997). 
The nordic researcher initially did not define 
the relationship as a crucial phenomenon later 
they started to develop the framework and the-
ories explaining the dyadic relationship be-
tween buyer and seller. The prominent Net-
work researches emphasized the inquiry of in-
teraction and relationships in networks through 
social science (Möller & Halinen, 2000). The 
meta-theoretical analysis by Möller (1994) 
shows that various approaches have been 
adopted by researcher such as dyad research on 
the buyer-seller relationship, application of po-
litical-economy, transaction cost economy, so-
cial exchange theory and research by IMP 
group on industrial relationships. Sheth and 
Parvatiyar (2002, p7) criticized the inclusion of 
‘partnerships’ by Hunt and Morgan (1994) in 
RM domain and argued that researchers should 
delimit the domain of RM as ‘many of the part-
nerships have been constructed as being out-
side the domain of marketing and hence their 
inclusion risks diluting the value and contribu-
tion of the marketing discipline in directing re-
lationship marketing practice and research and 
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theory development’. Further, Sheth and Parva-
tiyar (2002) suggest that ‘other aspects of or-
ganizational relationships, such as supplier re-
lationships, internal relationships and lateral re-
lationships are aspects that are attended [to] by 
other disciplines such as purchasing and logis-
tics management, human resource management 
and strategic management’. Thus based upon 
previous literature on the development of NW 
are RM we may conclude that both are different 
in their development perspective and discipli-
nary background.  

Nature of Relationships in Network Mar-
keting and Relationship Marketing  

The marketing concept insists firms focus 
on the consumer; thus services marketing also 
stress upon the interaction between customer 
and supplies during services encounter. The 
na-ture of the relationship in services context 
and other marketing scenario is B-2-C while 
net-work theory is established in B-2-B 
context and view relationship between 
different organiza-tional actors 
(Gummesson, 2002) such as Agency–
Client Relationship (Fam & Waller, 2008). 
A comparative view of exchange NW and 
RM by Mc Loughlin and Horan (2002) 
shows that NW assumes buyer-seller active 
participation and RM is based on 
traditional stimuli-response model i.e. 
relationships are seller initiated only. 
Network tradition of busi-ness markets has 
three distinct goals which are the development 
of the dyadic relationship in a network 
context, how the relationships evolve and 
how market function evolves in-network 
perceptive. Whereas RM is focused on the 
consumer related relationships characterized 
by the low level of relational complexity, 
assumes a large number of consumers, low 
interdepend-ence, easy switching, seller 
initiated, few in-stances of a long-term 
relationship and finally relationships are 
viewed as managerial, eco-nomic and 
psychological exchange. The NW approach 
deals with inter-organizational rela-tionships 
characterized by high levels of relational 
complexity, focus on supplier-buyer dy-ads 

exchange in focal net, a small number of 
actors, mutual interdependence, any actor can 
be active, long-term transactions and finally 
prominence of social, resource and inter-func-
tional exchange. A comparative analysis of 
customer relationship perceptive verses inter-
organizational relationship perspective shows 
that the type of characteristics of exchange is 
context-based for RM and NW. Which means 
that RM deals with simple, loose, weaker 
and few ties between marketer and consumer 
and NW is inter-organizational complex 
and bonded socially, economically, technical, 
legal and knowledge-related exchange 
relationship (Möller & Halinen, 2000). NW 
offers a holistic view of exchange 
relationship which takes place in 
institutional context within which fac-tors like 
culture, social, legal and another im-pact on 
the ability of the firm to engage in ex-change, 
whereas in RM the relationships are viewed 
primarily as economic exchange (Mc 
Loughlin & Horan, 2002). The embedded na-
ture of relationships in NW, i.e. network of in-
terconnected actors, is a key feature that 
differ-entiates it from RM as embeddedness 
very lim-ited RM (Granovetter,1985). NW 
deals with heterogeneous and unique 
relationships with few similarities in 
interaction and development pattern of 
relationship, whereas RM deals rela-tionships 
by market segmentation and market-ing 
management which is relatively a homoge-
nous phenomenon (Mc Loughlin & Horan, 
2002). The NW relationships are dyadic, also 
multiple relationships between the buyer, sup-
plier, and other firm differentiate it from RM 
(Palmer,Lindgreen&Vanhamme,2005). Easton 
Burrell, Rothschild and Shearman (1993) 
argues that competition is an insuffi-cient 
measure of inter-organizational exchange 
relationships it also includes conflict, coexist-
ence, cooperation and collusion but marketing 
view of relationship emphasized competition 
only. Cooperation is viewed as risk reduction 
strategy among buyer and seller in changing 
external environment thus they actively seek 
to change nature the relationship base i.e. 
from competition to cooperation (Turnbull, 
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Ford & Cunningham, 1996). To sum up, RM 
and NW have important differences and 
support differ-ent perspectives of 
relationships i.e. RM deals less complex 
market exchange relationships with 
individual customer or organization and NW 
complex exchange relationships in a net-work 
context and is the fundamentally con-
sumer-based approach of RM.  

KEY RESEARCH QUESTIONS  
AND TOPICS 

The key questions asked in RM are how to 
provide value, develop loyalty, perception of 
quality, management of services encounter 
and CRM. Whereas NW inquiries about the 
crea-tion and management of relationships, the 
role of different actors in-network and finally 
func-tions and evolution of networks. 
Important con-cepts in RM are customer’s 
retention, share, da-tabases as devices for 
communication manage-ment, services 
quality, experience and expecta-tion, lifetime 
value and internal marketing and role of 
company personal (Möller & Halinen, 2000). 
The key questions for relationship mar-keter 
are how RM can be identified and differ-
entiated from transactional marketing, how 
variation in practices can be delineated, do the 
transition from transactional to relationship 
marketing need a cultural and attitude change 
of management and why investments in RM 
of-ten failed (Palmer, Lindgreen 
&Vanhamme, 2005).  In-network research 
typical topics are interaction process, 
adoption & investments in relationships, 
bonds & ties with actors, net & network of 
relationship and network dynamics and 
embeddedness (Möller & Halinen, 2000). For 
RM researchers the important aspects of re-
lationships are commitment and trust as an 
out-come of RM activities, gains of the 
consumer from RM and RM strategies 
influence on or-ganization and management 
of the company. Initially, NW concerned 
about policy point and managerial 
significance and objective are to explore 

what is the relationship, description of 
interaction and network positions, the depend-
ence of relationship on cultural and technolog-
ical factors of firms in-network, individual dy-
ads and network dynamics. It seems that RM 
and NW research questions have a little 
overlap but in different paradigm 
(Mattsson, 1997). Hence the key questions & 
topics in RM and NW represent almost the 
opposite.  

METHODOLOGICAL CHOICES 

Among NW researcher the popular 
method of inquiry is case studies (e.g. IMP 
group) lon-gitudinal research, historical 
reconstruction of events (Wilkinson, 2001). 
Whereas RM studies are mostly cross-
sectional, with no clearly de-fined 
methodology especially for database RM 
(Möller & Halinen, 2000). For RM 
researcher it is suggested to employ 
longitudinal research methods, like consumer 
behaviour and services marketing, to explain 
the evolution of phenom-enon (Sheth & 
Parvatiyar, 2002).  RM re-searchers rely 
on the traditional sources of in-formation for 
example marketing intelligence and 
marketing research, whereas NW seeks in-
formation through the exchange process and 
that can be technical, social and economic. 
Tra-ditional marketing macro-micro 
environmental variable is used for an 
understanding environ-ment in RM whereas 
NW emphasizes on the identification of 
organizations that may, di-rectly and 
indirectly, be linked to the focal firm ability 
of exchange (Mc Loughlin & Horan, 2002). 
According to Möller and Halinen (2000) for 
consumer-based RM there is no conscious 
choice of methodology as data-base marketing 
use cross-sectional consumer surveys choices. 
However, in services marketing from North 
America used mixed methodology and tends 
to test the hypothesis. On the other hand, 
Nordic scholars emphasized on qualitative 
methods. Among NW researchers mixed 
methodology is more often used. Thus, RM 
and NW also differ in methodologies and 
sources of data.  
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MANAGERIAL CONCERNS 

RM is characterized by the management of 
customer of the company and the major chal-
lenges for managers are to deal large no of cus-
tomer profitably by focusing on planning mar-
keting, customer portfolio analysis, using IT 
and database and tailoring marketing programs 
according to RM strategies. In contrast, the 
managerial concerns for NW are the manage-
ment of interdependencies, challenges of inter-
action with external partners and stakeholders, 
coordination of activities of various actors, 
identification and classification relationship ac-
cording to governance required by the context, 
control of critical resources and resolution of 
conflicts. Because the managerial problems 
faced in NW are complex, analytical tools are 
less developed and embedded characteristic of 
NW also make them unique.  Thus, managerial 
issues are not symmetric for RM and NW as the 
latter requires more managerial focus on open 
issues (Möller & Halinen, 2000). 

 A look at earlier researches suggests that 
NW researcher usually involved in the research 
to describe the structure and activities of net-
works whereas among marketing researchers 
both prescriptive and descriptive traditions of 
research have prevailed with more often em-
phasis on managerial implications of research 
(Mc Loughlin & Horan, 2002). From a critical 
realism perspective Easton (2002) argues that 
to offer managerial prescriptions the NW re-
searchers have to understand the casual phe-
nomenon and the context of the organization. 
Thus for NW researcher offering managerial 
implications is difficult without understanding 
mechanism and context. 

CONCLUSION 

A review of literature from different 
streams of researches of relationship marketing 
and network research reveals they are different 
as there are differences in exchange character-
istic and context which poses challenges to use 

various analytical tools to manage the relation-
ship. For sure in reality, firms have to deal with 
such type of relationships in different condi-
tions so they need to understand them differ-
ently and act accordingly (Möller & Halinen, 
2000). The examination of theoretical elements 
of network approach shows that it offers a fun-
damentally different understanding of market 
and marketing to mainstream marketing-man-
agement (Mc Loughlin & Horan, 2002). The 
historical background and evolution of RM and 
NW show that they have distinct histories and 
are in different stages of evolution.  

IMPLICATION, LIMITATIONS AND 
DIRECTIONS FOR FUTURE 

RESEARCH 

NW has emerged as a distinct discipline 
whereas there is debate on the RM evolution 
from domain to discipline journey and scholars 
are called to address the issue (Payne & Frow, 
2017). Mattsson (1997) in a narrow view con-
clude that some aspects of RM and NW are 
contradictory as RM is limited to a marketing 
strategy which is increasing customer reten-
tion, satisfaction and loyalty whereas NW con-
ceives broader range of inter-organizational is-
sues.   

RM has no clear and agreed-upon defini-
tion among scholars some define it as cus-
tomer-focused approach (Egan, 2003; Agariya 
& Singh, 2011) through which firms do cus-
tomer management (Sheth & Parvatiyar 2002), 
the governance of exchange relationship (Mor-
gan & Hunt, 1994)  and to identify establish, 
maintain and enhance or terminate the relation-
ship at the profit of stakeholders (Grön-
roos,1994). Whereas NW is described as the 
process of interaction, interconnectedness pre-
vails through relationships. RM and NW seem 
similar as both are focused on relationship, but 
their theoretical backgrounds are different as 
both deals relationship in a different context. 
Because NW approach deals with different re-



52 JOURNAL OF EUROMARKETING 

lationships developed uniquely whereas mar-
keting management deals relationships in some 
fundamental ways like product differentiation 
and market segmentation (Mc Loughlin & 
Horan, 2002). However, it is suggested that 
RM researchers can borrow some theoretical 
approaches from NW such as embeddedness, 
buyer point of view, more descriptive studies 
can benefit RM (Mattsson, 1997). RM has 
emerged from the marketing areas such as ser-
vices, consumer behaviour, data-base and di-
rect marketing whereas NW is rooted in Indus-
trial marketing and international business. The 
kind of relationship addressed in RM and NW 
a different as former deals with relatively fewer 
complexes, in fewer details and more often in 
B2C context with exception of channel man-
agement which is B-2-B, however, NW deals 
with complex exchange relationship in the B2B 
context and views different actor as a part of the 
network of relationship. For RM researchers 
the key topics are value, loyalty, service quality 
and customer interaction and key questions are 
the difference between traditional transactional 
marketing and relationship marketing. The NW 
researchers are much concerned about the trust, 
commitment, cultural difference, dyadic rela-
tionship, and dynamics of networks. Both RM 
and NW deal with different paradigms of rela-
tionships. Methods of inquiry are different for 
both as RM researches rely on cross-sectional, 
often data-based and rely upon the marketing 
micro-macro environmental variables, whereas 
NW researches are more often case-studies, 
longitudinal studies and emphasizes on the 
identification of organizations that may, di-
rectly and indirectly, be linked to the focal firm 
ability of exchange. Since RM deals relatively 
simple and structured problems so managerial 
concerns are not as much challenging as NW 
manager deals with complex and unstructured 
issues which are highly contextual. Finally, 
scholars argue that NW is not the part of RM as 
both suggest different kind of relationships fur-
thermore RM emerged as a managerial re-
sponse to market competition and is based on 

the assumptions that relationships can be im-
posed and withdrawn whereas NW relation-
ships are embedded in social and economic re-
sources and their withdrawal is difficult and ex-
pensive. Hence in this research, we have tried 
to elaborate the fundamental differences in RM 
and NW and viewed the incompatibilities in 
their historical evolution, definition, theoretical 
and disciplinary background, nature of rela-
tionships, key topics and research questions, 
methodologies, managerial concerns and con-
clude that there is the negligence of considering 
them one.   

To sum up we effort to integrate the litera-
ture from different streams of research and tried 
to offer some fundamental difference in RM 
and NW. The conclusion is that there is a strong 
need to understand the differences in RM and 
NW and the separation of NW from the main-
stream marketing field.  A clear recommenda-
tion is concerning the call of by Sheth and Par-
vatiyar (2002) and Sheth (2015) that scholars 
should draw clear boundaries for RM. There is 
a strong need to separate the research of the in-
ter-organizational relationship i.e. Networks 
from RM, although organization in the business 
situation may face different kinds of relation-
ship dealing them under the broader umbrella 
of RM is not practical. Further from NW re-
search, the RM can take benefit by focusing re-
lationship with customer more closely and ex-
plicitly. This study provides a very limited re-
view of literature in future researcher can sys-
tematically examine the literature to verify the 
results. The comprehensive content analysis of 
literature may be the most appropriate. This 
work is purely conceptual the empirical verifi-
cation may be done by including the respond-
ents from various levels of organizations and 
scholars.  
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Analysis of the Effect of Expectation Theory on Consumer Be-
havior with the Mental Accounting Dimension 

A. Selçuk Köylüğlu
Abdurrahman Gümrah

 Ümmü Saliha Eken İnan 

ABSTRACT. The aim of this study is to analyze the effect of expectations in different situations on 
consumer decisions with mental accounting dimension.  In this research, the effect of different expec-
tations on consumer behavior is evaluated from the point of view of mental accounting, which is one 
of the subdimensions of marketing and behavioral economics.  In addition, it has been determined 
whether the decisions made according to the demographic characteristics of consumers while making 
mental accounting differ.  For this purpose, a questionnaire was applied to 221 students studying at 
Selçuk University.  Shafir and Thaler (2006) were used in the study.  As a result, consumers make 
accounting when making decisions, and this causes expectations to differ.  In other words, a positive 
and significant relationship was found between consumer behavior and expectation. 

KEYWORDS.  Consumer behavior, expectation theory, mental accounting, Turkey 

INTRODUCTION 

Global advertising expenditures reached 
the highest level in history with 500 billion dol-
lars in 2013, and this level is expected to ex-
ceed 750 billion dollars by 2021 (Statista, 
2019).  However, this increase brought another 
problem with it.  The problem is that, based on 
John Wannamaker’s unforgettable expression, 
although half of the expenditures are spent, se-
rious budgets are left for market research, and 
it is not known which half is wasted (Lorna, 
2014; Philips & Rasberry, 2001).  In the solu-
tion of these problems, the belief, which is not 

accepted currently, has been put into the back-
ground as individuals behave completely ra-
tionally in order to reach the goals and targets 
determined by more accurate determinations 
and analysis.  Although some parties asserted 
that the concept of rationality was included in 
the concept of rationality in question, this men-
tality could not go beyond a technological ap-
proach that commodified man and caused the 
concept of rationality to be questioned.  This 
view was built on a single plane and could not 
respond to the complexity revealed by the algo-
rithm between individual characteristics and 
behavior.  Many researchers have criticized 
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this situation, claiming that it cannot be consid-
ered separate from human psychology. Tversky 
and Kahneman found it unlikely that people 
would have access to complete and reliable in-
formation at any time when making a decision. 
Therefore, the fact that people cannot always 
make rational decisions has paved the way for 
these criticisms (Laibson & Zeckhauser, 1998, 
p. 19).  The mentality that dominates the mar-
ket in this process has moved away from being
product-centric, the basic philosophy of the tra-
ditional approach, and has been replaced by
new methods in which the human mind, emo-
tions, and thoughts are valued.  Financial be-
haviors, shopping habits, decision processes,
and traces left in social networks have been
briefly recorded as valuable resources in the
hands of data analysts by recording all kinds of
human actions.  This approach, which has
achieved considerable influence in consumer
research, has led to the development of many
new theories, methods, and dimensions (Lorna,
2014).

The behavioral economy, which captures a 
comprehensive field of action with the expec-
tation theory that consumers can act irrationally 
in the decision-making process, has taken its 
place among these new fields of study.  The 
studies of the behavioral economy have grown 
in popularity with Kahneman and Thaler being 
awarded the Nobel Prize.  The main axiom of 
this field is that consumers always criticize the 
understanding of homo-economics, which is 
based on the assumption of an absolute neces-
sity in the neo-classical economic school 
known as rational behavior.  This criticism is 
that variables such as gain, loss, benefit, value, 
risk, and uncertainty cause people to make irra-
tional decisions. While conducting these eval-
uations, behavioral economy uses various tools 
that can be defined as sub-dimensions such as 
framing effect, adherence to reference, mental 
accounting and sunk cost error (Kurt & Tany-
eri, 2013; Akçi, 2017). 

Consumer behavior can be evaluated as a 
subset of human behavior.  Since its scope is 

wide, it has caught the attention of various sci-
ences such as marketing, economics, psychol-
ogy, sociology, anthropology.  This can be lik-
ened ato blind people touching an object and 
making reasonable but different interpreta-
tions.  From this perspective, the perception 
that research on consumer behavior cannot be 
achieved by being in touch with a single field 
of science has pushed marketing science into a 
research format built on interdisciplinary col-
lective foundations.  This teamwork has firmly 
reinforced that classical methods and theorems 
are insufficient to explain the consumption be-
havior of people with a complex structure. 
Thus, this pluralism in method and methodol-
ogy and the fact that the individual cannot stay 
away from different expectations is the justifi-
cation for this output of marketing.  For this 
reason, when we look at the studies on con-
sumer behavior, behavioral economics and 
marketing are very similar in terms of the con-
cepts and theories used.  Of course, while using 
this expression, it should be emphasized that 
the marketing branch focuses more on con-
sumer behavior than economics.  The fact that 
the birth years of modern marketing coincided 
with the period in which behavioral economics 
studies began is the most concrete supporter of 
this argument.  

The purpose of this study is to investigate 
the effect of expectations in different situations 
on consumer decisions.  In the research, the ef-
fect of different expectations on consumer be-
havior in terms of the similarities it shows with 
behavioral economics and in the field of mar-
keting science has been evaluated from one of 
the sub-dimensions of marketing and behav-
ioral economics, mental accounting perspec-
tives.  After the introduction, the first and sec-
ond sections include the conceptual framework 
in which concepts such as behavioral econom-
ics, mental accounting, expectation theory, and 
consumer behavior are explained, and studies 
in the literature on the subject. In the third sec-
tion, the method of the study is explained, the 
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research findings are analyzed, and the results 
are evaluated in the last section.  

CONCEPTUAL FRAMEWORK 

Behavioral Economics, Development and 
Basic Concepts 

Human beings are not just logical or com-
pletely rational, and they are not a constant 
book of accounts by ignoring the external en-
vironment.  In this respect, economic decisions 
cannot be purified from non-economic powers. 
Because if it were so, prestige, showing off and 
even individual concerns in the subconscious 
would not lead to decisions that conflict with 
economic interests.  This statement, which ex-
plains that man is a social entity and has beha-
viors that cannot be explained by only mathe-
matical operations, reiterates that economic 
behaviors should be handled with an interdis-
ciplinary approach.  The transformation in the 
science of psychology in the mid-20th century 
established a close connection between econo-
mics and psychology, and the perspective that 
behavioral economics strengthened its hand in 
explaining the assumptions of conventional 
economic theories was generally accepted. 
The belief that the analysis made with these 
psychologically supported models will be 
enable explanation of economic behavior, and 
more economical economic policies will be 
developed by making strong predictions. 
However, ensuring this togetherness was not 
easy but also required a long process. Even in 
the classical economic period, psychological 
factors were encountered, but most economists 
remained distant from this new situation (Ru-
ben & Dumludağ, 2015, p.  4).  Therefore, in 
order to contribute to the theoretical dimension 
of the subject, the evolution between these two 
disciplines should be examined.  

Although the mentioned connection is ba-
sed on the 1980s, the first traces of this coexis-
tence go back to the Adam Smith period. 
Smith’s views on human psychology support 
this claim (Asraf et al., 2005).  The logic, 

which was built on rationality with the F-trans-
formation of Friedman in the 1940s, focused 
on the fact that individuals acted entirely ratio-
nally (Wong, 1973).  However, real-life econo-
mic events have shown that people will not al-
ways be rational.  The limited approaches of 
many researchers such as Simon, Scitovsky, 
Katona, and Leinbenstein to consumer rationa-
lity have mobilized the economic community 
(Camerer & Loewenstein, 2002).  In this sense, 
the place of Simon’s work in 1955 in behavio-
ral economics cannot be denied; Simon stated 
that “homo-economicus” needed a radical 
overhaul (Simon, 1955, pp. 112-113).  With 
the limited concept of rationality, it has been 
emphasized that human beings are limited in 
solving some problems, and the principles of 
“reality” and “pleasure” have been adapted to 
the field of economics, inspired by “satisfac-
tion theory” and Freud (McCaffery et al., 
2006).  Scitovsky (1973), referring to Simon’s 
work, stated that motivation in relation to con-
sumer rationality was effective on consumer 
behavior (Scitovsky, 1973, p. 31).  Similarly, 
Leinbenstein (1966) brought the concept of “x-
inefficiency,” which explains that the way to 
reach the targeted production volume depends 
on having enough motivation (Hattwick, 
1989).  This link, which started to form bet-
ween the two branches of science by the time 
of the two thousand years, has gradually 
strengthened, and unlike Simon’s axiom, it has 
been handled mostly by economists with new 
theories.  Tversky, Kahneman, Akerlof, Tha-
ler, Laibson, Mullanaithan, Lowenstein, Ca-
merer, and Rabin are among these names. 
Kahneman and Twersky have developed two 
concepts, intuitive and cognitive aberration. 
These concepts were introduced while exami-
ning the decisions people made in the environ-
ment of uncertainty.  Again, Kahneman and 
Twersky have developed the “theory of expec-
tation,” revealing that people’s choices depend 
on some variables in the environment of risk 
and uncertainty.  “Framing effect” is another 
concept put forward by Kahneman and 
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Twersky (Kahneman, 2003).  Thaler made si-
gnificant contributions to behavioral econo-
mics such as “sunk cost,” “opportunity cost” 
and “mental accounting.”  Integrating the 
theory of expectation with mental accounting, 
Thaler stated that people do not take into ac-
count variables outside the limit that they set 
when making decisions (Camerer & Loewens-
tein, 2004).  Camerer categorized behavioral 
economists as those who were under the in-
fluence of psychology (Camerer, 1999).  Aker-
lof and Kranton said that the most important 
factor influencing economic decisions is social 
parameters (Akerlof & Kranton, 2000, p. 748). 

In the perspective of these developments, 
behavioral economics reveals that individuals 
make regular erroneous decisions depending 
on external factors and naturally do not reach 
benefit maximization against the non-making 
individual, which is an assumption of the do-
minant economics doctrine.  It can be said that 
emotionality, not rationality, is dominant.  This 
situation may cause an individual to be skilled 
in some issues and in some cases to be incom-
petent due to their erroneous decisions.  Scien-
tists link this to two different intellectual sys-
tems, System I and System II, namely “auto-
nomous” and “rational.”  While the autono-
mous system is a system that moves instincti-
vely fast, the movements made with the ratio-
nal system are the result of a certaine imagina-
tion.  In this regard, although intense efforts are 
made not to make erroneous decisions, the 
choices made do not coincide with the rationa-
lity theory and are predictably diverted from 
the normative structure of the rationality pro-
position (Yalçın, 2012). 

Behavioral economics offers some options 
with an interdisciplinary approach by combi-
ning mathematics and psychology with regard 
to the extent to which the mistakes in the deci-
sions made extend beyond the determined li-
mits.  Accordingly, psychological-based beha-
vioral substitutions applied on rationalism 
principles and modeling can be explained as 

follows (Eser & Toigonbaeva, 2011): The fo-
cused modeling consists of three important 
components:  rationality principle, behavior 
principle, and psychological basis.  While the 
expected benefit in the rationality principle is 
shown with  Σi Piu (Xi), the theory of expecta-
tion is symbolized as the theory of expectation 
iπ(Pi)u(Xi - r) and its psychological basis; 
avoidance of loss, reflection, mental accoun-
ting and nonlinear π (Pi).  The reduced benefit 
is symbolized as Σt δt u (xt)  in the rationality 
principle.  It appears as hyperbolic reduction in 
the principle of behavior and is shown as 
u(X0)+Σt=1βδt u (Xt), and its psychological 
basis is accepted as the choice for the existing. 
The psychological basis of spending (money), 
such as interacting with people, is considered 
as a social benefit in maximizing self-payment 
in the rationality principle and in the behavior 
principle.  Modeling is ux2(X1,X2)=0 and 
ux2(X1,X2)≠0, respectively.  While the con-
cept defined as “ownership error” in the psy-
chology literature is referred to as the posses-
sion effect in the principle of behavior, it res-
ponds in the rationality principle as a function 
of demand, welfare, and price.  These explana-
tions about modeling reveal that “expectation 
theory” is under the principle of behavior and 
“mental accounting” is one of the psychologi-
cal responses of this theory.  Therefore, infor-
mation should be given about what are the con-
cepts mentioned in terms of forming the back-
bone of the study. 

People take risks when it comes to losing 
money, and they avoid risks when a gain situa-
tion arises.  This behavior differs from the 
axiom of independence of the “expected utility 
theory.”  It was developed as an alternative to 
this theory since the “expectation theory” that 
Kahneman and Tversky introduced in 1979 
contradicts the expected utility theory.  Kahne-
man and Tversky, in their work titled “Analy-
sis of Decisions Made at Risk,” they worked 
extensively on the problem of individuals’ de-
viation from decision-making processes and 
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criticized the assumption of the expected bene-
fit theory.  This theorem is based on the nega-
tive effects of emotions on decisions and the 
assumption that prejudices complicate rationa-
lity.  In the expectation theory, people focus 
more on low probabilities.  In other words, al-
though people have a higher expected value of 
the probability of earning, they are moving 
away from risk and focus on the earnings they 
see for sure.  On the other hand, even if the 
harm caused by the possible loss is high, 
people use their preferences in this direction 
(Ruben, 2011, pp. 18-19).  When people make 
decisions, they rely more on fluctuations in 
wealth rather than cumulative wealth (Levy & 
Levy, 2002).  Regarding people’s earnings and 
losses, Kahneman and Tversky developed a 
function called “Hypothetical Value.”  Accor-
ding to the function, the effect of a change on 
the loss side is more effective than the gain 
part.  If this explanation is expressed mathema-
tically, the relationship is shown by the effect 
of a change in the loss part (-v (x)) and the ef-
fect of a change in the gain part (v (x)) | v (x) | 
<| - v (x) | It is established by  (Yalçın, 2012). 

Since the theory of expectation touches 
real life, it can be inferred that it has both a dis-
tinction from the previous economic theories 
with its behavioral structure and has the feature 
of being a premise.  Therefore, according to the 
theory, an asymmetry occurs between the 
losses and gains just mentioned.  So the sad-
ness of the loss is higher than the joy of ear-
ning.  In addition to hyperbolic reduction, fra-
ming, focusing, and hardware, “mental ac-
counting” is one of the processes that accele-
rates this asymmetry (Kahneman & Tversky, 
1984).  Thaler defines the concept of mental 
accounting as a whole of cognitive processes 
used for coding, segmentation, and evaluation 
of financial actions (Thaler, 1985, p. 200). 
This concept, also called mental accounting, is 
the elaboration of individuals’ life organiza-
tions according to mental calculations (Kur-
toğlu, 2014, p. 4).  In financial terms, it is 
stated that expenditure and savings decisions 

will change according to the source of income 
(Shefrin & Statman, 2000). Mental 
accounting has three basic elements, 
namely loss avoidance, proportional 
evaluation, and the value point between loss 
and gain (Thaler, 1999). In light of this 
information,the develop-ment of behavioral 
economics reveals the transformation in 
rationality specifically in economics.  With 
the introduction of new con-cepts such as 
limited rationality to the literature as a result 
of an interdisciplinary approach, subjects 
that are not even discussed in the clas-sical 
economy period, this hegemony has ente-red 
a period of collapse rapidly.  Behavioral 
economics has been one of the most 
impressive outputs of this approach in 
economics. Thanks to this consensus 
provided by considerable circles, this 
momentum of behavioral econo-mics had the 
opportunity to act in many fields, especially in 
the financial sector.  

Consumer Behavior 
For businesses that want to be superior in 

the new economy model where a destructive 
competition environment prevails, it is impor-
tant to be in constant harmony with the envi-
ronment and to obtain the necessary informa-
tion by following the changes.  In this kind of 
up-to-date and competitive environment, kno-
wing why, how, and when people buy and 
con-sidering their behavioral dynamics will 
positi-vely affect the lifespan of organizations 
(Muk-herji & Mukherji, 1998).  Marketing 
science has dealt with the concept of 
consumer, which is so important for 
businesses, in a very wide range, and many 
definitions have been made about the 
concept.  Kotler (2002) defines it as the 
person or organization that makes a pur-
chase action to integrate or use it with another 
product.  The American Marketing 
Associa-tion (AMA) describes the consumer 
as a real or prospective buyer of products 
or services (AMA, 2015).  

The definitions and explanations about the 
consumer have prepared a basis for the concept 
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of consumer behavior.  Although the expecta-
tions of consumers change over time, similari-
ties and differences in the needs of the buyers 
are also subdivided into basic consumer re-
quests.  Today’s marketing experts have found 
that the basic condition for satisfying consu-
mers is to know them very well and to try to 
understand their characteristics regarding pur-
chasing behavior as a result of certain analyses. 
Thanks to the consumer groups that can be ho-
mogenized, it has been easier for businesses to 
predict the demands and needs in the market, 
and an important step has been taken to be cus-
tomer-centered (Boyraz, 2012).  

Although consumer behavior and marke-
ting function are complementary to each other, 
it is closely related to human behavior, and in-
ternal and external factors for consumers were 
taken into consideration in the 1970s descrip-
tions.  For example, in consumer behavior, it is 
effective on internal factors such as perception, 
personality, and attitude, as well as external 
factors such as cultural history, social class. 
This development has recently brought toge-
ther an interdisciplinary perspective on consu-
mer behavior by combining different sciences 
such as behavioral economics (Shoaf et al., 
2015; Sağlam, 2015).  Consumer behavior is to 
know where, how often, and under what con-
ditions the trend is directed to different product 
groups.  In addition, consumer behavior is clo-
sely related to the price that the person will pay 
for the related good or service and the benefit 
to be obtained against this price (Özdemir & 
Yaman, 2007;  Ergin & Akbay, 2011; Aydın, 
2010).  

Marketing determines its saturation by 
examining what, when, where, and how it af-
fects the consumer.  Knowing the factors affec-
ting consumer behavior, the marketer can pre-
dict how consumers will react to these actions 
and decisions.  Consumer behavior characte-
ristics should also be known in order to ensure 
the domination of consumer behavior.  Wilkie 
talks about these features as follows (Odabaşı 
& Barış, 2014, p. 30):  Consumer behavior is a 

motivated behavior since it firstly meets the 
demands and needs of the consumers and aims 
to bring solutions to their problems.  Consumer 
behavior sometimes develops suddenly and 
sometimes gradually.  It is influenced by exter-
nal environmental factors since they are under 
the influence of physical, economic, socio-cul-
tural, and demographic factors.  Individual dif-
ferences will also make consumer behavior 
different, so it may vary from individual to in-
dividual.  These are behaviors that differ in ti-
ming and complexity.  Finally, consumer be-
havior deals with different roles in the form of 
initiators, impressive buyers, and users. 

LITERATURE REVIEW 

Behavioral economics, where studies have 
intensified since 2000, has gained a significant 
influence in the international literature, and has 
started to develop in the national literature. 
Many studies on behavioral economics have 
managed to attract attention and have made it 
a promising field from a futuristic perspective. 

Kahneman and Tversky (1981) applied the 
first part of their study, which they named as 
“Asian Disease Problem,” on 152 students. 
While program B was considered pessimistic 
among the participants, program A was more 
attractive to 72% of the students who partici-
pated in the research due to the positive effect 
in the statements used in the program A. 155 
students participated in the second part of the 
research. The rates formed as a result of the 
research are 22% of the C program and 78% of 
the D program. Among the outcomes of the 
research is that participants prefer life to death 
and consumer behavior in loss and gain situa-
tions contradicts rationality. 

Mancino and Wansink (2007) have 
reached the conclusion that the effects of beha-
vioral and psychological factors of individuals 
are felt rather in food options, knowledge 
about the product, while product price and in-
come remain secondary.   
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Kitapcı (2017), arguing that human beings 
cannot always be rational in their decisions, 
discussed the concept of rationality from the 
perspective of behavioral economics and at 
this point criticized the main assumption of 
neo-classical economics. 

The mental accounting deviation has been 
put forward with the experimental study by 
Rohenbach (2004).  The research was carried 
out with 108 subjects. Participants gather the 
risk-bearing tools under one roof and ignore 
the relationship between the investment tools. 
Due to this attitude of the participants, profit 
opportunities between risky investment instru-
ments cannot be evaluated.  This result showed 
inconsistency with rationality and pointed to 
the existence of a mental accounting deviation. 

Khan and Dhar (2010) stated in their 
research that discounts in hedonic products are 
more attractive when savings are mentioned 
together, and with more savings more product 
lines are purchased. Investigating the effect of 
additive pricing on consumer behavior, Hos-
sain and Morgan (2006) conducted their 
research on e-Bay, the online shopping site. 
According to the results of the research, where 
the final price is the basis of the consumers’ 
mental accounting, it is determined that the 
auction price will be higher and the return level 
will be high by keeping the initial price low 
and the cargo price high.   

Smith, Hume, and Bentham have benefited 
from psychology when explaining economic 
behavior.  Smith stated that the socio-econo-
mic situation will improve provided that indi-
viduals act independently in a fair market ba-
sed on sympathy.  Bentham described the indi-
vidual as a ghoul and defined the benefit as a 
psychological size that can be measured by the 
inner happiness of the individual.  Hume, on 
the other hand, revealed that passion, stubborn-
ness, and peace with life provide economic 

motivation (Eser, Toingonbaeva, 2011, p. 
288). 

 A person who wants to maximize his ex-
pected benefit is expected to choose A between 
A and B and A between C and D among op-
tions A, B, C, D.  As a matter of fact, in the 
experiment known as “Allais Paradox” in the 
literature and conducted by Maurice Allais, it 
was investigated how to choose between the 
preferences given to the subjects before.  As a 
result of the findings obtained, it was con-
cluded that those who preferred A between A 
and B preferred D between C and D (For more 
information about the study, see Allais, 1953; 
Taşdemir, 2007; Akın & Urhan, 2009). 

In the studies of Heath, Chatterjee, and 
France (1995), it was observed that the percep-
tion of price varies according to income and 
base price and the demand for sales promo-
tions where price discounts are clearly stated. 
Arkes and Blumer (1985) revealed that theater 
viewers attend theater performances more re-
gularly compared to discounts made to seaso-
nal theater tickets. Buda and Zhang (2000), 
who investigated the attitudes of consumers 
about the product, found that those who recei-
ved positive messages in product messages 
with a framing effect had a very high interest 
in the product compared to those receiving ne-
gative messages. 

RESEARCH METHODOLOGY 

In this part of the study, methodological in-
formation for the research is included.  Within 
the scope of the study, 24 hypotheses have 
been created in order to determine whether 
there is a statistically significant difference 
between the demographic characteristics of the 
participants and their views on the applications 
in Table 2 below.  In this context, hypotheses 
created within the scope of the study are given 
in Table.1.
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Table 1. Hypotheses Determined in the Scope of the Research 

H1:  There is a significant difference between the participants' genders and their opinions on their purchasing decision. 

H2: There is a significant difference between the participants' ages and their opinions on their purchase decisions. 

H3: There is a significant difference between the income status of the participants and their opinions about their feelings in the pur-
chase decision. 

H4: There is a significant difference between the participants' opinions about their place of birth and their feelings in the purchase deci-
sion. 

H5: There is a significant difference between the participants' opinions regarding their gender and the sense of cost that they bear with 
earnings. 

H6: There is a significant difference between the participants' ages and their views on the sense of cost they incur. 

H7: There is a significant difference between the participants' ages and their views on the sense of cost they incur. 

H8: There is a significant difference between the participants' opinions regarding their gender and the sense of cost that they bear with 
earnings. 

H9: There is a significant difference between the participants' genders and their views on the sense of cost they incur with loss. 

H10: There is a significant difference between the participants' ages and their views on the sense of cost they incur with loss. 

H11: There is a significant difference between the participants' income status and their views on the sense of cost they bear with loss. 

H12: There is a significant difference between the participants' opinions regarding their gender and the sense of cost that they bear with 
earnings. 

H13: There is a significant difference between the participants' genders and their views on spending. 

H14: There is a significant difference between the participants' ages and opinions about spending. 

H15: There is a significant difference between the opinions of the participants regarding their income status and their sense of spending. 

H16: There is a significant difference between the participants' opinions about their place of birth and their sense of spending. 

H17: There is a significant difference between the participants' genders and their views on the cost sense. 

H18: There is a significant difference between the participants' ages and their opinions about the cost. 

H19: There is a significant difference between the participants' ages and their opinions about the cost. 

H20: There is a significant difference between the participants' opinions about their place of birth and their sense of spending. 

H21: There is a significant difference between the participants' genders and their views on the opportunity cost sense. 

H22: There is a significant difference between the participants' genders and their views on the opportunity cost sense. 

H23: There is a significant difference between the participants' opinions about their income status and the opportunity cost sense. 

H24: There is a significant difference between the participants' genders and their views on the opportunity cost sense. 

In testing hypotheses in Table1 above, the 
Mann-Whitney U test, which is one of the non-
parametric tests in bivariate hypotheses, and 
Kruskal-Wallis tests in more than two va-
riables were performed.  The post hoc Dunnet 
T3 test, which is one of the nanparametric 
tests, was performed to determine from which 
group the difference was due to the statistically 
significant differences determined as a result 
of the tests performed. 

Cronbach’s Alpha value of the scale was 
calculated to determine the reliability of the 
scale used in the research.  As a result of the 

calculation, the Cronbach’s Alpha value of the 
scale was calculated as 0.753.  This result shows 
that the scale used in the study is “Reliable.” 
Again, KMO and Bartlett’s tests were con-
ducted to determine the validity of the scale 
used in the study.  As a result of the calculation, 
KMO was calculated as 0.775 and Bartlett 
701.438, and the scale used in the research was 
found to be valid at the “Intermediate Level.” 

Aim and Importance of the Research 
When the literature research above is exa-

mined, it is understood that very few studies are 
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available in the national literature on mental 
accounting.  Therefore, it is thought that this 
study on mental accounting at national level 
will contribute to the literature to a small ex-
tent.  In line with this study’s importance, the 
aim of this study is to analyze the effect of ex-
pectation theory on consumer behavior with 
mental accounting dimension.   

Scope Of The Research 
The scope of this study consists of students 

studying at associate degree in various de-
partments of Selçuk University.  In this con-
text, questionnaire forms were sent to 300 stu-
dents enrolled in Selcuk University Social 
Sciences Vocational School with a random 
sampling method.  80 of these students stated 
that they did not want to participate in the sur-
vey. The remaining 220 students were sur-
veyed by face-to-face interview method.  The 
questionnaire form used in the research con-
sists of 2 main sections.  In the first part, ques-
tions about gender, age, income status, and 
birthplace are included in order to determine 
the demographic information of the partici-
pants.  The second main part of the question-
naire was created by revising the form used by 
Shafir and Thaler (2006) in their research. 
This section consists of 6 main sections and 20 
statements related to these sections.  Partici-
pants were asked to respond to these state-
ments within the scope of the 5-point Likert 
scale.  In Table 2, information about the 6 main 
groups is given. 

Table 2. Information on 6 Main Groups 
in the Application 

Application Interest 

A (I. application) Feeling in the purchase decision 

B(II. application) Cost sense of earnings 

C(III. application) Cost sense of loss 

D(IV. application) Feeling of the spending 

E(V. application) Feeling of expense 

F(VI. application) Opportunity cost sense 

When Table 2 above is analyzed, the inte-
rests related to the applications gathered in 6 
main groups in the second part of the study can 
be seen.  In this context, it was tried to measure 
the feeling of the participants in the purchase 
decisions with the application A, the cost sense 
of the gain with the application of B, the cost of 
the loss with the application of C, the sense of 
the expenditure with the application of D, and 
the cost of the opportunity with the application 
of E. 

Limits of The Research 
Like all studies in the social sciences, this 

study has some limitations.  First of all, the 
study was carried out on 220 people who are 
students at Selçuk University.  Therefore, it 
would not be correct to interpret the results 
among all Selçuk University students or all uni-
versity students.  Secondly, the study tries to 
measure the determined interests of the partici-
pants in 6 main groups.  Different researchers 
will be able to achieve different results by focu-
sing on different interested people with different 
techniques and questions, and larger samples. 
In addition, while this study can be carried out 
with neurodiscipline (neuromarketing), the 
study could not be carried out in this way, con-
sidering the new area of neuromarketing and 
high costs.   

RESEARCH FINDINGS 

In this part of the study, the findings obtai-
ned from the research are included.  The obtai-
ned findings were analyzed with SPSS 20 pack-
age programs and various suggestions were 
made by interpreting the obtained analysis re-
sults. 

Demographic Findings 
The first finding of the study is demographic 

findings related to the participants in the 
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research.  In this context, the demographic in-
formation of the participants in the research is 
given in Table 3. 

When the information in Table 3 is exami-
ned, 127 (57.7%) of the participants were wo-
men, and 93 (42.3%) were men. Again, 10 
peoples (4.5%) of the participants were 18 
years old, 43 peoples (19.5%) were 19 years 
old, 73 people (33.2%) were 20 years old, and 
94 people (42.7%) were 20 years old or older. 

Table 3. Demographic Findings 
Number (n) Percent 

(%) 
Gender 
Female 127 57,7 
Male 93 42,3 
Age 
18 10 4,5 
19 43 19,5 
20 73 33,2 
20 and above 94 42,7 
Income 
1000 and below 137 62,3 
2000 30 13,6 
3000 26 11,8 
4000 10 4,5 
5000 and above 17 7,7 
Place of Birth 
Metropolitan 67 30,5 
Province 64 29,1 
District 77 35 
Village 12 5,5 

The income of 137 peoples (62.3%) from 
the participants of the research is 1.000 TL and 
below, 30 peoples (13.6%) income 2.000 TL, 
26 peoples (11.8%) income 3.000 TL, 10 
people (4.5%) income 4.000 TL and 17 people 
(7.7%) have an income of 5,000 TL and above. 

The last demographic finding reached within 
the scope of the research is related to the birth 
places of the participants.   In this context, 7 
people (30.5%) were born in the metropolitan 
area, 64 people (29.1%) were born in the pro-
vince, 77 people (35%) were born in the district, 
and 12 people (5.5%) were born in the village. 

FINDINGS ABOUT THE APPLICATIONS 

The findings reached in this part of the study 
are based on the answers given by the partici-
pants regarding the case studies presented to the 
participants within the scope of the research.  In 
this context, 6 sample applications were pre-
sented to the participants in the survey form. 
Below are findings regarding each sample ap-
plication. 

Findings Regarding Application A 
Within the scope of the research, the follo-

wing situation was presented in the A applica-
tion.  With this situation, the participants’ fee-
lings that affect their purchasing decisions were 
determined. 

“For 8 concerts of a music genre, the single 
concert ticket is 100TL, while it offers you 
480TL for 8 concerts (ie 60TL for each ticket). 
If you have decided to buy, rate the following 
expressions that are effective in your decision to 
reflect your feelings. ”  

The averages and standard deviations of the 
responses given by the participants regarding 
the above situation are given in Table 4. 

Table 4. Findings Regarding Application A 
Average Standard 

Deviation 
I feel like I spent 480 TL in a night in Konya. 3,0273 1,46471 
I feel that I am gradually investing 480TL for two years. 2,4409 1,20166 
I feel as if I have just accumulated 320TL more than I would spend on each ticket 
purchase. 

2,8273 1,29530 

Table 4 shows that the participants are ge-
nerally “Undecided” considering the averages 
of the statements given about the application of 
A. Among the expressions, with the highest

average of 3.0273 values, “I feel like I spent 480 
TL in 1 night in Konya.” and the lowest value is 
2,4409, “I feel that I have gradually invested 
480 TL for two years.”
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Findings Regarding Application B 
Within the scope of the research, the follo-

wing situation was presented in the B applica-
tion.  With this situation, the participants’ fee-
lings about the costs of their earnings were de-
termined. 

“There are only one of the concert tickets 
you bought before. The group that will come to 

the last concert on campus is very popular and 
the ticket price is 200TL. You are about to go to 
the concert. Rate which of the following state-
ments best assesses your sense of cost of atten-
ding this concert. ” 

The averages and standard deviations of the 
responses given by the participants regarding 
the above situation are given in Table 5.

Table 5. Findings Regarding Application B 
Aver-
age 

Standard 
Deviation 

If I had chosen to sell, I would feel as if the ticket's current value and the price I could get was 200TL. 3,0273 1,34442 
For this concert, I feel like it costs 100 TL, which is the list price of a single ticket. 2,7500 1,17285 
I feel like the price I paid for the ticket costs 60 TL. 2,9136 2,41320 
Since I have paid the ticket money before, I feel that it does not cost me anything. 2,9318 1,42062 
The difference between what I paid for the ticket and how much it will cost now gives the feeling that 
going to the concert will save 140TL.   

2,7500 1,31248 

When the data in Table 5 are analyzed, it is 
seen that the participants are generally “Un-
decided” about the opportunity cost.  Partici-
pants with the highest average (3,0273) “If I 
chose to sell, I would feel as if the ticket's cur-
rent value and the price I can get is 200TL.” 
While remaining undecided in his statement, 
with the lowest two averages (2,7500), "I feel 
like I am holding 100TL, the list price of a 
single ticket for this concert." and “The diffe-
rence between what I paid for the ticket and 
how much it will cost now gives the feeling 
that going to the concert will save 140TL.” 
They gave their statements.  

Findings Regarding Application C 
In practice C, the participants were asked 

for their opinions regarding the situation below 
in order to measure the cost sensation of the 
losses. 

“There are only one of the concert tickets 
you bought before. The group that will come to 
the last concert on campus is very popular and 
the ticket price is 200TL. You lost your ticket 
and did not get a replacement ticket. Rate what 
you feel about the cost of this lost ticket. ” 

The averages and standard deviations of the 
answers given by the participants regarding the 
application of C are given in Table 6. 

Table 6. Findings Regarding Application C 
Average Standard Deviation 

If I had chosen to sell, I would feel as if the ticket's current value and the price I could get was 200TL. 3,0409 1,35591 
For this concert, I feel like it costs 100 TL, which is the list price of a single ticket. 2,6136 1,9006 
I feel like the price I paid for the ticket costs 60 TL. 2,6591 1,33350 
Since I have paid the ticket money before, I feel that it does not cost me anything. 2,6409 1,52996 

In Table 6, it is seen that the participants 
were generally “Undecided” about the costs of 
their losses.  Participants with the highest inde-
cision, an average of 3,0409 “If I chose to sell, 
I would feel as if the ticket's current value and 
the price I can buy is 200TL.” While feeling 
the lowest rate of uncertainty with an average 
of 2,6136, "I feel like holding a list price of a 

single ticket for this concert is 100 TL."  It was 
determined that they felt in the expression.  

Findings Regarding Application D 
In application D of the study, spending fee-

lings of the participants were determined.  Wi-
thin the scope of the research, the following si-
tuation was presented in the B application. 



 Köylüğlu, Gümrah and İnan    67 

“Let’s say you are a coffee addict and when 
you go to school every morning you go to your 
favorite cafe and buy a large milk coffee for 10 
TL. Finally, you have decided to purchase a 
first-class, 500 TL coffee machine to cut costs 

and make your own milk coffee every morning. 
Please rate which of the following represents 
your feelings about this expenditure.” 

The averages and standard deviations of the 
responses given by the participants regarding 
the above application D are given in Table 7. 

Table 7. Findings Regarding Application D 
Average Standard Deviation 

I feel like I spent 500 lira on a weekend getaway. 2,7364 1,36276 
I feel that I have made an investment of 500 TL that I will spend gradually over the next few years. 3,4273 1,40423 

When the information in Table 7 is analy-
zed, the participants’ average of 3,4273 "I feel 
that I have made an investment of 500 liras I 
will spend gradually over the next few years." 
It is seen that they remain “Undecided” to the 
expression “Agree.”  Because the average 
given to the statement in question is quite close 
to the 3.66 number I agree with.  The partici-
pants said, “I feel like I spent 500 TL on a wee-
kend getaway.” In the statement, they remai-
ned “Undecided” with the rate of 2,7364.  

Findings Regarding Application E 
In application E of the study, spending fee-

ling of the participants were determined.  

Within the scope of the research, the following 
situation was presented in the B application. 

“Let’s say you are a coffee addict and when 
you go to school every morning you go to your 
favorite cafe and buy a large milk coffee for 10 
TL. Finally, you have decided to purchase a 
first-class, 500 TL coffee machine to cut costs 
and make your own milk coffee every morning. 
Please rate which of the following represents 
your feelings for the cost of coffee with milk 
each morning. ” 

The average and standard deviation data re-
garding the answers obtained as a result of E ap-
plication are given in Table 8. 

Table 8. Findings Regarding Application E 

Average Standard Devia-
tion 

I feel that every morning coffee with milk costs 10 TL and will compensate for the cost of the 500 TL coffee 
machine. 

3,3136 1,47329 

Every morning, I feel that milk coffee costs me nothing. 2,9500 1,31109 
I would feel as if I saved the 10 TL I would spend in the cafe if I did not have the machine. 3,1227 1,32363 

When the information in Table 8 is exami-
ned, it is seen that the participants are generally 
“Undecided” about their feelings of costs.  Par-
ticipants with the highest average of 3,3136 “I 
feel that every morning milk coffee costs 10 
TL and will compensate for the cost of the 500 
TL coffee machine.” While I was unstable in 
his testimony, with the lowest average of 
2.9500, “I feel that every morning milk coffee 
costs me nothing.”  They were unstable in their 
statement. 

Findings Regarding Application F 
Within the scope of the study, the last appli-

cation is to determine the opinions of the parti-
cipants on the opportunity cost. Within the 
scope of the research, the following situation 
was presented in the B application. 

“Suppose you have a membership in a gym 
near where you regularly travel for work.  You 
go to this gym once a week: Membership costs 
you about 20 TL for each visit and 1000 TL per 
year. On a trip, you received an emergency 
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phone call that required you to leave that eve-
ning and leave your exercise. Please rate how 
much the statements below represent your fee-
lings about the missed training cost. ” 

The average and standard deviations of the 
responses regarding the application of F are 
given in Table 9. 

Table 9. Findings Regarding Application F 
Average Standard Devia-

tion 
I feel that I wasted 20 TL that I had calculated to pay that evening. 2,9409 1,39181 
I feel like I wasted nothing, because payments for the visit have already been made and sometimes you cannot 
take full advantage of what you are entitled to. 

2,9955 1,27318 

Maybe I feel like something wasted time or money, but I don't have a certain amount or measure in mind. 3,2818 1,23593 

When the data in Table 9 is analyzed, it is 
seen that the participants are generally “Un-
decided” about the opportunity cost.  “Maybe I 
feel like something wasted time or money, but 
I don’t have a certain amount or measure in 
mind.” While I was unstable in his statement, 
with the lowest average of 2,9409, “I feel that 
I wasted 20 pounds that I had calculated to pay 
that evening.” They were unstable in their sta-
tement. Detailed results regarding the applica-
tion of F are included in ANNEX-6 of the 
study. 

Test Results Of Research Hypotheses 
24 hypotheses determined within the scope 

of the study were analyzed by Mann-Whitney 
U and Kruskal-Wallis tests. In the results of the 
analysis, “H18: There is a significant diffe-
rence between the participants' ages and their 
opinions about the cost.” and “H22: There is a 
significant difference between the participants’ 
ages and their views on the opportunity cost 
sense.”  No other statistically significant diffe-
rences were detected in other hypotheses.  In 
this context, the test results related to the ac-
cepted hypotheses are given below. 

Table 10. Test Statistics 
H18 H22 

Kruskal-Wallis H 9,337 17,241 

Df 3 3 

Asymp. Sig. ,025 ,001 

When the data in Table 10 above are exami-
ned, Sigma Values for H18 and H22 hypotheses 
are less than 0.05.  Therefore, there is a signifi-
cant difference between the ages of the partici-
pants and their sense of cost and opportunity 
cost. A posthoc test was carried out to determine 
which group or groups originated from the men-
tioned difference.  According to the test results, 
the participants’ feelings of expenses differ si-
gnificantly statistically compared to the partici-
pants in the age group of 18.  Regarding the H22 
hypothesis, the opportunity cost of the partici-
pants in the age group of 18 differs significantly 
compared to the age group of 19 and the parti-
cipants in the age group of 19, compared to the 
participants in the age group of 20 and above. 

CONCLUSIONS 

People take risks when it comes to losing 
money, and they avoid risks when a gain situa-
tion arises.  In the expectation theory, people fo-
cus more on low probabilities.  In other words, 
although people have a higher expected value of 
the probability of earning, they move away 
from risk and focus on the earnings they see for 
sure.  According to the expectation theory, an 
asymmetry occurs between losses and gains.  So 
the sadness of the loss is higher than the joy of 
earning.  Mental accounting, which is one of the 
sub-dimensions of establishing expectations, 
has an impact on people’s financial decision 
making processes. 

In this study, the effect of expectation 
theory on consumer behavior is dealt with, ad-
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ding a mental accounting dimension.  Accor-
dingly, a questionnaire was applied to 220 stu-
dents studying at Selcuk University at the as-
sociate degree level.  The data obtained were 
subjected to various statistical analyses 
through the SPSS 22.00 package program. 
When the findings obtained as a result of the 
research were evaluated in general, it was de-
termined that the answers of participants di-
sagree with “Disagree” and “Undecided.” 
More specifically, the participants were gene-
rally “Undecided” in their sense of purchase 
decisions, the cost of earnings, the sense of 
loss, the sense of spending, the sense of ex-
pense, and the opportunity cost. 

Within the scope of the study, 42 hypo-
theses were determined.  These hypotheses 
were created in line with the relationships bet-
ween the participants’ socio-demographic cha-
racteristics and the expressions included in the 
application.  As a result of the analyses, a sta-
tistically significant difference was found bet-
ween the ages of the participants and their cost 
and opportunity cost.  These results can be in-
terpreted to mean that the participants are more 
sensitive to risks.  At the same time, it can be 
said that the participants refrained from paying 
the amount that would constitute a cost ele-
ment to them over time.  It can be interpreted 
that this situation is in line with the level of 
knowledge of the participants about mental ac-
counting.  Researchers who are interested in 
the subject may be advised to consider this si-
tuation in their future studies. 
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BOOK REVIEWS 

Driving Digital Strategy, A Guide to Reimagining Your Business by Sunil Gupta. (2018). Boston, 
MA. Harvard Business Review Press. 267 pages. ISBN: 9781643392688.  

Reviewed by Claude Cellich. Vice president International University in Geneva, Switzerland. 

Driving Digital Strategy is a timely 
resource for executives concerned with moving 
their organization from digital silos to digital 
integration. To compete in the digital era, 
business leaders need to develop a digital 
mindset and a digital DNA in their 
organizations. It will require developing new 
business models that fully integrate digital 
technology while taking into account of the 
emergence of new competitors as competition 
is no longer defined by traditional boundaries. 
Exponential technologies are creating new 
products, services and business models at an 
accelerating rate 

In part One (reimagining your business) 
being competitive is no longer based on low 
cost or product differentiation but on services 
such as service contracts and maintenance fees 
for growth and profitability. In the digital 
economy, companies need to shift their 
strategies from selling products to selling 
solutions and finding hidden sources of value. 
Until recently, balance sheets reflected how 
they managed their business by emphasizing 
fixed physical assets, now intangibles are 
becoming increasingly more valuable 
generating value. In the digital age, it is not the 
ownership of products alone that will drive 
success but how these assets will be made more 
productive. For example, Airbnb and Uber do 
not own hotels or a fleet of cars but do provide 
real-time information to customers.  

In part Two (reevaluate your value chain) 
explains how digital technology allows the 
convergence of digital and physical products. 
For example, 3D printing technology can 
decentralize manufacturing by producing on-
demand and closer to the consumer resulting in 
lower transportation, storage and retail costs. 
Digital technology is transforming the entire 
supply chain, including warehousing, 
inventory management, logistics and delivery. 
Real-time information and data analytics are 
key to implementing demand-driven supply 
chains. Those firms digitalizing their 
operations are likely to have a significant 
advantage over competition in the future. 

Part Three (reconnect with your customers) 
the author refers to the most valuable asset of a 
company consists of its data and customer base. 
In today’s connected world, competitors are no 
longer seeking customers for products but by 
building a platform that has an ecosystem 
around it. Platforms offer advantages over 
traditional models by providing greater access 
to sellers, lower transaction costs, opens up 
new supply and demand opportunities, attracts 
a larger base of consumers and scalability 
among others. Competitive advantage will 
come from building a platform that is product-
based company into a platform-based 
company. This new technology can reduce 
costs such as UPS did by installing chips in 
trucks to monitor the real time movement, 
including traffic information. By doing so, UPS 
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was able to optimize the drivers’ performance, 
reduced downtime and saved fuel 
consumption. 

As far as customers are concerned, the 
author refers to how companies acquire new 
customers to build their database. Acquiring 
new customers through price discounts or 
special promotion may be effective in the short 
run but costly in the long term. Due to real-time 
information, firms are increasingly relying on 
temporal price strategies. Dynamic price 
variations such as those employed by hotels 
and airlines are setting different prices for the 
same product depending on the actual demand. 
According to the 80-20 rule, 20% of customers 
provide 80% of revenue. However, if 
companies drop the 80% of the customers 
considered unprofitable, the 20% of the 
remaining customers would provide nearly 
200% of revenue. Of course, some of the 80% 
unprofitable customers could over time 
become an important source of revenue thereby 
companies need to be selective when deciding 
which of these customers have the potential to 
become profitable in the long-run. For 
example, Kanthal, a Swedish manufacturer of 
industrial heating technology showed that 5% 
of its customers generated 150% of the profits. 
In addition, a “whale cure” showed   that 20% 
of its customers accounted 200% of its profits. 
Another example is Elkay Plumbing found that 
their top 20% of its customers accounted for 
175% of its profits. These examples show the 
need for companies to be selective in the 
acquisition and retention of its customers by 
building and mining its customer data to 
identify its most valuable ones as data is the 
new oil. It also shows that the traditional 
measurement of success by considering market 
share or the number of customers may be 
misleading. 
  In part Four (rebuild your organization), 
artificial intelligence will have a significant 
impact on future skills. The increased focus on 
data will require companies to hire people with 
skills in data analytics, cybersecurity and 

platform management. New skills in artificial 
intelligence (AI), virtual reality (VR) and 
computer sciences will require a reassessment 
of most countries educational systems. 
Investing in continuous lifelong learning and 
professional development, including jobs that 
do not exist today is needed to keep up with 
technological evolution. This could include 
non-degree programs, in-company training, 
customized courses, skilled-based training or 
executive development for those wishing to 
remain employable in the digital age. In a study 
by Oxford researchers found that nearly 50% of 
workers in the US had jobs that could be 
automated and a study by McKinsey reported 
that about 30% of tasks in 60% of occupations 
could be computerized. Furthermore, jobs that 
are routine, repetitive and predictable could be 
done by machines better, faster and cheaper. 
Rising productivity however, could result in a 
loss of jobs while creating new ones 
particularly those requiring soft skills such as 
creativity, emotional intelligence, interpersonal 
and problem solving skills1.

Driving Digital Strategy is a must read for 
anyone concerned with business opportunities 
provided in the information age. Business 
executives need to treat digital technology as an 
integral part of the overall firm strategy. 
Disruption of traditional ways of doing 
business in an interconnected world is making 
the way for new business models. The digital 
transformation requires companies to 
strengthen its core competencies and 
comparative advantage while at the same time 
building new models for the future .Transition 
to a global digital economy calls for business 
leaders to rethink what business they are in and 
to allow for new synergies between physical 
assets and digital technology to take place. 
Digitalization is not really a threat as it can 
provide new opportunities for executives 
willing to invest in new business models. 
Throughout the book, numerous examples 
illustrating how companies were able to derive 
benefits from digital transformation including 
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Amazon, Apple, GE, John Deer, Disney, Uber 
and Walmart. Best practices for digital 
transformation call for organizations to 
develop a mindset to leverage disruptive 
technologies and new business models and re-
examine their value chains, customer 
relationship and the firm’s culture to integrate 
successfully digital technologies in their 
business strategies.
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Reshaping India in the New Global Context by Subhash C. Jain and Ben Kedia (2017). 
Cheltenham, UK: Edward Edgar Publishing. 183 pages.  ISBN: 978-1785369001. 

Reviewed by Claude Cellich. Vice president International University in Geneva, Switzerland. 

In Reshaping India in the New Global 
Context, the authors provide a brief summary 
of India post-independence and the challenges 
it faces in the 21st century.  India is a land of 
contrast and a mosaic of cultures with 14 
official languages, hundreds of dialects, 
religious pluralism, 28 states, and 7 territories. 
The first 5 chapters cover India’s achievement 
during the period 1947 to 1991.  The remaining 
chapters (6 to 13) address the evolution of the 
economic, political, and social issues up to now 
and provide suggestions for future 
development.  The authors refer to past and 
current slogans reflecting the changing needs 
and ambitions of Indian society starting with 
“food, clothing, and shelter,” followed with 
“electricity, roads, and water,”  and finally with 
“education, medical care and employment.” 
These slogans represent the aspirations of 
Indian society for a better future.  

With a growing population, expected to 
reach 1.6 billion in 2050 (bypassing China) and 
10 million young people joining the workforce 
every year, at a time of relatively high 
unemployment and underemployment, the 
economy has to modernize and develop to 
accommodate these new entrants.  The authors 
propose expanding and increasing productivity 
in manufacturing, modernizing agriculture, and 
innovating the service sector.  In reference to 
the manufacturing sector, it accounts for only 
14% of GDP mainly dominated by SMEs, but 
it employs 93% of the workforce.  As SMEs are 
a great source of employment and main drivers 
of economic growth, government policies 
assisting SMEs to become competitive globally 
are of the highest priority.  

A significant initiative to modernize Indian 
society was the issuance of ID cards to every 
citizen, thereby allowing everyone to have 
access to basic health care, education, and 
opening a bank account, particularly useful for 
those living in poverty (estimated at 300 
million, representing 25% of the population) to 
access benefit payments.  Other initiatives were 
the “Skill India” to train workers to meet severe 
shortages in skilled trades and “Make in India” 
to create jobs and skill enhancement in 25 key 
sectors of the economy. 

The authors consider that drastic measures 
are necessary for India to join the global 
economy.   These changes consist of labor 
reforms to be more flexible, reduce 
administration bottlenecks, including 
efficiency and transparency with border 
administration, introduce tax incentives, 
encourage foreign investment, upgrade internal 
infrastructure, modernize the banking sector, 
and improve the education system.  India’s 
bureaucracy, complex regulations on business, 
and weak infrastructure are impediments to 
economic growth.  However, by adopting pro-
business and pro-market policies, the 
authorities would be in a better position to 
reduce poverty and inequality and improve 
health care. 

In addition to the Ease of Doing Business 
Index, other indexes illustrate the various 
progress India has made in recent years.  For 
example, in the Global Enabling Index, India 
ranks 96th due to its complex tariff regime and 
insufficient infrastructure to sustain economic 
growth.  Moreover, the IMD World 
Competitiveness Report India ranks 44th and 
51st in the IMD World Digital ranking.  These 
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rankings provide insight into India’s ability to 
compete globally, including the development 
of digital technologies benefitting government 
practices, new business models, and society in 
general in today’s volatile times. 
    Reshaping India in the New Context is a 
welcome addition to the plethora of books on 
modern India. It is a useful primer for anyone 
interested in India’s economic potential in the 
21th century as well as challenges and 
complexities of managing the 3rd largest 
economy by 2050. 
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