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Abstract

The population of Latvia is known for strong natabrdentity, which certainly has
impact on consumer ethnocentrism. Consumer ethireg®@ns a preference towards local
products over imported ones, which the authorsaeggh this study on the example of
beverage market in Latvia. For this purpose, qai@¢ and quantitative research designs are
combined, so as to provide analysis from diffepspectives. Quantitative analysis
provides comprehensive overview of beer consumptidratvia for the past 4 years and
applies hedonic pricing model for determinatiorvaliues that consumers assign to imported
and local beer brands. Qualitative analysis goepeleinto the research of customers’
preferences when making purchasing decisions. Uittees conduct a stated choice
experiment to reveal the importance of country4adia factor for the buyers when choosing
a brand. The paper provides insights into the ntavkbeverages in Latvia, beer
consumption trends and preferences regarding tinetigeof-origin. The authors conclude
that Latvian population assigns higher valuestieritnported types of beer. However, this
phenomenon can vary between different age groupy@mger generation more often

values locally originating brands higher, unlikeex groups of people.



1. Introduction

Historical changes in the Latvian way of developtrard an increase in national
identity allow one to discuss and analyse the goinceconsumer behaviour in terms of
ethnocentrism or xenocentrism. Latvian populatiothe last decades is salient for their
strong cultural and national foundations. In timeetiof rapidly developing processes of
globalization, it is important to follow the streashworldwide tendencies and break barriers
in pursuit of economic growth and freedom; howeteat should not hurt national identity
and affect self-consciousness. In this case Laaga, part of the European Union, follows
successful integration with other countries, bulvall maintains a high level of national

culture and identity (Ludviga, 2012).

These processes have particular effects on busaegisgies in the country. Thus,
local and global marketers and companies that@eeating in the region should take into
consideration consumer ethnocentrism. Local congsastould be particularly interested in

this question, as they can certainly capitalizét @md construct their strategies accordingly.

This paper researches the beverage industry ind,amad particularly looks at the
attitude of consumers to foreign products in consparto local ones. The authors study the
phenomenon of consumer ethnocentrism, use datd ebosumption rates of local and
imported beer brands and apply hedonic price ssgra analysis. This is done so as to
decompose the prices of presented beverages arelaagkin emphasis on the factor of
interest — country-of-origin — as a parameter fnecentricity detection, ceteris paribus.
Quantitative analysis is supported by a survey ootetl through stated choice experiment.

Mixed research design aims to provide fewer linota and improve estimate precision.



2. Literaturereview

2.1. Consumer ethnocentrism
The term ethnocentrism was introduced and develbgegumner in 1906. In his
work “Folkways: The sociological importance of usagmanners, customs, mores, and
morals” he finds a name for a phenomenon when shamgl objects of one particular group
are considered “the centre of everything and &k are scaled and rated with reference to

it” (Sumner, 1906).

In its turn,consumer ethnocentrisas a concept was first widely discussed and
applied by Shimp and Sharma in 1987. At that tithey studied the attitude of American
consumers towards domestic and imported goodscdieept reflects beliefs of consumers
regarding domestic goods and their superiority é@szign ones. According to Shimp and
Sharma, consumption of imported goods in this capdies negative intentions and harmful
effect for domestic economy. Local population peseg that foreign products consumption
is wrong and can lead to higher unemployment,deaease in economic development and

it is generally considered unpatriotic behaviouni@® & Sharma, 1987).

Shimp & Sharma’s research contributed a lot todénelopment of a new model
CETSCALE (Consumer Ethnocentrism Scale), which treca tool for measurement of
purchasing behaviour and decision-making procest@bsing between foreign and
domestically produced goods. However, their mamtriioution is coining the concept of
ethnocentrism. Using this concept, it is possiblevtaluate the behaviour of customers, to
analyse the reasons of preferences towards cgaibs: patriotism, animosity, affinity,

identity and belongingness etc. (Shimp & Sharm&,7).9



A number of studies provide outcomes about the pvaglucts are perceived in
particular countries, depending on the country+ugio of a product and the level of
ethnocentrism in the importing state. The type pfauct, however, plays a significant role
as well. Clothes, electronics, coffee and tea, cagsrettes — all these are examples of
products that bear particular impact of consumettshocentrism (Papadopoulus, Heslop, &

Bamossy, 1990).

2.2. Thecaseof Latvia
A number of surveys, conducted in post-soviet caesithave indicated a case of
strong consumer xenocentrism (as opposed to ethtren) - the attitude towards imported
goods that tends to be more positive than domdigtimaduced ones, with the only

exception of food products (Durvasula, 1997).

The Baltic states are very interesting in this rdgas they followed the path of
European integration and thus ended in a mix ofelntric and xenocentric attitudes; at
that, it has not been empirically studied whetlwrstimers in the Baltics have a better image
of imported goods rather than domestic ones. Nelths it been found out whether that kind
of consumers’ opinion has solid bases and whatiihs from (Auruskeviciene, Vianelli, &

Reardon, 2012).

In that sense, Latvia is very peculiar. As oppdseitie influence of strong consumer
xenocentrism in Soviet times, it is moving towaedglent ethnocentrism in the last decades.
The authors would like to emphasize the relevart¢keoresearch of ethnocentrism in Latvia
due to evident signs of evolvement and escalatiorational identity. The research made in
2012 by Iveta Ludviga: “National Culture and Idénin Contemporary Global World:
Assessment in Latvia”, concludes that Latvian papoh has very strong national identity

and stands out for its high consumer ethnocentifi&apid development in post-Soviet times,



increase in self-consciousness, political and $@&saes - all this contributed to the
evolvement of ethnocentrism and convinced peopthearsuperiority of domestic products.
The process of decision-making is influenced bygéactors and domestic companies are
expected to receive higher attention and their et to be more popular. However, that
research was made in a strongly generalized maitielawelatively short time period (three
years), drawing attention to the main conceptsatibnal identity, culture, beliefs and

heritage (Ludviga, 2012).

Moreover, compared to other countries Latvia shawstable rise in national identity
and culture, which implies a clear effect on consupreferences. According to the research
by Ludviga, Latvia outstrips such countries as Uian and Sweden by this parameter.
Consumer ethnocentrism is reported to have beeadsimg for the last 3 years. All these
facts are drawing positive conditions for local gamies and the author recommends

capitalizing on it and expanding domestic productihudviga, 2012)

However, consumer ethnocentrism in Latvia was rebea with certain limitations
and generalizations. The concepts of culture amaoeentrism are extremely difficult to
evaluate and compare between countries by quaéitaiethods of analysis. Hence, this
paper aims to continue the study of consumer etimtasm in Latvia, taking into
consideration already available findings and expandn the quantitative research, which,
the authors believe, is going to provide more aateuinformation about purchasing

behaviour of people.

Consumer ethnocentrism implies strong effect oroebgnd import; it creates
incentives to reject foreign products. Nowadayshaperiod of globalization and
widespread reduction of tariffs and eliminatiorbafriers for the purpose of trade
amplification between nations, consumer ethnocantis remaining a strong non-tariff

barrier. The routes of it stem from social, ecormrmolitical and demographic spheres and
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fields of the country (Shankarmahesh, 2006). Atyugtiese four categories determine the
whole process of decision-making and attitudes td#/a country-of-origin, as well as

overall ethnocentrism or xenocentrism of the nation

Country of origin became a category by which constsncan immediately make their
decisions and attribute or associate products pa#itive or negative characteristics. The
label“made in” plays a significant role in the market and affexasumer behaviour
(Cateora & Graham, 1999). Hence, it is interestinpok at the attitude of the population
towards different countries of origin in Latvia, wh is a part of the European Union and

gains benefits from free trade and liberalization.

Consequences of consumer ethnocentrism have difect on local companies and
brands. Some researches state that quite a nuihbeurdries discernibly prefer foreign-
made products, for example, Russia, China and Hyr{§apadopoulus, Heslop, &
Bamossy, 1990). Other countries show high loyaltyards local brands, for example,

Poland and Slovakia (Damish, 1995).

This study focuses on the research of beveragesingduwvhich is also known for
being exposed to the country-of-origin factor. Arber of surveys study consumer
ethnocentrism, but few of them turn to particutatustries or products. However, Czech
researchers applied and studied concepts of com=tim@centrism in the Czech Republic
and focused on the beer industry in particular. Mizayake and Chovancova (2012)
implemented CETSCALE model in a classic way agedoped by Shimp and Sharma, and
came to a conclusion of evident consumer ethnasemtmong Czech population. The
results show that customers have negative attituslards foreign brands and in most cases

support local producers (Wanninayake & Chovancgg4p).



Nevertheless, the Czech Republic is renowned invthréd for excellent quality and
taste characteristics of beer produced in the cpuAdditionally, it was stated, that in the
beginning of the second decade of th& @dntury the Czech Republic surpasses other
countries in annual consumption of beer per cggtacomonitor, 2010). However, such

gualitative studies could have a number of limitasi and biases.

Before proceeding with the research question, tiiecas would like to provide a
brief description of the beer market in Latvia,tpuyg emphasis on the position of imported

brands, in order to give a fuller picture of thexsomers’ preferences.
Market description

In the last 4 years, in addition to a persistemr mearket size decline from 129.5 to
123.0 million litres per year, a clear tendencydois localization of consumption has been
observed: the volume percentage of foreign brasalg’s has been steadily falling from

21.0% in 2012 to 17.5% in 2015 (Figure 1).

Figure 1. Sales of beer in Latvia (in min litres)dashare of foreign brands in total sales in

Latvia (2012 — 2015).
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Source: made by authors.

The declining proportion of sales of foreign branda stem from the fact that lately

the market has witnessed the opening of many dawl breweries, which can also be seen



in the brands count development: the total numb&yoal brands has been absorbing

imported brands’ proportion and therefore salesmim! (Figure 2).

Therefore, the authors can conclude that the positf imported brands in the
Latvian market has been under significant pressutieis decade. But the purpose of this

paper is to find out what lies behind consumersich when it comes to country of origin.

Figure 2. The number of unique local and importezhts in the market (2012-2015).
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Source: made by authors.

Data from the first 2 months of 2016 displays tbhatmuation of the trends, even
though it should not be extrapolated as a projadto the full year. All in all, the
aforementioned latest tendencies in the beer mafledtvia have an effect on the vector of

the authors’ hypothesis, presented later in thepap

2.3. Resear ch question
This paper aims at clear identification of consueténocentrism or xenocentrism in
the Latvian beverage market. According to previ@searches, this country has a certain
tendency to ethnocentrism. This result was draemfqualitative analysis and from research
of national identity. However, this paper will apjgjuantitativeapproach while studying this
issue, which is going to reflect the real purchgdiehaviour. In order to fully expand on this
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matter, quantitative analysis will be combined vatlurvey, and the mix of approaches will
create the necessary effect of triangulation (alioation of methodologies in the study of
the same phenomenon), to achieve better judgerdaat® collecting and analysing

different kinds of data describing the same issue.

The research will look into the country-of-origiras a bias factor in consumers’
behaviour, and study the situation of consumeraaéntrism in the region. With that
purpose, the authors will attempt to identify whegtbonsumers in Latvia favour to imported

beverages or to local ones (ceteris paribus)

Taking into consideration already existing quak&tstudies about consumer
ethnocentrism and combining it with research ofdvage industry, the authors would like to

state and answer the following research question:

All other things held equal, are imported beveraigethe Baltics perceived as

superior to domestic ones?

Our hypothesis is that the answer to the researehtipn is negative, implying that an

average Latvian consumer is ethnocentric.
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3. Methodology and data

3.1. M ethodology

Hedonic Price Regression

The primary methodology the authors apply ieedonic price regressionvhich
allows researchers to determine the value of a ggdateaking its characteristics into
separate components and running a regression on ftes method presupposes that the
value of a heterogeneous good can be delineatéd blyaracteristics and attributes (Bartik,
1987).

A similar type of research was conducted by Comlesoq and Visser on the
example of wine market. Estimation of hedonic pegeation was the main approach of
analysis, and with that purpose the authors detextnbbjective characteristics capable of
explaining the market price of wine (Combris, Lego& Visser, 1997).

As OECD describes it with regard to real estateoh&dprice modelling, “the demand
and supply for the properties implicitly determthe characteristics’ marginal contribution
to the prices of the properties” (OECD, 2013). Um case, the beer market is one where this
applies to various drinks, and each product catelseribed as a set of characteristics which

will be listed below; in a general form, the eqaatwill look as follows:
Price = f(direct characteristics, other influencirigctors)

The regression shows the "value" of each charatitegvailable to us. The list of
them and explanations behind them can be fouficioie 1

Table 1. List of product characteristics used mgtudy.

Characteristic Explanation

Price per litre Price indicates the market value assigned by thecgated

12



consumers’ opinion about a given product, as tbigré is obtained
from actual sales data. It is the dependent varisdgressed on the

independent variables listed below.

Package type

There are 3 principal types of beer packages tieag@d in the

Latvian marketPET bottlesglass bottleandcans

Package size

There is a variety of beer package sizes soldanarket observed,

varying from 0.25L to 5L.

ABV (alcohol, %)

Alcohol by volume is a measure of how much alcat@ontained in 3

set volume of a beverage (in percentages).

L

There are 3 beer types: dark, light, other (inclgdivheat beers, red

Beer type beers, etc.).
This is a categorical variable that indicates thality segment. There
are the following values in our dataset: strongnecny, mainstream,
Segment

premium and craft. These are generally acceptetesets of beer

used in most market data.

Import/Non import

This characteristic indicates if a brand is loaahot.

Weighted
distribution

The dataset includes information on weighted distion of a
particular product, which is a strong proxy foratgilability (in rough
terms, it says how big is the percentage of ouittetsatvia where the

product can be purchased).

The differences in excise taxation across diffecenintries of origin can be

disregarded, as the excise is paid by the distitatcording to the end consumer’s state

legislation, in our case — the Latvian tax coderefore the tax conditions are the same

regardless of the brand’s origin.

By making emphasis on the country of origin varalit will be possible to find out

the extent to which it is significant to the congim This analysis appears appropriate to

study the topic about consumers' xeno- or ethnasemt

For the categorical variables (for instangackage typg the authors will use the

methodology suggested, among others, by the OE@RgGrical explanatory variables (as

13



opposed to continuous ones) are represented by gwarnables which assume the value of

1 if the product belongs to the category in questind O otherwise (OECD, 2013).

Limitations

Firstly, in the analysis the authors assume thdividuals possess the knowledge and
information about the country of origin of a pauir product. It might be that, for example,
some brands which are originally perceived to benfcountry A, are actually brewed and
bottled in another country. In case a certain paege of customers possesses that
information, the perception of the brand name wattpard to country of origin might be
warped. For example, with Carlsberg originally lgenDanish brand, a share of Latvian
consumers might be aware that it is produced inuahia and thus treat it as less of a Danish

beer, but rather a Lithuanian brew — at least mesextent.

Secondly, whereas the model might be biased ifoomeore significant variables
were left out from the regression, the authors higgd to cover most objectively measurable
characteristics of the subject of study. The awgtihalieve the dataset used is quite

comprehensive and includes most of the key beelpaitts.

Ideally, the model demands that the market possessalmost unlimited variety of
beers, where a consumer can purchase the partiméaf their choosing, that has the
specific combination of characteristics they nédéawever, it is fair to say that the choice of
beers in Latvia will be limited to a certain numioéproducts, which might not cover all
segments, types, strength levels or package tijpmsy be that, for instance, that strong
lagers will be found only in plastic bottles, whgerters will tend to be present mostly in
glass packages. Thus, it will not be possible fmsEe package type and beer type

characteristics accurately.

14



However, despite the presence of the limitationatiroeed above, experience of
previous researches, a combination of two resegwphoaches and robust data the authors

are inclined to believe that the results are cleditr solid conclusions.

Stated Choice Experiment

In addition tohedonic price regressigmhe authors are intending to employ an
alternative qualitative approach, the so-cafieated choice experimemonducted in the
field. Stated choice methods are usually appliegkfdore intermediate stages in the process
of making a purchase decision, and then integnatédrevealed preference from actual

market data (Louviere, Hensher, & Swait, 2000).

The method implies the following:
a. taking sets of two "anonymous" products fromshee segment with identical

characteristics, and country of origin being thiy atifferent parameter;

b. inquiring the consumers what they prefer — tbhedl” or the “imported” beverage,
and the price they would be willing to pay for eattthe samples. Using this approach, the
authors can estimate the "additional value" offtfa¢ that the good is imported (or local),

which the consumer is ready to pay extra for.

The result of the experiment will be a price caréfint, indicating what is the marginal
added value of a variable in a way identical todhe the authors employ Iredonic price

regressiornto account for local or foreign origins of a pratiu

To get a full picture on the issue and make a smittlusion, the authors compare the
results of both approaches, as they believe thghtheinhance and expand each other.
There are possible limitations of this methodoldggally, the experiment would

need to include stated choice questions with akjixde types of beer (brews, packages etc.)
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to identify whether the potential bias is reliapba the type of the product. However, in this

case, the authors have conducted the experimerg dsiifferent types of drinks.

3.2. Data

3.2.1. Datatype
The data fohedonic regression modgtesents a panel dataset on total beer sales in
Latvia from 2012 to 2015 years by months by prositithe dataset includes volume (in units
and litres) and value sold (in local currency) giaaticular product in the indicated period, as
well as the following characteristics of each preiddproducer company, brand, sub-brand,
package type, strength, size, multi-pack indicdieer type, segment, distribution measure,

country of origin.

Table 2. Data summary.

4 years’ sales de by month: (201z-

Time period 2015)

Number of observations 25795

Number of unique brands 379 (43 local and 336 ingadr
Total value of sales during observed

period 590,5 min EUR

Tot_al volume of sales during observed 507.4 min litres

period

Proportlon of volume of sales_ for local 819% local and 19% foreign
foreign brands during the period

Source: AC Nielsen and authors’calculations.

The data for thetated choice experimeptesents a cross-sectional dataset that
includes the answers of respondents from the saagpler what is the price premium they
would be ready to pay when making consumer chaeteden two nearly identical types of

beverages with common characteristics except foctuntry of origin — local or imported.
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3.2.2. Data sources
The data the authors possess and usesidonic price regressias collected by AC
Nielsen, a global marketing research firm. The arstluse the data with a permission from

the data owner — AS Aldaris, for this paper’'s psgm

For thestated choice experimetiie data was obtained through fieldwork conducted
by the authors of this study using the methodoldgscribed above. The process of the

experiment is described in more detail later inghaper.
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4. Analysisof results

4.1. Hedonic price regression
The authors processed and analysed the data addated a regression analysis
according to the methodology described above. Tia¢ysis includes the following models:
. Ordinary least squares (OLS) regression model evitss-sectional data by

product, i.e. number of observations — all comldamest of beer characteristics

listed, consumed in Latvia from 2012 to 2015;

. OLS regression model with same cross-sectionalidakading interaction

and square terms for higher significance and exgbtag power;

. OLS regression model with panel data by months. bamof observations —
all combinations of beer characteristics listedystomed in each month from
2012 to 2015.

Regression 1The number of observations is 1 241. The autimetade 7 main types

of variables (found in Table 2) that contributdtie determination of beverage prices.

Price per litre =a + B1+abv +B2«packagesize fz-multipackIiD + @4-canlD +ps-glassID) +
(BexdarklD +p7+otherID) + s~economylD Hlg-mainstreamID 4Bio-premiumiD +

BiicraftiD)+ BizsimportID + B1z-wid

Table 3. List of variables.

Variables Abbreviations Modalities
Price per litre PPL Continuous
Package type petiD, caniD, glassID Dummy
Package size packagesize Continuous

Multipack multipackID Dummy

18



ABV (alcohol by volume) Abv Continuous
Beer type lightID, darkID, otherID Dummy
strongID, economyID,
Segment mainstreamID, premiumID, Dummy
craftiD
Import/Local importlD Dummy
Weighted Distribution wtd Continuous (0-100)

According to the methodology and with regard tottheoretical framework of

hedonic price regression, the authors came upthétiiesults displayed ifable 3.

Table 4. Hedonic price regression results.

Regression 1. Cross-sectional data

Variable Coefficient (95% CI deviation)
Abv 0.279 (0.0395)
Packagesize - 0.074 (0.0353)
multipackID - 0.342 (0.1281)
canID 0.252 (0.0726)
glassID 1.039 (0.0810)
economylD 0.277 (0.1581)
mainstreamID 0.403 (0.1668)
premiumlD 1.258 (0.1901)
craftiD 0.930 (0.1776)
darkID 0.041 (0.1103)
otherID 0.441 (0.1483)
importID 0.214 (0.0800)
wtd -0.008 (0.0015)
Constant -0.794 (0.3134)
Number of observations 1241

R2 0.4128
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All variables significantly influence the price thfe products. The only variable
darkID (beer type) is statistically not significant, wittspect to the'8categorical variable
from “beer type” HightID. R-squared of 0.41 shows that our assumptionsanhdf
variables are relevant and have high explanatomepoAs discussed in the section 2.3 of

this paper, the hypothesis is as follows:

Hypothesis: All other things held equal, local beer is moréuaale for Latvian

population than imported beer.

Primary results show that the fact that beemisorted(independent variable
importID) increases its price with all other characteridbesg equal. In other words, people
assign a higher value to imported beer, and herecesady to pay more for it than for local
beer, with the same qualitative characteristicshss sort, package dimensions and others.

Hedonic price regression shows the most signifipanameters that influence the
price of beer that is formed in the market. Howeuanning to the point of
ethnocentrism/xenocentrism, the dummy variaflgortlD can be used as a proxy for the
readiness of Latvian population to pay more onhtlie fact that the beer brand originates in

another country.

Hence, it is concluded that the population of Latalues imported beer more than

local; therefore, the Hypothesisrig ected.

Regression 2n the following regression the authors include@ interaction term

and one squared term after having checked varioebmations for sense and significance:

Impwtd = importID * wtd In the case when the brasdoreign, with the
increase of its availability in stores, its pricer p

litre decreases.
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Abv2 = abv * abv ABV (alcohol level) squared terismglays a non-
linear relationship and shows that the effect oVAB
on price per litre varies across different levdls o

alcohol in the beverage.

This provided higher explanatory power (R-squaredeases to 46%); all variables
stay significant. Import characteristienportID beta) stays positive in the range of 0.40 —

0.64 with a confidence interval of 95% (Table 4).

Table 5. Hedonic price regression results withraxtdon and square term

Regression 2. Cross-sectional data

Variable Coefficient (95% CI deviation)
Abv -0.271 (0.0735)
Abv2 0.064 (0.0106)
packagesize - 0.411 (0.0354)
multipackID -1.946 (0.1164)
canID 0.247 (0.0719)
glassID 1.034 (0.0806)
economylD 0.888 (0.1867)
mainstreamID 1.018 (0.1931)
premiumlD 1.768 (0.1978)
craftID 1572 (0.1919)
darkID 0.002 (0.1051)
otherID 0.402 (0.1438)
importID 0.521 (0.0630)
impwtd -0.0218 (0.0032)
Constant - 0.564 (0.2370)
Number of observations 1241

R2 0.4534

Regression 3Panel data. In this case the authors use patehdth the same
variables including consumption of beverages bythmfor the period of 2012-2015. The

number of observations is 25 795. R-squared is%4.0 he coefficient cimportlD variable

21



does not change its sign. However, the coefficiehtariables deviate slightly from

previous models, but all of them stay significamd give robust results.

Table 6. Comparative regression analysis.

Regression 1. Cross-

Regression 2. Cross-

Regression 3.

Independent variables sectional data sectional data Panel data
abv 0.279 (0.0395) -0.271 (0.0735) 0.238 (0.0085)
abvz - 0.064 (0.010¢ -
packagesize - 0.074 (0.0353) - 0.411 (0.0354) -0.106 (0.0102
multipackid -0.342 (0.1281) -1.946 (0.1164) -0.319 (0.0340
canid 0.252 (0.072¢ 0.247 (0.071¢ 0.415 (0.018¢
glassid 1.039 (0.0810) 1.034 (0.0806) 1.152 (0.0203)
economyi 0.277 (0.1581 0.888 (0.1867 -0.682 (0.037¢
mainstreamit 0.403 (0.166¢ 1.018 (0.1931 -0.592 (0.040:
premiumid 1.258 (0.1901) 1.768 (0.1978) 0.172 (0.0453)
craftid 0.930 (0.177¢ 1.572 (0.191¢ -0.165 (0.0393
darkid 0.041 (0.1103) 0.002 (0.1051) 0.191 (0.0255)
otherid 0.441 (0.1483) 0.402 (0.1438) 0.474 (0.0344)
importid 0.214 (0.0800) 0.521 (0.0630) 0.169 (0.0172)
impwtd - - 0.0218 (0.0032) -
wtd - 0.008 (0.001¢ - -0.008 (0.000z
_cons -0.794 (0.313¢ - 0.564 (0.237( 0.399 (0.064¢

R-squared 0.4128 0.4534 0.4109
Number of observations 1,241 1,241 25,795

Regression models show us coefficients of variathlasdetermine the price of

beverages according to hedonic pricing model. \GdeienportID (proxy for ethno-

/xenocentrism and value assignation) remains pesit all models and varies from 0.152 in

Model 3 (lowest value) to 0.584 in Model 2 (highealue) within 95% confidence interval.

Results show particular patterns, the regressiotietsare constructed on a

representative data sample and according to hegogiog model methodology provide

high explanatory power with R-squared above 0.41.

According to these results the authors can makainezonclusions and discuss

results in the following section.
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4.2. Stated choice experiment

Following the methodology described in Part 3,ah#éhors have conductedstated

choice experimenwith 291 respondents using CAPI (computer-assigségdonal

interviewing). The experiment was held in one @& lliggest department stores in Riga

(Latvia) next to the beverage section for a totél bours on two different days. The

experiment can be described as follows.

Step 1. Degustation

The authors offered every respondent to taste anptes of beer, stating at first that

those are two similar types of beer, but one isortga, and the other one is Latvian-

Figure 3. Stated choice experiment
questionnair

= Fill in form v

(0 BScThesis

0
¥ Which of the beers would you choose?

) Local

_) Imported

7" Ghcrw st weolsld you pay forit?

) 0,80 EUR
~) 0.85 EUR
) 0.90 EUR
(0 0.95EUR
) 1.00 EUR
) 1.05EUR
) 1.10EUR
() 1.15EUR

_ 1.20EUR

} How much would you pay for the other beer?

) 0.BDEUR
) 0.85EUR
) 0.90 EUR

produced. In fact, the beers were poured from

thevery same bottle; the beer type was
altered between the respondents, but one
respondent always tasted the same type both
in the cup labelled “imported” and the cup

labelled “local”.
Step 2. Choice

The authors subsequently inquired the
respondent which of the beers they would

prefer if the price is the same.
Step 3. Assigning value

The respondents were inquired as for
what price they would be ready to pay for the

beer of choice, and what price they would pay
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for the other type, from a list of 9 options varnyiftom 0.80 EUR to 1.20 EUR per bottle

with a step of 5 euro cents.
Step 4. Demographics

Additional questions were asked to identify thedgsrand age group in order to seek

for possible patterns of result variance acrossoggaphic groups.
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5. Discussion of results

5.1. Hedonic priceregression

According to the methodology and obtained regressigults the authors can state
that the population of Latvia assigns certain vatuthe country of origin characteristic when
it comes to choosing beverages — in particulan. béee results of the regressions show that
consumers are ready to pay a higher price for iteddseer and according to the assumptions
stated above, perceive it being of higher qualitgh all the regarded characteristics

remaining equal.

These outcomes contradict the authors’ initial higpses and show that ceteris
paribus, local population prefers foreign brandsicl indicates theixenocentric

preferences.

Previously discussed papers (Ludviga, 2012) indioanifestation of general
ethnocentrism among Latvian population. Howevetrpeting to quantitative analysis in the
beverage industry, empirical findings reflect quite opposite: rather xenocentric attitude of
the consumers. This might be connected with theipigy of the product: perhaps, the
general belief is that brewing traditions are mwedi-established abroad, then in Latvia — at

least in the opinion of an average consumer.

In order to find out what people standing in frohthe beer shelves actually think,
the authors support their quantitative analysis wijualitative survey conducted in the field
(Stated Choice Experiment). The results descriledalbbring up new considerations with

certain inferences to the matter in question.
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5.2. Stated choice experiment

In this experiment the hypothesis is aligned whit dne the authors applied in
hedonic price regressiorfH: All other things held equal, local beer ismmoaluable for

Latvian population than imported beer).

When the data was collected, what the authors thakevas the margin that the
customer is ready to pay for the beer he or shieves to be imported. The “margin” was
calculated as a quotient of the price assignethpmited beer and the price assigned to local

beer.

Margin = p_imp / p_lo¢

wherep_impis the price assigned to imported beer pnibcis the price assigned to local beer.

The logic applied is as follows: if the result lsoae the value of 1, the consumer is
xenocentric; if it is below 1, the consumer is etbentric. An average value of 1 would

imply no credible bias of the consumer on average.

The split of respondents by age group and gendemwemally distributed (Figure 4),

which implies that selection biases in the resafésunlikely.
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Figure 4. Age and gender split.

Respondents' age group split Respondents' gender split

25-40 years

329 18-25 years

36%
Female; 48.3%

Male; 51.7%

=40 years

32%

Source: authors’ survey results

The results suggest that the consumerg#meocentricand the total pool of
respondents on average pays for imported €68 (96.8%, or by 3.2% less) of what they

would be willing to pay for local beer, althougletsamples tried a@bsolutely identical.

Even though on aggregate the respondents are lighiyl\s biased towards a locally
produced good, the import margin’s standard demiadf 0.176 stated by different
respondents in the sample suggeststtiet isa bias on individuals’ level, but the
aggregated result is set off by different direcsion the bias among different groups of
people. Therefore, the authors decided to looktimodata a level deeper, in an attempt to

find out if there is a persisting ethnocentricigtiern across age or gender groups.

The authors intended to disclose if there is aatation between the respondent’s age
and the beer of choice, as well as the margin plagyfor it. Interestingly enough, the level of
ethnocentricity is indeed reliant upon the age grqoung consumers tend to value local

beer higher than imported, unlike those born betiloee1980s (Figure 5).
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Figure 5. Import margin across age groups.

IMPORT MARGIN BETWEEN AGE GROUPS

1,10
80,0%
2 70,0%
1,05 ©
@
(&]
% 60,0%
<
1,00 0= Tt ittt 50,0%
=
c
3 40,0%
o -
0,95 =
w 30,0%
20,0%
0,90
10,0%
0,85 0,0%

18-25 YEARS 25-40 YEARS >40 YEARS

= Average import margin % chose imported

Source: authors’ survey results

This means that people aged 40 years and moretaalg likely to be xenocentric,
while the younger generations believe that Latypasduced beverages are superior to those
brought from abroad. This might stem from the thet for people brought up in the times of
the Soviet Union, national identity plays, at Igrgéess significant role. However, this is

simply a conjecture.

Nevertheless, there was barely any significantavene across gender groups (Figure

6).
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Figure 6. Import margin across genders.
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Source: authors’ survey results

Therefore, the authors conclude that in termsaikdtchoice the population in Latvia

is:

1. On average ethnocentric;

2. Dominantly biased towards either local or impoitederages omdividual
level;

3. Described by growing xenocentricity as we moveruthe age group.

29



6. Conclusion

As the coefficient next tonportid variable in all regressions conducted is positive,
the authors are inclined to conclude from the pryinmethodology (hedonic price
regression) that beer consumption habits in Labsa to prove that on aggregate the
consumer is xenocentric, which means that foreaggr brands are perceived to be of higher
quality — or, in other terms — are assigned a hightie by the consumer pool, than local

brands — all other parameters held equal.

However, the stated choice experiment conductegesig that on average there is no
clear bias of the total population (limited by tlepresentativeness of the sample). Still and
all, there are reasons to believe that a bias andavidual level is existent, even though
present in different mutually offsetting directioms addition, there is a growing

ethnocentricity pattern among older age groups.

There is a number of reasons the results of thentethhodologies appear to be
contradictory. First of all, the aggregated madagt indicates that the consumers who
assign higher value to imported brands might singplystitute a larger proportion of buyers,
than those who tend to be ethnocentric. Additignalie quantitative methodology explores
theactualconsumption choice made, whereas the other metbgylad merely atated
choice, which often tends to be different from #lcéual purchase. Moreover, both
methodologies had certain limitations that mighteheesulted in the difference. As an
example, the stated choice experiment was condoctigdn one location in Latvia — Riga,

whereas the consumer preferences might differ acrasous parts of the country.

All'in all, relying on the primary method, the aath conclude that a Latvian beer

consumer perceives imported brands as superiocsd bnes and that in the case of the beer
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market, the consumer is xenocentric. The authes suggest further researchers to explore

the issue on a deeper level to find out the reagbasch tendencies.
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